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BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

MIKE GLEASON — Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES

GARY PIERCE

IN THE MATTER OF THE FILING BY TUCSON ) DOCKET NO. E-01933A-05-0650
ELECTRIC POWER COMPANY TO AMEND
DECISION NO. 62103.

IN THE MATTER OF THE APPLICATION OF
TUCSON ELECTRIC POWER COMPANY FOR
THE ESTABLISHMENT OF JUST AND
REASONABLE RATES AND CHARGES
DESIGNED TO REALIZE A REASONABLE
RATE OF RETURN ON THE FAIR VALUE OF
ITS OPERATIONS THROUGHOUT THE STATE
OF ARIZONA.

DOCKET NO. E-01933A-07-O4 0 2

APPLICATION

Tucson Electric Power Company (“TEP” or “Company’), through undersigned counsel,
and pursuant to A.R.S. §§ 40-250, 40-251, 40-301, A.A.C. R14-2-103, and Decision No. 69568
(May 21, 2007), hereby respectfully submits its Application for (i) an increase in the Company’s
retail rates effective no later than January 1, 2009; and (ii) other related relief. The Company’s
request is fully supported by the testimony, exhibits, and schedules submitted concurrently with

this Application in these consolidated dockets. In support hereof, the Company states as follows:
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I. SUMMARY OF TEP’S REQUEST FOR RATE INCREASE AND OTHER
RELATED RELIEF.

Pursuant to the 1999 Settlement Agreement,1 on January 1, 2009, the TEP rate
moratorium ends and the Company is authorized to charge market-based rates for its electric
generation service. In these consolidated dockets, TEP is asking the Commission to (i) set new
rates for the Company’s distribution and must-run generation, (ii) confirm that TEP’s
transmission and ancillary rates will continue to reflect the existing FERC-approved tariff rates,
and (iii) affirm TEP’s authority to charge market-based rates for generation service using the
Company’s “Market Methodology,” all in time for the new rates to be in place on January 1,
2009. The Market Methodology will produce a rate increase of approximately 21.9% over TEP’s
current retail rates based on current projections for wholesale market power prices.

However, in the event that the Commission does not affirm that TEP is authorized to
charge market-based rates for generation service, the Company is offering two alternate
ratemaking methodologies: the “Cost-of-Service Methodology” and the “Hybrid Methodology.”
Each of these alternatives is designed to provide TEP with adequate rate relief and will
necessitate an amendment to Decision No. 62103, which approved the 1999 Settlement
Agreement.

The “Cost-of-Service Methodology” sets TEP’s retail rates based upon cost-of-service
principles for distribution, transmission and generation services. This methodology (i) utilizes
regulatory assets to make the Company whole for the transition of generation service from a
regulated monopoly regime to a non-regulated competitive scheme and then back to the regulated
monopoly regime; (ii) implements a purchased power and fuel adjustment clause (“PPFAC”) to
ensure timely recovery of TEP’s power supply costs; and (iii) restores the exclusivity of the

Company’s certificate of convenience and necessity (“CC&N”) in recognition of the return to the

! The Amended Settlement Agreement entered into by TEP, Arizona Residential Utility Consumers Office (“RUCO”),
Arizonans For Electric Choice and Competition (“AECC”) and Arizona Community Action Association (“ACAA”)
and approved by the Arizona Corporation Commission in Decision No. 62103 (November 30, 1999).
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regulated monopoly regime. The Cost-of-Service Methodology will produce a rate increase of
approximately 23.0% over TEP’s current retail rates based on current expectations for future
power supply costs.

The “Hybrid Methodology” also sets TEP’s retail rates based upon cost-of-service
principles for distribution, transmission, and generation. However, some of TEP’s generation
assets are excluded from the Company’s rate base and are designated as wholesale assets. The
Hybrid Methodology incorporates only one regulatory asset and includes a PPFAC. The Hybrid
Methodology will produce a rate increase of approximately 14.9% over TEP’s current retail rates
based on current expectations for future power supply costs.

The Company is seeking approval of its requested rate design (which includes progressive
Time-of-Use rates and a Lifeline Rate Block) as well as modifications to its Rules and
Regulations and its Tariffs.

In Decision No. 69568, the Company was ordered to present information regarding a
Demand-Side Management (“DSM”) Portfolio and a Renewable Energy Action Plan (“REAP”)
in two separate proceedings, to be filed with the Commission on or before July 2, 2007. TEP is
filing DSM Portfolio information in a separate proceeding but is requesting that the Commission

adopt a cost recovery mechanism in this rate case prior to the implementation of any new DSM

Portfolio programs. TEP incorporates by this reference any of the information in the DSM
Portfolio proceeding that the Commission may deem necessary in order to approve the cost
recovery mechanism.

Also, since Decision No. 69568 was issued, the Arizona Attorney General certified the
Commission’s Renewable Energy Standard Tariff (“REST”) rules, which will become effective
shortly. The REST Rules moot the REAP. Accordingly, in response to the requirement to file
REAP information, TEP will file in a separate proceeding a statement of its intent to (i) comply
with the procedures and provisions of the REST rules; (ii) file its REST compliance plan with the
Commission within the schedule set forth in those rules; and (iii) seek approval of a REST

recovery mechanism in the compliance plan proceeding as provided for in the REST rules.
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TEP’s requested relief is just, reasonable and fair to all affected constituencies. It is in
the public interest for the Commission to authorize a rate increase for TEP consistent with the
data and information presented and to resolve any outstanding issues relative to the 1999
Settlement Agreement as soon as possible, and in no event later than December 31, 2008.

IL. REASONS FOR TEP’S RATE INCREASE AND OTHER RELATED RELIEF.

TEP’s rate increase request is based on several factors. The first is that TEP’s rates are
too low to be able to continue to provide safe and reliable electric service at the levels the
Company has worked so hard to achieve. Under the 1999 Settlement Agreement, TEP agreed to
reduce and then freeze its rates until January 1, 2009. TEP’s rates are now below the rates that
were in place in 1994 and the Company’s earnings are well below its authorized rate of return
when analyzed on a cost-of-service basis.

Secondly, over the same time that rates have been reduced, the cost of providing service
has increased dramatically. Since 1999, the prices of steel and copper have increased 71% and
323% respectively, driving up the cost of facilities required for electric generation, transmission
and distribution. Meanwhile, wages have increased 26%, employee benefits have increased 43%,
and fuel costs have increased 34%. The impact of these rising costs is exacerbated by TEP’s
significant customer growth. TEP’s customer base has been expanding by 2.3% per year, while
its load is growing by 4% per year.

In short, TEP needs higher rates so it can maintain its current system and level of service,
build new facilities and acquire additional generating capacity in order to safely and reliably
serve its customers’ growing needs.

III. THE RATE METHODOLOGIES.

By this Application, TEP is seeking a rate increase based upon the Market Methodology.
At the same time, however, TEP has provided the Commission with two alternative methods —
the Cost-of-Service Methodology and the Hybrid Methodology — for establishing new rates and
resolving the current dispute over the 1999 Settlement Agreement. Under the Cost-of-Service

Methodology and the Hybrid Methodology, rates are set by traditional cost-of-service principles,
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which includes rates for transmission and ancillary services reflecting the rates established by the
TEP Open Access Transmission Tariff (“OATT”) approved by the Federal Energy Regulatory
Commission (“FERC”). Base generation rates are set at different levels under each alternate
methodology, and there are differences in the amounts TEP seeks to recover as regulatory assets
under each methodology. A chart depicting the elements of the three methodologies is attached
hereto as Exhibit 1 and by this reference incorporated herein.

A. Market Methodology.

Under the Market Methodology, all rates are set under cost-of-service principles except
that the unbundled generation service rate is set by the Market Generation Credit (“MGC”) under
Section 2.1(d) of the 1999 Settlement Agreement, as subsequently amended by Decision No.
65751 (March 20, 2003). Under the Market Methodology, TEP is requesting a regulatory asset
to recover only approximately $14.2 million in direct costs incurred to implement competition in
compliance with the 1999 Settlement Agreement. The Company is not seeking recovery of any
of the other costs it incurred in the transition to retail electric competition in this methodology.

B. Cost-of-Service Methodology.

Under the Cost-of-Service Methodology, distribution, transmission, and generation rates
are established using cost-of-service principles. This methodology also seeks (i) recovery of
costs and losses associated with the transition to retail competition under two (2) regulatory
assets, (i) approval of a PPFAC, and (iii) restoration of the exclusivity of TEP’s CC&N.

In this methodology, TEP is utilizing a test year comprised of the twelve (12) months
ending December 31, 2006, and has employed the calculations traditionally used by the
Commission for determining fair value rate base (“FVRB”), fair value rate of return (“FVRR”)
and operating income. TEP is aware, however, that the Court of Appeals’ recent ruling in
Chaparral City Water Company v. Arizona Corporation Commission, 1 CA-CC 05-002
(February 13, 2007) (“Chaparral City”’), may result in some modification of the Commission’s

traditional approach. TEP’s use of the Commission’s traditional definitions and calculations are
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therefore presented as a baseline for establishing new cost-of-service rates for TEP.> TEP
believes that any new approach adopted by the Commission for establishing cost-of-service rates
will be at or above the baseline cost-of-service rates established by the Cost-of-Service
Methodology. Accordingly, TEP is providing the Commission with additional fair market value
information and testimony that the Commission may find useful in determining FVRB, FVRR
and operating income in this case.

The Cost-of-Service Methodology also implements a PPFAC. TEP presently does not
have a PPFAC in place. Given the recent volatility in fuel and purchase power costs, TEP would
require a PPFAC to allow timely recovery of its fuel and purchased power costs and to provide
meaningful price signals to customers if it is to be returned to cost-of-service rates. There are
two (2) primary components of TEP’s PPFAC rate:

(i) Forward Component: This component would be based on the forecasted fuel and

purchased power costs for the following year. For example, forecasts for fuel and
purchased power in 2010 would be used to establish the PPFAC Forward Component for
2010. Forward prices also would be used to establish the PPFAC Forward Component

annually.

(ii) True-Up Component: This component would compare actual fuel and purchase

power costs with the amount TEP collected through base rates as well as the PPFAC rate
for the prior year. If actual costs were above what was collected, the True-Up Component
would become an additional amount to be collected from customers in the subsequent
year. If actual costs were below what was collected, the True-Up Component would
reflect a credit towards the PPFAC rate for the following year. For example, the

difference between the forecasted 2009 fuel and purchased power costs and the costs

2 TEP reserves all rights and claims in connection with any approach ultimately employed by the Commission as a
result of the Chaparral City ruling. Additionally, the Company reserves its rights to incorporate the fair market value
information (presented in this case for informational purposes) into its request in the event that the Commission adopts
an approach to rate base or revenue requirement determination that includes fair market values of assets devoted to
public service.
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actually incurred during that year would be incorporated into the 2010 PPFAC rate via the

True-Up Component.

The Cost-of-Service Methodology further includes recovery of two (2) regulatory assets.
First, TEP seeks recovery of approximately $47 million of costs incurred in the transition to retail
competition under the 1999 Settlement Agreement. These costs include software changes made
to the Company’s billing systems and actions taken to renegotiate coal contracts. This regulatory
asset (the “Implementation Costs Regulatory Asset” or “ICRA”) is included in rate base and
recovered through base rates. Second, TEP seeks recovery of $788 million reflecting the
financial impact of meeting its obligations under the 1999 Settlement Agreement and
transitioning back to cost-of-service ratemaking in 2009. This regulatory asset (the “Termination
Costs Regulatory Asset” or “TCRA”) is recovered through a separate charge (the “Termination
Cost Regulatory Asset Charge” or “TCRAC?”) at an average rate of $0.0126 per kWh.

C. Hybrid Methodology.

Under the Hybrid Methodology, TEP’s distribution, transmission, and generation rates
would be established in the same manner as under TEP’s Cost-of-Service Methodology except
that certain generation assets would be excluded from the rate base. TEP also seeks approval of
a PPFAC under this methodology, but the only regulatory asset requested under this methodology
is the $47 million ICRA.

The assets excluded from rate base under the Hybrid Methodology are (i) the Company’s
interest in Navajo Generating Station Units 1, 2 and 3, and (ii) the Company’s interest in Four
Comers Generating Station Units 4 and 5 (the “excluded generation assets”). These excluded
generation assets will be dedicated to wholesale market transactions, although the power could
be used to supply TEP’s retail customers at prices reflecting wholesale market conditions. In that
circumstance, the cost to supply TEP’s retail customers from those excluded generation assets
would be recovered through the PPFAC and not base rates.

The Hybrid Methodology includes (i) the same PPFAC as utilized under the Cost-of-
Service Methodology; (ii) recovery of only the $47 million ICRA (and not the TCRA); and (iii) a




S W

O 0 N N W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

restoration of TEP’s exclusivity under its CC&N except that direct access within TEP’s service
territory would be available for customers whose demand exceeds three (3) MW.
IV. RATE DESIGN.

In 2000, the Commission approved unbundled tariffs for TEP that opened the Company’s
territory to direct access. The Commission’s Retail Electric Competition Rules still require
unbundled rates. Therefore, as part of its Application, TEP is proposing unbundled tariffs for
each of the three (3) methodologies. The generation rate will be determined by the methodology
adopted. The transmission and ancillary services rates will be set to reflect the OATT rate
approved by FERC. The rates for distribution and must-run generation will be set to recover the
costs of providing those services.

Additionally, TEP is proposing progressive Time-of-Use rates and a Lifeline Rate Block.
TEP’s Time-of-Use proposal has been developed and is offered with the intent to make a
meaningful impact on customer usage. The Lifeline programs are similarly offered to provide a
significant mitigation of the cost of electric service for those who require it for their basic needs.
V. RULES AND REGULATIONS AND TARIFFS.

TEP is requesting modifications to its Rules and Regulations and to its Tariffs. These
modifications are intended to modernize and standardize TEP’s Rules and Regulations and
Tariffs with the corresponding rules, regulations and tariffs of TEP’s affiliates, UNS Gas, Inc.
and UNS Electric, Inc., to add TOU offerings and to set forth separate Direct Access Rules and
Regulations.

VI. DSM RECOVERY MECHANISM.

TEP is filing its DSM Portfolio and REAP information in separate dockets as ordered by
the Commission in Decision No. 69568.> However, TEP is requesting that the Commission
approve the appropriate DSM Portfolio cost recovery mechanism in this proceeding prior to the

implementation of those programs so that the Company can recover its costs in a timely manner.

* TEP, to the extent deemed necessary by the Commission in order to reach a determination on the requests, hereby
incorporates by reference into these consolidated dockets the DSM Portfolio and REAP filings made by the Company.

8
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APPLICATION
L.

The Company is a corporation duly organized, existing and in good standing under the
laws of the State of Arizona. Its principal place of business is One South Church Avenue,
Tucson, Arizona, 85701.

IL

The Company is a public service corporation principally engaged in the transmission and
distribution of electricity for sale in Arizona pursuant to Certificates of Convenience and
Necessity issued by the Commission.

I11.

All communications and correspondence concerning this Application, as well as

communications and pleadings with respect thereto filed by other parties, should be served upon

the following:
Raymond S. Heyman, Esq.
Michelle Livengood, Esq.
UniSource Energy Corporation
One South Church, Suite 200
Tucson, Arizona 85701

and

Michael W. Patten, Esq.

J. Matthew Derstine, Esq.

Roshka, DeWulf & Patten, PL.C

One Arizona Center

400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004

Iv.

This Commission has jurisdiction to conduct public hearings to determine the fair value
of the property of a public service corporation, to fix a just and reasonable rate of return thereon,
and thereafter, to approve rate schedules designed to develop such return. Further, the

Commission has jurisdiction to establish the practices and procedures to govern the conduct of
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such hearing, including, but not limited to, such matters as notice, intervention, filing, service,
exhibits, discovery and other pre-hearing and hearing matters.
V.
Accompanying this Application are the standard filing requirements and rate design

schedules described in A.A.C. R14-2-103 and the direct testimony and related exhibits of the

following witnesses:

James S. Pignatelli
Michael J. DeConcini
David G. Hutchens
Kentton C. Grant
Kevin P. Larson
Karen G. Kissinger
Dallas J. Dukes
Dawn Sabers

D. Bentley Erdwurm
Thomas N. Hansen
Dr. Kimbugwe Kateregga
Judah L. Rose

Dr. Samuel Hadaway

VI.

TEP respectfully requests that this Commission set a date for a hearing on this
Application such that new rates for the Company will become effective on or before January 1,
2009. At the hearing conducted pursuant to this rate request, TEP will establish, among other
things, that:

(1) its current rates and charges do not permit the Company to earn a fair return on the
fair value of its assets devoted to public service and are therefore no longer just
and reasonable;

2 pursuant to the 1999 Settlement Agreement, TEP is entitled to charge market-
based rates for generation service commencing January 1, 2009;

3) the requested increase, under any of the methodologies, is the minimum amount
necessary to allow the Company an opportunity to earn a fair return on the fair

value of its assets devoted to public service, for preservation of the Company’s

10
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“)
)

©)

(7

financial integrity and for the attraction of new capital investment on reasonable
terms;

the proposed modifications to TEP’s rate design should be approved;

the proposed modifications to TEP’s Rules and Regulations and Tariffs should be
approved;

the requested PPFAC for the Company should be adopted so that proper
protections and price signals are provided to the customers and TEP timely
recovers the cost of fuel and purchased power; and

the requested DSM Portfolio cost recovery mechanism should be approved prior
to the implementation of new DSM programs.

VIIL

In addition to setting a hearing date, TEP asks that the Commission issue a procedural

order setting forth the prescribed notice for the Application, establishing procedures for

intervention, and providing for appropriate discovery. TEP further requests that the Company be

authorized to serve all discovery requests, answers and objections electronically. Hard copy

service would remain available to parties upon request or where the confidential nature of the

information makes the use of electronic service impractical.

WHEREFORE, TEP respectfully requests that the Commission:

(D

@

3)

issue a procedural order establishing a date for hearing evidence concerning the
Application and prescribing the time and form of notice to TEP customers and

establishing procedures for intervention and discovery as described above;

issue a final order granting the Company the permanent rate increase sought

herein as well as any amendments to Decision No. 62103, if necessary ;

issue a final order approving the new or modified rate and service schedules
included with the Company’s Application with an effective date as soon as

practicable, but in no event later than January 1, 2009;

11
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4) issue a final order approving TEP’s revised Rules and Regulations and revised

Tariffs, as set forth in the related testimony and exhibits;

(5) issue a final order authorizing TEP’s depreciation rates and classifications;

(6) issue a final order approving the requested PPFAC;

(7 issue a final order approving TEP’s proposed DSM cost recovery mechanism; and

(8) grant the Company such additional relief as is just and proper.

RESPECTFULLY SUBMITTED this 2™ day of July 2007.

TUCSON ELECTRIC POWER COMPANY

o it

Original and 15 copies of the foregoing
filed this 2" day of July 2007 with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Michael W. Patten

J. Matthew Derstine

Roshka, DeWulf & Patten, PLC

One Arizona Center

400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004

and

Raymond S. Heyman

Michelle Livengood

Tucson Electric Power Company
One South Church Avenue, Ste 200
Tucson, Arizona 85701

Attorneys for Tucson Electric Power Company

12
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Copy of the foregoing hand-delivered/mailed
this 2™ day of July 2007 to:

Chairman Mike Gleason

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

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

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

Commissioner Kristin K. Mayes
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Commissioner Gary Pierce
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Lyn A. Farmer, Esq.

Chief Administrative Law Judge
Hearing Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Jane Rodda, Esq.

Administrative Law Judge
Hearing Division

Arizona Corporation Commission
400 W. Congress

Tucson, Arizona 85701

Christopher C. Kempley, Esq.
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

13
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Erest G. Johnson

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

C. Webb Crockett

Patrick J. Black

FENNEMORE CRAIG, PC

3003 North Central Avenue, Suite 2600
Phoenix, Arizona 85012-2913

Scott S. Wakefield, Chief Counsel
Residential Utility Consumer Office

1100 West Washington, Suite 220
Phoenix, Arizona 85007

Timothy Hogan
Arizona Center for Law
in the Public Interest

202 East McDowell Road, Suite 153
Phoenix, Arizona 85004

Jeff Schlegel

SWEEP Arizona Representative
1167 West Samalayuca Dr
Tucson, Arizona 85704

Michael Grant, Esq.
Gallagher & Kennedy

2575 East Camelback Road
Phoenix, Arizona 85016

Gary M. Yaquinto

Arizona Investment Council

2100 North Central Avenue, Suite 210
Phoenix, Arizona 85004

Nicolas J. Enoch

Lubin & Enoch, PC

349 North Fourth Avenue
Phoenix, Arizona 85003

Peter Q. Nyce, Jr

General Attorney-Regulatory Office
Department of the Army

901 North Stuart Street

Arlington, Virginia 22203

Lawrence Robertson
P. O. Box 1448
Tubac, AZ 85646

14
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David Berry

Western Resource Advocates
P. O. Box 1064

Scottsdale, Arizona 85252

Eric Guidry

Western Resource Advocates
2260 Baseline Road, Suite 200
Boulder, Colorado 80302

Robert J. Metli

Snell & Wilmer LLP
One Arizona Center

400 East Van Buren

Phoenix, AZ 85004

Thomas Mumaw

Barbara A. Klemstine

Brian Brumfield

Arizona Public Service Company
P. O. Box 53999, Station 9708
Phoenix, Arizona 85072

Greg Patterson

Arizona Competitive Power Alliance
916 West Adams, Suite 3

Phoenix, Arizona 85007

S. David Childers, P.C.

Low & Childers, P.C.

2999 North 44" Street, Suite 250
Phoenix, Arizona 85018

Christopher Hitchcock

Law Offices of Christopher Hitchcock
P. O. Box AT

Bisbee, Arizona 85603

By,

15
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Executive Summary of the
Direct Testimony of James S. Pignatelli

Mr. Pignatelli is the Chairman of the Board, President and Chief Executive Officer of
Tucson Electric Power Company (“TEP” or the “Company”). Mr. Pignatelli’s Direct Testimony
addresses the following matters:

1.

Summary of Rate Increase Request. TEP has operated under a rate increase
moratorium since the 1999 Settlement Agreement and is currently under-earning
on a cost-of-service basis. The rate moratorium ends on December 31, 2008. TEP
has faced and continues to experience significant customer growth, increased
energy demand and rapidly rising costs associated with providing service. TEP’s
rate increase request is necessary to maintain current service levels, build new
transmission and distribution facilities and to acquire additional generation (such
as the Springerville Generating Station Unit 1) to serve its customers’ growing
needs.

For these reasons, TEP is compelled to request the first increase in its rates in
more than a decade. The Company is proposing three methodologies that could be
used to implement its rate increase request: (i) the Market Methodology; (ii) the
Cost-of-Service Methodology; and (ii1) the Hybrid Methodology. All three
methodologies use cost-of-service principles to determine distribution (“ACC”)
and transmission (“FERC”) rates. But each methodology uses a different approach
for determining the rate for generation service.

a. Market Methodology. This methodology would determine transmission
and distribution rates using cost-of-service principles. Rates for generation
service would be determined by using the market-based proxy, the Market
Generation Credit (“MGC”), which was adopted in the 1999 Settlement
Agreement and approved in Decision No. 62103. The rate base in this
methodology would include an Implementation Cost Regulatory Asset
(“ICRA™) of $14.2 million amortized over four years to reflect a portion of
the costs (i.e. software acquisition and modification) of TEP’s transition to
retail competition under the 1999 Settlement Agreement. Under this
methodology, TEP’s service area would remain open to direct access retail
competition. The Market Methodology would result in an increase of
21.9% over current rates.

b. Cost-of-Service Methodology. This methodology would determine
transmission, distribution and generation rates using cost-of-service
principles. The rate base in this methodology would include an ICRA of
$47 million amortized over four (4) years to reflect the costs of TEP’s
transition to retail competition under the 1999 Settlement Agreement. This
methodology also would include a Termination Cost Regulatory Asset
(“TCRA™) of $788 million to be recovered through a charge for the
financial harm incurred by TEP for performing under the 1999 Settlement
Agreement, but not being permitted to charge market rates for generation
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service beginning in 2009. This methodology would also implement a
Purchased Power and Fuel Adjustment Clause (“PPFAC”). Additionally,
the exclusivity of TEP’s Certificate of Convenience and Necessity
(“CC&N”) would be restored. The Cost-of-Service Methodology would
result in an overall increase of 23.0% over current rates.

c. Hybrid Methodology. This methodology would utilize a hybrid
ratemaking approach whereby TEP’s transmission, distribution and
generation rates would be established by cost-of-service principles in the
Cost-of-Service Methodology, including the $47 million ICRA, except
that certain generation assets would not be included in TEP’s cost-of-
service rate base. The excluded generation assets are (i) the Company’s
interest in the Navajo Generating Station Units 1, 2 and 3; and (ii) the
Company’s interest in the Four Corners Generating Station Units 4 and 5
(the “excluded generation assets”). The excluded generation assets would
be dedicated to wholesale market transactions. In addition, this hybrid
methodology would include a PPFAC. Also, under this methodology,
TEP’s service area would be open to direct access retail competition for
customers with at least 3 MW of load. The Hybrid Methodology would
result in an overall increase of 14.9% over current rates.

TEP has presented the Market Methodology to -the Commission because it
believes that when the rate increase moratorium in the 1999 Settlement
Agreement is lifted on January 1, 2009, it is entitled to (i) a rate increase for
transmission and distribution service; and (ii) charge rates for generation service
based upon the market-based methodology set forth in the 1999 Settlement
Agreement.

TEP has submitted the Cost-of-Service Methodology and the Hybrid
Methodology to the Commission to evaluate the Company’s proposals for
amending the 1999 Settlement Agreement and Decision No. 62103. If the
Commission accepts either of these methodologies, TEP requests that the new
rates become effective as soon as possible but in no event later than January 1,
2009.

Purchased Power and Fuel Adjustment Clause. TEP does not currently have
an energy and/or fuel adjustment clause. TEP is proposing a PPFAC (and related
Plan of Administration) that would reflect a forward-looking estimate of fuel and
purchased power costs. A PPFAC would be used in connection with both the
Cost-of-Service and Hybrid Methodologies.

i
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Regulatory Assets. As part of all three methodologies, TEP is seeking to include
the ICRA in rate base to be amortized over four (4) years. The ICRA is
approximately $47 million in the Cost-of-Service and Hybrid Methodologies, and
approximately $14.2 million in the Market Methodology. The Company also
seeks to recover, through a charge, a TCRA in the amount of $788 million to be
amortized over 10 years in the Cost-of-Service Methodology.

Fair Market Value and Wholesale Market Information. TEP has calculated
its fair value rate base and fair value rate of return in accordance with the
Commission’s traditional practice. At the same time, TEP is presenting data
regarding the fair market value of its rate base assets for informational purposes
and in order to preserve its rights in the event that such data is relied upon by the
Commission in response to the Arizona Court of Appeals’ ruling in the Chaparral
City decision. The Company also is presenting evidence demonstrating that the
wholesale electric market in the Southwest is robust and competitive.

DSM_Cost_Recovery Mechanism. TEP is filing Demand-Side Management
(“DSM”) Portfolio and Renewable Energy Action Plan (“REAP”) information in
separate dockets as ordered in Decision No. 69568 (May 21, 2007). However,
TEP is requesting that the Commission order that the appropriate DSM cost
recovery mechanism be established in this proceeding so that the Company may
recover its costs associated with the DSM Portfolio in a timely manner. In light of
the imminent implementation of the REST rules, TEP is presenting for
informational purposes its proposed procedure for adoption of a REAP/REST cost
recovery mechanism. TEP is also requesting that the cost recovery mechanisms
be in place prior to the implementation of any plans.

Rate Design (Time-of-Use and Lifeline Rate Block). TEP is presenting
significant rate design proposals in this proceeding regarding Time-of-Use
(“TOU”) and Lifeline rates.

TEP is proposing to control peak demand through TOU rates under each of the
methodologies presented in this case. TOU rates should help defer new generation
and provide customers the opportunity to achieve savings by managing their
electric service usage patterns. Accordingly, TEP is proposing that all new
customers be placed on TOU rates and that any existing customers who change
meters also be placed on a TOU rate. Additionally, all commercial and industrial
customers - new and existing - with loads of 200 kW or greater will be placed on
a TOU rate.

