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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.
DOCKET NO. E-04204A-06-0783

On December 15, 2006, UNS Electric, Inc. (“UNS Electric” or “the Company”) filed an
application with the Arizona Corporation Commission (“ACC” or “Commission”) for a 5.5
percent increase in its base rates throughout its service territory in the State of Arizona. UNS
Electric serves 91,850 customers in its service territory in Mohave County in northwestern
Arizona and in Santa Cruz County in southern Arizona.

Included in UNS Electric’s application is a request to add new Demand-Side
Management (“DSM”) programs and to enhance existing DSM programs for residential and
commercial customers. Details of the Company’s proposed DSM activities were filed in its
“Demand Side Management Portfolio Plan 2008 — 2012” in Docket No. E-04204A-07-0365 on
June 13, 2007. Recommendations regarding the Company’s proposed DSM programs will be
made in that proceeding; however, funding for those programs is better dealt with in the context
of a rate case and is the subject of this testimony.

In addition, Staff has made recommendations in this testimony regarding changes in the
funding for Renewables programs at UNS Electric. Staff’s recommendations in this regard are
to better position the Company to be responsive to future changes in renewables programs,
particularly the coming change from the Environmental Portfolio Standard to the Renewable
Energy Standard and Tariff rules.

Having examined relevant portions of UNS Electric’s rate case filing and its DSM
Portfolio Plan filing, Staff recommends the following:

1.  Staff recommends that the LIW program be moved into UNS Electric’s DSM
portfolio plan as a DSM program and that it be funded as a DSM program.

2. Staff recommends that the Emergency Bill Assistance component of the LIW
program not be included as part of that program if LIW is re-categorized as DSM,
and that Emergency Bill Assistance not be funded with DSM funds.

3.  Staff recommends that UNS Electric’s TOU pricing plans not be considered as
DSM, and that these activities not be funded with DSM funds.

4.  Staff recommends that UNS Electric discontinue recovery of its DSM costs from
base rates, and that it be allowed to recover its prudently incurred costs in
connection with Commission-approved DSM activities through a separate DSM
adjustment mechanism, and that such a mechanism should be established in this
proceeding.



10.

11.

12.

13.

14.

Staff recommends that Commission-approved DSM costs should be assessed to all
UNS FElectric customers as a clearly labeled single line item per kWh charge on
customer bills.

Staff recommends DSM related expenses should be recorded in the DSM Adjustor
account by DSM program and other major categories of DSM expenses with each
major category further disaggregated by type of expense.

Staff recommends that UNS Electric’s DSM adjustor rate be reset annually on June
1 of each year beginning June 1, 2009; and that the per kWh rate be based upon
currently projected DSM costs for that year, adjusted by the previous year’s over-
or under-collection, divided by projected retail sales (kWh) for that same year.

Staff recommends UNS Electric submit to the Commission in Docket Control its
DSM expenses, prudently incurred during the previous calendar year in connection
with Commission-approved DSM programs and activities, and its actual DSM cost
recovery collected in the previous year, annually by April 1 of each year.

Staff recommends that UNS Electric submit, with its previous year DSM costs and
DSM recovery, a proposed calculation of the new DSM adjustor rate for the current
year, annually by April 1 of each year.

Staff recommends that UNS Electric’s proposed new DSM adjustor rate shall
become effective on June 1 of each year beginning June 1, 2009, if no action is
taken by the Commission to modify or reject it.

Staff recommends that from the effective date of an Order in this rate case until
June 1, 2009, the initial DSM adjustor rate should be based upon 25 percent of
currently estimated Portfolio Plan first year (2008) program costs for all programs
except the LIW program for which 100 percent of the estimated 2008 program costs
should be included. These costs should be divided by adjusted Test Year kWh
retail sales as reported on Schedule H-2, page 1, line 9.

Staff recommends that the EFPS tariff become permanent.
Staff recommends that the EFPS surcharge tariff become an adjustor mechanism.

Staff recommends the amount of the renewables charge continue to be billed as a
separate line item on UNS customer’s bills.
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INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My name is Jerry D. Anderson. I am a Public Utilities Analyst V employed by the
Arizona Corporation Commission (“ACC” or “Commission”) in the Utilities Division

(“Staff”’). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

Q. Briefly describe your responsibilities as a Public Utilities Analyst.

A. In my capacity as a Public Utilities Analyst, I provide recommendations to the
Commission on electric and gas rate filings, purchased power and fuel adjustment matters,
Demand-Side Management (“DSM”) programs, and other energy-related matters as

assigned.

Q. Please describe your educational background and professional experience.

A. I graduated from Western Kentucky University, Bowling Green, Kentucky, receiving a
Bachelor of Science degree with double majors in Economics and Business Management.
My course of studies included classes in micro-economic price theory, macro-economic
theory and business cycles, accounting, management, and data processing. I earned an
MBA degree from Xavier University, Cincinnati, Ohio, with an area of concentration in

multinational business.

After working as a computer programmer for a major oil and refining company, I applied
my computer skills to rate research, load research, and load forecasting as a member of the
Cincinnati Gas & Electric Company’s (later Cinergy/Duke Energy) Rate & Economic
Research Department for 15 years. I was promoted to a succession of more responsible
positions there and ultimately was named Economist in charge of all electric sales and

load forecasting activities. In this position I was responsible for constructing econometric
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models of the regional economy for the purpose of forecasting electric system peak
demands and sales by class of service for a three-state service territory. Since that time, I
have served as a consultant and branch manager of two consulting firms providing
services to such clients as the State of Arizona and the Los Alamos National Laboratories,
Los Alamos, New Mexico. More recently, I have held positions in the government sector

and in 2005 was employed by the ACC as a Public Utilities Analyst.

I have participated in various classes on general regulatory and utility issues, including the
University of Wisconsin’s “Gas Rate Fundamentals” class, New Mexico State
University’s “Basics” class, and Michigan State University’s “Camp NARUC” program. I
am a member of the National Association for Business Economics and have testified

before the Arizona Corporation Commission.

Q. What is the scope of your testimony in this case?
A. In this case, I will address a funding or cost recovery mechanism for DSM at UNS
Electric, Inc. (“UNS Electric” or the “Company”). I will also suggest a funding change

for Renewables programs at UNS Electric.

Time of Use rates (“TOU”), although included by UNS Electric in this filing as a DSM
program, will be addressed in this case by Staff witness, Frank Radigan, as a rate matter
and, therefore, costs related to that program will not be included in the DSM funding
mechanism.  UNS Electric proposed that its Low Income Weatherization Program
(“LIW”) be removed from base rates to become one of its residential DSM programs.
Staff witness, Ms. Julie McNeely-Kirwin, addressed UNS Electric’s proposed bill

assistance component of the LIW in her Direct Testimony.




Direct Testimony of Jerry D. Anderson
Docket No. E-04204A-06-0783

Page 3
1 Since UNS Electric has filed details of its “Demand Side Management Portfolio Plan 2008
2 —2012” (“Portfolio Plan”) for Commission approval outside of this rate case (Docket No.
3 E-04204A-07-0365), my focus on DSM at this time will be to make general comments on
4 UNS Electric’s DSM activities. I have examined UNS Electric’s Portfolio Plan filing to
5 make observations on the scope of the DSM activities contemplated by the Company in
6 order to make approprnate recommendations in this proceeding for DSM cost recovery, but
7 will not address the individual DSM programs in this proceeding. I will make
8 recommendations also regarding cost recovery aspects of renewables programs at UNS
9 Electric, but will not address the individual renewables programs.
10

11 Q. Have you reviewed relevant portions of UNS Electric’s filing in Docket No.
12 E-04204A-06-0783 submitted by the Company in this case?
13 A Yes, I have. 1 have also examined the Company’s DSM Portfolio Plan filed in Docket No.