TEP is also proposing a progressive Lifeline Rate Block that will aid not only
those in need of financial assistance, but all customers regarding their basic
energy needs.

iii
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TEP’s overall rate design objectives are the same under the three methodologies.
The proposed rate design is responsive to customers’ concerns, and promotes the
long term financial integrity of TEP and the economic vitality of southern
Arizona. Major stakeholders’ interests coincide regarding peak load control,
conservation during high cost periods, and providing basic energy needs at
affordable prices. TEP proposes to ambitiously expand TOU programs and to
introduce a Lifeline Rate Block. Lifeline Rates offer a monthly block of “basic-
needs” energy at a reduced price per kWh.  Under the Lifeline Rate Block, the
price per unit increases as consumption increases, and conservation is promoted.
TOU reinforces the conservation incentive by pricing on-peak period energy at
higher prices. On-peak consumption may be avoided or shifted to less critical
shoulder-peak or off-peak periods where prices are closer to or lower than typical,
non-time differentiated levels. If sufficient customers shift load away from the
on-peak period, additional capacity may be avoided or deferred and cost savings
may result.

v
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INTRODUCTION AND BACKGROUND.

Please state your name and business address.
My name is James S. Pignatelli. My business address is One South Church Avenue,

Tucson, Arizona 85701.

Mr. Pignatelli, please provide a brief review of your education and work experience.
I received an undergraduate degree in accounting with a minor in economics from
Claremont Men’s College. I received a Juris Doctor Degree from the University of San
Diego School of Law. 1 am an inactive member of the California State Bar, and have
passed the certified public accounting exam. I have worked in the utility industry since
my college days, with the exception of two years when I was in the military during the
Vietnam War. I served in various positions at San Diego Gas & Electric Company and
Southern California Edison Company in accounting, economics, business planning and

strategic planning.

Prior to joining UniSource Energy Corporation (“UniSource Energy”), I served as the
Chief Executive Officer of Mission Energy, which, at the time, was the largest

independent power producer in the world.

What is your position with Tucson Electric Power Company (“TEP” or the
“Company”)?
I am Chief Executive Officer, President and Chairman of the Board of Directors of TEP.

I hold the same positions with UniSource Energy Corporation, TEPs parent company.

In these positions, 1 am responsible for the overall operation of TEP. I take very seriously

TEP’s role as a provider of electric service. 1 believe TEP has an important obligation to
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our customers to provide safe and reliable electric service. I believe our performance

demonstrates our commitment to fulfilling this obligation.

I also believe TEP has an obligation to be a prudent steward of its investors’ assets. 1
take pride in knowing that during the TEP rate moratorium period (from 1999 through
2008), the Company has been able to meet its obligations to both customers and

shareholders.

However, TEP will not be able to continue to operate at current service levels without a
rate increase. During the TEP rate moratorium period, the cost of providing service has
dramatically increased. For example, since 1999, materials such a steel and copper have
increased 71% and 323%, respectively; wages have increased 26%; employee benefits
have increased 43%, and fuel costs have increased 34%. A chart showing the increase in

these costs is attached to my testimony as Exhibit JSP-1 and incorporated herein.

Over the same period that these vital and unavoidable costs have increased, TEP’s rates
actually decreased. Indeed, TEP’s current rate levels are 2% below the rates that were in
place in 1994. TEP agreed to a rate moratorium as a part of the 1999 Settlement
Agreement. Clearly, this rate moratorium has been very fortuitous for our customers
who, for at least eight (8) years, have not had to pay for the increase in the costs TEP has
incurred in providing safe and reliable electric service. But, as the rate moratorium
provision of the 1999 Settlement Agreement reaches an end, it is time for TEP’s electric
service rates to accurately reflect the Company’s costs for providing service. A chart
showing TEP’s rates compared with the rate levels of selected other utilities (which have
not been subject to the same rate moratorium as TEP) is attached to my testimony as

Exhibit JSP-2 and incorporated herein.
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Regardless of which methodology the Commission employs for determining new rates, it
is entirely appropriate for TEP’s rates to be increased now in recognition of the increase
in customer growth, energy demand and the cost of providing service. We are
experiencing new customers coming into our service territory and existing customers are
using more electricity. TEP’s ability to maintain safe and reliable service levels while
meeting the needs of this growth also plays an important role in the economic

development of the State of Arizona.

Higher rates are needed to ensure that TEP can afford not only to expand its transmission
and distribution facilities to meet customer growth, but also to acquire needed electric
generation. TEP expects to invest significant amounts to secure the additional power it
will need to meet its future load. The Company will acquire additional generation by
building, buying or leasing power plants, or by entering into contracts to purchase power
in the wholesale market. To carry out any of these options, TEP will need to improve its
financial stability and strength. Approval of the rates requested by TEP in this case
would bolster the Company’s financial condition and, in so doing, improve its ability to

procure future generation for its customers.

The future of Unit 1 at TEP’s coal-fired Springerville Generating Station offers an
example of how improving the Company’s financial condition would serve the long-term
interests of our customers and the Company’s ability to provide continued safe and
reliable service. TEP currently receives the unit’s full 380-MW output through a
leveraged lease arrangement with the owner participants of the Springerville Unit No. 1
Lease (the “Springerville Unit No. 1 Lease.”) The Springerville Unit No. 1 Lease expires
in 2015, at which time TEP will have the option to purchase the assets at fair market
value. We believe customers would be best served if TEP has the financial strength to

purchase those equity interests at that time. By owning Springerville Unit No. 1, TEP
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could continue to provide this low-cost source of coal-fired generation to its customers
rather than turning to the volatile wholesale power markets to replace its output. Without
the requested rate relief, I believe that TEP’s ability to acquire Springerville Unit No. 1

on reasonable terms will be significantly jeopardized.

Mr. Pignatelli, what is the Company asking the Arizona Corporation Commission
(“Commission”) to do in this proceeding?
We are asking the Commission to issue an order prior to December 31, 2008, that

increases TEP’s rates from their current levels, effective no later than January 1, 2009.

How does TEP propose that the Commission set rates in this proceeding?
TEP is proposing that the Commission adopt the “Market Methodology” for setting rates
in this case. TEP believes this is the methodology that complies with terms and

conditions of the 1999 Settlement Agreement.

The Market Methodology would determine distribution and transmission rates using cost-
of-service principles. Specifically, the transmission rates are based upon FERC’s cost-
based open access transmission tariff (‘OATT”). Rates for generation service would be
determined by a market-based formula pursuant to the 1999 Settlement Agreement. The
Market Methodology would include recovery of certain costs of implementing retail

electric competition (the “Implementation Cost Regulatory Asset”, or “ICRA”).

However, in the event that the Commission does not affirm that TEP is authorized to
charge market-based rates for generation service, the Company is offering two alternate
ratemaking methodologies. Each of these alternatives is designed to provide the
Company with adequate rate relief and will necessitate an amendment to Decision No.

62103, which approved the 1999 Settlement Agreement.
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The “Cost-of-Service Methodology” would determine transmission, distribution and
generation rates using cost-of-service principles. This methodology includes regulatory
assets to address the financial impacts to TEP from (i) implementing retail electric
competition (the ICRA); and (i1) complying with the 1999 Settlement Agreement without
being permitted to charge market rates for generation service due to the modification or
termination of the 1999 Settlement Agreement (the “Termination Cost Regulatory Asset”,
or “TCRA”). This methodology also would incorporate a Purchased Power and Fuel
Adjustment Clause (“PPFAC”) to ensure the timely recovery of future fuel and purchased
power costs. TEP presently does not have a PPFAC in place. Additionally, the
exclusivity of TEP’s Certificate of Convenience and Necessity (“CC&N™) would be

restored.

The “Hybrid Methodology” would utilize a hybrid ratemaking approach whereby TEP’s
transmission, distribution and generation rates would be established by cost-of-service
principles except that certain generation assets would not be included in TEP’s cost-of-
service rate base. The excluded generation assets would be (i) the Company’s interest in
the Navajo Generating Station Units 1, 2 and 3; and (i) the Company’s interest in the
Four Corners Generating Station Units 4 and 5 (the “excluded generation assets”). The
excluded generation assets would be dedicated to wholesale market transactions. This

methodology also would incorporate a PPFAC as well as recovery of an ICRA.

A chart specifying and comparing the features of each methodology is attached to my
testimony as Exhibit JSP-3 and incorporated herein. Regardless of which methodology
the Commission employs for determining new rates, it is entirely appropriate for TEP’s
rates to be increased now in recognition of the increase in customer growth, energy
demand and the cost of providing service and the need for TEP to be able to maintain safe

and reliable service.
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So is TEP filing three separate rate cases in this proceeding?
No, not at all. TEP is presenting three alternative methodologies for determining one rate
increase. The same core data will be used, with appropriate adjustments, for each

methodology.

The Company’s primary request in this case is that the Commission adopt the Market
Methodology. TEP believes this is the methodology that was authorized by the 1999
Settlement Agreement. The Market Methodology will use the same data and information
that will be presented in connection with the Cost-of-Service Methodology for
determining transmission and distribution rates. The unbundled generation rate
developed in the Cost-of-Service Methodology will be replaced in the Market
Methodology with the Market Generation Credit ("MGC") rate pursuant to the 1999

Settlement Agreement.

The Cost-of-Service Methodology will calculate generation, transmission and distribution
rates using cost-of-service ratemaking principles and a historic test year based on the

twelve (12) months ending December 31, 2006.

The Hybrid Methodology will utilize the same test year, data and principles from the
Cost-of-Service Methodology, adjusted to reflect removal of the excluded generation

assets.

We are submitting, with our Application, a full set of rate schedules pursuant to A.A.C.
R14-2-103 for the Market Methodology, the Cost-of-Service Methodology and the
Hybrid Methodology. Although some information may be redundant, we believe that
providing separate copies of the schedules for each methodology will make it easier for

the Commission to analyze each approach on its own merits. We are also providing
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separate tariffs for each of the methodologies.

Mr. Pignatelli, why are you presenting the Commission with three methodologies for
setting rates in this proceeding?

TEP’s position regarding its right to charge market-based rates is well documented. We
are presenting the Market Methodology to the Commission because we believe that when
the rate increase moratorium imposed by the 1999 Settlement Agreement expires on
December 31, 2008, we are entitled to (i) a rate increase for transmission and distribution
service; and (it) charge rates for generation service based upon the market-based

methodology set forth in the 1999 Settlement Agreement.

We have filed the Cost-of-Service Methodology and the Hybrid Methodology to help the
Commission evaluate our proposals for amending the 1999 Settlement Agreement and
Decision No. 62103 in furtherance of settlement discussions and negotiations among the
parties to the 1999 Settlement Agreement. We originally proposed this approach during
the hearing held in Docket No. E-01933A-05-0650, (the “1999 Settlement Agreement
Amendment Case”). The Commission accepted TEP’s proposal and ordered the
Company to file our Application in this case with the different methodologies in Decision

No. 69568 (May 21, 2007).

What do you anticipate the rate increase will be if the Market Methodology is used?
Based on assumptions detailed in our schedules, testimony and exhibits, we believe that
market-based rates for generation service, together with an increase for transmission and
distribution service, effective January 1, 2009 will result in an increase over current rates

0f21.9%.
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What do you anticipate the rate increase will be if the Cost-of-Service Methodology
is used?

If TEP’s rates for generation, transmission and distribution services are determined using
cost-of-service principles, including the Company’s recommended regulatory assets, the
increase over current rates is expected to be 23.0%. As TEP is requesting a PPFAC as
part of this rate setting methodology, this estimate is based on the Company’s

expectations for fuel and purchased power costs in 2009.

What do you anticipate the rate increase will be if the Hybrid Methodology is used?
Pursuant to the Hybrid Methodology, the increase over current rates is expected to be
14.9%. A PPFAC would also be implemented in the same fashion as the Cost-of-Service

Methodology that 1 descnibed above.

Do you believe these new rates are just, reasonable and in the public interest?

Yes, I do. Even if the Commission does not agree that TEP is entitled to charge market-
based rates for generation service commencing January 1, 2009, dramatic increases in the
cost of providing electric service justify an increase under any of the proposed

methodologies.

As 1 analyze rates to determine if they are just, reasonable, and in the public interest, 1
refer to the fundamental ratemaking standards established by the U.S. Supreme Court in
the seminal cases Bluefield Water Works and Improvement Co. v. Pub. Serv. Comm’n of
West Virginia, 262 U.S. 679 (1923) (the “Bluefield” case) and Federal Power Comm'n v.
Hope Natural Gas, 320 U.S. 591 (1944) (the “Hope” case). The Bluefield case
established the standards by which rates and a reasonable return are to be evaluated by

stating:
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A public utility is entitled to such rates as will permit it to earn a return on the
value of the property which it employs for the convenience of the public equal to
that generally being made at the same time and in the same general part of the
country on investments in other business undertakings which are attended by
corresponding risks and uncertainties; but it has no constitutional right to profits
such as are realized or anticipated in highly profitable enterprises or speculative
ventures. The return should be reasonably sufficient to assure confidence in the
financial soundness of the utility and should be adequate, under efficient and
economical management, to maintain and support its credit and enable it to raise
the money necessary for the proper discharge of its public duties.”

In Hope, the U.S. Supreme Court expanded on the Bluefield principles by stating:
From the investor or company point of view it is important that there be enough
revenue not only for operating expenses but also for capital costs of the business.
These include service on the debt and dividends on the stock...By that standard
the return to the equity owner should be commensurate with return on investments
in other enterprises having corresponding risks. That return, moreover, should be

sufficient to assure confidence in the2 financial integrity of the enterprise, so as to
maintain its credit and attract capital.

In these two cases, the U.S. Supreme Court set forth the public interest balancing test that
I believe the Commission should use when determining rates for TEP. For me, this
balancing test defines the public interest because it considers the impact of rate relief on

both the investors and the customers.

In this case, it is indisputable that TEP’s rates are below those found to be just and
reasonable by the Commission and charged to customers in 1994, resulting in a
substantial benefit for our customers. The cost increases incurred over the past thirteen
(13) years make it inevitable that any rate methodology proposed by the Company will
result in higher costs for customers. Nonetheless, when those costs are balanced against
the long-term benefits provided to both customers and the Company, it is clear that our

methodologies are just, reasonable and in the public interest.

1262 U.S. at 692-93.
2 320 U.S. at 603.
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Are you asking the Commission to address any significant policy questions in this
proceeding?

Yes. We are asking the Commission to determine whether TEP’s generation service rates
will be based on a market-based formula, cost-of-service principles or a hybrid of those
two approaches. In addressing this issue, the Commission will necessarily resolve
questions about TEP’s rights under the 1999 Settlement Agreement, while making a clear

statement about the future of electric competition in Arizona.

Also, TEP currently does not have a PPFAC. If generation assets are returned to cost-of-
service ratemaking and regulation, it will be important to ensure that customers pay a fair
cost for power during periods of volatility in the purchased power and fuel markets. By
approving a PPFAC, the Commission will accomplish this goal while addressing a

significant threat to the Company’s financial stability.

We also are providing the Commission with information regarding the fair value of
TEP’s assets devoted to public service. In light of the Court of Appeals’ ruling in
Chaparral City Water Company v, Arizona Corporation Commission, 1 CA-CC 05-002
(February 13, 2007) (“Chaparral City”) and the uncertainty as to how the Commission
will determine fair value rate base and fair value rate of return in the future, we believe it
is important for the Commission to have fair market value information when deliberating

and deciding the Company’s rate increase request.

Accordingly, although we have presented our rate request consistent with prior filings, we
also are providing the Commission with a range of information regarding the value of
TEP’s assets, rate base and revenue requirements. The Company reserves its rights to
incorporate this information into its request if the Commission adopts an approach to rate

base or revenue requirement determination that includes fair market values of assets

10
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devoted to public service.

Why is TEP requesting that the rate increase be effective no later than January 1,
2009?

The skyrocketing costs associated with providing electric service compel the Company to
seek rate relief as soon as possible. Because the rate moratorium in the 1999 Settlement
Agreement expires December 31, 2008, TEP could begin charging higher rates as soon as
January 1, 2009. By filing our Application in this case on July 2, 2007, we have given the
Commission approximately eighteen (18) months to reach a resolution that would take

effect upon termination of the rate increase moratorium.

Our need for prompt rate relief is exacerbated by TEP’s growing customer base, which is
expected to continue expanding by 2.3% per year — compared to an industry average
growth rate of 1.5%. (A map of TEP’s service territory is attached to my testimony as
Exhibit JSP-4.) To serve our customers’ rising energy needs, we have significantly
increased our spending to generate and acquire power and to expand and maintain the

transmission and distribution facilities we use to deliver that power to customers.

Based on its 2004 rate review filing, TEP has been under-earning by $111 million dollars
per year. While Staff and RUCO reached conclusions of differing amounts, both agreed
that TEP has been under-earning. But for the moratorium on higher rates, TEP would

have requested a rate increase in 2004 or sooner.

The expansion of Demand-Side Management (“DSM”) and renewable energy programs
also puts new pressure on the Company’s costs. The sooner the Commission enacts
appropriate and effective cost-recovery mechanisms, the sooner the Company can

implement programs commensurate with the funding.

11
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II.

Since the 1999 Settlement Agreement, TEP has decreased its rates and then held them at
that level. We need the additional revenues now that will come from the requested rate
increase in order to continue to provide the same levels of safe and reliable electric

service and meet our financial obligations.

THE HISTORICAL CONTEXT OF THIS RATE CASE FILING.

Mr. Pignatelli, please provide some historical context for this rate case filing.
As I have previously stated, the two basic purposes for this rate case filing are to increase
TEP’s rates and, if possible, to resolve the questions that have been raised about the 1999

Settlement Agreement.

The testimony, exhibits and schedules sponsored by other witnesses in this case will

establish the economic and financial need for TEP’s rate request.

The detailed history of the 1999 Settlement Agreement and the events that lead to the
filing of this rate case are sufficiently documented in the pleadings, testimony and orders
in the record of the 1999 Settlement Agreement Amendment Case, which has been

consolidated with this rate case proceeding.

However, I think it is worthwhile to review, in general terms, the history of the 1999
Settlement Agreement and the events that lead to the filing of this rate case. Doing so
reveals that while TEP has held steadfast to the 1999 Settlement Agreement, the terms,
conditions and status, of electric competition have changed several times. TEP has done

its best to adapt its business and plans to this moving target.
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Until 1996, TEP held the exclusive right to provide electric service to its customers. In
the early 1990s, independent power producers, large industrial customers and consumer

advocates around the country began lobbying for competition in the electric industry.

In Decision No. 59943 (December 26, 1996), the Commission enacted the Electric
Competition Rules. The Electric Competition Rules required TEP and other utilities to

implement electric competition no later than January 1, 1999.

From 1996 to 1999, the Electric Competition Rules were revised no less than three (3)
times. Key provisions of the Rules were stayed. Eight (8) utilities and the Arizona
Residential Utility Consumer Office (“RUCO”) were forced to sue the Commission over

various aspects of the Electric Competition Rules.

By January 1, 1999, electric competition was bogged down in litigation. The
Commission formally waived the implementation of the Electric Competition Rules in

Decision No. 61311 (January 11, 1999).

It was against this background that RUCO, Arizonans for Electric Choice and
Competition (“AECC”) and Arizona Community Action Association (“ACAA”)

negotiated the 1999 Settlement Agreement with TEP.

The primary purpose of the 1999 Settlement Agreement was to deregulate TEP’s
generation service and transition to a competitive marketplace. Among other things, the
agreement requires TEP to charge the MGC rate for generation service. Until December
31, 2008, an adjustment mechanism referred to as the “Floating CTC” will operate to
keep generation service rates at 1998 cost-of-service levels. This was implemented to

provide a transition period from non-competitive (regulated) rates to competitive (market)
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rates for generation service. While the Floating CTC terminates on December 31, 2008,

the agreement set no expiration date for the MGC rate.

In 2005, some parties to the 1999 Settlement Agreement began to express concern that
TEP would be entitled to charge market-based rates for generation service after 2008. 1
believe the reason for their concern is that the retail electric competition market did not
develop the way that they had hoped, i.e. market prices increased. So they began to argue
that TEP is supposed to abandon the MGC rate in 2009 and revert back to charging a

cost-of-service rate for generation service.

TEP filed a series of pleadings with the Commission seeking to clarify the status of the
1999 Settlement Agreement and to reaffirm the Company’s right to begin charging
market rates for generation service on January 1, 2009. Eventually, TEP filed a Motion to
Amend Decision No. 62103. In Decision No. 68669 (April 20, 2006), the Commission

ordered that a hearing was to be held on the motion.

On March 6, 2007, the hearing began in the 1999 Settlement Agreement Amendment
Case. During the course of the hearing, I indicated that TEP had formulated a proposal
for amending the 1999 Settlement Agreement and Decision No. 62103 that 1 called the
“hybrid proposal.” Under this proposal, I said TEP’s rates would be established by cost-
of-service principles, but certain generation assets would not be returned to TEP’s rate
base and dedicated to wholesale market transactions. In addition, the “hybrid proposal”

would include a PPFAC and a greatly reduced regulatory asset.

At the hearing, we also offered to present a procedural framework that would (i) address
the concerns expressed by Staff, AECC, RUCO, and the Department of Defense (“DOD”)

that the parties could not properly evaluate TEP’s new “hybrid” or other alternative
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proposals for amending the 1999 Settlement Agreement and Decision No. 62103 without
the information that would be provided in a general rate case filing; and (ii) reserve all
parties’ rights if a mutually acceptable amendment to the 1999 Settlement Agreement was
not achieved through the process of analyzing TEP’s various proposals through an

informational rate case filing.

We also indicated that this rate case filing would be used to evaluate all our proposals for
amending that 1999 Settlement Agreement and Decision No. 62103 as a means for

furthering settlement discussions and negotiations.

After the hearing ended, we submitted a proposed recommended opinion and order laying
out the process that we described at the March hearing. Other parties then commented on
the proposed recommended opinion and order. The Administrative Law Judge issued a
recommended opinion and order, the parties commented on it and, at an open meeting,

the Commission, with slight modification, approved it in Decision No. 65698.

THE THREE RATE SETTING METHODOLOGIES.

Mr. Pignatelli, please describe in more detail the Company’s Market Methodology.

Under the Market Methodology, the Commission would determine TEP’s transmission
and distribution rates using cost-of-service principles. I describe those principles more
fully below in my discussion of the Cost-of-Service Methodology. TEP’s generation
service rate would be unbundled and determined using the MGC formula set forth in
Section 2.1(d) of the 1999 Settlement Agreement, as subsequently amended by the
Commission in Decision No. 65751 (March 20, 2003). A copy of Schedule MGC-1,
“Market Generation Credit (“MGC") Calculation™ is attached to my testimony as Exhibit

JSP-5.
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The Market Methodology would not include a PPFAC but it would include a $14.2
million ICRA, to be included in rate base and amortized over a four (4) year period for

TEP.

Finally, TEP’s service area would remain fully open to direct access. TEP’s unbundled
rates would be the same as they would under the Cost-of-Service Methodology except

that the MGC would be used for the generation rate.

Please describe the Cost-of-Service Methodology.
The Cost-of-Service Methodology would determine transmission, distribution and
generation rates using traditional cost-of-service principles. In particular, TEP is using a

test year comprised of the twelve (12) months ending December 31, 2006.

TEP’s rate base in this case (calculated on a 50-50 weighting of original cost depreciated
and reconstruction cost new depreciated) is approximately $1.4 billion. We would not
exclude any generation assets from rate base. Pursuant to Decision No. 56659 (October
24, 1989), Springerville Unit No. 1 is included at its market value of $25.67 per kW-
month. TEP’s recently-acquired Luna Energy Facility would be included in the PPFAC
at its market value of $7.00 per kW-month for capacity plus the cost of fuel. Mr. David
Hutchens discusses the Springerville Unit No. 1 and Luna Energy Facility valuations in
greater detail in his Direct Testimony. 1 would note that the fair market value of TEP’s
properties included in rate base, as determined by Mr. Judah Rose and Mr. Kentton Grant,
is substantially higher than the rate base value included in both the Cost-of-Service and

Hybrid Methodologies.

Test year operating revenues are approximately $713 million, on a retail jurisdictional

basis. TEP’s requested return on equity is 10.75%, cost of debt is 6.39% and the revenue
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requirement is $871 million, exclusive of TCRA recovery.

The Cost-of-Service Methodology also includes recovery of: (i) the ICRA in the amount
of $47 million, which is included in rate base and amortized over a four (4) year period;
and (i1) the TRCA in the amount of $788 million, which will not be included in rate base
but will be amortized over a ten (10) year period and recovered through a separate charge

on customers’ bills.

The Cost-of-Service Methodology would also incorporate a PPFAC to provide timely
recovery of purchased power and fuel costs. Mr. Hutchens describes in detail the

Company’s proposed PPFAC.

Finally, the exclusivity of TEP’s CC&N would be restored under the Cost-of-Service
Methodology. It is only proper that if the Commission rejects the Market Methodology

that TEP’s exclusive CC&N be restored in full.

Please describe the Hybrid Methodology in more detail.

Under the Hybrid Methodology TEP’s rates would be established by cost-of-service
principles, but some generating assets would be excluded from rate base. The excluded
generation assets would be dedicated to wholesale market transactions. The Hybrid
Methodology also would include both recovery of the ICRA and a PPFAC as discussed in

the Cost-of-Service Methodology.

Why has TEP chosen to exclude from rate base the Navajo and Four Corners
generating units in the Hybrid Methodology?
TEP has chosen to exclude its interest in Navajo Units 1, 2 and 3 and Four Corners Units

4 and 5 because those units (i) are jointly owned with other utilities; and (i1) the Company
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is not the operating agent for any of those units. Thus, TEP does not have the same level
of control over the operation and maintenance of the excluded generation assets as it does
over those units that will be included in the Company’s rate base under the Hybrid
Methodology. TEP’s share of the electricity generated at the Navajo and Four Corners
units is approximately 278 MW, or roughly one-eighth ( 1/8”’) of TEP’s total generation
capacity of 2,194 MW.

Pursuant to the 1999 Settlement Agreement, none of TEP’s generation assets would be
included in a cost-of-service rate base, except for those assets providing must-run
generation service. Under the Cost-of-Service Methodology, all owned generation assets
would be included in a cost-of-service rate base except for the Luna Energy Facility
which would be included in the PPFAC. The Hybrid Methodology offers a compromise
that would include most generation assets in a cost-of-service rate base while excluding

others.

Finally, TEP’s CC&N would be partially restored under the Hybrid Methodology, and
direct access would be provided to customers with a demand in excess of 3 MW. The
demand of TEP’s current customers with at least 3 MW of load is approximately the
same as the capacity of the Navajo and Four Corners units that are being excluded. Rates
would be unbundled in the same manner as they would be under the Cost-of-Service

Methodology.
Do you believe the Cost-of-Service Methodology or the Hybrid Methodology will

require an amendment to Decision No. 62103?

Yes, [ do.
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IV.

REGULATORY ASSETS.

Mr. Pignatelli, please discuss TEP’s inclusion of regulatory assets in its ratemaking
approaches?

A regulatory asset is an accounting tool that is generally used to recognize costs incurred,
or otherwise make a company whole as a result of requirements imposed by laws, orders,
rules or statutes. A regulatory asset is commonly recovered through either a separate
surcharge or as an addition to the Company’s rate base. In this proceeding, TEP is
requesting that regulatory assets (the ICRA, the TRCA, or both) be included in all three

methodologies, as appropriate.

Why has TEP requested that the ICRA be included in rates in the Cost-of-Service,
Hybrid and Market Methodologies?

The ICRA represents costs incurred by TEP solely in connection with the implementation
of electric competition as required by the Commission’s Electric Competition Rules
(A.A.C. R14-1601 et seq.). If the Commission adopts either the Cost-of-Service or
Hybrid Methodologies, the costs incurred by TEP to transition to electric competition
(approximately $47 million, related to software acquisition and modification as well as
other actions such as coal contract buy-downs) will be unrecoverable without inclusion of
the ICRA. It is only fair that the Commission allow TEP to recover those costs that were

incurred in compliance with the Commission’s rules.

Under the Market Methodology, the ICRA is limited to costs that were previously
authorized for deferral by the Commission. These costs (approximately $14.2 million)
are direct costs that TEP incurred for software acquisition and modification related to
electric competition. TEP witness Ms. Karen Kissinger addresses these costs in greater

detail in her Direct Testimony.
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Why is TEP proposing that the TCRA be recovered through a separate charge if the
Cost-of-Service Methodology is adopted?

The TCRA represents economic harm that will have been suffered by TEP if the 1999
Settlement Agreement is not honored and generation service rates are based solely on
cost-of-service principles. The TCRA will place TEP in the position it would have been
but for the 1999 Settlement Agreement. The amount of the TCRA included in the
Company’s rate request under the Cost-of-Service Methodology is $788 million, which is
based on the $111 million revenue deficiency proved in the 2004 Rate Review. Applying
this revenue deficiency, the Company has determined that it will have foregone revenues
in an amount that will reach $788 million by May 2008. The cumulative balance of the
foregone revenues will grow to $921 million by December 2008. However, because TEP
believes that the continuation of the collection of CTC revenues beyond May 2008 is a
partial mitigation of the losses that TEP has suffered as a result of the 1999 Settlement
Agreement not being honored in full, the Company is proposing the lower $788 million
balance for the TCRA. TEP witness Mr. Kentton Grant discusses the TCRA in greater

detail in his Direct Testimony.

PURCHASED POWER AND FUEL ADJUSTOR CLAUSE.

Mr. Pignatelli, why is TEP requesting a PPFAC?

TEP does not currently employ a PPFAC. However, in light of the volatile fuel and
purchased power costs experienced in recent years, TEP should have a PPFAC
mechanism in place to provide for the timely recovery of fuel and purchased power costs
incurred in serving its customers. A PPFAC would serve the best interests of TEP and its

customers.
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Please provide an overview of how the PPFAC charge will be determined.
TEP witness Mr. David Hutchens discusses the mechanics and operation of the PPFAC in
greater detail in his Direct Testimony. On a more general basis, I would point out that

there are two primary components of TEP’s PPFAC charge:

(i) Forward Component: This component would be based on the forecasted

fuel and purchased power costs for the following year. For example, forecasts for
fuel and purchased power in 2010 would be used to establish the PPFAC Forward
Component for 2010. Forward prices also would be used to establish the PPFAC

Forward Component annually.

(i) True-Up Component: This component would compare actual fuel and

purchase power costs with the amount TEP collected through base rates as well
as the PPFAC rate for the prior year. If actual costs were above what was
collected, the True-Up Component would become an additional amount to be
collected from customers in the subsequent year. If actual costs were below what
was collected, the True-Up Component would reflect a credit towards the
PPFAC rate for the following year. For example, the difference between the
forecasted 2009 fuel and purchased power costs and the costs actually incurred
during that year would be incorporated into the 2010 PPFAC rate via the True-

Up Component.

Mr. Pignatelli, why is the implementation of a PPFAC in the public interest?

TEP relies on significant quantities of natural gas and purchased power to meet its retail
load. Although TEP has served the majority of its load with company-owned generating
resources, it relies on natural gas and purchased power to meet a growing percentage of
its customer demand. This gas and power is purchased at market prices, so TEP should be

allowed to recover these costs.
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The PPFAC that TEP is proposing in this case will protect the Company and its
customers by providing for the recovery or return of the difference between the actual

cost of natural gas and purchased power versus the costs established in base rates.

In fact, TEP’s proposed PPFAC is a forward-looking mechanism similar to the Power
Supply Adjustor that Staff proposed in the recent rate case involving Arizona Public
Service Company (“APS”) (Docket No. E-01345A-05-0816). In the 1999 Settlement
Agreement Amendment Case, 1 had proposed an energy cost adjustment clause (the
“ECAC”) that was designed to keep operating cost risk with the Company. But, there
was so much skepticism and opposition to the concept of the ECAC, that we have not
pursued that type of a mechanism in this filing. If the Commission would prefer to
implement an ECAC rather than a PPFAC, TEP will present evidence in support of an

ECAC during this proceeding.

CERTIFICATE OF CONVENIENCE AND NECESSITY.

Mr. Pignatelli, why is TEP requesting to have the exclusivity of its CC&N restored?

As I indicated eatlier in my testimony, if the Commission adopts the Cost-of-Service
Methodology, then it will have abandoned retail electric competition for TEP’s
customers. In that case, TEP should have the right to exclusively provide electric service
within its certificated area. To ensure that TEP has the exclusive right to provide electric
service, the Commission should order that its exclusive CC&N is restored. Additionally
under the Hybrid Methodology, where a majority of TEP’s generation would be returned
to cost-of-service ratemaking, it is also appropriate to partially restore the exclusivity of

TEP’s CC&N.
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VII.

DEMAND-SIDE MANAGEMENT (“DSM”) AND RENEWABLE ENERGY

ACTION PLAN (“REAP”) COST RECOVERY MECHANISMS.

Mr. Pignatelli, please explain what the Company is requesting regarding DSM and
REAP cost recovery mechanisms.

In Decision No. 69568, the Commission ordered that “Tucson Electric Power Company
shall file a detailed DSM Portfolio based upon Tucson Electric Power Company’s
existing and proposed DSM programs and a Renewable Energy Action Plan with the
Commission by July 2, 2007. The DSM Portfolio and REAP, together with information

regarding cost recovery thereof, shall be filed in separate dockets.”

At the time that Decision No. 69568 was issued, the Renewable Energy Standard Tariff
(“REST”) rules had not been certified by the Arizona Attorney General. That has now
occurred. Consequently, the REST rules will become effective in short order. The REST
rules provide a deadline and procedure by which TEP will file a compliance plan with the
Commission. The REST rules also contemplate that cost recovery mechanisms will be
approved in the compliance plan proceeding. Accordingly, TEP will file a statement of
intent to comply with the procedures and provisions of the REST rules in the separate
proceeding contemplated in Decision No. 69658. In this case, we are simply
recommending that the Commission implement an appropriate cost recovery mechanism
for the REST programs in connection with and as a part of its order approving the TEP

REST compliance plan in that separate docket.

We are also filing DSM Portfolio information in a separate docket as ordered by the
Commission. However, we are requesting that the appropriate DSM cost recovery
mechanism be approved by the Commission in this rate case so that the Company may

recover its costs associated with the DSM Portfolio in a timely manner. We also are

23




O 00 3 N i R WL N

NN NN NDNN N e e e e e e e e e e
\lO\Ul-lkUJl\)'—‘O\OOO\lO\UI-ble\Jbﬂo

VIIL

requesting that the DSM cost recovery mechanism be in place prior to the implementation
of any DSM programs. The details of TEP’s proposed DSM cost recovery mechanism

are addressed in the Direct Testimony of TEP witness Mr. Thomas Hansen.

RATE DESIGN (TIME-QF-USE AND LIFELINE RATE BLOCK).

Mr. Pignatelli, is TEP proposing any significant rate design changes in this case?
Yes, we are. OQur overall proposal for rate design in this case is presented in the Direct
Testimony of TEP witness Mr. Bentley Erdwurm. However, there are two aspects of our
rate design that I want to highlight. Those are our proposed Time-of-Use (“TOU”) rates
and Lifeline Rate Block.

TEP is proposing to control peak demand through TOU rates under each of the
methodologies presented in this case. TOU rates should help defer new generation and
provide customers the opportunity to achieve savings by managing their electric service
usage patterns. Accordingly, TEP is proposing that all new customers be placed on TOU
rates and that any existing customers who change meters also be placed on a TOU rate.
Additionally, all commercial and industrial customers - new and existing - with loads of

200 kW or greater will be placed on a TOU rate.

TEP is also proposing a progressive Lifeline Rate Block that will aid not only those in

need of financial assistance, but all customers regarding their basic energy needs.

TEP’s overall rate design objectives are the same under the three methodologies that TEP
is presenting in this case. The proposed rate design is responsive to customers’ concerns,
and promotes the long term financial integrity of TEP and the economic vitality of

southern Arizona. Major stakeholders’ interests coincide regarding peak load control,
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requesting that the DSM cost recovery mechanism be in place prior to the implementation
of any DSM programs. The details of TEP’s proposed DSM cost recovery mechanism

are addressed in the Direct Testimony of TEP witness Mr. Thomas Hansen.

VIII. RATE DESIGN (TIME-OF-USE AND LIFELINE RATE BLOCK).
Q. Mr. Pignatelli, is TEP proposing any significant rate design changes in this case?
A. Yes, we are. Our overall proposal for rate design in this case is presented in the Direct

Testimony of TEP witness Mr. Bentley Erdwurm. However, there are two aspects of our
rate design that I want to highlight. Those are our proposed Time-of-Use (“TOU”) rates

and Lifeline Rate Block.

TEP is proposing to control peak demand through TOU rates under each of the
methodologies presented in this case. TOU rates should help defer new generation and
provide customers the opportunity to achieve savings by managing their electric service
usage patterns. Accordingly, TEP is proposing that all new customers be placed on TOU
rates and that any existing customers who change meters also be placed on a TOU rate.
Additionally, all commercial and industrial customers - new and existing - with loads of

200 kW or greater will be placed on a TOU rate.

TEP is also proposing a progressive Lifeline Rate Block that will aid not only those in

need of financial assistance, but all customers regarding their basic energy needs.

TEP’s overall rate design objectives are the same under the three methodologies that TEP
is presenting in this case. The proposed rate design is responsive to customers’ concerns,
and promotes the long term financial integrity of TEP and the economic vitality of

southen Arizona. Major stakeholders’ interests coincide regarding peak load control,
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conservation during high cost on-peak periods, and providing basic energy needs at
affordable prices. TEP proposes to ambitiously expand TOU programs and to introduce

Lifeline rate structures that are designed to make a difference.

TOU rates reinforce the conservation incentive by establishing on-peak period energy
prices at higher levels. On-peak consumption may be avoided or shifted to less critical
shoulder-peak or off-peak periods where prices are closer to or even lower than non-time-
differentiated levels. If sufficient customers shift load away from the on-peak period,

additional capacity may be avoided or deferred and cost savings may result.

Lifeline Rates offer a monthly block of “basic-needs” energy at a reduced price per kWh.
Under the Lifeline structure, the price per unit increases as consumption increases, and

conservation is promoted.

Does TEP plan to increase its emphasis on Time-of-Use programs?

Yes. TOU is a valuable tool and should be utilized to help control peak load growth. We
live in an area with rapid growth. Moreover, extreme weather conditions in the summer
result in high peak demand relative to average demand. TEP wants to significantly slow
the growth of peak demand, because this will slow the need to expand generation,
transmission and distribution facilities. TEP has listened to the Commissions’ comments
about TOU programs, particularly those focusing on “super-peak™ rates. Under a super-
peak rate, the on-peak period is narrowed to the most critical hours. TEP notes that it
introduced “super-peak” rates approximately a decade ago, after studying the
shortcomings of Residential TOU Rate 21, which was classified as an “experimental rate”
when implemented in the early 1990°s. TEP’s new TOU rates are super-peak rates. We
believe that meaningful demand reductions are most likely to occur when the focus is on

a small increment of time (¢.g., 4 consecutive peaks hours). Customers can more easily
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adjust their schedules around a 4-hour super-peak than around a 12-hour “traditional”
peak period. TEP intends to educate consumers about the new TOU proposals, including

ways they can significantly reduce bills with minimal inconvenience.

Mr. Pignatelli, why is the Company proposing that TOU rates be mandatory for
new customers?

All new customers joining the system should pay a price for service reflecting the costs
they impose on the system. The system now faces constraints, and “price-signals” are a
proven way to bring about load reductions in the on-peak period and load shifts to off-
peak periods. I would like to see existing customers begin shifting to TOU; however,

there are practical considerations in resetting tens of thousands of meters on short notice.

I am not supportive of keeping non-TOU rates as an option for new customers. 1 believe
that to do so would only prolong the problem the Company experiences with excessive
load in the critical on-peak period. Rates for non-TOU customers should reflect the
reality that these customers’ costs may be higher. While TEP could structure such rates,
any modification made in the rate-setting process could destroy any effective price signals
in a non-TOU rate. Without effective price signals that customers understand and pay
attention to, fixing old subsidies and inequities is unnecessarily prolonged. 1 do not
believe that it is good public policy to continue to allow some of our highest cost-to-serve

customers to pass on their costs to other system customers.

Mr. Pignatelli, why is TEP proposing a Lifeline Rate Block when the Company has
other programs for low-income customers?

The Lifeline Rate Block is not just aimed at low-income customers. The Lifeline Rate
offers all customers, regardless of income, a “basic needs” block of electricity at a

reduced price. Certainly, lower-income customers who control usage may benefit
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significantly, but so can any other customer. Under the Lifeline Rate Block, usage in the
“high-use” third block is priced at a higher unit price to make up for the lower basic-
needs first block, and customers respond by using less energy. This offers increased
chances that capacity may be deferred along with future rate increases if load reductions

come during on-peak periods.

Will there be any benefit to a customer who cannot limit consumption to the Lifeline
Rate Block?

Yes, in some cases. TEP’s proposed residential rates include a Lifeline block of 500
kWh. If a customer uses 750 kWh in a month, the customer still receives the first 500
block at a reduced price. In this case, on a “weighted average” basis, two-thirds of his
month usage (i.e., 500 out of 750 kWh) is still at the reduced rate. Customers who can

“hold the line” on consumption are rewarded with a lower average price for electricity.

Can a Lifeline Rate Block and a TOU structure be incorporated into a single rate?

Yes. In fact, that is exactly what TEP is proposing in the Residential Pricing Plan R-70N
and General Service Pricing Plan GS-76N. While the structure is a little more complex
than the current design, customers will quickly realize that the best way to keep the
average price of electricity down is to keep usage low and shift to the off-peak period
when the price is lower. TOU and Lifeline are used together to maximize incentives to

“do the right thing” and keep on-peak consumption under control.
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IX.

TEP’S WITNESSES.

Mr. Pignatelli, in addition to you, who are the witnesses who are filing Direct
Testimony for TEP in this case?

TEP is presenting the Direct Testimony of officers, managers and directors who have
responsibility for the subject matter about which they will testify. In addition, TEP i1s
presenting expert testimony from outside consultants regarding depreciation rates and
methodology, cost of capital, fair market value and the state of the wholesale electric

market. The following individuals are presenting testimony in this proceeding:

A. Company Employee Witnesses.

Mr. Michael J. DeConcini. Mr. DeConcini is the Senior Vice President of UniSource

Energy and TEP. Mr. DeConcini will discuss TEP's: (i) operating areas, (ii)
maintenance practices related to operations, (iii) customer service, (iv) continued growth,
and its impact on the Company, (v) environmental compliance, (vi) capital spending, (vii)

Springerville Unit 3 addition, and (viit) proposed changes to its Rules and Regulations.

Mr. David G. Hutchens. Mr. Hutchens is the Vice President of Wholesale Energy at

TEP. Mr. Hutchens will discuss the following: (1) Pro Forma Fuel Adjustments in TEP’s
Cost-of-Service Methodology, (ii) fuel-related regulatory assets in TEP’s Cost-of-Service
Methodology, (iii) TEP’s proposed PPFAC, (iv) TEP’s Hybrid Methodology and related

adjustments, and (v) TEP s Market Methodology.

Mr. Kentton C. Grant. Mr. Grant is the Vice President of Finance and Rates for TEP.

Mr. Grant will testify about: (i) the need for a regulatory recovery asset if the Company is

returned to full cost-of-service ratemaking, (i1) factors relevant to a determination of fair
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value rate base, (ii1) the fair market value of TEP’s transmission and distribution assets,

and (iv) TEP’s proposed treatment of true-up revenue.

Mr. Kevin P. Larson. Mr. Larson is the Senior Vice President, Chief Financial Officer

and Treasurer of UniSource Energy and TEP. He will testify about TEP’s: (i) financial
condition; (ii) capital structure; (iii) cost of debt; and (iv) weighted average cost of capital

and proposed rate of return on rate base.

Mr. Larson also will sponsor the following schedules:

A-3 Summary of Capital Structure

A-4 Construction Expenditures and Gross Plant in Service
D-1 though D-4 Cost of Capital

F-1 though F-4 Financial Projections

Ms. Karen G. Kissinger. Ms. Kissinger is the Vice President, Controller and Chief

Compliance Officer for UniSource Energy and TEP. She will testify concerning the
Company’s financial statements and rate base. She will sponsor the following schedules:
B-1 through B-5 Rate Base

C-3 Computation of Gross Revenue Conversion Factor

E-1 through E-9 Financial Statements and Statistical Data

Mr. Thomas J. Hansen. Mr. Hansen is the Vice President of Environmental Services,

Conservation and Renewable Energy at TEP. Mr. Hansen will present the Company’s

proposals for a DSM cost recovery mechanism.

Mr. Dallas J. Dukes. Mr. Dukes is the Director of Revenue Requirements for TEP and

its affiliates. He will testify concerning the TEP income statement, and adjustments to
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the income statement for regulatory purposes, including various adjustments to expenses.
He will also sponsor the following schedules:

A-1  Computation of Increase in Gross Revenue Requirements

A-2  Summary Results of Operations

A-5  Summary Changes in Financial Position

C-1  Adjusted Test Year Income Statement

C-2  Income Statement Pro Forma Adjustments

Ms. Dawn_Sabers. Ms. Sabers is the General Manager, Shared Services at TEP. She

will testify regarding compensation and pension-related issues.

Mr. D. Bentley Erdwurm. Mr. Erdwurm is the Lead Customer Pricing Analyst for TEP

and its affiliates. Mr. Erdwurm will testify about: (i) weather normalization; (ii) year-end
customer annualization; (iii) cost-of-service; and (iv) rate design and other pricing plan
changes. Mr. Erdwurm will sponsor the proposed tariffs and the following schedules:

G-1 through G-7 Cost of Service

H-1 through H-5 Effect of Proposed Rate Schedules

B. Qutside Expert Witnesses.

Dr. Kimbugwe A. Kateregga. Dr. Kateregga will testify about depreciation rates and

methodology.

Mr. Judah Rose. Mr. Rose will testify regarding the fair market value of TEP’s owned

generating assets, and provide additional testimony on the state of the wholesale power

market in the Southwest.
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Dr. Samuel C. Hadaway. Dr. Hadaway will testify concerning the cost of equity capital

for TEP and the reasonableness of the Company’s requested capital structure.

Mr. Pignatelli, does this conclude your Direct Testimony?

Yes, it does.
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Schedule MGC-1
%esggic Tucson Electric Power Company

Power Market Generation Credit (MGC) Calculation

A UniSource Energy Company

Introduction

There are two purposes of the Market Generation Credit (MGC). The first purpose is to establish
a price to which TEP’s energy customers can compare to the prices of competitors. The second
purpose is to enable the calculation of the variable or “floating” component of TEP’s stranded
cost recovery. Shown below are the terms of the MGC methodology per TEP’s Settlement
Agreement, Section 2.1(d), as amended March 20, 2003:

The monthly MGC amount shall be calculated in advance and stated as both an on-peak value and
an off-peak value. The monthly on-peak MGC component shall be equal to the Market Price
multiplied by one plus the appropriate line loss (including unaccounted for energy (“UFE™))
amount. The Market Price shall be equal to the Platts Long-Term Forward Assessment for the Palo
Verde Forward price, except when adjusted for the variable cost of TEP’s must-run generation.
The Market Price shall be determined thirty (30) days prior to each calendar month using the
average of the most recent three (3) business days of Platts Long-Term Forward Assessment for
Palo Verde settlement prices. The off-peak MGC component shall be determined in the same
manner as the on-peak component, except that the Platts Long-Term Forward Assessment for the
Palo Verde Forward price will be adjusted by the ratio of off-peak to on-peak prices from the Dow
Jones Palo Verde Index of the same month from the preceding year. The MGC shall be equal to the
hours-weighted average of the on-peak and off-peak pricing comp onents and shall reflect the cost
of serving a one hundred percent (100%) load factor customer.

To reflect the cost of serving a 100% load factor customer, the actual MGC used for billing
calculations will be a loss adjusted average price that is weighted by the ratio of on-peak and off-
peak hours. This process is illustrated in equations 4 and 5 below and will be posted to TEP’s
website http://partners.tucsonelectric.com thirty (30) days prior to each calendar month. This

composite price will be credited to all energy consumption, regardless of the time period in
which it is consumed.

Calculations

Five steps are outlined below for the calculation of the MGC. None ofthe steps are excludable
for any customer type. Acronyms are defined in the Glossary at the end of this document.

Filed By: Steven J. Glaser Tariff No.. MGC-1
Title: Senior Vice President and COO/UDC Effective: March 20, 2003
District: Entire Electric Service Area Page No.: 10f5



Schedule MGC-1
Tucson Electric Power Company
Market Generation Credit (MGC) Calculation

Tucson

Electric
Power

A UniSource Energy Company

1. Calculating the on-peak MGC

Thirty (30) days prior to each calendar estimation month, the Platts Long-Term Forward
Assessment for Palo Verde Forward prices for the three (3) most recent business days are used.
The simple average (or arithmetic mean) is calculated for these three (3) days for the estimation
month.

D (PLATTS),

MGC,,, = 3 (Equation 1)

The calculation is illustrated in the table below.

Forward Prices Apr-2002
per MWh

3/1/2002 $25.50
2/28/2002 $25.50
2/27/2002 $24.75
Average $25.25

2. Calculating the off-peak MGC

The off-peak MGC is determined by multiplying the on-peak MGC value by the off-peak price
weighting factor (WEIGHT). The WEIGHT is equal to the simple average of all off-peak prices
from the Dow Jones Palo Verde Index in the same month of the previous year, divided by the
simple average of all on-peak prices from the Dow Jones Palo Verde Index in the same month of
the previous year. Off-peak, on-peak and holiday hours are defined by NERC in the estimation

month.

MGC OFFi = MGC ON.i * WEIGHT, (Equation 2)
where
DJp VI(),,,,., .
WEIGHT, = —— (Equation 3)
DJPVI ON.i
Filed By: Steven J. Glaser Tariff No.: MGC-1
Title: Senior Vice President and COO/UDC Effective: March 20, 2003

District: Entire Electric Service Area Page No.: 20f5



Schedule MGC-1
T%?ESCCZ'IIC Tucson Electric Power Company
Power Market Generation Credit (MGC) Calculation

A UniSource Energy Company

3. Weighting the MGC for hours in the month

The on-peak and off-peak MGCs are combined to form an average MGC by computing a
weighted average of the two time periods. This is done by multiplying the on-peak MGC by the
percentage of on-peak hours in the same month of the previous year and then adding the product
of the off-peak MGC and the percentage of off-peak hours in the same month of the previous
year. Off-peak, on-peak and holiday hours are defined by NERC in the estimation month.

ONHOURS OFFHOURS
MGCyy i1 = MGCyy, *( j + MGG *( J
’ " \ ONHOURS + OFFHOURS " \ ONHOURS + OFFHOURS
(Equation 4)

4. Loss-adjusting the MGC

The average MGC must be adjusted for line losses. The appropriate line loss adjustment factor
(LLAF) for a large industrial customer is 1.0515. For all other customers, the appropriate factor
is 1.0919.

MGC 45 = MGC g6y * LLAF (Equation 5)

5. Adjusting the MGC for variable must-run

The MGC will be adjusted for variable must-run as defined in TEP's Stranded Cost Settlement
Agreement and AISA protocols. Fifteen (15) days prior to each month, TEP forecasts a ratio of
its variable must-run generation to retail system demand for the following month. The MGC is
determined by adding the product of MGC | oss and one minus the ratio of variable must-run
generation to total retail system demand to the product of $15/MWh and the variable must-run
ratio.

MGC, =[MGC, o5, * (1- VMR )]+ (§15* VMR ) (Equation 6)

This calculation produces the final value for the Market Generation Credit.

Filed By: Steven J. Glaser Tariff No.: MGC-1
Title: Senior Vice President and COO/UDC Effective: March 20, 2003
District: Entire Electric Service Area Page No.: 3ofb
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TUEiesCa.’I;/c Tucson Electric Power Company

Power Market Generation Credit (MGC) Calculation

A UniSource Energy Company

GLOSSARY
DJPViore Simple average of off-peak prices on the Dow Jones Palo Verde [ndex.
DJPVIion Simple average of on-peak prices on the Dow Jones Palo Verde index.

Dow Jones Palo Verde Index Daily calculation of actual firm on-peak and firm off-peak weighted
average prices for electricity traded at Palo Verde, Arizona switchyard.

AISA Arizona Independent Scheduling Administrator, a temporary entity,
independent of transmission-owning organizations, intended to facilitate
nondiscriminatory retail direct access using the transmission system in
Arizona. Required by the Arizona Corporation Commission Retail
Electric Competition Rules.

LLAF Line-loss adjustment factor.

MGC Market Generation Credit.

MGCorr MGCon weighted by the ratio of off-peak to on-peak prices on the Dow
Jones Palo Verde Index.

MGCon Average of the Platts prices on days appropriate for the calculation of the
MGC.

MGCoss MGCweignT adjusted for line losses (including unaccounted for energy) on

TEP's generation and energy delivery systems.

MGCweigHT A weighted average of MGCon and MGCorr by ONHOURS and
OFFHOURS.
Must-run Generation The cost associated with the running of local generating units needed to

maintain distribution system reliability and to meet load requirements in
times of congestion on certain portions of the interconnected grid.

NERC North American Electric Reliability Council. A voluntary not-for-profit
organization established to promote butk electric system reliability and
security. Membership includes: investor-owned utilities; federal power
agencies; rural electric cooperatives; state, municipal and provincial
utilities; independent power producers; power marketers; and end-use
customers.

Filed By: Steven J. Glaser Tariff No.: MGC-1
Title: Senior Vice President and COO/UDC Effective: March 20, 2003
District: Entire Electric Service Area Page No.: 4 of5



Schedule MGC-1
TUE?ESCO{IIIC Tucson Electric Power Company

Power Market Generation Credit (MGC) Calculation

A UniSource Energy Company

OFFHOURS Number of total monthly off-peak hours as defined by NERC. Off-peak
hours are hour ending 0100 - hour ending 0600 and hour ending 2300 —
hour ending 2400, Monday through Saturday, Pacific Prevailing Time
(PPT). Al Sunday hours are considered off-peak. PPT is defined as the
current clock time in the Pacific time zone.

ONHOURS Number of total monthiy on-peak hours as defined by NERC. On-peak
hours are hour ending 0700 — hour ending 2200 Monday through
Saturday, Pacific Prevailing Time (PPT). PPT is defined as the current
clock time in the Pacific time zone.

PLATTS A McGraw-Hill publication that provides an independent daily evaluation
of on-peak Long Term Forward Assessment of market prices of electricity
at the Palo Verde, Arizona switchyard. The forward product is "6 x 16,"
power is for 16 hours a day for six days a week (Monday through
Saturday) for the delivery period, excluding NERC holidays.

Stranded Costs The difference between revenues under competition and the costs of
providing service, including the inherited fixed costs from the previous
regulated market.

TEP Tucson Electric Power Company, a subsidiary of UniSource Energy
Corp.
TEP Settlement Agreement An agreement between TEP, the Arizona Residential Utility Consumer

Office, members of the Arizonans for Electric Choice and Competition,
and Arizona Community Action Association regarding TEP's
implementation of retail electric competition, implementation of
unbundied tariffs, and recovery of stranded costs.

VMR Ratio of variable must-run generation (MW) to total retail system demand
(MW) in TEP's service territory.

WEIGHT Ratio of off-peak to on-peak prices on the Dow Jones Palo Verde Index.
Filed By: Steven J. Glaser Tariff No.: MGC-1
Title: Senior Vice President and COO/UDC Effective: March 20, 2003

District: Entire Electric Service Area Page No.: 50f5
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INTRODUCTION.

Please state your name and address.
My name is Michael J. DeConcini. My business address is One South Church Avenue,

Tucson, Arizona, 85701.

What is your employment position?
I am employed by UniSource Energy Corporation (“UniSource”) and Tucson Electric
Power Company (“TEP” or the “Company”) as Senior Vice President and Chief Operating

Officer, Transmission and Distribution.

Please describe your background, education and experience.

I have been employed by TEP since 1988, serving in various management capacities since
1994. Positions I have held at TEP include Manager, Wholesale Marketing; Manager,
Business and Product Development; Vice President of Strategic Planning; and most
recently as Senior Vice President and Chief Operating Officer, Energy Supply. I hold a
Masters in Business Administration from Arizona State University, and a Bachelor of

Science in Finance from Moorhead State University.

Are you filing Direct Testimony on behalf of TEP?
Yes.

What is the purpose of your testimony in this proceeding?
The purpose of my testimony is to describe TEP’s (i) operating areas, (i1) maintenance
practices related to operations, (iii) customer service, (iv) continued growth and its impact

on the Company, (v) environmental compliance, (vi) capital and operations and
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II.

maintenance spending, (vii) the Springerville Unit 3 addition, (viii) pro forma adjustments,

and (ix) proposed rules and regulations.