14 E-04204A-07-0365, but Staff has not completed analysis of the Portfolio Plan or the DSM
15 programs in that portfolio and will make no specific recommendations regarding the
16 Portfolio Plan in this proceeding.

17

18| CURRENT DEMAND SIDE MANAGEMENT COST RECOVERY
19| Current DSM Programs and Funding
20 Q. What DSM Programs does UNS Electric currently conduct?

21 A. According to its Semi-Annual Report on Demand Side Management Programs (“semi-

22 annual reports”), UNS Electric currently conducts the following DSM programs:
23 1. Residential Energy Survey Program

24 2. Commercial Energy Survey Program

25 3. Residential New Construction

26 4. Academic Education
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UNS Electric also conducts a Low Income Weatherization (“LIW”) program not currently

considered DSM, but it is proposing to include LIW as a DSM program.

Q. How are current UNS Electric DSM programs funded?
A. Decision No. 59951, January 3, 1997, allowed $175,000 annually from base rates to fund

on-going DSM programs.

Q. Was the LIW program included in that $175,000 DSM funding?
A. No. Decision No. 59951 allowed an additional $70,000 annually from base rates to fund
the LIW program which was no longer categorized as DSM as a result of that same rate

case.

Q. How much has UNS Electric been spending on DSM activities in recent years?

A. The following is a summary of DSM expenditures reported by UNS Electric in its semi-

annual reports. These amounts do not include expenditures on the LIW program.

2004 - January — June $20,379

July — December $142,715 $163,094
2005 - January — June $72,098

July — December $122,121 $194,219
2006 - January — June $53,013

July — December $101,294 $154,307
* Does not include the LIW Program
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PROPOSED DEMAND SIDE MANAGEMENT COST RECOVERY
Proposed DSM Programs and Funding
Q. What DSM Programs were proposed by UNS Electric in this proceeding?
A. UNS Electric proposed the following DSM programs:
1. TOU Pricing Plans
2. Direct Load Control (“DLC”) Program
a) Air conditioner cycling
b) Programmable thermostat control
3. Energy Smart Homes Program
4. Shade Tree Program
5. Low Income Weatherization (included as DSM)

Staff also determined that the Company intends to continue or enhance its Residential
Energy Survey program, Academic Education program, and Commercial Energy Survey

program as components of an Education and Outreach Program.

Q. UNS Electric has proposed moving the LIW program into DSM. Does Staff concur

with this proposal?

A. Yes. Staff recommends that the LIW program be moved into UNS Electric’s DSM

portfolio plan as a DSM program and that it be funded as a DSM program. As a DSM
program, however, LIW will need to be proven to be cost-effective or to be modified to

become cost-effective like any other DSM program.
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1| Q. Are the DSM Programs proposed in UNS Electric’s Portfolio Plan the same as those
2 proposed in the instant proceeding?

31 A No. It appears that UNS Electric made significant changes to its DSM plans after the time

4 it made this rate case filing. UNS Electric subsequently filed its DSM Portfolio Plan and
5 related programs in Docket No. E-04204A-07-0365 on June 13, 2007.
6
71 Q Mr. Anderson, what changes to UNS Electric’s DSM plans outlined in this rate case
8 filing have come to your attention?
9 A. In its Portfolio Plan filing, UNS Electric proposed the following three additional DSM
10 programs:
11 1. Residential HVAC Retrofit Program
12 2. Education and Outreach Program
13 3. Commercial Facilities Efficiency Program
14
15 The Education and Outreach Program is a new DSM program for UNS Electric which
16 includes five components, three of which have evolved from and are similar to the 1)
17 Residential Energy Survey, the 2) Commercial Energy Survey, and the 3) Academic
18 Education existing DSM programs.
19

201 Q. Did you notice any other changes between the DSM plans filed in this case and the
21 more recently filed Portfolio Plan?

22| A. Yes. The DLC program filed in the Portfolio Plan no longer includes a component to
23 directly cycle air conditioners. It proposes only the Programmable Thermostat Control
24 component of the DLC program which would cycle air conditioners through the

25 thermostat.
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UNS Electric also removed $20,000 annually for Emergency Bill Assistance from its
estimate of costs for the LIW program. Staff does not consider Emergency Bill Assistance
as DSM and, therefore, agrees that Emergency Bill Assistance should not be included with
the LIW program if that program is categorized as a DSM program. Staff has indicated
that the Emergency Bill Assistance should be included in UNS Electric’s Warm Spirits
program and that the $20,000 for that component be funded through base rates (see Direct
Testimony of Staff witness Julie McNeely-Kirwin, p. 11, line 20 through p. 12, line 21).
Staff recommends that the Emergency Bill Assistance component of the LIW program not
be included as part of that program if LIW is re-categorized as DSM, and that Emergency
Bill Assistance not be funded with DSM funds.

Q. Are UNS Electric’s Time of Use (“TOU”) pricing plans included in the Portfolio
Plan?

A. No. They are not. The TOU pricing plans were included by UNS Electric as DSM in this
rate case filing, but they are not included as DSM in the Company Portfolio Plan filing.
TOU education, however, was included as a component of the Education and Outreach
Program in the Company’s Portfolio Plan. Staff recommends that UNS Electric’s TOU
pricing plans not be considered as DSM, and that these activities not be funded with DSM
funds. TOU education will be evaluated by Staff outside this rate case as a component of
the Education and Outreach DSM Program when UNS Electric’s Portfolio Plan filing is

addressed.
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Q. Mr. Anderson, would you summarize your understanding of what DSM programs
UNS Electric is currently proposing to undertake, subject to Commission approval?

A. Yes. My understanding is that UNS Electric’s current DSM plans are to engage in those
programs included in its Portfolio Plan filed with the Commission on June 13, 2007 in

Docket No. E-04204A-07-0365.

Q. Would you summarize the DSM programs included in that Portfolio Plan?
A. Yes. The following DSM programs are included:
1. Education and Outreach Program
a) Residential Education
b) Academic Education
c) Commercial Education
d) Time of Use Education
2. Direct Load Control Program
a) Programmable thermostat control
3. Low Income Weatherization Program
4. Residential New Construction Program
5. Residential HVAC Retrofit Program
6. Shade Tree Program

7. Commercial Facilities Efficiency Program

Q. How much does UNS Electric estimate it will spend on these DSM activities in the
next five years?
A. According to UNS Electric’s estimated budget information filed in its Portfolio Plan, the

following DSM expenditures are anticipated over the period 2008 through 2012. These
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planned expenditures are estimates only and are contingent upon Commission approval of

UNS Electric’s DSM programs for which it has made application.

2008 2009 2010 2011 2012

Education and Outreach $170,000 | $130,000 | $133,900| $137917| $142,055
Direct Load Control $1,968,000 | $1,288,389 | $1,370,300 | $1,453,372 | $1,537,637
Low Income Weatherization * $105,000 | $108,150 | $111,395| $114,736| $118,178
Residential New Construction $420,000 | $432,600 | $445,578 | $458,945 | $472,714
HVAC Retrofit $300,000 | $309,000 | $318,000 | $327,818| $337,653
Shade Tree Program $65,000 $66,050 $67,132 $68,246 $69,393
Com. Facilities Efficiency $400,000 | $412,000 | $424,360 | $437,091 | $450,204

TOTAL | $3,428,000 | $2,746,189 | $2,870,665 | $2,998,125 | $3,127,834

*  LIW cost estimates do not include $20,000 each year for Emergency Bill Assistance

DSM Cost Recovery Considerations

Q. Do the DSM Programs proposed by UNS Electric in its Portfolio Plan comprise the

DSM activities for which you are recommending a cost recovery mechanism in this

rate case?

A. Generally, yes. While the Portfolio Plan programs are our most current understanding of

what UNS Electric is proposing, it is not known at this time which of these DSM

programs the Commission will approve or disapprove or when this will occur. In the final

analysis, programs could be disapproved, new programs could be added, and proposed

programs could be modified either in scope or in concept. Staff’s objective is to propose a
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funding mechanism that would be responsive to those DSM programs and activities that

the Commission may ultimately approve for UNS Electric outside of this docket.

Q. How is UNS Electric proposing to recover the costs of its DSM programs following
disposition of this rate case?

A. UNS Electric is proposing to exclude DSM costs from base rates and to implement a
single line-item per kWh charge on all customers’ bills to collect the amount estimated to
be spent on DSM during a given year. The per kWh charge is proposed to be calculated
simply by dividing annual estimated DSM costs for the next year by the annual estimated
kWh sales for that same year. The Company is proposing to adjust the subsequent year’s

DSM charge to account for any mismatch in a given year’s spending and cost recovery.

In responses to Staff Data Requests 13.14 and 13.15, UNS Electric has outlined a
modified methodology to calculate the DSM Adjustor rate during the initial period to
recognize that this period will be characterized as a “ramp-up” period during which DSM
activities will be ramping up to become fully operational. The Company is proposing to
include 100 percent of the LIW costs and 25 percent of the costs for the other DSM
programs in the calculation of this initial adjustor rate. UNS Electric believes the LIW
program can immediately use the additional new funding without significant ramp-up time
as the proposed program is little changed. The Company proposes to calculate the initial
DSM charge by dividing these costs, reflecting ramp-up DSM activities, by the kWh

recorded in the test year.

Q. Is the DSM cost recovery mechanism UNS Electric is proposing a “DSM Adjustor?”
A. Yes, it is. Although UNS Electric has not used that terminology, the mechanism the

Company proposes is a DSM adjustor mechanism.
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Q. Is it fair to conclude that Staff is in general agreement with UNS Electric regarding
the need to establish a DSM adjustor cost recovery mechanism for the Company in
this proceeding?

A. Yes. Staff recommends that UNS Electric discontinue recovery of its DSM costs from
base rates, and that it be allowed to recover its prudently incurred costs in connection with
Commission-approved DSM activities through a separate DSM adjustment mechanism,

and that such a mechanism should be established in this proceeding.

Q. What alternatives for recovery of Commission-approved DSM costs did Staff
consider?

A. Alternative methods considered by Staff for recovering the cost of DSM program
activities at UNS Electric include the following: (1) recovery through base rates with no
deferral accounting; (2) recovery through a deferral account; (3) recovery by amortization

or capitalization of costs over time; and (4) recovery through a combination method.

Q. Should UNS Electric recover its Commission-approved DSM costs through base
rates with no deferral accounting?

A. No. This method, while providing timely recovery, lacks the flexibility to adjust as new
programs are added or current programs are expanded between rate cases. This method is
what is currently in place for UNS Electric DSM cost recovery, but is not appropriate as
we are looking toward rapid, yet uncertain, expansion of DSM activities at UNS Electric.
One weakness of this methodology is when actual incurred costs are less than the base rate
amount, it can result in ratepayers paying for DSM costs that have not yet been expended

by the utility without any true-up.
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Q. Should UNS Electric recover its Commission-approved DSM costs through a
deferral account?

A. No. Although this method has been used at UNS Electric (Citizens) in the past, it is not
considered an appropriate methodology at the present time. UNS Electric is planning to
significantly expand its DSM activities and to increase the dollars expended on those
activities commensurately. Staff believes those expenditures should be recovered in a
more timely manner than this method allows. A deferral account typically does not allow

recovery until the next rate case.

Q. Should UNS Electric recover its Commission-approved DSM costs through recovery
by amortization or capitalization of costs over time?

A. No. This method treats DSM expenditures much the same as an investment in new plant
or equipment where the investment is recovered in rates over time. It has the advantage of
lessening the impact of DSM costs by spreading the costs over a period of time which may
more closely mirror the time period over which the DSM benefits are realized. In the case
of UNS Electric, however, such a methodology is not appropriate at this time when
programs are still small or just beginning. It could become appropriate later when DSM
programs may be significantly expanded; and costs for the programs could become more

burdensome to ratepayers.

Q. Should UNS Electric recover its Commission-approved DSM costs through a
combination method?

A. No. The Commission has used a combination DSM funding method for another utility in
the past; however, Staff does not believe such a method is appropriate for UNS Electric at
this time because of the uncertain levels and timelines for proposed DSM activities. A

combination method could, for example, allocate a fixed amount of Commission-approved
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costs to be recovered annually in base rates, and any approved costs over that amount
could be recovered through a DSM adjustor mechanism. This method can exhibit some of
the same characteristics of the base rate method and can also be confusing and less than

transparent to customers.

Proposed DSM Cost Recovery

Q.

What costs should UNS be able to recover through Staff’s recommended DSM
adjustor mechanism?

UNS Electric should be allowed to recover all prudently incurred DSM program and
related costs incurred by the Company in connection with Commission-approved DSM
programs and activities. Commission approval of budgets for DSM programs and
activities will be established initially when the Commission acts on UNS Electric’s
Portfolio Plan filing. Changes to approved budget levels could be subsequently approved
by the Commission in response to Company application(s) for DSM program changes or

through independent action of the Commission.

Allowable costs for Commission-approved programs could include, for example; costs for
rebates or other incentives including rebate processing, customer training and technical
assistance, customer education, program planning and administration, program
implementation, program marketing and communications, measurement and evaluation
activities, and properly allocated portions of baseline study expenses if and when such a
study is approved by the Commission. Actual incurred costs should be itemized in the

Company’s DSM semi-annual reports, and would be reviewed by Staff.
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Q. How should DSM costs be charged to UNS Electric customers?

A. Staff recommends that Commission-approved DSM costs should be assessed to all UNS
Electric customers as a clearly labeled single line item per kWh charge on customer bills.
The per kWh charge would be a result of the DSM adjustor mechanism calculation and
would be re-calculated annually. Staff believes the individual DSM line-item charge

would provide maximum transparency to UNS Electric customers.

Q. How should DSM-related expenses be recorded in the DSM Adjustor account?

A. Staff recommends DSM related expenses should be recorded in the DSM Adjustor
account by DSM program and other major categories of DSM expenses with each major
category further disaggregated by type of expense. Within each DSM program or major
category sub-account, the further disaggregation by type of expense would separately
record rebates and incentives, marketing, direct program implementation, administrative

costs, etc.