Please summarize your testimony.

In my testimony, I describe the business operations of TEP and our continuing
commitment to provide safe and reliable service to our customers. Our operations include
distribution of electricity within our service territory, transmission of power into oﬁr
service territory, and the generation of that power by both remote and local facilities. I
also describe TEP’s dedication to customer service. Moreover, all parts of our operations
are impacted with the customer and demand growth that we have experienced and the
unique challenges upon us, as represented in future capital spending plans which include
significant environmental spending. TEP continues to look for opportunities to leverage
our assets, such as the build-out of additional units at Springerville Generating Station.
My testimony concludes with proposed revisions of the Rules and Regulations designed to
clarify existing provisions, add other provisions, and reorganize them to provide better

alignment with current Commission regulations and UNS Electric, Inc.

TEP’S OPERATIONS.

Mr. DeConcini, please describe TEP’s customer delivery operations.

TEP serves approximately 392,000 customers in Pima County. The TEP service territory
spans 1,155 square miles, with boundaries extending north to the Pinal County Line and
south to the Santa Cruz County Line. TEP serves customers in the City of Tucson, the
City of South Tucson, the Town of Oro Valley, the Town of Sahuarita, the Town of
Marana, and unincorporated areas of Pima County. Additionally TEP serves the power

requirements of Fort Huachuca, a military base, located in Cochise County. As of
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December 31, 2006, TEP owned or participated in an overhead electrical transmission and
distribution system consisting of:

. 512 circuit-miles of 500-kV lines;

. 1,098 circuit-miles of 345-kV lines;

) 365 circuit-miles of 138-kV lines;

° 437 circuit-miles of 46-kV lines; and

. 2,631 circuit-miles of lower voltage primary lines.,

The underground electric distribution system is comprised of 4,402 cable-miles. TEP
owns approximately 60% of the poles on which the lower voltage lines are located.
Electric substation capacity consisted of 101 substations with a total installed transformer

capacity of approximately 6.7 million kilovolt amperes.

Please describe TEP’s generation assets.

As of December 31, 2006, TEP owned or leased 2,194 MW of net generating capability
consisting of a total of twenty units, of which thirteen are steam type units, and seven are
simple cycle internal combustion type units. The generating source, location, fuel type,

size and ownership are set forth in the following table:
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Unit Date In Fuel Ca;ﬁfytility Operating
Generating Source No. Location Service Type MW Agent TEP’s Share
% MW
Springerville Station " 1 Springerville, AZ 1985 Coal 380 TEP 100.0 380
Springerville Station 2 Springerville, AZ 1990 Coal 380 TEP 100.0 380
San Juan Station 1 Farmington, NM 1973 Coal 327 PNM 50.0 164
San Juan Station 2 Farmington, NM 1980 Coal 316 PNM 50.0 158
Navajo Station 1 Page, AZ 1974 Coal 750 SRP 75 56
Navajo Station 2 Page, AZ 1975 Coal 750 SRP 7.5 56
Navajo Station 3 Page, AZ 1976 Coal 750 SRP 7.5 56
Four Corners Station 4 Farmington, NM 1969 Coal 784 APS 7.0 55
Four Corners Station 5 Farmington, NM 1970 Coal 784 APS 7.0 55
Luna Energy Facility 1 Deming, NM 2006 Gas 570 PNM 33.0 190
Sundt Station 1 Tucson, AZ 1958 Gas/Oil 81 TEP 100.0 81
Sundt Station 2 Tucson, AZ 1960 Gas/Oil 81 TEP 100.0 81
Sundt Station 3 Tucson, AZ 1962 Gas/0il 104 TEP 100.0 104
Sundt Station” 4 Tucson, AZ 1967 Coal/Gas 156 TEP 1000 | 156
Internal Combustion Turbines Tucson, AZ 1972 Gas/Oil 122 TEP 100.0 122
Internal Combustion Turbines Tucson, AZ 2001 Gas 95 TEP 100.0 95
Solar Electric Generation Springerville/ 2002-2005 Solar 5 TEP 100.0 5
Tucson, AZ

Total TEP Capacity 2,194

M1 eased assets.




[V T SN VS N ]

O 00 a3 O

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

Mr. DeConcini, please comment on growth, both customer and consumption, that
TEP has been experiencing.

TEP has experienced customer growth over the last five years of approximately 2.3%.
Specifically, customer growth during the test year period (the calendar year 2006; the “Test
Year”) for the TEP service territory was 2% or 7,579 new customers. The residential class
is made up of 358,000 customers (91%); the commercial class includes 34,000 customers
(9%), and there are approximately 700 customers in the remaining classes (including

industrial.)

While customer growth is increasing 2%, TEP is experiencing an annual growth rate in
electrical consumption of approximately 4%. The discrepancy between the customer and
consumption growth rates can be attributed to two factors: (1) existing customers are
increasing consumption on a per capita basis, and (2) new customers on average have

higher power requirements than those of our existing customer base.

Furthermore, specific areas within the TEP service territory have experienced much higher
growth than the average. Much of the growth is occurring in areas with limited existing
electrical infrastructure. In particular, we have seen the following average annual
percentage kW demand growth in the areas listed below:

° Vail-- 14.7%:;

. Oro Valley-- 8.2%;

° Green Valley Area-- 9.4%; and

o Marana/Northwest-- 7.0%.

Do you expect similar growth in the future?

Yes, similar average growth is expected.
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Mr. DeConcini, can you compare the reliability of TEP’s distribution assets to others
in the industry?

TEP’s distribution assets compare favorably on two common industry benchmarks:
System Average Interruption Frequency Index (“SAIFI”) and Customer Average
Interruption Duration Index (“CAIDI”). The 2005 Edison Electric Institute (“EEI”)
Distribution Reliability Survey collected data from 67 utility companies who serve
approximately 60 million electric utility customers. The survey data is formatted into 1%,
2", 3" and 4™ quartiles. The 2005 TEP SAIFI result was .95, earning TEP a 1* quartile
spot compared to other participating companies; and the 2006 TEP SAIFI measure was
1.25, a 2" quartile result. Another reliability index covered in the 2005 EEI Survey is
CAIDI. CAIDI numbers for TEP of 83.5 in 2005 and 85.2 in 2006 would be grouped into
the 1% quartile of the surveyed companies for both years. So, TEP’s distribution assets are

among the most reliable in the industry.

How reliable are TEP’s generation plants?

TEP measures coal-fired plant reliability using the industry measure of Equivalent
Availability Factor (“EAF”). EAF is the ratio of the hours that a unit is available to
provide power at its maximum continuous rating (“MCR”) divided by the period hours.

Therefore, EAF includes all unit scheduled and forced outage and all de-ratings.

TEP uses the NERC-GADS data for comparison of the reliability of our units to the
industry. TEP has obtained an average annual EAF of 89% or above, which exceeds the
industry average of 85% for the past five (5) years. So, TEP’s generation plants are very

reliable, based on industry data.
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Mr. DeConcini, what about measures of reliability regarding overall customer
satisfaction?

Each year, nationally prominent research firm JD Power & Associates conducts a customer
satisfaction study for electric utility companies in the United States. The overall customer
satisfaction scores are based on six criteria: Power Quality & Reliability, Company Image,

Price & Value, Communications, Billing & Payment and Customer Service.

According to its most recent study, which was published in July of 2006, TEP was ranked
fifth in the nation among medium-size electric utility companies (between 160,000 and
400,000 residential customers) for overall customer satisfaction, and was the highest-rated
investor-owned utility (“IOU”) in that size category. TEP was also ranked fifth in the
western region for utilities of any size, and was the number-one rated IOU in the West,
beating out companies such as San Diego Gas & Electric, Arizona Public Service,

Southern California Edison and Portland General Electric.

Customer satisfaction has been a principal focus of TEP for many years, and the Company
has consistently fared well in the JD Power & Associates annual customer satisfaction
study as a result. Over the past five years, TEP has scored well above the national and
western region averages, and even achieved the top spot in the entire western region in the

2001 study.

Do the favorable measures of reliability in transmission and distribution (“T&D”)
impact the safety performance of those working on T&D assets?

T&D has an excellent safety performance history. TEP has created and customized its
own required annual Occupational Safety and Health Administration (“OSHA”) training
program to maximize its effectiveness. TEP also initiates annual visits from local

inspectors. As a result, in 2004 and 2005, TEP was recognized by OSHA as an employer
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who “operates an exemplary safety and health management system” and is included in
OSHA'’s Safety and Health Achievement Recognition Program (“SHARP”). It is expected
that TEP will receive the same recognition for 2006. Additionally, TEP’s goal for 2007
includes participating in OSHA’s next and highest level, the Voluntary Protection
Programs (“VPP”). If the Company is successful, it would be the only utility in the

Southwest to achieve this rating.

One of the measures that TEP uses to compare its safety record to other utilities nationwide
is the OSHA Incident Rate. This value is determined by taking the number of incidents
and the number of hours worked and adjusting that number to reflect what the average
would be for 100 employees working one year. In 2006, the national average for utilities
in our class is 5.1. TEP’s average for 2006 was 3.92, beating the national average for the

third straight year.

To make sure TEP employees are involved in the safety programs, TEP has created an
Outage and Incident Committee whose responsibilities are to record safety incidents,
analyze such incidents for root cause, identify trends, and recommend changes that will
help prevent future incidents. This group is made up of both classified (union) and
management representatives.  Additionally, in 2006 TEP implemented a Safety
Observation Program where classified and management employees are teamed together to
visit crews in the field to emphasize positive behavior, to identify areas that need

improvement, and to listen to employees’ safety concerns.

What efforts does TEP undertake to maintain its safety record at its TEP’s
generation plants?
TEP has always been concerned about operational and public safety. The generation unit

shares many of the same programs as mentioned in the T&D safety discussion.
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Additionally, the generation unit has developed a core group of safety professionals who
guide management teams in implementing occupational safety initiatives. The generation
unit has developed specific accident prevention manuals, conducted pre-job briefing
guides, has standardized safe work procedures, implemented joint labor/management
safety committees, and created supervisor safety work teams. Plant managers actively
participate in incident review as well as process/equipment improvement and regular safety
inspections.  Supervisors attend regular safety training which includes the prestigious
National Safety Council’s Supervisor Safety Training Course. The generation unit’s safety
professionals meet monthly to exchange information and ideas for improvement in all

units.

Additionally, the generation unit’s maintenance procedures include predictive, preventive
and corrective maintenance activities managed by a computerized maintenance
management system (“CMMS”). Corrective maintenance work orders are reviewed by
management in the mornings to set priorities and identify safety related work priorities.
The generation unit also uses the OSHA Incident Rate to compare to other utilities
nationwide. For 2006, the generation unit experienced an Incident Rate which was above
the national average;, this was due to hearing threshold shifts being a significant
contributor. For 2007, significant emphasis is being placed on reinforcement of the safety

methods and policies to reduce the Incident Rate going forward.

TEP’S MAINTENANCE.

How do you ensure reliability in TEP’s T&D operating area?
Along with our favorable rating on overall reliability measures, TEP uses other measures

to gauge reliability. For example, we prepare — on a monthly basis — an equipment outage
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report pertaining to the operation of substation equipment. This report looks at current

month year-to-date failure rate(s) against the same time frame of the previous three years.

In this particular report, TEP defines an equipment failure as any substation equipment that
fails to function as designed. Any equipment failure that results in non-scheduled
customer service interruption, momentary or otherwise, is classified as an outage. All
failure types are considered unscheduled maintenance. On a monthly basis, each
equipment failure and outage is reviewed to ensure that follow up corrective maintenance

is taking place or scheduled.

What other measures does TEP take to ensure reliability in its T&D operating area?

In addition to the monthly equipment report, a transformer fleet assessment is updated and
published quarterly. The assessment uses several factors to generate an index number used
for ranking of transformer condition. Some of the factors include: oil condition,
maintenance history, fault history, paper condition, bushings, lightning arrestors, age,
maintenance bulletins, infrared scans, and loading history. All these factors are used for
projecting equipment life cycles. The information obtained is helpful in building capital

budgets for transformer replacements.

TEP also continues to invest in infrastructure to ensure reliability for our customers. For
example, TEP operates a fleet of mobile transformers/substations. In late 2006, TEP added
an additional mobile substation to its existing fleet, and an additional improvement was

made to by modifying the oil cooling system to make it safer and easier to transport.

In order to respond to any 345 kV structure damage, TEP maintains an inventory of spare
lattice and two emergency restoration structures. The use of the structures depends on the

damage and/or location. If a structure is damaged, but the foundation is intact, the use of a

10
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spare structure may be appropriate. If there is damage to the structure and the foundations,
TEP will use its emergency restoration structure. This structure is designed to be
assembled and used without the need of a foundation. TEP can assemble this structure in

24 to 48 hours using prepared emergency hardware kits.

What on-going maintenance programs are in place in T&D to ensure continued
reliability?

The Company has several ongoing maintenance programs as described below:

Substation Maintenance

TEP plans to and executes substation maintenance using a computerized maintenance

management system known as MP2. The maintenance philosophy for different equipment

is determined by what is the most effective technique. Substation equipment that TEP
maintains in this manner includes:

. Transformers: Substation transformers are the heart of a substation, and proper
maintenance is critical to safe and reliable operation. A substation transformer’s
cost could easily exceed $1 million and the manufacturing lead time is approaching
two years on certain transformers. In order to protect the investment and to provide
safe and reliable service, TEP follows a well defined and disciplined scheduled
maintenance program.

o Air & Vacuum Circuit Breaker Maintenance: TEP has switched some breaker

maintenance from a time-based maintenance basis to a predictive-based
maintenance philosophy. Rather than simply inspecting and dissembling breakers
based on a set timeframe, TEP performs maintenance based on diagnostic tests.
Additionally, certain breakers are on scheduled maintenance, which may also
include overhauling certain breakers.

. Station Batteries: All substation equipment operates with station batteries, which

are also the only source of energy in emergencies to operate protective devices.

11
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For this reason, batteries are critical to reliable substation operation. The batteries
are inspected and tested every two months. In addition, there is monitoring of some

critical battery bank voltages on a real time basis and reviewing any daily alarms.

Transmission Line Maintenance

The transmission line maintenance department uses a database known as the Transmission
Line Asset Management Program (“TLAMP”) to manage inspections and maintenance on
the 138 kV and 345 kV structures. TEP assigns a priority in TLAMP depending on the

observation.

Transmission Line maintenance also includes an aggressive vegetation management plan.
Growth cycles are set at five years and determined by U.S. Forest Service experts. In all
cases, the vegetation is managed so that it stays within the five-year growth zone. The
regular tree-trimming maintenance cycle is five years unless an inspection reveals faster

than expected growth.

Maintenance is performed on transmission structures by inspecting towers on a time-based
system which varies by the voltage class. A few examples are:

) 345 kV Tower Inspections

Towers are aerially inspected on a semiannual basis. Inspectors look for imminent
dangers to the system, vegetation clearance, anchor condition, guy wire condition,
or foreign objects caught in the lines and towers. Furthermore, towers are closely
inspected from the ground for a variety of conditions on a five-year basis.

. 138 kV Structures

On an annual basis, a ground patrol of the 138 kV structures are performed.

Inspectors look at the condition of insulators, guy wires, wood poles, cross arms,

12
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cross and knee braces, ground wire attachments, static wire, conductor and

vegetation.

What on-going maintenance programs are in place for generation to ensure
continued reliability?

The maintenance programs for the generating units include ongoing maintenance
performed during the year based on a preventative maintenance program, a predictive
maintenance program and a corrective work request program. These programs and the
resulting work orders are housed in the CMMS. Additionally, maintenance and
improvements are performed during regularly scheduled maintenance outages. During
these scheduled maintenance outages, the components that together make up the generating
unit are inspected and repairs and/or improvements are made based on industry standards,
good utility practice, findings of previous and current inspections, OEM recommendations,
our predictive and preventative maintenance program, and our outage corrective work

program.

CUSTOMER SERVICE.

Mr. DeConcini, you mentioned that TEP seeks to provide customers with safe and
reliable service. What improvements have been made to customer service?

The Company has enhanced its call center operations since the General Rate Case
Information filing in 2004. The number of Customer Service Representatives has
increased from approximately 60 to approximately 75 today. Inbound trunk capacity has
been increased from 120 lines to 230 lines. The primary driver of this expansion was
consolidation of call center functions for TEP, UNS Gas, Inc. and UNS Electric, Inc. in

Tucson. However, TEP customers have benefited from the increased capacity which

13
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allows the call center to handle more customers simultaneously. The expanded capacity is

especially beneficial during outages.

Are there additional improvements being made to assist the call center and the

customer service functions?

Yes. The most significant has been the new customer information system, the Customer

Care and Billing system (“CC&B”). Since August, 2004, UNS has been working towards

the combining of all three utility companies’ customer information system into one system

rather than the three that are in current use. The advantages include:

. the elimination of the mainframe at TEP;

. the elimination of the third-party provider of customer billing at both UNS Gas,
Inc. and UNS Electric, Inc.;

. the ability of the combined call center to streamline all processes into one system
for all three utility companies;

. the ability to leverage off of one system for further future improvements such as an
enhanced Interactive Voice Response (“IVR”); and

. the ability to utilize expanded inbound trunk capacity and resources.

Please describe the Company’s bill payment options.

TEP customers have a variety of bill payment options. Many customers use the traditional
US Mail method of payment. Others elect to pay in person at drop boxes located in
grocery stores throughout Tucson, or at America’s Cash Express locations. Our Sure No
Hassle Automatic Payment (“SNAP”) option pfovides for a monthly payment from a
customer’s bank account. Customers also have the option to pay using credit or debit
either through a TEP Customer Service Agent or the 24 hour automated teller. The
electronic billing option has proven to be popular with customers since it was introduced in

May of 2003. 19% of our residential customer base has migrated to electronic billing.

14
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This compares to an industry average of electronic billing of approximately 4%. 34% of

TEP’s residential customers pay through electronic means.

How does TEP measure its call center performance?
Universally, call centers use a variety of metrics to measure customer service levels. TEP
is no exception. Examples of metrics used by TEP include average speed of answer,

abandonment rate, handling time and agent productivity.

Has TEP taken any other steps to improve customer programs or community
programs?

Yes, TEP continuously looks for opportunities to improve its service delivery and TEP’s
commitment to customers goes far beyond providing safe and reliable electrical service.

TEP is an active partner and corporate citizen in the communities it serves.

As an example of how TEP seeks ways to improve service delivery, TEP partnered with
one of its affiliates to achieve significant improvements in line location services. This
ultimately benefits our customers and the general public by reducing outage and safety
incidents caused by inaccurately marked electric facilities. Furthermore, by reducing the
overall response time by TEP to Arizona Blue Stake requests, efficiencies and cost savings
are realized by TEP and Blue Stake requestors. In 2006, only three incidents were

recorded due to line location service errors.

In another example, TEP has partnered with the Southern Arizona Homebuilders
Association (“SAHBA”) to establish builder focus groups that provide a means for
gathering direct customer feedback and for communicating changes in TEP construction
standards. In 2006, TEP met over 95% of its scheduling commitments to homebuilders

and held six conduit installation training classes for contractors.

15
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TEP also partners with the U.S. Forest Service during its controlled burn and other
vegetation management projects. TEP’s Raptor Protection Program was developed in
partnership with the Arizona Game and Fish Department and the University of Arizona to
reduce electrocution of raptors, with special emphasis on nest sites. In addition, the TEP
Irvington campus is an Arizona Game and Fish site for 55 burrowing owl nests and

associated habitat study.

Please describe TEP’s efforts to increase electric safety awareness.

TEP partners with many other Tucson area Public Service providers in conducting
electrical safety training. In 2006, TEP employees taught the “Stay Away/Stay Alive-
Electricity Awareness” classes to employees of local area public service providers,
including the Tucson Fire Department, the Rural Metro Fire Department, the Golder Ranch
Fire Department, the Tucson Police Department, and Comcast Communications. TEP has
also provided safety classes to Davis Monthan Air Force Base personnel and participated

in joint rescue classes with the Tucson Fire Department.

For many years, TEP has conducted electrical safety classes in Tucson area schools and the
Company continues a multimedia public awareness campaign emphasizing electrical
safety, especially during storm season. According to JD Power & Associates, TEP’s safety

campaign consistently ranks near the top nationally for customer impact.

How has TEP taken advantage of the internet to improve customer and community
service?

Customer service and community service are fundamental to the operation of TEP, and the
Company’s recently redesigned website emphasizes those two areas of focus. In terms of
customer service, many routine transactions, in addition to viewing and paying a bill, can

now be executed online, and TEP’s customers have responded in ever-increasing numbers.
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Since the new site launched in the third quarter of 2005, the number of “page views”
jumped from approximately 500,000 per month to well over 2,000,000 per month, and the

average number of “visits” per month has increased by more than 50 percent.

Please describe TEP’s service to the community.

TEP’s focus on community service is well documented. The Company’s roots in the
community extend back to 1892, the year that “The Electric Light and Power Company”
was formed by a group of Tucson investors. Over the years, TEP has demonstrated its
commitment to customers and the community at large through a variety of programs and

partnerships.

Working to improve the quality of life for everyone in the Tucson and White Mountains
areas, TEP employees and their families and friends donate thousands of hours “off the
clock” each year while volunteering for community organizations and projects — more than
32,000 hours in 2006 alone. By contrast, volunteer hours in 2001 totaled approximately
26,000. The Company supports volunteering by employees and their families by providing
logistical and organizational support, as well as shareholder funding to the nonprofits to
enable volunteer projects. In fact, senior management includes employee volunteerism

among its annual corporate goals.

Has TEP received recognition for its service to the community?

TEP is nationally renowned for its volunteer program, having won its second Points of
Light Foundation “Award for Excellence in Workplace Volunteer Programs” in 2004. This
is an unprecedented achievement. TEP also received the Points of Light Foundation
“National Family Volunteer Award” in 2005. In addition, TEP’s parent company,
UniSource Energy Corporation (“UniSource Energy”), just last year was named the

“National Corporate Advocate of the Year” by the Child Welfare League of America.

17
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Shareholders of UniSource Energy fund contributions of cash and in-kind services to
community organizations at levels in excess of $900,000 a year. -As part of that effort,
TEP’s “Grants That Make a Difference” program provides technical training and grants to
charitable organizations that assist at-risk youth and their families. Since the program’s
inception in 2001, the Company has awarded 61 grants for more than $451,000 to improve

the safety and health of children up to 18 years of age.

GROWTH.

How does TEP plan for generation and transmission growth over the long term?

To address the issue of future growth, TEP’s Long-Term Integrated Resource Plan

(“LTRP”) identifies the “best” long-term expansion plan for generation and transmission

additions to support our growing demand. The criteria for determining the “best” plan

includes optimizing a number of conflicting objectives including:

. Continuing to provide reliable electric service to TEP’s retail customers, and
complying with all regional and national reliability standards;

" Providing reasonable cost of electricity to TEP’s retail customers based on a
consideration of both capital costs and operating costs; and

. Addressing the impacts of Demand-Side Management (“DSM”), the Environmental
Portfolio and, now, the Renewable Energy Standard and Tariff (“REST”)
requirements as promulgated by the Arizona Corporation Commission

(“Commission”).

The LPRP considers the impact of alternatives in areas such as:

. Economic growth;
. Customer load growth;
. Natural gas prices;

18
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. Wholesale electric market prices; and

" Air quality standard changes.

Are the existing generation assets and transmission system assets able to
accommodate the growth that the service territory has experienced, and the future
growth of TEP’s customer base?

Although existing generation assets provide the majority of TEP’s base load requirements,
TEP still has to purchase additional capacity from the market to take care of peak system
shortages. These purchases include obtaining capacity on the available extra-high voltage

(“EHV”) transmission systems.

Based on the LTRP, TEP plans to invest in major EHV transmission projects to increase
TEP’s cumulative import capacity by approximately 600-800 MW during a 15-year period.
These projects will ultimately interconnect the Palo Verde market hub with TEP’s retail

load center and will allow TEP to gain access to surplus generation assets in Arizona.

In addition to increasing its import capacity, TEP is pursuing the purchase of additional

gas-fired simple-cycle and combined-cycle generation for intermediate and peaking needs.

How will TEP continue to service the growth within the service territory as related to
your distribution assets?

Up until the present, all of the increases in the previously mentioned high-growth areas
have been accommodated through the construction of new distribution feeder circuits out
of existing substations. However, we have now reached transformer and/or substation
capacity limits at the existing stations in these areas. Going forward, additional load
growth will require the construction of new substations. To accommodate this growth,

TEP is proposing several new substations in these specific high growth areas:
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. Cienega Substation in the Vail area (2009);

. Catalina Substation in the northern Oro Valley area (2009);
. Canoa Ranch Substation in the southern Green Valley area (2009); and
. Marana Substation in the northwest Marana area (2011).

In the near term, we are employing interim measures to alleviate problems in two of the
above areas: (1) a mobile transformer was installed during the Spring of 2007 in the Vail
area to reduce peak demand on overloaded Vail Substation and Los Reales Substation
feeders, and (2) a new 25 MVA transformer to be installed at Lateral 7-1/2 Substation in
Summer 2007 to accommodate the initial phases of new construction in several large

master-planned subdivisions in northwest Marana.

Please describe the configuration of TEP’s transmission system.

TEP’s primary transmission system in our service territory is a 138kV system. Based on
the increased growth and subsequent demands on the system, TEP is continually
evaluating the system’s ability to support these increased loads. These evaluations reveal
the potential for overloads and voltage issues to the system. As a result, there are
operating procedures and controlled load shedding schemes to mitigate 138kV overloads in
the short term to realistically schedule system reinforcement and expansion projects.
Typical system reinforcement consists of reconductoring and the addition of new 138kV

Circuits.

How does TEP address voltage constraints on its system?

Regarding the voltage issues, TEP has historically been voltage stability constrained
because most power is imported into Tucson from remote generation stations. Many
times, local generation is run to supply dynamic reactive power to keep the voltage from

dropping. The recommendation of the LTRP calls for TEP to increase its import capability
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into Tucson; as import capability is increased, it is expected that the voltage issues will be
further aggravated. To mitigate this problem, TEP is working to install a Static Var
Compensator (“SVC”) near the load center at a cost of approximately $18 million. The
SVC is providing a dynamic source of reactive power required to control voltage under
various system conditions. Our analysis indicates that the SVC may virtually eliminate
voltage stability issues on the current 138kV system. Future major additions to the local
138kV system or new EHV transmission lines routed into Tucson will require additional

evaluation of voltage stability.

Are there other T&D assets TEP is planning due to growth?
Yes. In addition to the four substations previously mentioned, TEP presently has five
other new distribution substations and one new transmission substation budgeted for

construction within the next five (5) years.

How long does it take to plan and construct new substations?

It now takes approximately three years to permit, engineer, procure, and construct a
standard distribution substation. The extended development schedule is primarily due to
land and permit related issues. Additionally, acquiring and installing substation
transformers have increasingly become a long-term project, going from a 30-week lead-

time in the late 1990’s to almost two (2) years now.

Many challenges exist concerning the planning, siting, engineering, and construction of
new distribution and transmission substations. The extended schedule to permit and
construct substations makes it challenging for TEP to construct the infrastructure required
to serve new large subdivisions. Unfortunately, the problems are compounded as much of
the new construction is in the more rural parts of TEP’s service territory. The Vail area is

a good example of this recent trend.
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Furthermore, these changes impact more than just scheduling and the ability to meet our
load-serving obligations. The dramatic increase in permitting requirements, land purchase
costs, and equipment costs have resulted in an approximate 67% increase in the total cost
of developing a typical distribution substation since 2001. For example, the Los Reales
Substation was completed in 2001 at a cost of $4.5 million. Today, TEP budgets $7.6
million — the average estimate — for a distribution substation of similar scope (initial 50

MV A substation and feeder getaway system).

TEP has also made modifications to the planning and substation standards in an attempt to
optimize the overall economics of our infrastructure, ranging from the transmission lines,
to the distribution substations, to the distribution feeders. The Company’s evaluation
showed that TEP received more value building smaller substations (new standard of 100
MVA ultimate capacity) rather than constructing larger substations (old standard of 200
MVA) and then building the distribution system necessary to transport that energy to our

customers.

You have discussed growth as it relates to physical assets. How is the growth
affecting day-to-day operations in terms of human resource needs?

T&D construction and maintenance work is generally organized into three major areas:
Distribution, Substations, and Transmission. Construction of new transmission lines is
cyclical in nature. TEP is entering into a construction peak expected to last five to eight
years, similar to the peak the Company experienced in the mid-1980’s. TEP’s most
significant upcoming transmission project is the construction of the Pinal South Line in
2011. As a result, projections reflect that Transmission work will account for nearly 50%

of TEP’s total Construction Man Hours (“CMH”) and capital labor dollars.
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TEP engages the services of various line construction contractors to fill gaps during
periods of peak demand for line construction and services. Additionally, other TEP
contractors provide cost-effective, specialty services in areas such as civil construction,
meter reading and line location, which allows TEP to remain focused on customer service,
reliability and safety. TEP has recently developed a formal alliance agreement with
Sturgeon Electric, a large national contractor, to further enhance productivity and cost
efficiencies. Overall, TEP contractors fulfill approximately 30% of TEP’s total T&D

workload.

To deal with the increased work load, TEP has also focused on productivity gains. The
volume of work in New Business Construction, part of Distribution, has increased over
62% since 2003. In order to complete this amount of work with a 90% on-time delivery,
TEP focused on productivity gains through improved design, scheduling and construction
practices. Construction personnel have been mentoring the design staff to improve designs
and inspections which has resulted in fewer rejections at the construction phase and more
timely completion of work. Having customer in-service dates has allowed the scheduling
group to create a rolling three-month forecast of work and to assign resources accordingly.
The construction crews are measured by how much work they complete and are held to the
in-service dates for completion. These process improvements have resulted in a 39% gain

in crew productivity in 2006.

In addition to the above challenges, the T&D area of the Company has many pending

retirements of existing personnel. Out of 439 employees engaged in the various aspects of

_ electric service delivery, 181 are eligible to retire in the next four years. The majority of

the eligible employees are in craft positions. In response, the T&D area currently has 38
employees in apprenticeship programs and will continue to add to these numbers. To help

with acquiring new employees, TEP has partnered with Pima Community College in

23




B WP

O o0 3 O W

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

VI.

developing and offering a course of study that is specific to the electric utility industry so

that TEP can use this class as a hiring pool for future craft positions.

ENVIRONMENTAL COMPLIANCE.

What is the environmental compliance status for TEP’s generating assets?

TEP generating assets are required to comply with environmental requirements of facility
permits and applicable requirements of local, state, and federal environmental rules. TEP
generating assets are currently in compliance with the requirements of facility permits and

applicable local, state, and federal environmental requirements.

TEP is committed to being in compliance with environmental requirements. Specifically,

environmental compliance is achieved by:

. installing, maintaining and operating equipment in accordance with good
engineering practices;

o training personnel on how to achieve compliance with permit conditions;

o maintaining records of compliance;

. meeting compliance deadlines of local, state, and federal agencies; and

. following the general and specific conditions of facility permits.

Please provide specific examples of environmental spending that has kept TEP in
compliance with various environmental permits, requirements, rules, or programs in
your generating facilities.

TEP requires annual spending of approximately $4.5 million to ensure compliance with all
local, state and federal environmental regulations at its Tucson and Springerville
generating stations. Additionally, TEP has made several upgrades of major pollution

control equipment to its generating assets, since the 1980s.
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Upgrades of pollution control equipment associated with Springerville Units 1 and 2 were
part of the recent Springerville Expansion Project. In 2004 and 2005, approximately $60
million was spent on pollution control equipment upgrades on Units 1 and 2 including the
addition of two spray dry absorber modules (one for each unit) for controlling sulfur
dioxide (“SO;“) emissions and new low nitrogen oxide (“NOy”) burners. The upgrades
have resulted in SO, emission reductions of approximately 75 percent and NOx emission

reductions of approximately 50 percent.

TEP is a partner in the ownership of the Navajo Generating Station. The Navajo Scrubber
Project began in 1994 and finished in 1999. This project included the construction of three
SO; scrubbers, one for each of the three Navajo units. The scrubber upgrades have
resulted in an SO, emission reduction of approximately 95 percent. In addition, the
installed wet scrubbers have a secondary benefit of removing fly ash. The Navajo
Scrubber Project was completed at a cost of approximately $420 million; TEP’s share was

$31.5 million.

TEP is a partner in the ownership of the San Juan Generating Station. In 1999 the station
started operation of a new $75 million pollution control system using a limestone-forced
oxidation process which absorbs about 60 percent more SO, than the previous system.
TEP’s share of the limestone-forced oxidation process was approximately $15 million.
Also, the pollution controls at the San Juan Generating Station will be upgraded over the
next three years at a cost of approximately $65 million for TEP. The new technologies
will provide mercury control, reduction of NOy emissions by 35%, reduction of particulate
matter emissions by 70% and additional SO, emission reductions from the increased

scrubbing.
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TEP is also a partner in the Four Corners Generating Station. In the mid to late 1980’s,
TEP spent approximately $31 million to install a fabric filter particulate removal system
which removes approximately 99% of the fly ash from the exhaust gas stream exiting the
stacks. A wet SO, scrubber system was also installed. Additionally, from 1989 to 1991,
TEP spent approximately $3 million for the installation of low NOx burners to reduce the

emissions of nitrogen oxides.

TEP has budgeted approximately $86 million for capital expenses related to environmental
compliance in the next five years (2007-2011) at its Arizona and New Mexico generating
stations. Included are costs for mercury monitoring beginning in 2008. Mercury controls
are required at the generating units by 2013 and additional costs will be incurred in

preparation of meeting these new requirements.

CAPITAL AND OPERATIONS AND MAINTENANCE SPENDING.

A. Historical Capital Spending.

Please provide historical capital spending for TEP.

During the test year, capital expenditures were approximately $146 million, excluding the
Luna Energy Facility. Continued customer growth played a significant role in test year
capital expenditures. During the test year, TEP spent over $31 million in capital dollars to
provide infrastructure to new businesses and residences in its service area. In response to
the demands placed on the system due to the increases in customer growth, TEP spent $54
million in capital on system reinforcement and reliability projects. Of that $54 million,
$26 million was for transmission projects and $28 million for distribution-related projects.
These projects will help to further guarantee the integrity of the system and ensure reliable

delivery of services. Also helping to ensure the continuity of service is the capital work
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done to maintain and improve the operating levels of the generating stations. During the
test year, $36 million in capital was spent on generation replacement and betterment
projects for this purpose. An additional $1 million was spent on environmental projects at

the generating stations.

The cumulative capital spending for the four years prior to, and including the test year,
beginning January 2002 and ending December 2006, totaled $615 million, including $165
million related to generation replacements and betterments, $73 million for transmission
initiatives, $107 million for distribution projects, $119 million to accommodate new
business demands and $6 million for environmental projects. The following table outlines

annual capital spending for the five-year period ending December 2006.

. Total Capital
($ Millions) 2002 | 2003 | 2004 | 2005 | 2006 Spending
Capital Expenditures* $100 | $118 | $112 | $139 | $146 $615

* Excludes Luna Energy Facility.

B. Future Capital Spending.

Mr. DeConcini, what are TEP’s plans for capital expenditures in the future?

Overall, there is a significant amount of future capital investments planned at TEP. The
key components of this include (i) expansion of the distribution and transmission systems,
(ii) new business initiatives, (iii) continued work in replacement and betterment activities
for generating facilities, (iv) environmental upgrades for generating facilities, and (v)
investment in information technology. The planned cumulative capital expenditures for
the calendar years 2007 through 2011 total $1.074 billion, not including dollars to buy-out

the Sundt Unit 4 lease or for the operations of the Luna Energy Facility. The following
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table outlines planned capital expenditures on an annual basis for the five-year period

ending December 2011.
- Total Capital
($ Millions) 2007 | 2008 | 2009 | 2010 | 2011 Spending
Capital Expenditures* $198 | $238 | $193 | $226 | $219 $1,074

* Excludes Luna Energy Facility and Sundt Unit 4 lease buyout.

Total capital spending for the period beginning January 2002 and ending December 2006
totaled $615 million. When this is compared to the five-year capital plan for years 2007
through 2011, there is an increase of capital expenditures of $459 million. The main
components of this increase include $205 million for transmission initiatives, $80 million
for environmental initiatives, $76 million for distribution projects, $45 million for
generation replacement and betterment projects and $36 million for capital associated with

new business.

Mr. DeConcini, you mentioned that in the future TEP is looking to make significant
improvements primarily to its distribution and transmission system. What
information can you provide on future capital spending for these systems?

One of the major capital drivers will revolve around work to continue on improving the
continuity of service and system reliability. During the next five-year period, $460 million
in capital is expected to be spent on system reinforcement projects, of which $182 million
is estimated for distribution and $278 million for transmission initiatives. The distribution
and transmission figures include plans to spend $58 million for the 138 kV reliability
initiative and $166 million for the Palo Verde interconnect respectively. In addition, $156
million in capital is expected to be spent to provide infrastructure to new businesses and

residences moving into the service area over the next five years.
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What about future TEP capital improvements in areas other than distribution and
transmission?

In order to continue to provide a high level of service, $210 million in capital is planned to
be spent for replacement and betterment projects at our generating stations. From 2007
through 2011, TEP is expected to spend $86 million on environmental initiatives as
outlined in the Environmental Compliance section. In addition, an estimated $50 to $80

million to be spent for the buyout the Sundt Unit 4 lease.

In order to best meet the increased demands and complexities of the utility industry, TEP is
planning to invest $71 million in Information Technology capital projects over the five-
year period. This will enable TEP to leverage the most out of its current platforms as well

as providing for the best technology solutions going forward.

Mr. DeConcini, you have mentioned growth, transmission initiatives, and
environmental projects all contributing to the increase in capital spending. Are there
other factors driving up costs?

Yes, another factor that contributes to the increase in capital expenditures relates to
material costs. There have been significant increases in material costs due to supply and
demand issues. With the increased growth in emerging economies, there has been
increased pricing pressure on construction commodities such as steel, copper, concrete
petroleum based products and other related materials. In addition, domestic factors such as
the housing boom and the reconstruction efforts due to the damage from Hurricane Katrina
have also put pressures on commodity prices. The spot price of copper doubled in 2006,
which created substantial increases in TEP’s cost of cable and transformers. In New
Business projects alone, TEP experienced an overall material cost increase of 48% in 2006.
Likewise, operational support costs such as TEP’s transportation costs have been

significantly affected by increases in fuel and equipment.
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As mentioned above, continued customer growth continues to drive increased capital
expenditures. TEP, over the past few years, has experienced an average annual growth rate
of 2.3%. Not only is the volume of growth telling, the location of the growth is important.
Much of the growth is occurring in geographic areas with no existing services, as
developers build new subdivisions, office complexes and shopping centers on the fringes
of the city. This requires extensive and more costly infrastructure work in order to provide
services. In order to keep pace with this type of growth in new services and subdivisions,
and to meet TEP on-time delivery commitments, TEP at times must run crews at extended

hours and hire additionally full-time construction contractors.

Of course, contractors are faced with the same economic factors as TEP. Contractor rates
have increased over the past few years as a result of escalating fuel, equipment, asphalt and
concrete costs. Concrete prices have doubled in the last five years as many national
construction indices confirm. The type of infrastructure to build substations and to extend
lines to outlying areas typically encompasses all these types of costs (heavier gauge cable,
transformers, concrete, fuel, equipment and outside civil contractors.) Couple this with
inflationary increases in labor rates and benefit costs over the past several years to fully

understand the overall cost pressures on TEP capital spending.

C. Operations and Maintenance Spending.

Are the operations and maintenance (“O&M?”) costs incurred by TEP in the Test
Year reasonable?

Yes. TEP monitors its O&M costs very carefully. O&M costs can vary significantly
from year to year for various reasons. A good example of the variability of TEP’s costs
are related to generation outages, which can fluctuate greatly year to year, depending on

major or minor outages at any number of different generation plants. Customer growth

30




W

[c IS B =

)

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

VIII.

is also significant for TEP, and growth affects our costs. As previously discussed,
TEP’s service territory continues to grow at a rate of over 2% per year. More
customers require TEP to spend more O&M dollars. Additionally, a significant portion
of O&M is made up of labor and labor-related costs. Labor and labor-related costs also
continue to increase over time. In spite of these many challenges, TEP’s O&M costs
have tracked at an average of 3.5% per year since 1995. This has been accomplished
by closely monitoring O&M costs throughout the Company, as management recognizes
that there are many pressures as outlined above that increase O&M costs. Management
believes strongly in making O&M cost containment everyone’s job, as evidenced by
the employee incentive program which includes a cost containment goal. Furthermore,
our O&M spending is prudent given TEP’s exemplary reliability indices for T&D and
generation, its outstanding customer service and strong safety records, all of which

were discussed previously in my Direct Testimony.

SPRINGERVILLE UNIT NO. 3.

TEP recently completed the third of four units at the Springerville facility. Please
describe how this unit came to be built.

In the late 1970’s, TEP originally developed the Springerville generation site for four
similar sized pulverized coal-fired units. The first two units went into commercial
operation in 1985 and 1990 respectively. At the end of 2000, TEP decided to leverage the
value of the site and develop the two additional units (“Springerville Expansion Project”)
and spread the cost of the infrastructure and operation and maintenance over four units
instead of two. TEP, however, did not have the need for additional coal-fired generation,
nor the capital investment required to construct the new units. TEP decided to develop the
Springerville Expansion Project and then sell the development rights to Tri-State

Generating and Transmission Association. (“Tri-State”) for Unit 3 and to SRP for Unit 4.
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The synergy savings to Units 1 and 2 from the operation of Unit 3 are approximately $12.7
million per year before taxes. These savings are evident, in shared operations and
maintenance, property taxes, capital lease payments, and insurance, to name a few
examples. The pre-tax transmission revenues associated with Unit 3 are approximately
$5.4 million. These transmission revenues are realized because Tri-State is purchasing
transmission rights on our system to move their power from Springerville Generating

Station to the Four Corners’ area.

The development of the Springerville Expansion Project was accomplished through the
UniSource Energy Development Company (“UED”), a subsidiary of UniSource Energy.
The development period lasted approximately three years and UED made expenditures of
approximately $30 million. These development costs were risks that the UniSource
Energy shareholders shouldered if the Project never closed. See Decision No. 65347
(November 1, 2002), Findings of Fact 62 and 65.

In October of 2003, Tri-State was able to obtain financing for Unit 3 and construction
commenced. However, SRP decided to delay the construction of Unit 4 until it needed
more power and UED provided an option to SRP for the development rights for Unit 4.
Both new units were planned to be approximately the same size as Units 1 and 2. Unit 3
achieved commercial operation in July of 2006. SRP is currently starting construction of

Unit 4 with a scheduled completion date of December 31, 2009.
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IX.

Mr. DeConcini, you mentioned that Units 1 and 2 were enhanced with environmental
upgrades and common facilities improvements. Are there other benefits to be
realized by TEP customers as a result of Unit 3 being built?

The upgrades to Units 1 and 2, as described above, included both the addition of pollution
control equipment and common facilities improvements. The environmental upgrades on
Units 1 and 2 allowed SO, and NOx emissions to be reduced by approximately 75% and
50% respectively. These reductions in emissions from Units 1 and 2 would most likely
have been required in the future anyway, based on overall emissions reductions being
legislated by our regulators. In addition, the approximate $3 million operating lime cost of
the Spray Dry Absorbers (FGD Scrubbers) to meet the new emissions levels, is paid for by
Units 3 and 4. Having Tri-State and SRP pay for the environmental upgrades and the lime

costs benefits TEP and the customers.

Additional benefits to customers include less cost for O&M, property taxes and insurance

since these costs are now shared between four units instead of two.

PRO FORMA ADJUSTMENTS.

What are the various Plant Overhaul and Outage Normalization adjustments?

These adjustments are made to test year non-labor expenses to achieve a normal annual
level of generating unit maintenance overhaul activity. In the Cost-of-Service
Methodology, the adjustment reflects historical and projected major and minor overhaul
frequency and cost data for the TEP’s share of the San Juan, Four Corners, and Navajo
jointly-owned remote generation facilities, and the Company’s Sundt, (formerly
Irvington) and Springerville Generating Units except for Springerville Unit No. 1, the
costs of which are established by the fixed cost recovery factor described in Mr.

Hutchen’s Direct Testimony. In the Hybrid Methodology, similar adjﬁstments to the
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Cost-of-Service Methodology are made, except outage dollars are not normalized at the
Four Corners and Navajo generating facilities. The classification of overhaul work as

being major or minor is based on the extent of work performed or scheduled.

Please comment on the Springerville Unit 3 adjustment and the Gain on Sale of
SO, Allowances adjustment.

Only a few adjustments are being made regarding the building of Unit 3 and its
operation. Many synergies are already being shared with our customers, such as O&M
savings, Administrative and General savings, and Property Tax savings. Other savings
and revenue gains are related to the risk the shareholder incurred in the decision to
build Unit 3, and therefore are not shared with the customer, as discussed previously in

my Direct Testimony.

PROPOSED RULES AND REGULATIONS.

Why has TEP proposed changes to its Rules and Regulations?

TEP proposes several changes to its Rules and Regulations to better clarify existing
provisions and to insert additional provisions. We are also re-structuring these Rules
and Regulations to better harmonize them with how the Commission’s regulations in the
Arizona Administrative Code (“Code”) are organized. TEP believes these changes will
better delineate what the Company’s obligations are to the customer, as well as the

customer’s responsibilities.

Many additions are taken directly from either the Code or the UNS Electric Rules and
Regulations. In other words, some of the insertions are made to better align TEP’s
Rules and Regulations with those of UNS Electric. We also propose provisions here that

we proposed for UNS Electric’s Rules and Regulations.
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Another reason to reorganize the Rules and Regulations is to make them easier to read
and understand. Thus, many of the changes and edits made to the language in the Rules
and Regulations are stylistic changes and are not substantive. In addition, several
provisions are relocated within the proposed Rules and Regulations so that they fit
better. Exhibit MJD-1 to my testimony is a redlined version of the standard Rules and
Regulation. Exhibit MJD-2 is the clean version of those Rules and Regulations. Not
every formatting change is redlined within the proposed Rules and Regulations because
we did not want to provide Staff with a document that was littered with redlined
changes, for every tab, indentation, or other formatting changes. So, the only redlined
changes in the redlined version are the more major changes TEP is proposing from its

current Rules and Regulations.

Did TEP remove terms and conditions related to retail electric competition?

Those provisions were moved to separate Direct Access Rules and Regulations. TEP’s
proposed Rules and Regulations remove references to Electric Service Providers and
other definitions, terms and conditions related to retail electric competition and
competitive services. Given the unsettled nature of the Electric Competition Rules that
give rise to many of these terms and conditions, we felt it best to take those definitions
and provisions out of these Rules and Regulations, and relocate those provisions into a
separate document. That document, also attached to my testimony, is entitled “Direct
Access Rules and Regulations.” Definitions of terms related to competitive services —
like Electric Service Providers, Interval Metering and Scheduling Coordinator — are
relocated to Subsection A in the proposed Direct Access Rules and Regulations.
Provisions located within TEP’s existing Rules and Regulations that were related to
competitive services, but not in the Direct Access section, are relocated to Subsection B
in the proposed Direct Access Rules and Regulations. These Direct Access Rules and

Regulations are attached as Exhibit MJD-3 to my testimony.
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What remains in TEP’s Rules and Regulations are provisions directly related to TEP and
its existing and new customers, without references to competitive services that may

confuse customers.

What about references to charges for specific services currently spread throughout
the Rules and Regulations?
Rather than keep specific charges littered throughout the Rules and Regulations, we add

22

language referring to the “Statement of Additional Charges.” TEP believes it is easier
for customers to only have to refer to one portion of the tariff to find charges for all such

services.

Can you describe the additional major changes TEP made to its Rules and
Regulations?

Certainly. I will describe what changes we are proposing be approved in this rate case
by going through the Rules and Regulations section by section. My discussion will also
include any major structural changes we have made, even if the actual provisions are not

being altered substantively.

Please describe the substantive changes to Section 1, entitled “Applicability of
Rules and Regulations and Description of Service.”

This Section is basically a new section to outline the applicability of the Rules and
Regulations to customers. UNS Electric’s proposed Rules and Regulations have this
language and we believe it provides a good overview that these provisions will apply to

both the customers and the Company.
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What changes were made to the “Definitions” section (Section 2)?

Several changes are made to this Section. As stated above, we took out any terms and
conditions relating to retail electric competition. Consequently, we are removing
definitions like “Electric Service Provider,” “Scheduling Coordinator,” and “Standard
Offer Service.” We also remove additional definitions for terms that are never used in
the rest of the Rules and Regulations. For instance, “horsepower” is defined — but is
never used — in TEP’s existing Rules and Regulations. We remove that definition along

2 &<

with definitions for “energy diversion,” “collection fee,” and “local Arizona time.”
Finally, we added definitions for terms that are used in the existing Rules and
Regulations, but are not defined when such definition helps clarify what is meant. This

is why we add definitions for terms like “Pricing Plans” and “Rules and Regulations.”

Did TEP make significant changes to Section 3 — “Establishment of Service?”

Yes. We make several changes to this Section.

First, we replace the existing language regarding customer deposits with the language we
are also proposing for UNS Electric. This language better clarifies and delineates the
obligations regarding customer deposits. Most of these provisions, however, are not
been altered substantively. We do propose that the interest rate on customer deposits
held for over 12 months be at the established one-year Treasury Constant Maturities
rates — effective on the first business day of that year — as published in the Federal

Reserve website.

We also propose a new Subsection entitled “Conditions for Supplying Service.” As its
title suggests, this Subsection delineates what conditions must be met before TEP can
provide electric service. TEP took this language from UNS Electric’s existing Rules and

Regulations.
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In Subsection 3.E.2., regarding “Service Establishment or Reestablishment Charge,” we
insert language indicating that it may not be possible to establish or reestablish service
after-hours, depending on the availability of TEP staff. We also relocate the provision
addressing reconnection charges to Subsection 3.E.4. Finally, we add three new
Subsections addressing the following topics: identification of load and premises,
identification of responsible party and tampering with or damaging equipment. These
provisions are currently in UNS Electric’s Rules and Regulations and we believe they
help clarify additional conditions for establishing service and consequences for

tampering with TEP’s equipment.

What about Section 4 — “Minimum Customer Information Requirements?”

Basically, we combine two articles from the existing Rules and Regulations: the
“Election of Rate Schedules” article; and the existing “Minimum Customer Information
Requirements” are merged to form Section 4. We also add a sentence to TEP’s
proposed Rules and Regulations at Subsection 4.A.6. indicating that the Company is not
obligated to provide a statement of actual consumption to a customer more than once in

a calendar year.

Is TEP proposing additions to Section 6 — “Service Lines and Establishments”?

Yes, we are proposing two additions for this section. First, we propose to add
Subsection 6.B.1.d. to indicate that the customer will have to provide access to the main
switch or breaker for the safe installation and removal of Company meters. Second,
regarding overhead service connections for secondary service, we add Subsection
6.B.2.d. to make clear that customer-advanced funds in excess of that allowed at no

charge will be Contributions-In-Aid-of-Construction (“CIAC”).
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Have any changes been made to the “Line Extension” Section, which is Section 7 in

the proposed Rules and Regulations?

The following changes were made to this Section:

o First, we replaced Subsection 7.C.4. in order to clarify the policy on replacing
overhead lines with underground lines. It has not been a practice at TEP to do this
for free (although it was previously stated that the Company may). The new
language clarifies TEP’s current practice. The new language also clarifies TEP’s
stance when it is mandated that we do in fact have to change overhead lines to
underground lines.

. The cost of construction for a single-phase line went from $5.00 per foot to $20.53
per foot. The cost of construction for a three-phase line went from $8.00 per foot
to $27.38 per foot. This change was made to cover the costs of construction.

o We also added definitions for Economic Feasibility Analysis, Single-Phase
Service, and Three-Phase Service to Section 2, in light of the additions and

modifications made in these proposed Rules and Regulations.

What changes have been proposed for Section 8 entitled “Provision of Service?”

TEP proposes to add a new provision under Subsection 8.D.3. that mirrors A.A.C. R14-
2-208.D.3. This Subsection merely states that the Company may interrupt service —
should a national emergency or local disaster arise — so that the Company may provide
emergency service necessary for civil defense or emergency service agencies until
normal service can be restored to those agencies. Section 8 within TEP’s proposed
Rules and Regulations also incorporates what is currently Article Nos. 11 and 12 —
“Interruption of Service” and “Force Majeure.” Further, we add a “General Liability”
Subsection to clarify what TEP will and will not be responsible for. This Subsection is

also in UNS Electric’s proposed Rules and Regulations.
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What about additions to Section 9 — “Voltage, Frequency and Phase?”

We inserted Subsections regarding customer-provided protection for motor installations
and delineating customer responsibility for equipment used in receiving electric energy.
Also, we moved section 17 “Highly Fluctuating Loads” under this section and modified
the language to be consistent with UNS. It is important to address highly fluctuating loads

to limit the disturbances on TEP’s system.

Are there any provisions proposed to be added to the “Meter Reading” section, which

is now Section 10?

In this Section, we simply propose two changes that are also in UNS Electric’s proposed

Rules and Regulations:

1. Adding Subsection 10.C.2 that states “any reread may be charged to the Customer
at a rate set forth in the Statement of Additional Charges, if the original reading
was in error.”

2. Rewriting Subsection 10.F. regarding customer requested meter tests provision.
This change is not a substantive change from the current provision in TEP’s

existing Rules and Regulations.

Please discuss the changes proposed for Section 11 — “Billing and Collection.”
In TEP’s existing Rules and Regulations, Subsection 11.C.3, we have changed the
language to more clearly state our policy on delinquent bills. Delinquent bills will receive

a late payment finance charge of 1.5%, as stated in the Statement of Additional Charges.

There is also a Subsection entitled “Returned Checks and Electronic Fund Transfers.” In
our proposed Rules and Regulations, we rewrite this Subsection and entitle it “Non-
sufficient Funds (NSF) Checks.” In addition to clarifying the provisions in this

Subsection, it is expanded to include checks, electronic fund transfers or other financial
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instruments for electric service. We also add a provision stating that no personal checks
will be accepted if TEP received two NSF checks from a customer within a 12-month
period. This new language is codified in our proposed Rules and Regulations in

Subsection 11.F.

We also insert, as Subsection 11.1.3., a provision indicating that an outgoing customer is
responsible for providing access to the meter so TEP can get a final meter reading. This

provision is adopted from A.A.C. R14-2-210.1.3.

Finally, we propose to add an electronic billing option for TEP customers. The provisions
for electronic billing are the same as what was proposed for both UNS Electric and UNS
Gas. The electronic billing provisions are contained in Subsection 11.J. of TEP’s proposed

Rules and Regulations.

What were the changes made to Section 12 — “Termination of Service?”

First, we add two additional provisions to Subsection 12.A. that state that TEP will not
disconnect service to a customer if that customer fails — as the guarantor — to pay the bill of
the guarantee; and on disputed bills where the customer is following the Commission’s
rules on customer bill disputes. We add those Commission rules to our Rules and
Regulations in Subsection 14.C. Next, we insert a provision allowing TEP to terminate
service without notice if the customer has failed to make good on non-sufficient checks,
electronic fund transfers or any other financial instrument, in accordance with the rewritten
provisions located in Subsection 11.F. Finally, we add provisions to allow termination
with notice on three additional conditions:

1. When a customer fails to meet agree-upon deferred payment arrangements.

2. When a non-imminent hazard exists that may cause property damage.
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3. When customer facilities do not comply with Company requirements or

specifications.

These additional provisions are located in Subsection 12.C. We also insert a provision
requiring the Company to keep records of all terminations of service with notice for one

year and make such available for Commission inspection.

Finally, what did TEP add to the “Administrative and Hearing Requirements” in
Section 14?

We insert a new Subsection — taken directly from A.A.C. R14-2-212.C. — outlining the
process for resolving service and bill disputes. This Subsection gives Customers guidance
as to how they may file a statement with the Commission against the Company and how

the Commission Staff will seek to try and resolve the dispute.

Do you have any final thoughts about TEP’s proposed Rules and Regulations?

TEP believes this is an opportune time to make the Rules and Regulations clearer and
better-structured. But we also insert important provisions that would put the customer on
notice as to what will be the customer’s responsibilities. Most importantly, we restate
provisions to make them less confusing, and took out provisions that were either
unnecessary or were related to direct access and competitive services. We believe all of
these changes lessen customer confusion and disputes between TEP and customers. We

ask the Commission to approve all of the changes as being in the public interest.

Does this conclude your testimony?