Q. How should the per kWh DSM adjustor rate be reset each year?

A. Staff recommends that UNS Electric’s DSM adjustor rate be reset annually on June 1 of
each year beginning June 1, 2009; and that the per kWh rate be based upon currently
projected DSM costs for that year, adjusted by the previous year’s over- or under-
collection, divided by projected retail sales (kWh) for that same year. Staff further
recommends UNS Electric submit to the Commission in Docket Control its DSM
expenses, prudently incurred during the previous calendar year in connection with
Commission-approved DSM programs and activities, and its actual DSM cost recovery
collected in the previous year, annually by April 1 of each year. The disaggregated costs
placed in each DSM Adjustor sub-account for the previous year should be summed to a

total DSM cost and compared with documented DSM cost recovery that same year to
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determine the over- or under-collection adjustment needed to modify projected DSM costs
for the current year adjustor rate calculation. Staff further recommends that UNS Electric
submit, with its previous year DSM costs and DSM recovery, a proposed calculation of
the new DSM adjustor rate for the current year. Staff also recommends that UNS
Electric’s proposed new DSM adjustor rate shall become effective on June 1 if no action is
taken by the Commission to modify or reject it. If Staff has concerns with the DSM
expenses submitted, the DSM revenues collected, or the proposed DSM adjustor rate
calculation, Staff will work with the Company to resolve such discrepancies prior to the
June 1 effective date. If necessary, Staff would present a proposal to the Commission for

a decision.

Q. Why are you recommending that an adjustor rate from this calculation procedure
not become effective until June 1, 2009?

A. Under a scenario where Commission approval is granted for the proposed Portfolio Plan
DSM activities in 2007, 2008 would be the first full year of spending under the new
portfolio of DSM programs at UNS Electric. Under such a scenario, it is likely that most
programs would still be ramping-up during 2008 and early 2009, but the new programs
should be in effect during that period. The DSM adjustor rate to become effective June 1,
2009, would be the first adjustor rate based upon actual operation (during calendar year

2008) of the DSM programs proposed in the Portfolio Plan.

Q. If the DSM adjustor rate calculated using the proposed procedure does not become
effective until June 1, 2009, what DSM Adjustor rate should be used immediately
upon the conclusion of this rate case and until June 1, 2009?

A. Staff recommends that from the effective date of an Order in this rate case until June 1,

2009, the initial DSM adjustor rate should be based upon 25 percent of currently estimated
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Portfolio Plan first year (2008) program costs for all programs except the LIW program
for which 100 percent of the estimated 2008 program costs should be included. These
costs sﬁould be divided by adjusted Test Year kWh retail sales as reported on Schedule H-
2, page 1, line 9 (1,606,376,397 kWh). The following table summarizes the estimated
DSM costs to be included in the calculation; recognizing that these numbers could change

based upon Commission approval, disapproval, or revisions to the contemplated

programs:

2008 Estimate Percentage Included Costs

Education and Outreach $170,000 25% $42,500
Direct Load Control $1,968,000 25% $492,000
Low Income Weatherization $105,000 100% $105,000
Residential New Construction $420,000 25% $105,000
HVAC Retrofit $300,000 25% $75,000
Shade Tree Program $65,000 25% $16,250
Commercial Facilities Efficiency $400,000 25% $100,000

$3,428,000 $935,750

Under this calculation, what would be the level of the initial DSM adjustor rate?
The initial DSM adjustor rate would be $935,750 divided by 1,606,376,397 kWh or
$0.000583 per kWh. For a residential customer using 866 kWh per month (2006 average

usage), this would result in a charge on each monthly bill of $0.50 or about $6.00 per year.
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Q. Is this calculation in agreement with what was proposed by UNS Electric in response
to STF 13.14?

A. Yes, the calculation is in agreement with UNS Electric’s response to STF 13.14.

COST RECOVERY FOR RENEWABLES PROGRAMS

Changes in Renewables Requirements

Q. Why are you introducing the issue of cost recovery for renewables programs in your
testimony?
A. Staff is concerned that changes and mandates regarding renewable energy initiatives may

require UNS Electric to expand or alter its renewables programs and associated spending
in the near future. Staff is interested in ensuring that a funding mechanism flexible

enough to adapt to changes which may occur in the future is in place at UNS Electric.

Q. What types of changes are occurring in renewables energy standards and
requirements in Arizona?

A. UNS Electric was required to meet the Environmental Portfolio Standard (“EPS”)
embodied in A.A.C. R14-2-1618 and approved by the Commission in 2001. The EPS
required load-serving entities to derive a portion of the retail energy they sell from solar
resources or environmental friendly renewable electricity technologies. The portfolio
percentage increases annually. It was 1.00 percent in 2005 and became 1.05 percent in
2006 with at least 60 percent from solar resources. The requirement is 1.1 percent for

2007.
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Q. Are the EPS rules still in effect?

A. Yes, but the Commission adopted the Renewable Energy Standard and Tariff (“REST”)
rules on November 14, 2006, in Decision No. 69127. The REST rules are intended to
replace the current EPS rules.

Q. What is the status of the REST rules?

A. The Commission submitted its adopted rules to the Office of the Arizona Attorney
General for certification. It received that certification on June 15, 2007. The REST rules
are expected to become effective 60 days after being received by the Secretary of State to
whom they were sent after certification, or on August 14, 2007

Q. Does UNS Electric rely upon renewables programs to meet a portion of its load
requirements?

A. Yes. UNS Electric has been engaged in various renewables programs in an attempt to

meet its obligations under the EPS. After the REST rules become effective, Staff expects

UNS Electric to comply with them.

Current Renewables Cost Recovery

Q.
A.

How does UNS Electric currently recover its renewables costs?

UNS Electric currently recovers its renewable costs in an EPS surcharge. The
Environmentally Friendly Portfolio Surcharge (“EFPS”) tariff outlines EPS surcharge
amounts assessed monthly to every metered and non-metered retail electric service. The
surcharge in the EFPS tariff is currently set at $0.000875 per kWh with monthly caps per
service of $0.35 for residential customers, $13.00 for non-residential customers, and

$39.00 for non-residential customers with demands of 3,000 kW or more.
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How many dollars have been collected by UNS Electric for renewables?
During the test year, $538,502 was collected through the EFPS surcharge. Additional
funding in the amount of $5,296 was collected during the test year through the Green

Watts program which is a voluntary supplemental source of funds for renewables.

Proposed Renewables Cost Recovery

Q.

Should renewables programs at UNS Electric continue to be funded through the
EFPS tariff?

Yes. However, Decision No. 63360 had approved the EFPS on an interim basis, on
February 8, 2001, pending true-up in a rate review proceeding in which fair value findings
are determined by the Commission. Since the current proceeding would constitute such a
rate review proceeding, Staff recommends that the EFPS tariff become permanent. In
order to provide more flexibility, however, Staff recommends that the EFPS surcharge
tariff become an adjustor mechamism. The initial amount of this adjustor rate would be
the same as contained in the current EFPS tariff, including caps. An adjustment

mechanism would allow for future funding changes.