Yes.
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SECTION 1
APPLICABILITY OF RULES AND REGULATIONS AND DESCRIPTION OF SERVICE

Tucson Electric Power Company (“Company”) is an electric utility operating within portions of the state of Arizona. The

Company will provide service to any person, institution or business located within its service area in accordance with
the provisions of its Pricing Plans and the terms and conditions of these Rules and Regulations.

All electricity delivered to any Customer is for the sole use of that Customer on that Customer’s premises only.
Electricity delivered by the Company will not be redelivered or resold, or the use thereof by others permitted unless
otherwise expressly agreed to in writing by the Company. However, those Customers purchasing electricity for
redistribution to the Customer’s own tenants (only on the Customer’s premises) may separately meter each tenant
distribution point for the purpose of prorating the Customer’s actual purchase price of electricity delivered among the

various tenants on a per unit basis.

These Rules and Regulations will apply to all electric service furnished by the Company to its Customers.

- These Rules and Requlations are part of the Company’s Pricing Plans on file with, and duly approved by, the Arizona
Corporation Commission. These Rules and Requlations will remain in effect until modified, amended, or deleted by
order of the ACC. No employee, agent or representative of the Company is authorized to modify the Company Rules.

These Rules and Regulations will be applied uniformly to all similarly situated Customers.

In case of any conflict between these Rules and Regulations and the ACC's rules, these Rules and Regulations will
apply.

Whenever the Company and an Applicant or a Customer are unable to agree on the terms and conditions under which
the Applicant or Customer is to be served, or are unable to agree on the proper interpretation of these Rules and
Requlations, either party may request assistance from the Consumer Services Section of the Utilities Division of the
ACC. The Applicant or Customer also has the option to file an application with the ACC for a proper order, after notice

and hearing.

The Company’s supplying electric service to the Customer and the acceptance thereof by the Customer will be

deemed to constitute an agreement by and between the Company and the Customer for delivery, acceptance of and
payment for electric service under the Company’s Rules and Requlations and applicable Pricing Plans.

RULES AND-REGULATICNS
ELECTRIC
PREFACE
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SECTION 2
DEFINITIONS

In these Rules and Requlations, the following definitions will apply unless the context requires otherwise:

1.

2.

3!

4.

5.

8.

Advance in Aid of Construction: Funds provided to the Company by the Applicant under the terms of a line
extension agreement, the value of which may be refundable.

Applicant: A person requesting the Company to supply electric service.

Application: A request to the Company for electric service, as distinguished from an inquiry as to the availability or
charges for thissueh service.

Arizona Corporation Commission_(‘ACC” or “Commission”): The regulatory authority of the State of Arizona
having jurisdiction over public service corporations operating in Arizona, hereinafter referred to as the
“Commission.”

Billing Month: The period between any two regular readings of the Company’s meters at approximately thirty (30)
day intervals.

Billing Period: The time interval between two consecutive meter readings taken for billing purposes.

7.

8.

9.

Company: Tucson Electric Power Company acting through its duly authorized officers or employees within the
scope of their respective duties.

Competitive Services: All aspects of retail service except those services specifically defined as “Non-competitive
Services” pursuant to R14-2-1601(27) of the ACC-approved Competition Rules, or noncompetitive services as
defined by the Federal Energy Regulatory Commission.

Connected Load: The sum of the power rating of the Customer’s electrical apparatus connected to the
Company’s system.

10. Contributions in Aid of Construction-e+ (“Contribution”): Funds provided to the Company by the Applicant under

the terms of a line extension agreement and/or service connection taffPricing Plan, the value of which is not
refundable.
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1.

12.

13.

14.

Customer: The person(s) or entity(ies) in whose name service is rendered, as evidenced by the request for
electric service by the Applicant(s), or by the receipt and/or payment of bills regularly issued in his name

regardless of the identity of the actual user of the service.

Customer Charge: The amount the Customer must pay the Company for the availability of electric service,
excluding any electricity used, as specified in the Company’s Pricing Plans.

Day: Calendar Day

Demand: The rate at which power is delivered during any specified period of time. Demand may be expressed in

kilowatts, kilovolt-amperes, or other suitable units.
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SECTION 2
DEFINITIONS
(continued)

15. Disabled: A person with a physical or mental condition which substantially contributes to the person’s inability to
manage his or her own resources, carry out daily living activities, or protect oneself from neglect or hazardous
situations without assistance from others.

45.16. _ Distribution Lines: The Company’s lines operated at distribution voltage, which are constructed along public
roadways or other bona fide rights-of-way, including easements on Customer’s property.

17. Economic Feasibility Analysis: The calculation used to determine the deposit required for a line extension.
Normally a unitized per foot cost, but could be a cost to revenue calculation for large customers.

47:18. _ Elderly: A person who is 65 years of age or older.

18.19.  Energy: Electric energy, expressed in kilowatt-hours.

20. lliness: A medical ailmént or sickness for which a residential Customer obtains a verified document from a
licensed medical physician stating the nature of the illness and that discontinuance of service would be especially
dangerous to the Customer’s health.

21. Inability to Pay: Circumstances in which residential Customer:
a. s not gainfully employed and unable to pay, or

b. Qualifies for government welfare assistance, but has not begun to receive assistance on the date he receives
his bill and can obtain verification of that fact from the government welfare assistance agency.

c. Has an annual income below the published federal poverty level and can produce evidence of this, and
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d. Signs a declaration verifying that the Customer meets one of the above criteria and is either elderly,
handicapped, or suffers from illness.

22. Interruptible Electric Service: Electric service that is subject to interruption as specified in the Company’s
tariffPricing Plan.

23. Kilowatt (kW): A unit of power equal to 1,000 watts.
24. Kilowatt-Hour (kWh): The amount of electric energy delivered in one hour at a constant rate of one kilowatt.

25. Law: Any statute, rule, order or requirement established and enforced by government authorities.
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SECTION 2
DEFINITIONS
(continued)

25.26.  Line Extension: The lines and equipment necessary to extend the electric distribution system of the
Company to provide service to additional Customers.

: 0 X E . S . I. 3
Filed By: Raymond S. Heyman Tariff No.: Rules & Regulations
Title: Senior Vice President and General Counsel Effective: DRAFT
District: Entire Electric Service Area Page No.: Page 8 of 102




Tucson Electric Power Company

Rules & Regulations

Filed By: Raymond S. Heyman Tariff No.: Rules & Regulations

Title: Senior Vice President and General Counsel Effective: DRAFT

District: Entire Electric Service Area Page No.: Page 9 of 102




Tucson Electric Power Company

Rules & Regulations

27. Long-Term Rental Mobile Home Park: A park which is finish-graded and has permanently paved roadways,
sewer and water connections, and which provides rental spaces to permanent and semi-permanent occupants of
mobile homes which are owned either by the occupant or by other persons.

28. Master Meter: A meter for measuring or recording the flow of electricity at a single location before distribution to
tenants or occupants for their individual usage.

29. Megawatt (MW): Unit of power equal to 1,000,000 watts.

30. Meter: The instrument and any associated equipment used for measuring, indicating or recording the flow of
electricity that has passed through it.

31. Meter Tampering: A situation in which a meter has been illegally altered, including, but not limited to: meter
bypassing, use of magnets to slow the meter recording, and broken meter seals.

3432, Minimum Charge: The amount the Customer must pay for the availability of electric service, including an
amount of usage, as specified in the Company’s tariffsPricing Plans.

33. Month: The period between any two (2) regular readings of the Company’s meters at approximately thirty (30)
day intervals.

33.34.  On-site Generation: Any and all power production generated on or adjacent to a Customer’s property that is
controlled, utilized, sold, or consumed by said Customer or its agent.

34.35.  Permanent Customer: A Customer who is a tenant or owner of a service location who applies for and
receives permanent electric service.

36. Permanent Service: Service which, in the opinion of the Company, is of a permanent and established character.
The use of electricity may be continuous, intermittent, or seasonal in nature.

36.37._ Person: Any individual, partnership, firm, corporation, governmental agency, or other organization operating
as a single entity.

Filed By: Raymond S. Heyman Tariff No.: Rules & Regulations
Title: Senior Vice President and General Counsel Effective: DRAFT
District: Entire Electric Service Area Page No.: Page 10 of 102




Tucson Electric Power Company

Rules & Regulations

3%38.

39.

36:40.

41.

42.

43.

45:46.

SECTION 2
DEFINITIONS
(continued)

Point of Delivery: In all cases, unless otherwise specified, “point of delivery” is the location on the
Customer’s building, structure, or premises where all wires, conductors, or other current-carrying devices of
the Customer join or connect with wires, conductors, or other current-carrying devices of the Company.
Location of the point of delivery shaliwill be determined by the Company in conformity with its standards and
specifications, rate schedules and construction standards as they exist from time to time. Location of
metering facilities shalwill be determined by the Company and may or may not be at the same location as
the point of delivery.

Power: The rate of generating, transferring and/or using electric energy, usually expressed in kilowatts.

Power Factor: The ratio of real or active power (kW) to apparent or reactive power (KVA)-fer-any-giver-oad
e, o

Premises: All of the real property and apparatus employed in a single enterprise on an integral parcel of land
undivided by public streets, alleys or railways.

Pricing Plans:_A part of the Company's Tariffs that sets forth the rates and charges related to specific
categories of Customers and related terms and conditions.

Primary Service and Metering: Service supplied directly from the Company'’s high voltage distribution_or
transmission lines without prior transformation to a secondary level.

Residential Subdivision Development: Any tract of land which has been divided into six or more contiguous
lots with an average size of one acre or less for use for the construction of residential buildings or permanent
mobile homes for either single or multiple occupancy.

Residential Use: Service to Customers using electricity for domestic purposes such as space heating, air
conditioning, water heating, cooking, clothes drying, and other residential uses, including use in apartment
buildings, mobile home parks, and other multi-unit residential buildings.

Rules and Requlations or Company Rules: These Rules and Regulations that are part of the Company’s

Tariffs and Pricing Plans.Rules———Approved-AGC-Competition-Rules:

48.

Secondary Service: Service supplied at secondary voltage levels from the load side of step-down
transformers connected to the Company’s high voltage distribution lines.

Service Area: The territory in which the Company has been granted a certificate of convenience and
necessity and is authorized by the Commission to provide electric service.

4849. Service Classifications: Service classifications shalwill be those provided by the filed rate schedules.
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49.50.

80:51.

5452,

82:53.

63:54.

64-55.

$6:56.

§6:57.

58.

SECTION 2
DEFINITIONS
(continued)

Service Drop: The overhead service conductors from the last Company-owned pole or other aerial support
to and including the splices, if any, connecting to the Customer’s service entrance conductors at a building or
other structure.

Service Establishment Charge: The charge as specified in the Company's tariffsPricing Plans which covers
the cost of establishing a new account.

Service Lateral: The underground service conductors between the street main, including any risers at a pole
or other structure or from transformers, and the first point of connection to the Customer’s service entrance
conductors in a terminal box or meter or other enclosure with adequate space, inside or outside the building
wall.

Service Line: The last line extending from a distribution line or transformer to the Customer’s premises or
point of delivery.

Service Point: Unless otherwise stated, all references to “service point” in this agreement shatiwill refer to an
installed service, identified by a Universal Node Identifier (‘UNI”).

Service Reconnection Charge: The charge as specified in the Company’s tarifsPricing Plans which must be
paid by the Customer prior to reestablishment of electric service each time the electricity is disconnected for
nonpayment or whenever service is otherwise discontinued for failure to comply with the Company’s
tariffsPricing Plans or Rules and Regulations.

Service Re-establishment Charge: A charge as specified in the Company’s tariffsPricing Plans for service at
the same location where the same Customer had ordered a service disconnection within the preceding
twelve-month period.

Single Family Dwelling: A house, apartment, or a mobile home permanently affixed to a lot, or any other
permanent residential unit which is used as a permanent home.

Single-Phase Service: Three (3) wire service (usually 120/240 volts).

88:50.
forth the terms and conditions and a schedule of the rates and charges for those services.

69-60.

Tariffs: The documents filed with the Commission which list the services offered by the Company which set

Temporary Service: Service to premises or enterprises which are temporary in character, or where it is
known in advance that the service will be of limited duration. Service which, in the opinion of the Company,
is for operations of a speculative character is also considered temporary service.
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SECTION 2
DEFINITIONS
(continued)

59.61.  Third-Party Notification: A notice of pending discontinuance of service to a Customer of record sent to an
individual or a public entity in order to make satisfactory arrangements with the Company on behalf of said
Customer.

62. Three-Phase Service: Four (4) wire service (usually 277/480 volts).

80.63.  Universal Node Identifier (‘'UNI"): A unique, permanent identification number assigned to each service
delivery-point of delivery.

81.64.  Weather Especially Dangerous to Health: That period of time commencing with the scheduled termination
date when the local weather forecast, as predicted by the National Oceanic and Atmospheric Administration,
indicates that the temperature will not exceed 32 degrees Fahrenheit for the next day’s forecast.
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SECTION 3
ESTABLISHMENT OF SERVICE

| A Informatlon from New Applicants
1. The Company may obtain the following minimum information from each new application for service:
a. Name or names of Applicant(s);
b.  Service address or location and telephone number;
| c. Billing address_and /telephone number, if different than service address;

| d. Social security number aré/or Driver’s License number and date of birth to be consistent with verifiable
information on legal identification.

e—
d-e. Address where service was provided previously;

| ef. Date Applicant will be ready for service;

| £g. Whether premises haved been supplied with electric service previously;
| g:h. Purpose for which service is to be used;

| hd. Whether Applicant is owner or tenant of, or agent for the premises;

| . Information concerning the energy and demand requirements of the Customer; and

ik._Type and kind of life-support equipment, if any, used by the Customer.

3.2. The supplying of electric service by the Company and the acceptance of that electric servicethereef by the
Customer shaliwill be deemed to constitute an agreement by and between the Company and the Customer for
delivery, acceptance of and payment for electric service under the Company's applicable ratesPricing Plans and
Rules and Regulations.

4.3. The term of any agreement not otherwise specified shaltwill become operative on the day the Customer’s
installation is connected to the Company’s facilities for the purpose of taking electric energy.

54. The Company may require a written contract with special guarantees from Applicants whose unusual
characteristics of load or location would require excessive investment in facilities or whose requirements for
service are of a special nature.
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SECTION 3
ESTABLISHMENT OF SERVICE
(continued)

6.5. Signed contracts may be required for service to commercial and industrial establishments. Neither these

contracts, nor any modifications to these contracts, will be binding Ne-such-contract-or-anry-modification-thereof
shall-be-binding-upon the Company until executed by a duly authorized representative of the Company.

Z6. Where service is rendered to two (2) or more Customers whose name appears on the bill, as evidenced on the

bill, the Company willsha# have the right to collect the full amount owed it from any one of the Customers.

B. Deposits

1.

The Company may require from any present or prospective Customer a deposit to guarantee payment of all bills.
This deposit may be retained by the Company until service is discontinued and all bills have been paid, except as
provided in Subsection 3.B.3 below. Upon proper application by the Customer, the Company will then return said
deposit, together with any unpaid interest accrued thereon from the date of commencement of service or the date
of making the deposit, whichever is later. The Company will be entitled to apply said deposit together with any
unpaid interest accrued thereon, to any indebtedness for the same class of service owed to the Company for
electric service furnished to the Customer making the deposit. When said deposit has been applied to any such
indebtedness, the Customer's electric service may be discontinued until all such indebtedness of the Customer is
paid and a like deposit is again made with the Company by the Customer. No interest will accrue on any deposit
after discontinuance of the service to which the deposit relates.

The Company will not require a deposit from a new Applicant for residential service if the Applicant is able to meet
any of the following requirements:

a. The Applicant has had service of a comparable nature with the Company at another service
location within the past two (2) years and was not delinquent in payment during the last twelve
(12) consecutive months of service or was not disconnected for nonpayment; or

b. The Applicant can produce a letter regarding credit verification from an electric utility where
service of a comparable nature was last received which states that the Applicant has had a
timely payment history at time of service discontinuation; or

c. Instead of a deposit, the Company receives deposit guarantee notification from a social or
governmental agency acceptable to the Company. A surety bond may be provided as
security for the Company in an amount equal to the required deposit.
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SECTION 3
ESTABLISHMENT OF SERVICE
(continued)

The Company may issue a non-assignable, non-negotiable receipt to the Applicant for the deposit. The inability of
the Customer to produce his or her receipt will in no way impair the Customer's right to receive a refund of the
deposit that is reflected on the Company records.

Cash deposits held by the Company twelve (12) months or longer will earn interest at the established one-year
Treasury constant maturities rate, effective on the first business day of each year, as published in the Federal
Reserve website.

a. Residential Customers — Deposits or other instruments of credit will automatically expire or be refunded or
credited to the Customer’s account, after twelve (12) consecutive months of service during which time the
Customer has not been delinquent more than two (2) times in a twelve (12) month period.

b. All Customers — Upon final discontinuance of the use of the service and full settlement of all bills by the
Customer, any deposit, not previously refunded, with accrued interest, if any, in accordance with the
provisions of these Rules and Regulations will be returned to the Customer or, at the Company election, it
may be applied to the payment of any unpaid accounts of the Customer and the balance, if any, returned to
the Customer.

The Company may require a Customer to establish or reestablish a deposit if the Customer became delinquent in
the payment of three (3) or more bills within a twelve (12) consecutive month period, or has been disconnected
from service during the last twelve (12) months.

The Company may review the Customer’s usage after service has been connected and adjust the deposit amount
based upon the Customer’s actual usage.

A separate deposit may be required for each meter installed.

Residential Customer deposits will not exceed two (2) times that Customer’s estimated average monthly bill. Non-
residential Customer deposits will not exceed two and one-half (2.5) times that Customer’s maximum estimated
monthly bill. If actual usage history is available, then that usage, adjusted for normal weather, will be the basis for
the estimate.

The posting of a deposit will not preclude the Company from terminating service when the termination is due to
the Customer’s failure to perform any obligation under the agreement for service or any of these Rules and

Regulations.

Filed By:

Raymond S. Heyman Tariff No.: Rules & Regulations

Title:

Senior Vice President and General Counsel Effective: DRAFT

District:

Entire Electric Service Area Page No.: Page 16 of 102




Tucson Electric Power Company

Rules & Regulations

Filed By: Raymond S. Heyman Tariff No.: Rules & Regulations

Title: Senior Vice President and General Counsel Effective: DRAFT
District: Entire Electric Service Area Page No.: Page 17 of 102




Tucson Electric Power Company

Rules & Regulations

SECTION-3
ESTABLISHMENT OF SERVICE
{continued)
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SECTHONS

ESTABLISHMENT OF SERVICE
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SECTION 3
ESTABLISHMENT OF SERVICE

(continued)

C. Conditions for Supplying Service

The Company reserves the right to determine the conditions under which service will be provided. Conditions for
service and extending service to the Customer will be based upon the following:

1. Customer has wired his premises in accordance with the National Electric Code, City, County and/or State codes
whichever are applicable.

2. Customer has installed the meter loop in a suitable location approved by the Company.

3. Inthe case of a mobile home, the meter loop must be attached to a meter pole or to an approved support.

4. In case of temporary construction service, the meter loop must be attached to an approved
support.

5. All meter loop installations must be in accordance with the Company's specifications and located at
an outdoor location accessible to the Company.

6. Individual Customers may be required to have their property corner pins and/or markers installed to
establish proper right-of-way locations.

7. Developers must have all property corner pins and/or markers installed necessary to establish
proper locations to supply electric service to individual lots within subdivisions.

8. Where the installation requires more than one meter for service to the premises, each meter panel
must be permanently marked (not painted) by the contractor or Customer to properly identify the
portion of the premises being served.

9. The identification will be the same as the apartment, office, efc., served by that meter socket. The
identifying marking placed on each meter panel will be impressed into or raised from a tab of
aluminum, brass or other approved non-ferrous metal with minimum one-fourth (1/4) inch-high
letters. This tag must be riveted to the meter panel. The impression must be deep enough to
prevent the identification(s) from being obscured by subsequent painting of the building and
attached service equipment.

10. The Company may require the assistance of the Customer and/or the Customer's contractor to
open the apartments or offices at the time the meters are set, in order to verify that each meter

socket actually serves the apartment or office indicated by the marking tag. In the case of multiple
buildings the building or unit number and street address will be identified on the pull section in the
manner described above.
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SECTION 3
ESTABLISHMENT OF SERVICE
(continued)

Grounds for Refusal of Service

The Company may refuse to establish service if any of the following conditions exist:

1.

The Applicant has an outstanding amount due for the same class of service with the Company and the Applicant
is unwilling to make satisfactory arrangements with the Company for payment.

A condition exists which in the Company’s judgment is unsafe or hazardous to the Applicant, the general
population, or the Company’s personnel or facilities.

Refusal by the Applicant to provide the Company with a deposit when the Customer has failed to meet the credit
criteria for waiver of deposit requirements.

Customer is known to be in violation of the Company’s tariffsPricing Plans filed with and approved by the
Commission.

Failure of the Customer to furnish such funds, service, equipment, and/or rights-of-way necessary to serve the
Customer and which have been specified by the Company as a condition for providing service.

Customer fails to provide access to the meter that would be serving the Customer.

Applicant falsifies his or her identity for the purpose of obtaining service.

Service Establishment, Reestablishment and Reconnection Charge

1.

The Company shaliwill make a charge, as approved by the Commission, for the-service establishment or re-
establlshment for service reads only—ef—eteetnesemees as set forth in the Statement of Addmonal Charqes A

The Company will make a charge, as approved by the Commission, for service establishment or reestablishment,

other than service reads under usual operating procedures, for single-phase service only, during reqular business
hours as set forth in the Statement of Additional Charges.

2.3. Should single-phase service be established or re-established during a period other than regular working hours at

the Customer’s request, the Customer shaliwill be required to pay an after-hours charge for the service connection
as set forth in the Statement of Additional Chargesef-thirty-five-deliars{$35:00). Where Company scheduling will
not permit service establishment on the same day as requested, the Customer may elect to pay the after-hours
charge for establishment that day or his/her service will be established on the next available business day. Even
s0, a Customer’s request to have the Company establish service after-hours is subject to the Company having
Staff available; there is no guarantee that the Company will have the staffing available for service establishment
(or reestablishment or reconnection outside of regular business hours.—Otherwise-service-will-be-established-on
the-next-available-nermalwerking-day-
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SECTION 3
ESTABLISHMENT OF SERVICE

(continued)

The Company will make a charge, as approved by the Commission, for service establishment or reestablishment,

other than service reads under usual operating procedures, for three-phase service only, during reqular business
hours as set forth in the Statement of Additional Charges.

Should three-phase service be established or reestablished during a period other than regular working hours at

the Customer’s request, the Customer will be required to pay an after-hours charge for the service connection as
set forth in the Statement of Additional Charges. Where Company scheduling will not permit service
establishment on the same day as requested, the Customer may elect to pay the after-hours charge for
establishment that day or his/her service will be established on the next available business day. Even so, a
Customer’s request to have the Company establish service after-hours is subject to the Company having Staff
available; there is no guarantee that the Company will have the staffing available for service establishment,
reestablishment or reconnection outside of reqular business hours.

3.6. For the purpose of this rule, the definition of service establishment is where the CustemerApplicant’s facilities are

ready and acceptable to the Company, the ApplicantCustemer has obtained all required permits and/or
inspections indicating that the ApplicantCustemer’s facilities comply with local construction safety and
governmental standards_and regulations, and the Company needs only to install a meter, read a meter, or turn the
service on.
SECTION3
ESTABLISHMENT OF SERVICE
teontinued)

Reconnection Charge: Whenever the Company has discontinued service under its usual operating procedures
because of any default by the Customer as provided herein, a reconnection charge not to exceed the charge for
the reestablishment of service as set forth in the Statement of Additional Charges will be made and may be

collected by the Company before service is restored. When, due to the behavior of the Customer, it has been
necessary to discontinue service utilizing other than usual operating procedures, the Company will be entitled to
charge and collect, through verifiable means, actual costs to restore service.

| E. Temporary Service
1. Applicants for temporary service may be required to pay the Company in advance of service establishment, the
estimated cost of installing and removing the facilities necessary for furnishing the desired service.
2. Where duration of service is to be less than one month, the Applicant may also be required to advance a sum of
money equal to the estimated bill for service.
3. Where the duration of service is to exceed one month, the Applicant may also be required to meet the deposit
requirements of the Company.
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4. If at any time during the term of the agreement for services the character of a temporary Customer’s operations
changes so that in the opinion of the Company the Customer is classified as permanent, the terms of the
Company'’s line extension rules shakhwill apply.
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SECTION 3
ESTABLISHMENT OF SERVICE

(continued)

Identification of Load and Premises: Upon request of the Company, the Applicant must identify the electric load and

premises to be served by the Company at the time of application. If the service address is not recognized in terms of
commonly-used identification system, the Applicant may be required to provide specific written directions and/or legal
descriptions before the Company will be required to act upon a request for electric service.

Identification of Responsible Party: Any person applying on behalf of another Applicant for service to be connected in

the name of or in care of another Applicant must furnish to the Company written approval from that Applicant
quaranteeing payment of all bills under the account. The Customer is responsible in all cases for service supplied to
the premises until the Company has received proper notice of the effective date of any change. The Customer will also

promptly notify the Company of any change in billing address.
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SECTION-3
ESTABLISHMENT OF SERVICE
{continued)

Tampering With or Damaging Company Equipment

1.

The Customer agrees, when accepting service, that no one except authorized Company employees or agents of
the Company will be allowed to remove or replace any Company owned equipment installed on Customer's

property.

No person, except an employee or agent acting on behalf of the Company will alter, remove or make any
connection to the Company's meter or service equipment.

No meter seal may be broken or removed by anyone other than an employee or agent acting on behalf of the
Company: however the Company may give its prior consent to break the seal by an approved electrician

employed by a Customer when deemed necessary by the Company.

The Customer will be held responsible for any broken seals, tampering, or interfering with the Company's meter(s)
or any other Company owned equipment installed on the Customer's premises. In cases of tampering with meter
installations, interfering with the proper working thereof, or any tampering, interfering, theft, or service diversion,
including the falsification of Customer read-meter readings, Customer will be subject to immediate discontinuance
of service. The Company will be entitled to collect from the Customer whose name the service is in, under the
appropriate rate, for all power and energy not recorded on the meter as the result of such tampering, or other theft
of service, and also additional security deposits as well as all expenses incurred by the Company for property
damages, investigation of the illegal act, and all legal expenses and court costs incurred by the Company.

The Customer will be held liable for any loss or damage occasioned or caused by the Customer's negligence,
want of proper care or wrongful act or omission on the part of any Customer’s agents, employees, licensees or
contractors.
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SECTION 4
MINIMUM CUSTOMER INFORMATION REQUIREMENTS

ARTICLE NO. 5 MINIMUM-CUSTOMER INFORMATION-REQUIREMENTS
A. Information for Residential Customers

1.

The Company shakiwill make available upon Customer request not later than sixty (60) days from the date of the
request, a concise summary of the rate schedule applied for by thesueh Customer. The summary shafiwill include
the following:

a. The monthly minimum or Customer charge, identifying the amount of the charge and the specific amount of
usage included in the minimum charge, where applicable;

b. Rate blocks, where applicable;
c.  Any adjustment factor(s) and method of calculation; and

d. Demand charge, where applicable.

Upon application for service or upon request, the Applicant or the Customer willshall elect the applicable Pricing
Plan best suited to his requirements. The Company maywill assist in making thissueh election, but willsha#l not be
held responsible for notifying the Customer of the most favorable Pricing Plan and willska#i not be required to
refund the difference in charges under different Pricing Plans.

Upon written notification of any material changes in the Customer’s installation or load conditions, the Company
will assist in determining if a change in Pricing Plans is desirable, but not more than one (1) such change at the
Customer's request will be made within any twelve (12) month period.

4. The supply of electric service under a residential rate schedule to a dwelling involving some business or
professional activity will be permitted only where such activity is of only occasional occurrence, or where the
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electricity used in connection with such activity is small in amount and used only by equipment which would
normally be in use if the space were used as living quarters. Where the portion of a dwelling is used regularly for
business, professional or other gainful purposes, and any considerable amount of electricity is used for other than
domestic purposes, or electrical equipment not normally used in living quarters is installed in connection with such
activities referred to above, the entire premises mustshall be classified as non-residential and the appropriate
general service Pricing Planrate-schedule willshall be applied.
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1.

SECTION 4
MINIMUM CUSTOMER INFORMATION REQUIREMENTS

(continued)

Upon Customer request the Company shaliwill make available within sixty (60) days from date of service
commencement, a concise summary of the Company’s ta#ifsPricing Plans or the Commission’s Rules and
Regulations concerning:

a. Deposits;-

b.  Termination of service;:

c. Billing and collection; and-

d. Complaint handling.

Upon request of a Customer, the Company shatiwill transmit a written statement of actual consumption for each
billing period during the prior twelve (12) months unless thissueh data is not reasonably ascertainable. But the
Company will not be required to accept more than one such request from each Customer in a calendar year. Even

s0, tFhe Company will charge a fee consistent with its ACC-approved tariffsPricing Plans and/or these Rules and
Regulations for providing consumption, interval or other data to thea Customer-er-ts-agent-such-as-an-ESP.

The Company shaliwill inform all new Customers of their right to obtain the information specified above.

Information Required Due to Changes in FariffsPricing Plans

The Company shaliwill transmit to affected Customers a concise summary of any change in the Company's
tariffsPricing Plans affecting those Customers.

This information shaliwill be transmitted to the affected Customer within sixty (60) days of the effective date of the
change.
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SECTION 5
MASTER METERING
| ARTICLENO.6-MASTER METERING
A Mobile Home Parks - New Construction/Expansion

| 1. The Company shatwill refuse service to all new construction and/or expansion of existing permanent residential
mobile home parks unless the construction and/or expansion is individually metered by the Company. Line
extensions and service connectlons to serve thls new construct|on and/orsesh expansmn shauwnl be governed by
these Rules and Requlations.-the- R-Sie 8- e 2 :

] 2. For the purpose of this rule, permanent residential mobile home parks shaliwill mean mobile home parks where, in
the opinion of the Company, the average length of stay for an occupant is @ minimum of six months.

3. For the purpose of this rule, expansion means the acquisition of additional real property for permanent residential

spaces in excess of that existing at the effective date of this rule.

B. Residential Apartment Complexes, Condominiums, and other Multi-unit Residential Buildings
| 1. Master metering shatiwill not be allowed for new construction of apartment complexes and condominiums unless
the building(s) will be served by a centralized heating, ventilation and/or air conditioning system and the contractor
can provide to the Company an analysis demonstrating that the central unit will result in a favorable cost/benefit
relationship.
I 2. Ataminimum, the cost/benefit analysis shalwill consider the following elements for a central unit as compared to
individual units:
a. Equipment and labor costs;
b.  Financing costs;
c. Maintenance costs;
d. Estimated kWh usage;
e. Estimated kW demand on a coincident demand and non-coincident demand basis (for individual units);
f.  Cost of meters and installation; and
g. Customer accounting cost (one account vs. several accounts).
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SECTION 6
SERVICE LINES AND ESTABLISHMENTS

ARTICLE NO-7-SERVICE LINES-AND-ESTABLISHMENTS

A

Priority and Timing of Service Establishments

1. After an Applicant has complied with the Company’s application and deposit requirements and has been accepted
for service by the Company and obtained all required easements, permits and/or inspections indicating that the
Customer’s facilities comply with local construction, safety and governmental standards or regulations, the
Company shaliwill schedule that Customer for service establishment.

2. Service establishments shaliwill be scheduled for completion within five (5) werking-daybusiness days of the date
the Customer has been accepted for service, except in those instances when the Customer requests service
establishment beyond the five (5) werking-daybusiness day limitation.

3. When the Company has made arrangements to meet with a Customer for service establishment purposes and the
Company or the Customer cannot make the appointment during the prearranged time, the Company shatwill
reschedule the service establishment to the satisfaction of both parties.

4. The Company shaliwill schedule service establishment appointments within a maximum range of four (4) hours
during normal working hours, unless another time frame is mutually acceptable to the Company and the
Customer.

5. Service establishments mustshalt only be made enly-by the Company.
6. For the purposes of this rule, service establishments are where the Customer's facilities are ready and acceptable

to the Company and the Company needs only to install or read a meter or turn the service on—\Where-the

Service Lines
1. Customer-provided Facilities
a. Each Applicant for service shaliwill be responsible for all inside wiring, including the service entrance, and

meter socket and conduit. For three-phase service, the Customer will provide, at his expense, all facilities,
including conductors and conduit, beyond the Company-designated point of delivery.
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SECTION 6
SERVICE LINES AND ESTABLISHMENTS

(continued)

Meters and service switches in conjunction with the meter mustsha# be installed in a location where the
meters will be readily and safely accessible for reading, testing and inspection and where such activities will
cause the least interference and inconvenience to the Customer. Location of metering facilities shatiwill be
determined by the Company and may or may not be at the same location as the point of delivery. However,
the meter locations shaliwill not be on the front exterior wall of the home, or in the carport or garage, unless
mutually agreed to between the home builder or Customer and the Company. Without cost to the Company,
the Customer mustshalt provide, at a suitable and easily accessible location, sufficient and proper space for
installation of meters.

Where the meter or service line location on the Customer’s premises is changed at the request of the
Customer or due to alterations on the Customer’s premises, the Customer, at his expense, mustshalt provide
and have installed all wiring and equipment necessary for relocating the meter and service line connection.
The Company may assess a charge for moving the meter and/or service line.

Customer will provide access to the main switch or breaker for disconnecting load to enable safe installation
and removal of company meters.

Overhead Service Connections - Secondary Service

a.

d.

Service-Drops—Where the Company's distribution pole line is located on the Customer’s premises, or on a
street, highway, lane, alley, road or private easement immediately contiguous thereto, the Company will, at
its own expense, furnish and install a single span of service drop from its pole to the Customer’s point of
attachment, provided such attachment is at the point of delivery and is of a type and so located that the
service drop wires may be installed in a manner approved by the Company in accordance with good
engineering practice, and in compliance with all applicable laws, ordinances, rules and regulations, including
those governing clearances and points of attachments.

Impaired-Clearance—Whenever any of the clearances required by the applicable laws, ordinances, rules or
regulations of public authorities or standards of the Company from the service drops to the ground or any
object become impaired by reason of any changes made by the owner or tenant of the premises, the
Customer shaliwill, at his own expense, provide a new and approved support, in a location approved by the
Company, for the termination of the Company’s service drop wires and shafiwill also provide all service
entrance conductors and equipment necessitated by the change of location.

Service-Entrance-Conductors—For each overhead service connection, the Customer shatiwill furnish at his
own expense a set of service entrance conductors that willwhich-shall extend from the point of service
delivery at the point of termination of the Company’s service drop on the Customer’s support to the
Customer's main disconnect switch. TheseSueh service entrance conductors shawill be of a type and be in
an enclosure which meets with the approval of the Company and any inspection authorities having
jurisdiction.

The cost of any service line, in excess of that allowed at no charge, will be paid for by the Customer as a
contribution in aid of construction.
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SECTION 6
SERVICE LINES AND ESTABLISHMENTS

(continued)

Underground Service Connections - Secondary Service

a-General

a.

In areas where the Company maintains an underground distribution system, individual services will be
underground.

Whenever the Company’s underground distribution system is not complete to the point designated by the
Company where the service lateral is to be connected to the distribution system, the system may be
extended in accordance with ARTHCLE-NO-Section 78.

For single-phase service, the Company will install a service lateral
from its distribution line to the Customer's Company-approved termination facilities under the following
conditions (unless otherwise agreed to by the Company and the Applicant):

i.  The Customer, at his expense, shaliwill perform the necessary trenching, conduit, conduit installation,
backfill, landscape restoration and paving er-in-ieu-thereef-pay-the-Company-te-de-ser-and shallwill
furnish, install, own and maintain termination facilities on or within the building to be served.

ii. The Company, atits expense, will furnish, install, own, and maintain the underground single-phase
service cables to the Customer's Company-approved termination facilities.

jii. ~The Company erI determme the minimum srze and type of condurt and conductor for the single-phase
service. Whe ! ad
will furnish and install the condurt system mc!udrng pull ropes The ownershrp of thrssueh conduit or
duct shatiwill be conveyed to the Company, and the Company erl thereafter mamtarn thrssueh condurt
orduct utual-a Ad-u Jstomero i

tateralservrce conductor shauwrll be determmed by the Company in accordance with accepted
engineering practice in determining voltage drop, voltage flicker, and other relevant considerations.

For three-phase service, the Customer will provide at his expense all facilities, including conductors and
conduit, beyond the Company-designated point of delivery.

C. Easements and Rights-of-Way

| 1.

At no cost to the Company, each Customer mustshalt grant adequate easements and rights-of-way
satisfactory to the Company to ensure that Customer’s proper service connection. Failure on the part of the
Customer to grant adequate easements and rights-of-way shaliwill be grounds for the Company to refuse
service.

When the Company discovers that a Customer or his agent is performing work, has constructed facilities, or
has allowed vegetation to grow adjacent to or within an easement or right-of-way and such work,
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construction, vegetation or facility poses a hazard or is in violation of federal, state or local laws, ordinances,
statutes, rules or regulations, or significantly interferes with the Company’s access to equipment, the
Company shaiwill notify the Customer or his agent and shaliwill take whatever actions are necessary to
eliminate the hazard, obstruction or violation at the Customer’s expense.
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SECTION 6
SERVICE LINES AND ESTABLISHMENTS
(continued)

Number of Services to be Installed

The Company will not install more than one service, either overhead or underground, for any one building or group of
buildings on a single premises, except as separate services may be installed for separate buildings or group of
buildings where necessary for the operating convenience of the Company, where provided for in Pricing Planstasiff
sehedules, or where required by law or local ordinance.

Multiple Service Points

Unless otherwise expressly provided herein, or in a rate schedule or contract, any person, firm, corporation, agency or
other organization or governmental body receiving service from the Company at more than one location or for more
than one separately--operated business shalwill be considered as a separate Customer at each sueh-location and for
each sueh-business. If several buildings are occupied and used by a Customer in the operation of a single business,
then the Company, upon proper application, will furnish service for the entire group of buildings through one service
connection at one point of delivery, provided all of thesesueh buildings are at one location on the same lot or tract, or
on adjoining lots or tracts forming a contiguous plot (not separated by any public streets) wholly owned, or controlled,
and occupied by the Customer in the operation of thissush single business. Dwelling units shaliwill be served, metered
and billed separately, except at the option of the Company.
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| A

SECTION 7
LINE EXTENSIONS

ARTICLE-NO-8-LINE EXTENSIONS
Introduction

The Company will construct, own, operate and maintain lines along public streets, roads and highways which the

Company has the legal right to occupy, and on public lands and private property across which rights-of-way and

easements satisfactory to the Company may be obtained without cost to or condemnation by the Company.

A request for electric service often requires the construction of new distribution lines of varying distances. The
distances and cost vary widely depending upon Customer's location and load size. With such a wide variation in
extension requirements, it is necessary to establish conditions under which the Company will extend its electric
facilities beyond this distance.

All extensions are subject to the availability of adequate capacity, voltage and Company facilities at the beginning point
of an extension, as determined by the Company.

A standard policy has been adopted to provide service to Customers whose requirements are deemed by the
Company to be economical and ordinary in nature.

In unusual circumstances, when the application of the provisions of this policy appear impractical, the Company will
make a special study of the conditions to determine the basis on which service may be rendered.

General Requirements

1. Upon an Applicant's request for a line extension, the Company shatiwill prepare, without charge, a
preliminary sketehelectric design and the-a rough estimate of the cost of installation-estimates to be paid by

said Applicant.

2. Any Applicant for a line extension requesting the Company to prepare detailed plans, specifications, or cost
estimates may be required to deposit with the Company an amount equal to the estimated cost of
preparation. The Company shaliwill, upon request, make available within ninety (90) days after receipt of the
deposit referred to above, thesesush plans, specifications, or cost estimates of the proposed line extension.
Where the Applicant authorizes the Company to proceed with construction of the extension, the deposit
shalwill be credited to the cost of construction; otherwise the deposit shaliwill be nonrefundable. If the
extension is to include oversizing of facilities to be done at the Company’s expense, appropriate details
shallwill be set forth in the plans, specifications and cost estimates. Subdivision developers providing the
Company with approved plats shaliwill be provided with plans, specifications, or cost estimates within forty-
five (45) days after receipt of the deposit referred to above.
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SECTION 7
LINE EXTENSIONS
(continued)

3. Where the Company requires an Applicant to advance funds for a line extension, the Company shatwill
provide a copy of the line extension Pricing Planta#iff prior to the Applicant's acceptance of the utility’s
extension agreement.

4, All line extension agreements requiring payment by the Applicant shatiwill be in writing and signed by each
party.
5. The provisions of this rule apply only to those Applicants who, in the Company’s judgment, will be permanent

Customers of the Company. Applications for temporary service shatwill be governed by the Company’s
rules concerning temporary service applications. The Company reserves the right to delay the extension of
facilities until the satisfactory completion of required site improvements, as determined by the Company, and
an approved service entrance to accept electric service has been installed.
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Minimum Written Agreement Requirements

1.

Each line extension agreement skaiwill, at a minimum, include the following information:

a.

b.

Name and address of Applicant(s);

Proposed service address or location;

Description of requested service;

Description and sketch of the requested line extension;

A cost estimate which includes materials, labor, and other costs as necessary;

Payment terms;

A concise explanation of any refunding provisions, if applicable;

The Company’s estimated commencement and completion dates for construction of the line extension; and

A summary of the results of the economic feasibility analysis performed by the Company to determine the
amount of advance required from the Applicant for the proposed line extension.

2. Each Applicant skatiwili be provided with a copy of the written line extension agreement.
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SECTION 7
LINE EXTENSIONS

(continued)

C. Line Extension Requirements
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SECTION7
LINE EXTENSIONS
feontinued)

2.1. Overhead Extensions to Individual Residential-and-General-Service-{Rates1-2-21-and-10}-Applicants and to the

Perimeter of Duly-Recorded Real Estate Subdivisions

Except as otherwise provided herein, overhead extensions will be made as follows:

a.

Free Extensions

Upon the Applicant’s satisfactory completion of required site improvements, the Company will make
extensions from its existing facilities of proper voltage and adequate capacity free of charge up to five
hundred (500) feet. The distance of five hundred (500) feet is to be measured by the shortest feasible route
along public streets, roads, highways, or suitable easements from the existing facilities to the Applicant’s
nearest point of delivery.

Extensions in Excess of Free Extension Distance

The Company shaliwill make extensions in excess of five hundred (500) feet upon receipt of a non-interest
bearing, refundable cash deposit with the Company to cover costs of construction computed at the rate of
twenty five-dollars and fifty-three cents ($20.536-00) per foot for each foot of single-phase line extension or
twenty-seveneight- dollars_and thrty-eight cents ($827.3808) per foot for each foot of three-phase line
extension in excess of the free extension length (unless otherwise agreed to by the Company and the
Applicant).

The foregoing charges of twentyfive dollars_and fifty-three cents ($20.536-00) and twenty-seveneight dollars
and thirty-eight cents ($827.0038) per foot for line extensions are based on the company’s current average
cost of construction of distribution lines. The Company will review its costs periodically and shatwill file a
tariffPricing Plan revision when such costs have changed by more than ten percent (10%) since the last
revision of costs. Such revisions shahwill be subject to approval by the Commission before becoming
effective.
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SECTION 7
LINE EXTENSIONS

(continued)

¢. Method of Refund

1)

After a period of twelve (12) months from the date the Company is initially ready to render service
from an extension, seventy-five percent (75%) of any revenue received from the Customer in
excess of tentwe thousand two hundred and sixty--five hundred dollars ($206.6053 per ft. X 500 ft.
= $210,500265.00) for single-phase extensions or thirteen thousand six hundred and ninetyfour
thousand dollars ($278.0038 per ft. X 2500 ft. = $134,000690.00) for three-phase extensions
during that period will be applied toward refunding the line extension deposit. The amount of
refund may not exceed the amount of the deposit.

Deposit refunds will be made to a depositor when separately metered Customers are served
directly from the line extension originally constructed to serve said depositor, providing the new line
extension is less than five hundred (500) feet in distance, and the Customer to be served occupies
a permanent structure designed for continued occupancy for either residential or business
purposes, meeting established municipal, county or state codes as applicable.

The amount of the deposit refund will be equal to twentyfive dollars_and fifty-three cents
($520.8053) for single-phase or eighttwenty-seven dollars and thirty-eight cents ($278.6038) for
three-phase service multiplied by five hundred (500) feet less the actual footage of the new line
extension required to serve the new Customer.

In no event shaliwill the total of the refund payments made by the Company to a depositor be in
excess of the deposit amount advanced.

A pictorial explanation of the method of refund for a single-phase line extension is as follows:
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SECTION 7
LINE EXTENSIONS

(continued)

1500’

X - <
§l 300°

g —

1100’

300°
200

Apphcant “A” Customer makes refundable advance of $20 530 for footage over 500 at $20.53/foot ARPLICANT-A}-

Applicant “B” Customer makes refundable advance of $12 318 for footage over 500" at $20.53/foot. APPHGANI—B)—

connectron because B is over 500’

Applrcant ‘C" - Customer gets line at no cost Refund goes to B at $20 53 X 200' or $4 106.00 because C tles dlrectly

3 4 3

Applicant “F” — Customer gets line at no cost Refund goes to A at $20 53 X 300’ or $6 159.00 because F tres dlrectly
|nto A's line and is less. than 500’ 55 g e-at-ne-c d-goes
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Applicant “G” — Customer gets line at no cost. Refund goes to B at $20.53 x 300", or $6,159.00; B receives $4,106.00 -
smce thls is the remammg balance of the |n|t|al deposnt AP%LGANJLG)—Appheant—geMe—at—neeest»Retued-gee&te

Note: This method requires that: i) The deposit advance made for an initial line extension cannot be refunded to the
depositor unless a new line extension required to serve a new separately metered Customer is directly connected to
the initial line extension; and ii) the new line extension is less than 5200’ in length.
SECTION 7
LINE EXTENSIONS

(continued)

2)3) Payment of eligible refunds will be made within ninety (90) days following receipt of notification to
the Company that a qualifying permanent Customer has commenced receiving service from an
extension.

34 The Customer may request an annual survey to determine if additional Customers have been
connected to and are using service from the extension.

4)5) After a period of fiveten (105) years from the date the Company is initially ready to render service
from an extension, the Company shaliwill review the deposit and make appropriate refunds then
due, if any. Any unrefunded amount remaining thereafter will become the property of the Company
and shaliwill no longer be eligible for refund.

d. Extensions to Large Light and Power Customers (Rates -13, and-14, 85A, and 90A)

The Company will install, own and maintain, on an individual project basis, the distribution facilities
necessary to provide permanent service to a large light and power Customer. Prior to the installation of
facilities, the Customer shaliwill be required to make a cash advance to the Company for any portion of the
capital expenditures not justified by the estimated annual revenue derived from the unbundled charges
associated with the facilities installed (e.g. revenue from the distribution secondary charge for 13.8 kV-
facilities). Such advance, if any, will be in the amount determined by subtracting two (2) times the estimated
annual revenue derived from the unbundled charqes assomated wnth the facmtles mstalled from the total
estimated installation costs.from-the i & 3
revenue- If the total of such charge is Iess than one hundred dollars ($100 00), the charge shauwnl be
waived by the Company.

Adjustments to the advance will be made after the initial twenty-four (24) month billing period, and the
Company will refund to the amount by which the estimated advance exceeds the actual installation cost less
the actual twenty-four (24) month billing.
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3:2. Overhead or Underground Distribution Facilities Within a New Duly Recorded Residential Subdivision fer
5 s S; Mulfi-Eamilv.Resi

a. General

Required distribution facilities within a new duly recorded residential subdivision, including subdivision plats
which are activated subsequent to their recordation, for permanent service to single and/or multi-family
residences and/or unmetered area lighting, will be constructed, owned, operated and maintained by the
Company in advance of applications for service by permanent Customers only after the Company and the
Applicant have entered into a written contract which (unless otherwise agreed to by the Company and the
Applicant) provides that:
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The total estimated installed cost of such distribution facilities, exclusive of meters, services and
exclusive of other costs as may be deemed as reasonable by the Company, is advanced to the
Company as a refundable non-interest bearing cash deposit to cover the Company'’s cost of
construction. In the event that the advance has not met the requirements for total refunding on or
before the end of two (2) years from the date of installation of the Company'’s facilities, the advance
shallwill further be utilized for reimbursement of the Company’s cost of ownership as provided in
SubsARTICLE NO-ection 78.C.32.b. In lieu of the refundable cash deposit, the Applicant may
elect to execute a Deferred Construction Deposit Agreement, secured by a bond or letter of credit
in a form acceptable to the Company, equal to the deferred cash deposit, which guarantees the
posting by the Applicant of the full cash deposit one (1) to four (4) years subsequent to the
completion of construction of the Company's facilities. Letters of credit and bonds will not be
acceptable where the original cash deposit would be less than one thousand dollars ($1,000.00).

Refundable advances will become non-refundable at such time and in such manner provided in
ARTICLENO-8-Subsection 7.C.23.b.

The Applicant will be responsible for ownership costs at such time and in such manner as provided
in SubsARTICLE-NO-¢ection 78.C.23.b.

Where required line facilities within a subdivision exceed an average of five hundred (500) feet per
lot, a nonrefundable cash amount equal to that portion of the total estimated installed cost
represented by those required line facilities in excess of five hundred (500) feet per lot average
shallwill be paid to the Company.
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9)

Underground Installations - Extensions of single-phase electric lines necessary to furnish
permanent electric service to new residential buildings or mobile homes within a subdivision, in
which facilities for electric service have not been constructed, for which applications are made by a
developer shaliwill be installed underground in accordance with the provisions set forth in this
regulation except where it is not feasible from an engineering, operational, or economic standpoint.
Extensions of single-phase underground distribution lines necessary to furnish permanent electric
service within a new single family and/or multi-family residential subdivision will be made by the
Company in advance of receipt of applications for service by permanent Customers in accordance
with the following provisions (unless otherwise agreed to by the Company and the Applicant):

The subdivider or other Applicant shaliwill provide at its expense the trenching, conduit, conduit
installation, backfilling (including any imported backfill required), compaction, repaving, landscape
restoration and any earthwork for pull boxes and transformer pad sites required to install the
underground electric system, all in accordance with the specifications and-sehedules-of the

Underground service will be installed, owned, operated and maintained as provided in ARHCLE
NO-Section 7 of these Rules and Regulations.
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i.  Any underground electric distribution system requiring more than single-phase service is not
governed by this SubsARTCLE-NO-ection 87.C.32, but rather shatiwill be constructed pursuant to

this ARHCLE-NO-8-Subsection 7.C.4.
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b. Method of Refund

1) On or after two (2) years subsequent to the installation of the Company’s facilities, and thereafter
every six (6) months, the Company will review the status of a subdivision to determine the
percentage ratio that the number of lots or service locations occupied by permanent Customers
bears to the total number of lots or service locations to be served by the extensions made within
the subdivision. Refunds will be made prior to the actual occupancy by a permanent Customer if
the lot or service location has been substantially completed so that in the judgment of the Company
permanent occupancy will occur within a reasonable time. Such periodic review will continue until
either: i) the calculated ratio equals a maximum of seventy-five percent (75%) at which time the
total refund will be made to the Applicant; or ii) a fiveten (485) year period subsequent to the
completion of installation of the Company’s facilities elapses. For purposes of computation of all
charges and refundable deposit requirements under these Rules and Regulations, the installation
of the Company’s facilities shatwill be that date upon which the construction is determined to be
completed and the facmtles are entered into the Company records of Plant and Propertyer—mease

determlned at the tlme of each review multlplled by the total refundable advance, less applicable
cost of ownership charges previously deducted, if any, shaliwill represent that portion of the
advance qualified for refund. If the foregoing calculation indicates a refund is due, an appropriate
refund of cash deposit, or reduction of the cash deposit requirement at the end of the deferral
period in those cases where a Deferred Construction Deposit Agreement has been executed, will
be made.

Refunds of cash deposits, less applicable cost of ownership charges, if any, will also be made by
the Company within ninety (90) days following receipt of written notice from the developer
requesting payment of earned refund, provided that the earned refund due represents a minimum
of twenty percent (20%) of the total amount of the advance. Furthermore, if at any time a
maximum of seventy-five percent (75%) or more of the total refundable advance qualifies for
refund, any balance of the advance remaining, after applicable cost of ownership charges, if any,
have been deducted, will be refunded. No payment will be made of the Company in excess of the
total refundable advance less applicable cost of ownership charges, if any, nor after a period of
fiveten (540) years subsequent -to the completion of construction of the Company'’s facilities. Any
unrefunded amount remaining at the end of the fiveter (185) year period will become
nonrefundable and the property of the Company.
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2) In the event that any portion of an advance has not qualified for refund at the time of each review,

the developer will be responsible for the Company’s cost of ownership charges based on the
average (mean) of the electric facilities represented by:

43i) that portion of the advance not qualified for refund at the time of current review, and
2)ii) that portion of the advance not qualified for refund at the time of the last periodic review.

When the advance is in the form of a cash deposit, the semi-annual cost of ownership charges
shallwill be equal to the average of (i4) and (2ii) above multiplied by five and one-half percent (5-
1/2%). When the advance is in the form of a Deferred Construction Deposit, the semi-annual cost
of ownership charges shaliwill be equal to (4i) and (ii2) above multiplied -by the sum of five and
one-half percent (5-1/2%) plus one-half of the original cost equivalent of the rate of return,
expressed as a percent, last allowed to the Company by the Commission. Payment of such cost of
ownership charges, which shaliwill be computed and paid at the time of each review after the initial
review, will be made in the following manner:

When the advance is in the form of a cash deposit, a deduction of cost of ownership charge will be
made by the Company from the cash deposit.

When the advance is in the form of a Deferred Construction Deposit, the Company shahwill bill and
developer shaliwill pay to Company said cost of ownership charge. In the event that the Applicant
fails to pay the cost of ownership charge when due, the Company will exercise its rights provided
for in the Deferred Construction Deposit, and will call the bond or letter of credit.

The portion of the original advance on which cost of ownership charges are computed will not be
reduced for purposes of that computation by amounts deducted previously for cost of ownership
charges.
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SECTION 7
LINE EXTENSIONS
(continued)
Underground Extensions to Individual Applicants and the Perimeter of Duly Recorded Real Estate
Subdivisions
General

Underground line extensions will generally be made only where mutually agreed upon by the Company and
the Applicant, or in areas where the Company does maintain underground distribution facilities for its
operating convenience.

1)

Nermally-Uunderground extensions will be installed;-owned, operated and maintained by the
Company, provided the Applicant pays in advance a non-refundable sum equal to the estimated
difference between the cost, exclusive of meters and services, of the underground extension and
an equivalent overhead extension.

In addition to the non-refundable sum, the Applicant shaltwill (unless otherwise agreed to by the
Company and the Applicant) make such refundable deposit as otherwise would have been
required under these Rules and Regulations if the extension had been made by overhead
construction.

the-installation-by-tThe Applicant will installef-a-pertion-er all of the required underground duct
system (including all or a portion of the necessary trenching, backfilling, conduits, ducts,
transformer and equipment pads, manholes, and pull boxes) in accordance with the Company’s
specifications and subject to the Company’s inspection and approval. Upon acceptance and
approval by the Company, the Applicant will grant to the Company the exclusive right to use and
occupy said duct system or, at the option of the Company, will transfer ownership thereof to the
Company.

Refunds of cash deposits shaliwill be made in the same manner as provided for overhead
extensions to individual Applicants for service, in accordance with the applicable provisions of
ARTICLE NO-Subsection 78.-Section-C.

Underground services shatwill be installed, owned, operated and maintained as provided in
ARTICLE-NO-Section 67 of these Rules and Regulations.
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4. Replacement of Overhead with Underground Distribution Facilities

a. Where a Customer has requested that existing overhead distribution facilities be replaced with underground
distribution facilities, the total cost of such replacement will be paid by the Customer.
b. Mandated Undergrounding Cost Recovery

When the Company is required to construct a new electric system underground, or place an existing
overhead electric system underground during @ maintenance or upgrading project due to a State, County, or
Municipal requlation or requirement, the cost differential between an overhead system and an underground

system shall be calculated by an established methodology.

Any existing electric circuits within a one-mile radius of the new system that benefits from either N — 1
protocols or enjoys reduced ampacity loads as a result of the newly undergrounded system shall be identified
and catalogued by the Company.

When a new Customer requests electric service and the source of that service is either the undergrounded
system or any one of the existing electric circuits within a one-mile radius of the underground system, and
the new Customer’s site has been previously catalogued as benefiting from the new underground system,
that Customer shall pay an additional charge for connecting to the Company’s system.