The REST rules require each utility to file a tariff within 60 days of the effective date of
the REST rules. The REST rules provide for a utility that has an adjustor mechanism to
file a request to reset its adjustor rates in lieu of the tariff. Such approved adjustor rates

would replace the EFPS surcharge rates in this adjustor mechanism.

How would the adjustor mechanism work?
The Company would be able to file an Application for Commission approval to change

the renewables adjustor rate and caps. Each Application would be reviewed by Staff, and
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Staff recommendations would be made to the Commission. The Commission would

approve, disapprove, or modify the Company’s application.

Q. If approved, how would the renewables charge under the adjustor mechanism be
assessed to customers?

A. The renewables surcharge amount is currently billed as a separate line item on UNS
customers’ bills. Under the adjustor mechanism, Staff recommends the amount of the
renewables charge continue to be billed as a separate line item on UNS customer’s bills.
The renewables charge line item would be separate and distinct from the DSM charge line

item which would also appear on customers’ bills.

SUMMARY OF STAFF RECOMMENDATIONS
Q. Please summarize your recommendations.
A. Staff recommendations are as follows:

1.  Staff recommends that the LIW program be moved into UNS Electric’s DSM
portfolio plan as a DSM program and that it be funded as a DSM program.

2.  Staff recommends that the Emergency Bill Assistance component of the LIW
program not be included as part of that program if LIW is re-categorized as DSM,
and that Emergency Bill Assistance not be funded with DSM funds.

3.  Staff recommends that UNS Electric’s TOU pricing plans not be considered as
DSM, and that these activities not be funded with DSM funds.

4.  Staff recommends that UNS Electric discontinue recovery of its DSM costs from
base rates, and that it be allowed to recover its prudently incurred costs in connection
with Commission-approved DSM activities through a separate DSM adjustment

mechanism, and that such a mechanism should be established in this proceeding.
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10.

11.

Staff recommends that Commission-approved DSM costs should be assessed to all
UNS Electric customers as a clearly labeled single line item per kWh charge on
customer bills.

Staff recommends DSM related expenses should be recorded in the DSM Adjustor
account by DSM program and other major categories of DSM expenses with each
major category further disaggregated by type of expense.

Staff recommends that UNS Electric’s DSM adjustor rate be reset annually on June
1 of each year beginning June 1, 2009; and that the per kWh rate be based upon
currently projected DSM costs for that year, adjusted by the previous year’s over- or
under-collection, divided by projected retail sales (kWh) for that same year.

Staff recommends UNS Electric submit to the Commission in Docket Control its
DSM expenses, prudently incurred during the previous calendar year in connection
with Commission-approved DSM programs and activities, and its actual DSM cost
recovery collected in the previous year, annually by April 1 of each year.

Staff recommends that UNS Electric submit, with its previous year DSM costs and
DSM recovery, a proposed calculation of the new DSM adjustor rate for the current
year, annually by April 1 of each year.

Staff recommends that UNS Electric’s proposed new DSM adjustor rate shall
become effective on June 1 of each year beginning June 1, 2009, if no action is taken
by the Commission to modify or reject it.

Staff recommends that from the effective date of an Order in this rate case until June
1, 2009, the initial DSM adjustor rate should be based upon 25 percent of currently
estimated Portfolio Plan first year (2008) program costs for all programs except the
LIW program for which 100 percent of the estimated 2008 program costs should be
included. These costs should be divided by adjusted Test Year kWh retail sales as

reported on Schedule H-2, page 1, line 9.
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12.  Staff recommends that the EFPS tariff become permanent.
13. Staff recommends that the EFPS surcharge tariff become an adjustor mechanism.
14. Staff recommends the amount of the renewables charge continue to be billed as a

separate line item on UNS customer’s bills.

Q. Does this conclude your direct testimony?

A. Yes, it does.
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EXECUTIVE SUMMARY
UNS ELECTRIC, INC.
DOCKET NO. E-04204A-06-0783

Class Cost of Service Study (“CCOSS”) -- The allocation of purchased power is the single
largest factor driving the results. To properly allocate this cost, one needs to either entirely
exclude all purchased power costs from the cost of service study or thoroughly analyze
individual cost components that make up purchased power so as to understand if they are
demand related or customer related. Yet, the Company has provided no proof that its
allocation method is consistent with the costs incurred. Until this is done, I recommend that
the results of the CCOSS not be used for revenue allocation purposes and that any revenue
increase be allocated on an equal percentage basis.

Time of Use (“TOU”) Rates — Mandatory TOU rates for customers should not be
implemented given that most usage for most customers is so small that it would not justify
the added expense.

TOU Time Periods — In general the time periods selected by the Company are reasonable
and coincide with those in the marketplace and other neighboring utilities.

TOU TIME PERIOD RATE DIFFERENTIALS - While I recognize that these
differentials may change with adjustments to the PPFAC mechanism, they were reasonably
developed and give the proper price signals to customers to switch usage to the off-peak
period.

INCLINING BLOCK RATE STRUCTURE - While I agree with this recommendation in
principle to give customers some price signal that the more they use the more it costs to
serve, the introduction of the inclining block rates at this time was impractical given the
small recommended rate increase and increases in the customer charge.

MERGER OF MOHAVE AND SANTA CRUZ RATES - Given that the current absolute
dollar differential in the customer’s bill is small, that costs for the Company as a whole are
increasing and the small overall rate increase being recommended, I recommend that a
complete elimination of the differential not be made at this time. Rather, the customer
charge for both counties should be increased and the remaining revenue requirement be
recovered from increasing the energy charge of the Mohave County customers.

RESETTING THE PPFAC TO ZERO - Per the problems outlined by Staff Witness Smith
and noted in the CCOSS section of my testimony, it is premature to make this change at this
time. The rates have been designed, however, to separately show the power supply costs that
are currently included in base rates.

CUSTOMER CHARGES - Balancing rate impacts and the cost to serve as indicated by the
CCOSS, the customer charge for the Residential Service Class should be increased from
$6.50 per month to $7.50 per month, an increase of $1.00 per month, or 15.4 percent. For the
Small General Service Class, I recommend that the customer charge increase from $10 per
month to $12 per month, an increase of $2.00 per month or 18.3 percent. For the Large
General Service Class and the Interruptible Service Class, I recommend that the customer
charge be set at $15.50 per month for both the TOU and non-TOU rates. Each of these



charges is somewhat below the indicated cost to serve and also limits the rate impacts to
customers. For the Large Power Service Class, the CCOSS indicates that the customer
component is $2,140 per month but the Company is proposing to keep the customer charge
for service at less than 69 kV at $365 per month and for service above 69 kV decreasing the
charge from $800 per month to $400 per month. While neither of these proposals comports
with the CCOSS, I recommend that they be approved to avoid unnecessary bill increases.

MISCELLANEOUS SERVICE FEES - Staff supports adopting the Miscellaneous Service
Fees proposed by UNS Electric. While the Company’s cost data for Reconnection or
Connection of Service after Normal Business Hours and After Hours of Service
Establishment/Re-establishment (includes weekends and holidays) shows $126.66 as
opposed to the $75 proposed by the Company, the Company’s proposal to raise these fees
from the current level of $60 to the proposed level of $75 reflects a gradual approach to
implementing rate changes, which is supported by Staff. The other Miscellaneous Service
Fees proposed by the Company are supported by the cost data and should be adopted.

DEMAND CHARGES FOR LARGE GENERAL AND LARGE POWER SERVICE -
The CCOSS does not break down cost of service data for the LPS >69 kV or <69 kV nor rate
differential between TOU and Non-TOU for LGS. In discovery, I asked the Company to
provide the cost basis for its proposal and any associated workpapers or cost studies used to
support it. None were given. Given the lack of justification on the Company’s part, I
recommend no realignment of the demand charge differentials at this time.

INCREASING THRESHOLD FOR LARGE GENERAL SERVICE - The Company’s
proposal for increasing the threshold for large general service to 7,500 kWh is reasonable and
should be adopted. A small general service customer that uses 10,000 kWh per month
currently pays approximately $940 per month while under the Large General Service Class it
would pay approximately $1,200 per month or 28% higher. Given that there is no change in
the physical service being provided to the customer, there is no justification for the increased
costs to the large general service rate customer under the current threshold. The Company’s
proposal should be adopted.

CARES DISCOUNT - Staff Witness Julie McNeely-Kirwan has recommended that the
Company’s proposal to revise the structure of the CARES discount be rejected and the
current CARES discount structure be retained. I have reflected these recommendations in the
CARES rate design.

BLACK MOUNTAIN GENERATING STATION - The Company’s proposal to increase
the average base delivery charge to customers by approximately 0.6 cents per kWh and to
make a corresponding decrease of 0.6 cents per kWh to the base power supply rate on June 1,
2008 or the date of commercial operation of Black Mountain Generating Station (“BMGS”)
described on page 3 of UNS Electric witness Larson’s testimony appears to be rate
gimmickry and should not be adopted.
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INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My name is Frank W. Radigan. I am a principal in the Hudson River Energy Group, a
consulting firm providing services regarding the electric utility industry and specializing
in the fields of rates, planning and utility economics. My office address is 120
Washington Avenue, Albany, New York 12210.

Q. Please describe your educational background and professional experience.

A I received a Bachelor of Science degree in Chemical Engineering from Clarkson College

of Technology in Potsdam, New York (now Clarkson University) in 1981. I received a
Certificate in Regulatory Economics from the State University of New York at Albany in
1990. From 1981 through February 1997, I served on the Staff of the New York State
Department of Public Service (“DPS”) in the Rates and System Planning sections of the
Power Division. My responsibilities included resource planning and the analysis of rates,
depreciation rates and tariffs of electric, gas, water and steam utilities in the State and
encompassed rate design and performing embedded and marginal cost of service studies

as well as depreciation studies.

Before leaving the DPS, I was responsible for directing all engineering staff during major
rate proceedings including those relating to integrated resource planning and
environmental impact studies. In February 1997, I left the DPS and joined a firm called
Louis Berger & Associates as a Senior Energy Consultant. In December 1998, I formed
my own Company. In my 25 years of experience, I have testified as an expert witness in
utility rate proceedings on more than 50 occasions before various utility regulatory bodies,
including this Commission, the Nevada Public Utility Commission, the New York State

Department of Taxation and Finance, the Connecticut Department of Utility Control, the
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Rhode Island Public Utilities Commission, the Michigan Public Service Commission and

the Federal Energy Regulatory Commission.

Q. Have you prepared an attachment summarizing your educational background and
regulatory experience?

A. Yes. Attachment FWR-1 provides details concerning my experience and qualifications.

Q. On whose behalf are you appearing?
A. I am appearing on behalf of the Arizona Corporation Commission (“ACC” or

“Commission”) Utilities Division Staff (“Staff”).

Q. Have you prepared any exhibits to be filed with your testimony?

A. Yes. Attachment FWR-2 shows the recommended rate design and Attachment FWR-3
shows Staff’s bill impact analysis, showing the impact of Staff’s recommended rates over
a variety of representative usage levels for customers in each customer class. Attachment

FWR-4 shows Staff's proof of revenue.

Q. What is the scope of your testimony in this case?

A. I will address the class cost of service study, revenue allocation and the proposed rate
design.

Q. Have you reviewed the rate design proposals submitted by the Company in this case?

A. Yes. Ireviewed Company witness, Mr. D. Bentley Erdwurm’s testimony. Mr. Erdwurm

is sponsoring a number of rate design changes. I also reviewed the testimony of Company
witness Kevin P. Larson concerning rate changes related to the Black Mountain

Generating Station (“BMGS”).




HLN

o 0 3 N W

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

Direct Testimony of Frank Radigan
Docket No. E-04204A-06-0783
Page 3

CLASS COST OF SERVICE STUDY

Q. What is the purpose of a Class Cost of Service Study (“CCOSS”)?

A. The purpose of a CCOSS or embedded cost of service study (“ECOS™) is to assign the
historic costs incurred by the utility to each of the service classifications of the utility in
order to determine the relative profitability of each of the service classifications to the
overall average. By doing this, it allows the analyst to re-allocate revenue responsibility
amongst classes so that each of the service classifications are providing their fair share of
costs and one service classification is not subsidizing other service classifications. Any

re-allocation of revenue responsibility must be tempered by customer impact concerns.

Q. Have you reviewed the CCOSS model and inputs presented by the Company in this
proceeding?

A. Yes, the model accurately assigns costs by the assumed allocation factors and summarizes
them by function. Schedule G-6, page 3 of 4, shows the results of the classification and
allocation for each of the service classifications and the utility as a whole using the
claimed rate of return by service classification. Use of the claimed rate of return for each
service classification assumes that rates are re-set so that each service classification is
providing exactly the same profitability to the utility without regard to customer bill
impacts. This is a useful tool to design cost based rates by cost causality (i.e. customer

charge, demand charge, etc.).

Q. Please Summarize the Results of the Company’s Study.

A. As shown on Schedule G-6, page 3 of 4, the Company’s overall revenue requirement of
$166,993,986 is comprised of $37,567,388 of demand-related costs, $16,394,769 of
customer-related costs and $113,031,829 of energy-related costs. The energy-related costs

which make up 68% of UNS’s total costs to serve come from just two accounts: Account




wm Rk WN

N B T =)

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

Direct Testimony of Frank Radigan
Docket No. E-04204A-06-0783
Page 4

555 — Purchased Power and Account 565 — Transmission of Electricity by Others. While
these two accounts are classified by the Company as energy-related, they were allocated

based on the average and peaks method.

Q. Please describe the Average and Peaks Method.

A. The Average and Peaks Method is made up of two components: an average demand
component (with a percentage weight of the system load factor) and a peak demand
component (with a percentage weight of one minus the system load factor). While there
are many theories and methods to allocate production-related plant, the average and peaks
method tries to recognize that the system must have both adequate capacity to satisfy
demand at the time of the peak and that utilities try to satisfy the energy supply over the
course of the year with the most economical supply available. Thus, it is argued that the
average and peaks method recognizes that classes of customers should receive some
allocation of costs reflecting contribution to peak and an average demand component to
recognize that different types of capacity - baseload, intermediate and peaking capacity —
are installed depending on energy use and the duration of load. Since baseload capacity
generally has a relatively high capital cost, but a relatively low running (incremental
O&M and fuel) cost, the average total cost per kWh, which is the sum of capital cost and
running cost, from baseload capacity falls as the utilization of the baseload capacity

increases.

Q. Given that UNS has so little of its own generation what is the Company’s reason for
continuing to use the Average and Peaks Method?