The new Customer’s charge shall be calculated on the following basis:

i. Forevery 25 kVA of transformer capacity required to meet the customer’s needs, then said
customer shall be responsible for reimbursing the Company for one(1) percent of the calculated
cost differential of the underground system that the Customer is benefited from.

i. The Company shall provide the customer a worksheet showing the cost differential expenses for
the underground system and the calculations resulting in the assessment against the new service.

ii. The Company shall accurately track the assessments made to cover the cost differential expenses
for each electric system that was required to be constructed underground, and shall make those
records available to any person who may request them.
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Example:

The Company needs to install a three-phase feeder line within a road right-of-way that has been identified as
a Scenic Corridor or Gateway Route by a local jurisdiction. The requlation or ordinance requires the system
be placed underground. The Company performs a cost estimate and determines that the difference between
constructing the system overhead and underground (differential costs) is $250,000.00.

A new Customer is requesting service from an existing electrical circuit that has benefited from either
increased reliability or load-carrying capacity, and the new Customer is within a one mile radius of the
underground system that was mandated to be placed underground. The Customer is building a 25-lot
subdivision and the engineering design requires installing four, 50 kVA pad mount transformers.

The Customer would be assessed for 8% of the cost differential on the underground system or $20,000.00.
(200 kVA/25kVA=8. 1% x 8 =8%. $250,000.00 x .08 = $20,000.00.)
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(b} TheCustomerhas:
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&.5. Conversion from Single-Phase to Three-Phase Service

Where it is necessary to convert all or any portion of an existing underground distribution system from single-
phase to three-phase service to a Customer, the total cost of such conversion shatiwill be paid by the Customer.

5.6. Long Term Rental Mobile Home Park, Townhouses, Condominiums and Apartment Complexes

Line extensions to long term rental mobile home parks, townhouses, condominiums and apartment complexes
shaliwill be made by the Company under terms and conditions provided in ARHELE-NO-8-Subsection 7.C.21.
The Company will, when requested by the Customer, install, own and maintain internal distribution facilities and
individual metering for said development in accordance with the provisions pertaining to duly recorded real estate
subdivisions as stated in ARFHCLE-NO-8 Subsection 7.C.32 hereof.

7.__B—Special Conditions
a. Contracts

Each subdivider or other Applicant for service requesting an extension over the free distance, or in advance
of applications for service to permanent Customers, or in advance of completion of required site
improvements shalwill (unless otherwise agreed to by the Company and the Applicant) be required to
execute contracts covering the terms under which the Company will install lines at its own expense, or
contracts covering line extensions for which advance deposits shatwill (unless otherwise agreed to by the
Company and the Applicant be made in accordance with the provisions of these Rules and Regulations or of
the applicable rate schedules.
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b. Primary Service and Metering

The Company will provide primary service to a point of delivery, such point of delivery to be determined by
the Company. The Customer will provide the entire distribution system (including transformers) from the
point of delivery to the load. The system will be treated as primary service for the purposes of billing. The
Company reserves the right to approve or require modification to the Customer's distribution system prior to
installation, and the Company will determine the voltage available for primary service. Instrument
transformers, metering riser poles and associated equipment to be installed and maintained by the Company
may be at the Customer's expense.

¢. Advances under Previous Rules and Contracts

Amounts advanced under the conditions established by a rule previously in effect will be refunded in
accordance with the requirements of such contract under which the advance was made.

&d. Extensions for Temporary Service

Extensions for temporary service or for operations of a speculative character or questionable permanency
will not be made under this Section 7ARTCLE-NO-8, but will be made in accordance with the provisions
pertaining to temporary service.

d.e. Exceptional Cases

Where unusual terrain, location, soil conditions, or other unusual circumstances make the application of
these line extension rules impractical or unjust to either party or in the case of extension of lines of other than
standard distribution voltage, service under such circumstances will be negotiated under special agreements
specifying terms and conditions covering such extensions.

ef. Special or Excess Facilities

Under this rule, the Company shatwill install only those facilities which it deems are necessary to render
service in accordance with the rate schedules. Where the Customer requests facilities which are in addition
to, or in substitution for, the standard facilities which the Company normally would install, the extra cost
thereof shallwill be paid by the Customer, unless otherwise agreed to by the Company and the Applicant.

£9. Unusual Loads

Line extensions to unusually small loads not consisting of a residence or permanent building (e.g. individual
lights, wells, signs, etc.) will not be granted the five hundred (500) foot free allowance but will instead be
required to advance any costs of service in excess of their estimated two years annual revenue. Refunding
will be according to ARTIGLE-NO-8-Subsections 7.C.1.c.2) and 7.C.1.d-78-6{2}.
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Construction / Facilities Related Income Taxes

Any federal, state or local income taxes resulting from the receipt of a contribution or advance in aid of construction in
compliance with this rule is the responsibility of the Company and will be recorded as a deferred tax asset and

reflected in the Company’s rate base for ratemaking purposes.

However, if the estimated cost of facilities for any service line or distribution main extension exceeds $500,000, the
Company may require the Applicant to include in the contribution or advance an amount (the “gross up amount”) equal
to the estimated federal, state or local income tax liability of the Company resulting from the contribution or advance,
computed as follows:

Gross Up Amount = Estimated Construction Cost
(1 - Combined Federal-State-Local Income Tax Rate)

After the Company's tax returns are completed, and actual tax liability is known, to the extent that the computed gross
up amount exceeds the actual tax liability resulting from the contribution or advance, the Company shall refund to the
Applicant an amount equal to such excess. When a gross-up amount is to be obtained in connection with an extension
agreement, the contract will state the tax rate used to compute the gross up amount, and will also disclose the gross-
up amount separately from the estimated cost of facilities. In subsequent years, as tax depreciation deductions are
taken by the Company on its tax returns for the constructed assets with tax bases that have been grossed-up, a refund
will be made to the Applicant in an amount equal to the related tax benefit. Such refunds will be in addition to any
required refunds of actual construction costs required by the extension agreement. In lieu of scheduling such refunds
over the remaining tax life of the constructed assets, a reduced lump sum refund may be made at the time when actual
construction costs are refunded in full. This lump sum payment shall reflect the net present value of remaining tax
depreciation deductions discounted at the company’s authorized rate of return.
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ARTICLE-NO-9-PROVISION-OF SERVICE

A

Company Responsibility

1.

The Company shaliwill be responsible for the safe transmission and distribution of electricity;-as-set-forth-in-the
standards-specifiedin-ARTCLE-NO-9-E - until it passes the point of delivery to the Customer.

The Company shaliwill be responsible for maintaining in safe operating condition;-as-set-forth-in-the-standards
specifiedin-ARTICLE-NO-G.E; all meters, equipment and fixtures installed on the Customer’s premises by the
Company for the purpose of delivering electric service to the Customer. The Company, however, will not be
responsible for the condition of meters, equipment, and fixtures damaged or altered by the Customer.

The Company may, at its option, refuse service until the Customer has obtained all required permits and/or
inspections indicating that the Customer’s facilities comply with local construction and safety standards, including
any applicable Company specifications.

Customer Responsibility

1

Each Customer shatiwill be responsible for maintaining in safe operating condition all Customer facilities on the
Customer’s side of the point of delivery.

Each Customer shaliwill be responsible for safeguarding all Company property installed in or on the Customer’s
premises for the purpose of supplying utility service to that Customer.

Each Customer shaliwill exercise all reasonable care to prevent loss or damage to Company property, excluding
ordinary wear and tear. The Customer shaliwill be responsible for loss of, or damage to, Company property on
the Customer’s premises arising from neglect, carelessness, misuse, diversion or tampering and shatwill
reimburse the Company for the cost of necessary repairs or replacements.

Each Customer, regardless of who owns the meter, shaliwill be responsible for payment for any equipment
damage and/or estimated unmetered usage and all reasonable costs of investigation resulting from unauthorized
breaking of seals, interfering, tampering or bypassing the utility meter.

Each Customer shaliwill be responsible for notifying the Company of any equipment failure identified in the
Company’s equipment.
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(continued)

Each Customer shallwill be responsible for informing the Company of, and meeting the Company’s requirements
regarding, On-site Generation_that the Customer or its agent intends to interconnect to the Company’s
transmission and distribution system.

The Customer, at his expense, may install, maintain and operate at-his-expense-such-check-measuring
equipment as desired and of a type approved by the Company, provided that such equipment shakwill be installed
s0 as not to interfere with operation of the Company’s equipment, and provided that no electric energy shatwill be
re-metered or sub-metered for resale to another or to others, except where such re-metering shatiwill be done in
accordance with the applicable orders of the Commission.

Continuity of Service

The Company shaliwill make reasonable efforts to supply a satisfactory and continuous level of service. However, the
Company shaliwill not be responsible for any damage or claim of damage attributable to any interruption or
discontinuation of service resulting from:

1.

Any cause against which the Company could not have reasonably foreseen or made provision for (i.e., force
majeure);

Intentional service interruptions to make repairs or perform routine maintenance; or

Curtailment, including brownouts or blackouts.

D.

1.

Service Interruptions

The Company shalwill make reasonable efforts to re-establish service within the shortest possible time when
service interruptions occur.

When the Company plans to interrupt service for more than four (4) hours to perform necessary repairs or
maintenance, the Company shaliwill attempt to inform affected Customers at least twenty-four (24) hours in
advance of the scheduled date, and thesesush repairs shaliwill be completed in the shortest possible time to
minimize the inconvenience to the Customers of the Company.

In the event of a national emergency or local disaster resulting in disruption of normal service, the Company may,
in the public interest, interrupt service to other Customers to provide necessary service to civil defense or other
emergency service agencies on a temporary basis until normal service to these agencies can be restored.
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(continued)

The Commission shaliwill be notified of interruption in service affecting the entire system or any major division
thereof. The interruption of service and cause shalwill be reported by telephone to the Commission within four (4)
hours after the responsible representative of the Company becomes aware of said interruption. A written report to
the Commission shatwill follow.

Interruption of Service and Force Majeure

The Company shaliwill make reasonable provision to supply a satisfactory and continuous electric service, but
does not quarantee a constant or uninterrupted supply of electricity. The Company shaliwill not be liable for any
damage or claim of damage attributable to any temporary, partial or complete interruption or discontinuance of
electric service attributable to a force majeure condition as set forth at SubsARTHCLE-NO-ections 8.E.4. and
8.E.5.-42 or to any other cause which the Company could not have reasonably foreseen and made provision
against, or which, in the Company’s judgment, is necessary to permit repairs or changes to be made in the
Company's electric generating, transmission or distribution equipment or to eliminate the possibility of damage to
the Company'’s property or to the person or property of others.

Whenever the Company deems that a condition exists to warrant interruption or limitation in the service being
rendered, thissueh interruption or limitation shaliwill not constitute a breach of contract and shaliwill not render the
Company liable for damages suffered thereby or excuse the Customer from further fulfillment of the contract.

The use of electric energy upon the premises of the Customer is at the risk of the Customer. The Company's
liability shaliwill cease at the point where its facilities are connected to the Customer’s wiring.

Neither the Company nor the Customer shaliwill be liable to the other for any act, omission or circumstances
(including, with respect to the Company, but not limited to, inability to provide service) occasioned by or in
consequence of the following:

a. flood, rain, wind, storm, lightning, earthquake, fire, landslide, washout or other acts of the elements;

b. accident or explosion;

c. war, rebellion, civil disturbance, mobs, riot, blockade or other act of the public enemy;

d. acts of God:;

e. interference of civil and/or military authorities;

f.  strikes, lockouts or other labor difficulties;

g. vandalism, sabotage or malicious mischief;
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h. usurpation of power, or the laws, rules, requlations or orders made or adopted by any requlatory or other
governmental agency or body (federal, state or local) having jurisdiction of any of the business or affairs of
the Company or the Customer, direct or indirect;

i.  breakage or accidents to equipment or facilities;

j. lack, limitation or loss of electrical or fuel supply; or

k. orany other casualty or cause beyond the reasonable control of the Company or the Customer, whether or
not specifically provided herein and without limitation to the types enumerated, and which by the exercise of

due diligence such party is unable to prevent or overcome; provided, however, that nothing contained herein
shaliwill excuse the Customer from the obligation of paying for electricity delivered or services rendered.

A failure to settle or prevent any strike or other controversy with employees or with anyone purporting or seeking
to represent employees shaliwill not be considered to be a matter within the control of the Company.

Nothing contained in this Section will excuse the Customer from the obligation of paying for electricity delivered or
services rendered.

General Liabilit

1.

Company will not be responsible for any third-party claims against Company that arise from Customer's use of
Company's electricity.

Customer will indemnify, defend and hold harmless the Company (including the costs of reasonable attorney’s
fees) against all claims (including, without limitation, claims for damages to any business or property, or injury to,
or death of, any person) arising out of any act or omission of the Customer, or the Customer’s agents, in
connection with the Company's service or facilities.

The liability of the Company for damages of any nature arising from errors, mistakes, omissions, interruptions, or
delays of the Company, its agents, servants, or employees, in the course of establishing, furnishing, rearranging,
moving, terminating, or changing the service or facilities or equipment will not exceed an amount equal to the
charges applicable under the Company's Pricing Plans (calculated on a proportionate basis where appropriate) to
the period during which the error, mistake, omission, interruption or delay occurs.

In no event will the Company be liable for any incidental, indirect, special, or consequential damages (including

lost revenue or profits) of any kind whatsoever regardless of the cause or foreseeability thereof.

The Company will not be responsible for any loss or damage occasion or caused by the negligence or wrongful

act of the Customer or any of his agents, employees or licensees in installing, maintaining, using, operating or
interfering with any electric facilities.
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SECTION 8
PROVISION OF SERVICE

(continued)

Construction Standards and Safety

The Company shaliwill construct all facilities in accordance with the provision of the ANSI C2 Standards (National
Electric Safety Code, 19974990 edition, and other amended editions as are adopted by -the Commission), the
19954989 ANS| B.31.1 Standards, the ASME Boiler and Pressure Vessel Code, and other applicable American
National Standards Institute Codes and Standards, except for such changes as may be made or permitted by the
Commission from time to time. In the case of conflict between codes and standards, the more rigid code or standard

will apply.
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SECTION 9
CHARACTER OF SERVICE - VOLTAGE, FREQUENCY AND PHASE

| ARTICLE-NO-10-VOLTAGE, FREQUENCYAND-PHASE

Electric energy furnished under these Rules and Regulations will be alternating current, sixty (60) hertz single or three-
phase, at the standard, nominal voltages specified by the Company. The following nominal voltages are available on
the Company’s system:

1. Residential Customers: 120/240 volts single-phase

2. General Service or Light and Power Customers:

a. Single-Phase: 120/240 volts (all areas)

b. Three-Phase:

1) 120/240 volts 4 wire delta (from overhead system only)*
2) 240/480 volts 4 wire delta (from overhead system only)*
3) 120/208 volts 4 wire wye

4) 277/480 volts 4 wire wye

* This may be available in some existing underground areas.

The primary voltage supplied will depend on the Customer’s load and the system voltage available at that location; it
will be specified by the Company. Normally, this will be one of the following nominal distribution or sub-transmission
voltages: 2400/4160-velts-4-wire-wye-7970/13800 volts 4 wire wye, or 46,000 volts 3 wire delta. The actual standard
nominal voltages available to a specific Customer will depend on location, load, and type of system in the area and will
be specified by the Company.

A Customer must meet certain minimum load requirements in order to qualify for three-phase service under ARTICLE
NO-Section -78.

The Company does not guarantee the constancy of its voltage or frequency, nor does it guarantee against its loss of
one or more phases in a three-phase service. The Company will not be responsible for any damage to the Customer's
equipment caused by any or all of these occurrences brought about by circumstances beyond its control.

Filed By: Raymond S. Heyman Tariff No.: Rules & Regulations
Title: Senior Vice President and General Counsel Effective: DRAFT
District: Entire Electric Service Area Page No.: Page 62 of 102




Tucson Electric Power Company

Rules & Regulations

SECTION 9

CHARACTER OF SERVICE - VOLTAGE, FREQUENCY AND PHASE
(continued)

Motor Protection

The following protective apparatus, to be provided by the Customer, is required on all motor
installations:

1. No Voltage Protection: Motors that cannot be safely subjected to full voltage at starting must
be provided with a device to insure that upon failure of voltage, the motors will be
disconnected from the line. Said device should be provided with a suitable time delay relay.

2. Overload Protection: All motors whose voltage does not exceed 750 volts are to be provided
with approved fuses of proper rating. Where the voltage exceeds 750 volts, protective
devices are to be provided. In these cases it will be found desirable to install standard switch
equipment. The installation of overload relays and no-voltage releases is recommended on all

motors, not only as additional protection, but as a means of reducing the cost of refusing.

3. Phase Reversal: Reverse phase relays and circuit breakers or equivalent devices are
recommended on all polyphase installations to protect the installation in case of phase

reversal or loss of one phase

Load Fluctuation and Balance

1. Interference with Service: The Company reserves the right to refuse to supply loads of a character that may
seriously impair service to any other Customers. In the case of hoist or elevator motors, welding machines,
furnaces and other installations of like character where the use of electricity is intermittent or subject to violent
fluctuations, the Company may require the Customer to provide at the Customer’s own expense suitable
equipment to reasonably limit those fluctuations.

2. The Company has the right to discontinue electric service to any Customer who continues to use appliances or
other devices, equipment and apparati detrimental to the service after the Company notifies the Customer of his

or her detriment to the service.

3. Allowable Instantaneous Starting Current Values: The instantaneous starting current (determined by tests or
based on limits guaranteed by manufacturers) drawn from the line by any motor must not exceed a value (as
determined by the Company) that may be deemed detrimental to the normal operation of the system. If the
starting current of the motor exceeds that value, a starter must be used or other means employed to limit the
current to the value specified. A reduced voltage starter may be required for polyphase motors.

4. When three-phase service supplied under a power rate includes incidental lighting, the Customer will supply any
necessary lighting transformers and arrange its lighting to give a substantially balanced three-phase load.
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SECTION 9
CHARACTER OF SERVICE - VOLTAGE, FREQUENCY AND PHASE

(continued)

G. Customer Responsibility for Equipment Used in Receiving Electric Energy

No statement or requirement in these Rules and Regulations can be construed as the assumption of any liability by the
Company for any wiring of electrical equipment or the operation of same, installed in, upon, or about the Customer's
premises, nor will the Company be responsible for any loss or damage occasioned or caused by the negligence, want
of proper care or wrongful act of the Customer, or any of the Customer’s agents or employees or licenses on the part
of the Customer in installing, maintaining, using, operating, or interfering with any such wiring, machinery or apparatus.
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SECTION 10
METER READING
| ARTICLENO-13-METERREADING
A Company or Customer Meter Reading
1. The Company may, at its discretion, allow for Customer reading of meters.
2. It shallwill be the responsibility of the Company to inform the Customer how to properly read his or her meter.
3. Where a Customer reads his or her own meter, the Company will read the Customer’s meter at least once every
six (6) months.
4. The Company shalwill provide the Customer with postage-paid cards or other methods to report the monthly
reading to the Company.
5. The Company shalwill specify the timing requirements for the Customer to submit his or her monthly meter
| reading to conform with the Company’s billing cycle.
6. In the event the Customer fails to submit the reading on time, the Company may issue the Customer an estimated
bill.
7. Meters shaliwill be read monthly on as close to the same day as practical.
B. Measuring of Service
1. Allenergy sold to Customers and all energy consumed by the Company, except that sold according to fixed
charge schedules, shaliwill be measured by commercially acceptable measuring devices owned and maintained
by the Company. This sSubsection will not apply;-exeept where it is impractical to install meters, such as street
lighting or security lighting, or where otherwise authorized by the Commission.
2. When there is more than one meter at a location, the metering equipment shatwill be so tagged or plainly marked
as to indicate the circuit metered or metering equipment in accordance with Subsection 3.C.8.
3. Meters which are not direct reading shalwill have the multiplier plainly marked on the meter.
4.  All charts taken from recording meters shalwill be marked with the date of the record, the meter number,
Customer, and chart multiplier.
5. Metering equipment shatwill not be set “fast” or “slow” to compensate for supply transformer or line losses.
Filed By: Raymond S. Heyman Tariff No.: Rules & Regulations
Title: Senior Vice President and General Counsel Effective: DRAFT
District: Entire Electric Service Area Page No.: Page 65 of 102




Tucson Electric Power Company

Rules & Regulations

SECTION 10
METER READING

(continued)

Customer Requested Rereads

1.

The Company shaliwill, at the request of a Customer, reread that Customer’s meter within ten (10) werking
daybusiness days after thesueh request by the Customer.

Any reread may be charged to the Customer at a rate set forth in the Statement of Addltlonal Charqes if the
orlqmal reaqu was not in error. An ' d g

When a reading is found to be in error, the Company will not charge the Customer for the rereadthe-reread-shalt

be-atno-charge-to-the-.

Access to Customer Premises

At all times, the Company shaliwill have the right of safe ingress to and egress from the Customer’s premises at all
reasonable hours for any purpose reasonably connected with the Company’s property used in furnishing service and
the exercise of any and all rights secured to it by law or these rules.

Meter Testing and Maintenance Program

1.

The Company shaliwill replace any meter found to be damaged or associated with an inquiry into its accuracy,
whether initiated by the Customer or Company, and which has been in service for more than sixteen years.
Replaced meters shaliwill be tested for accuracy and shaliwill be acceptable if found to have an error margin
within plus or minus three percent (+ 3%).

The Company shaliwill file an annual report with the Commission summarizing the results of the meter
maintenance and testing program for that year. At a minimum, the report should include the following data:

a. Total number of meters tested at Company initiative or upon Customer request.

b.  Number of meters tested which were outside the acceptable error allowance of + 3%.

Customer Requested Meter Tests

The Company will test a meter upon Customer request and the Company will be authorized to charge the Customer for
the meter test. The charge for the meter test is set forth in the Statement of Additional Charges. However, if the meter

is found to be in error by more than three percent (3%), then no meter testing fee will be charged to the Customer.
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SECTION 10
METER READING

(continued)

| G Demands

1. The Customer's demand may be measured by a demand meter, under all rate schedules involving billings based

on demand, unless appropriate investigation or tests indicate that the Customer’s demand will not be such as to
require a demand meter for correct application of the rate schedule. In cases where billings under a rate schedule

requiring determination of the Customer's demand must be made before a demand meter can be installed, such
billings may be made on an estimated demand basis pending installation of the demand meter; provided,
however, that billings made on the basis of estimated demands will be appropriately adjusted, if indicated to be
greater or less than the actual demands recorded after the demand meter is installed.

2. Demand meters may be installed at any metering location if the nature of the Customer’s equipment and
operation is such as to indicate that a demand meter is required for correct application of the rate schedule.

3. Alldemands used for billing purposes will be recorded, or computed to the nearest whole kW.
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SECTION 11
BILLING AND COLLECTION

Frequency and Estimated Bills

1

The Company shalwill bill monthly for services rendered. Meter readings shattwill be scheduled for periods of not
less than_twenty-five (25) days or more than thirty-five (35) days.

If the Company is unable to read the meter on the scheduled meter read date, the Company will estimate the
consumption for the billing period giving consideration to the following factors where applicable:

a. The Customer’s usage during the same month of the previous year.
b.  The amount of usage during the preceding month.

After the second consecutive month of estimating the Customer’s bill for reasons other than severe weather, the
Company will attempt to secure an accurate reading of the meter.

Failure on the part of the Customer to comply with a reasonable request by the Company for access to its meter
may lead to the discontinuance of service.

Estimated bills will be issued only under the following conditions:

a. Failure of a Customer who read his own meter to deliver his meter reading card to the Company, in
accordance with the requirements of the Company billing cycle.

b. Severe weather conditions, emergencies or work stoppages that prevent the Company from reading the
meter.

&-Circumstances that make it dangerous or impossible to read the meter, including locked gates, blocked meters
c. meters, vicious or dangerous animals, or any force majeure condition as listed in Subsections 8.E.4 and
8.E.5.

Each bill based on estimated usage will indicate that it is an estimated billwil-be-identified-as-caleutated.

Combining Meters, Minimum Bill Information

1.

Each meter at a Customer’s premises will be considered separately for billing purposes, and the readings of two
(2) or more meters will not be combined unless otherwise provided for in the Company’s Pricing Plans.
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SECTION 11
BILLING AND COLLECTION

(continued)

Each bill for residential service will contain the following minimum information:

a. Date and meter reading at the start of billing period or number of days in the billing period;
b. Date and meter reading at the end of the billing period;

c. Billed usage and demand (if applicable);

d. Rate schedule number;

e. Company telephone number;

f.  Customer’s name;

g. Service account number;

h.  Amount due and due date;

i. Pastdue amount;

j. Adjustment clause costsfaster, where applicable;

k. All applicable taxesFaxes; and

. The.address for the Arizona Corporation Commission.

C. Billing Terms

1.

All bills for the Company's services are due and payable no later than ten (10) days from the date the bill is
rendered. Any payment not received within this time frame shatiwill be considered past due.

For purposes of this rule, the date a bill is rendered may be evidenced by:
a. The postmark date;
b.  The mailing date; or

c. The billing date shown on the bill. However, the billing date shatwill not differ from the postmark or mailing
date by more than two (2) days.
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SECTION 11
BILLING AND COLLECTION

(continued)

All past due bills for the Company'’s services are due and payable within fifteen (15) days. Any payment not
received within this time frame shaliwill be considered delinquent and willestd incur a late payment finance
charge.

All delinquent bills for which payment has not been received within five (5) days shaliwill be subject to the
provisions of the Company’s termination procedures.

All payments of current amounts may be made at or mailed to the office of the Company or to the Company’s duly
authorized representative.

Applicable Pricing Plans, Time-of-Use Meters, Prepayment, Failure to Receive, Commencement Date, Taxes

1.

Each Customer willshall be billed under the applicable Pricing Plantariff indicated in the Customer’s application for
service.

For a Customer taking service under a TEP Time-of-Use (“TOU") rate schedule, TEP may charge a fee based on
the incremental cost of a TOU meter versus a non-TOU meter.

Customers may pay for electrical service by making advance payments.

Failure to receive bills or notices which have been properly placed in the United States mail willsha# not prevent
thosesueh bills from becoming delinquent nor relieve the Customer of his obligations therein.

Charges for service commence when the service is installed and connection made, whether used or not.

Billing and Meter Error Corrections

1.

If, after testing, any meter is found to be more than three percent (3%) in error, either fast or slow, proper
correction between three percent (3%) and the amount of the error shatiwill be made to previous readings and
adjusted bills shatwill be rendered according to the following terms:

a. For the period of three (3) months immediately preceding the removal of such meter from service for test or
from the time the meter was in service since last tested, but not exceeding three (3) months since the meter
shallwill have been shown to be in error by such test.

b.  From the date the error occurred, if the date of the cause can be definitely fixed.

No adjustment shattwill be made by the Company except to the Customer last served by the meter tested.
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SECTION 11
BILLING AND COLLECTION

(continued)

Non-sufficient Funds (‘“NSF”) ChecksReturned-Checks-and-Denied-Electronic-FundsTransfers

The Company will be allowed to recover a fee, as set forth in the Statement of Additional Charges, for each
instance where a Customer tenders payment for electric service with aa non-iasufficient funds check. This fee will
also apply when an electronic funds transfer (‘EFT”) is denied for any reason, including for lack of sufficient funds.

When the Company is notified by the Customer's bank or other financial institution that there are non-tasufficient
funds to cover the check, EFT or other financial instrument for electric service has been denied for any reason,
the Company may require the Customer to make payment in cash, by money order, certified check, or other
means which guarantee the Customer's payment to the Company.

A Customer who tenders an non-iasufficient funds check, or for whom an EFT or other financial instrument has
been denied will not be relieved of the obligation to render payment to the Company under the original terms of
the bill nor defer the Company's provision for termination of service for nonpayment of bills.

No-persenal checks will be accepted if two (2) NSF checks have been received by the Company within a twelve-
month period in payment of any billing.

1.

2.

Levelized Billing Plan

The Company may, at its option, offer its Customers a levelized billing plan.

If the Company offers a levelized billing plan, the Company will thenit-shalt develop upon Customer request an
estimate of the Customer’s levelized billing for a twelve-month period based upon:

a. Customer’s actual consumption history, which may be adjusted for abnormal conditions such as weather
variations.
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b. For new Customers, the Company will estimate consumption based on the Customer’s anticipated load

requirements.

c. The Company's ianifPricing Plan-seheduies approved by the Commission applicable to that Customer's
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