A. As explained in the direct testimony of Company witness Erdwurm, UNS believes that the
Average and Peaks Methodology is appropriate because power suppliers typically will

demand a higher average price to serve a load with high peaks and a low load factor. The
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Average and Peaks approach appropriately allocates more cost to customer groups with
relatively high coincident peak demand and relatively low system load factor, as opposed
to an energy only allocation approach. He explains that an energy-only allocation would
lower the assigned cost to a low load factor class, and would result in a perverse price
signal that a class’ load factor - and therefore a system’s load factor - has no bearing on

the price demanded by a purchased power supplier.

Q. Do you agree?

A. The theory that Mr. Erdwurm proffers is not correct under today’s deregulated wholesale
market place. As noted by Company Witness DeConcini, the Company is currently a full
requirements customer of Pinnacle West Capital Corporation that runs through May 31,
2008. That contract does in fact provide for all energy and ancillary services to serve the
Company’s load at a fixed price per MWh. (DeConcini, pages 2 and 3). Thus, an
argument could be made that since the Company incurs purchased power costs on a
volumetric basis they should be allocated that way as well. At the same time it must be
recognized that the contract is set to expire next year so some look should be given to
future procurement. The Company states that it has developed a detailed Procurement
Plan to ensure that it has the necessary resources and contracts to reliably serve its load
after the expiration of that contract. The Company states that the plan provides for a mix
of market power purchases, resource acquisitions and contracts to provide the necessary
capacity, energy and reserves to meet its load requirements. (DeConcini, pages 3 and 4).
In Exhibit MJD-2, the Company illustrates how its supply portfolio will change over time
as its existing contract expires. As shown on that exhibit, the supply portfolio changes
from year to year with current resources heavily base load now and relying more on

peaking resources out in the future.
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1{ Q. Please explain how the use of the Average and Peaks Method Impacts the Revenue
2 Allocation and rate design in this case.
30 A I will use the Residential Service Classification to illustrate how the allocation of the
4 purchased power costs can impact the cost responsibility as indicated by the Cost of
5 Service Study. Under the Company’ proposed Average and Peaks Method, the
6 Residential Service Classification is allocated approximately $58 million of the $106
7 million in costs for Account 555 Purchased Power. The Large Power Service Class
8 receives a $9.8 million allocation. The result of this allocation method shows that the
9 Residential Class is deficient -- a -3.7 percent rate of return compared to the overall
10 average of 6.2 percent -- and the Large Power Service is providing a return well above the
11 average -- a 34.4 percent return compared to the Qverall average of 6.2 percent.
12
13 If an energy allocation was used, however, the Residential Service Classification would
14 receive an allocation of $53 million and the Large Power Service would receive an
15 allocation of $13.1 million. The change in the allocation is large enough to drive the
16 indicated rate of return for the Residential Service Classification from a negative to a
17 positive and for the Large Power Service from a large positive to a small negative.
18 Account 555 is not the only account that is allocated on the Average and Peaks Method.
19 As noted previously, Account 565 is as well but also all production related plant and
20 transmission related plant.
21
22 I am not advocating that all of the purchased power costs be allocated on an energy basis.
23 I am pointing out that this one assumption on how to allocate the largest costs of the utility
24 drives the results of the whole cost of service study. To properly take the results of this
25 into account, therefore, one needs to either entirely exclude all generation costs from the
26 cost of service study or thoroughly analyze individual cost components that make up




Direct Testimony of Frank Radigan
Docket No. E-04204A-06-0783

Page 7
1 purchased power so as to understand if they are demand-related or customer-related.
2 Given that the Average and Peaks assumption drives so many of the other allocation
3 factors, the first option cannot be easily done. The second option is essentially what Staff
4 Witness Smith is advocating that a new mechanism for the PPFAC be studied and
5 implemented for the Company. Until such time that the new mechz;nism is in place, I
6 recommend that the results of the CCOSS not be used for revenue allocation purposes and
7 that any revenue increase is allocated on an equal percentage basis.
8
91 Q. Does this recommendation have any impacts on rate design?

104 A. Yes, as shown on Schedule H-2, page 2 of 2, the Company is proposing to allocate the

11 base power supply amongst service classifications per the results of its cost of service
12 study. Together with Company Witness Erdwurm’s recommendation that all purchased
13 power costs be recovered in base rates (Erdwurm, page 21), the assumptions in the cost of
14 service study have a direct impact on the rate design per service classification. Given my
15 recommendation that the results of the cost of service study not be used to reallocate
16 revenues amongst classes, I am also recommending that the results of the cost of service
17 study not influence the design of rates. This is in agreement with Staff Witness Smith’s
18 recommendation that the roll-in of the PPFAC not be done without further study. How
19 this recommendation impacts the results of the individual rates for each service
20 classification will be discussed in the rate design section of my testimony.

21

22| RATE DESIGN

23 Q. How is the Rate Design Section of your testimony organized?
241 A. Given the number of proposed rate design changes and the fact that some of them impact
25 several service classifications, I will first comment on the proposed changes and then

26 follow with a discussion of the Staff’s recommended rates bill impacts for each service
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classification. The base power supply costs for each rate class were unbundled from the
delivery service charge except for the Lighting Class. It is impractical to unbundle power
supply from an un-metered service classification. The rates and bill impacts are shown on
Attachments FWR-2 and FWR-3 respectively. The Staff Proof of Revenue is shown on
Attachment FWR-4.

A. Time of Use Rates

Q. Please address the issue of time of use rates (“TOU Rates”).

A. The Company is proposing to include TOU rates to provide a stronger price signal to
customers to shift load out of the critical peak period. Reducing peak means that less
power will be needed when it is most costly. Consequently, less power will have to be
purchased from the spot market during peak times. This will result in savings for the
Company and its customers. TOU customers who “shave” the peak and “fill in” the off-

peak valleys reduce the average price that they pay for electricity. (Erdwurm, page 17).

The Company’s proposal is to require TOU rates for all new residential, small general
service, and large general service (4000 kW) customers and all new and existing Large

Power Service customers.

Q. Do you agree with the Company’s proposal?

A. No. While it is true that TOU rates can provide price signals to customers to shift load,
not all customers can or will want to do that. In order to make economic sense, a
customer should only shift power to off-peak periods when the price differential is large
enough to pay for the cost of the new meter. In general, customers with large energy use
have the best opportunity to move enough power to off-peak periods to save money and

also pay for the new meter. For example, for a meter with a cost of $200 and a carrying
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charge of 15 percent, the incremental annual cost of a new meter is approximately $30 per
year. Using the Summer On-Peak/Off-Peak differentials proposed by the Company
(Exhibit DBE-1) for the residential service classification, a customer would have to move
over 2,200 kWh of energy during the summer months from on-peak to off-peak. This
equates to a shift of almost 400 kWh per month. However, the billing data provided by
the Company shows that 30 percent of all bills are for less than 400 kWh in total. In fact,
almost 92 percent of all bills are for usage of less than 2,000 kWh per month (Schedule H-
5, page 1 of 7). Since most bills are for relatively small amounts of energy, it is very
doubtful that the customers could move enough energy from the on-peak period to the off-
peak period to justify the meter expense. That said, these are the types of customers who
would most likely benefit from a TOU rate design. While only 8 percent of bills are for
usage above 2,000, this small amount of bills accounts for over 25 percent of all sales to
the Residential Service Classification. These customers are the ones most likely to be able
to shift a large amount of usage and a vigorous customer education program should be

initiated to get these customers to volunteer to move to TOU rates.

The Small General Service Classification is similar to the Residential Customers. Using
the $200 meter example from above, based on the Company’s proposed on-peak/off-peak
price differential, a customer would have to shift over 2,100 kWh during the summer
period to pay for the meter. This equates to a shift in monthly energy use of just over 350
kWh per month. For this service classification, almost 39 percent of all bills are under
400 kWh per month and 84 percent of all bills are for usage under 2,000 kWh per month
(Schedule H-5, page 3 of 7). The 16 percent of the bills that are above 2,000 kWh per
month account for 49 percent of all usage from the service classification. Again, if this
small amount of customers could be tapped, there might be a great potential for shifting

usage.
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B. Time of Use Periods

Q. Please comment on the Company’s proposed determination of TOU periods.

A. The Company is proposing that the Summer Period (May-October) peak be from 2 p.m. to
6 p.m. with a shoulder period on either side of the peak period (Noon to 2 p.m. and 6 p.m.
to 8 p.m.), resulting in a total of four hours in the shoulder. Consequently, sixteen hours
of each summer day are not peak under UNS’s proposal. For the Winter Period
(November-April), the Company is proposing a morming peak (6 a.m. to 10 am.) and an
evening peak (5 p.m. to 9 p.m.), for a total of eight hours per day of winter on-peak.
There is no shoulder in the winter. Consequently, sixteen hours of each winter day are also
not peak. The Company states that large numbers of off-peak hours offer convenient
opportunities for customers to shift usage out of peak and shoulder periods (Erdwurm,

page 19).

The Company’s proposal is reasonable. The proposed summer peak/shoulder period is
sometimes referred to as the super-peak and consists of the hours when energy costs are at
their highest. Having a shoulder period within that time frame is an additional benefit
because it still encourages customers to move usage away from the Company’s peak
demand which generally occurs around 4 p.m. As such, even if customers can’t move
usage to the off-peak period they still might be able to shift usage to the shoulder period

which would be a benefit for transmission and capacity planning.

Q. Have you reviewed the TOU time periods of other Arizona utilities?

A. Yes. I examined the TOU rate periods for Arizona Public Service (“APS”) and the Salt
River Project (“SRP”). APS has two residential TOU options. Schedule ECT-1R has a
peak period of 9 am. - 9 p.m. Schedule ECT-2 has a peak of 12 noon to 7 p.m. SRP has a
peak period of 1 p.m. to 8 p.m. UNS is proposing a shoulder and peak period - Shoulder
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is 12 noon to 2 p.m. and 6 p.m. to 8§ p.m. and a peak of 2 p.m. to 6 p.m. Thus, the total
shoulder and peak period proposed where ratepayers are given a higher price signals is

from 12 noon to § p.m.

While the total time periods are similar to those being used by other Arizona utilities, the
UNS proposal is superior because it introduces a shoulder period that gives customers
even more flexibility to move load from the peak period (usually 4 p.m. or 5 p.m. for
UNS) to the off-peak period or a shoulder period which both saves them money in the
short run and broadens the peak for long-term capacity purchases. To illustrate the
difficulty that customers might have in shifting load out of the longer on-peak period,
below is the usage for a typical UNS customer during July. The vertical bars indicate the
beginning and end of the peak period for SRP. As can be seen most of the usage occurs in
that seven-hour period, with the peak occurring at 6 p.m. This is intuitive since that’s
when most people get home. It may be difficult, or troublesome, for most people to shift
usage out of the peak period in order to take advantage of lower cost power. For example,
since many people with small children find it difficult to change dinner time and some
don’t want to hear the dishwasher running during prime time, they refrain from taking
advantage of lower prices and shifting usage. The introduction of a shoulder period,
however, gives more flexibility and can still garner great benefits. For example, as shown
on the graph, the typical UNS residential customer uses 2.8 kW between 5 p.m. and 6 p.m.
But between 12 p.m. and 1 p.m., the typical usage is 2.4 kW or 14 percent less than the
peak period. There is still a large amount of difference and if all of the roughly 77,000
residential customers shifted just half the difference (e.g. through pre-cooling the house
before they came home), it would result in a peak usage reduction of almost 15 MW or 3.7
percent of UNS’ peak load. Similarly, if these same customers could shift this usage to

the 7 p.m. to 8 p.m. time frame when the typical usage is 2.5 kW, the same shifting of half




10
11
12
13

Direct Testimony of Frank Radigan
Docket No. E-04204A-06-0783
Page 12

the difference (e.g. running the dishwasher at the time) the shifted usage would result in a
shift from peak usage of 12 MW or 2.8 percent of peak. While I don’t expect that every
residential customer will volunteer for TOU rates and UNS will see these results, the
examples do indicate that the addition of shoulder periods do provide the opportunity to

realize real benefits from them being there.

Resklential Customer - Typical Weekday - July

1 2 3 45 6 7 8 9 101112 1314 1516 17 18 19 20 21 22 23 24
Hours

C. Time of Use Rate Differentials
Please comment on the Company’s proposed time differentiated rate differentials.

A. While I recognize that these differentials may change with adjustments to the Company’s
PPFAC mechanism, they were reasonably developed and give the proper price signals to

customers to switch usage to the off-peak period.
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D. Inclining Block Rate Structure

Q. Please discuss the Company’s proposal for an inclining block rate structure for the
residential and small general service customers.

A. The Company is proposing the introduction of an inverted (or inclining) block structure
aimed at encouraging conservation. Residential and small general service customers
would now be able to purchase their first 400 kWh per month at a one-cent per kWh
discount relative to the second block of consumption (over 400 kWh per month). The
Company states that this rate structure would reward customers who are able to conserve

for their efforts to conserve electricity. (Erdwurm, page 19).

I agree with this recommendation in principle to give customers some price signal to
reflect that the more they use, the more it costs to serve. However, the introduction of the
inclining block rates at this time was impractical given the relatively small recommended
rate increase and the increases in the customer charge. For instance, for the Small General
Service class almost all of the recommended rate increase was recovered through the |
increase in the customer charge. To implement an inclining block rate structure, in
addition to the increases in customer charges, would have resulted in a wide variety of rate
impacts, with some customers receiving decreases and some customers receiving
increases, that could lead to unnecessary customer confusion. Thus, while implementing
inclining block rates in the current case does not appear to be desirable for the practical
considerations described above, I would recommend that an inclining block rate design be

re-evaluated in the context of the Company’s next rate case.
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E. Elimination of Separate Rates for Mohave and Santa Cruz
Q. Please discuss the Company’s proposal to eliminate separate rates for Mohave and

Santa Cruz Counties.

A. As noted in the testimony of Company Witness Erdwurm, rates that differ across a service
area are sometimes the result of a prior merger of utility systems. Separate rate structures
initially may help avoid “rate shock” associated with an immediate movement to system-
wide rates. Mr. Erdwurm suggests that these separate rates should be transitional, not

permanent. (Erdwurm, page 20).

While Mr. Erdwurm is correct that the rates should be transitional since the Company is
now operating and supplying service as a single entity, “rate shock™ should never be
ignored but tempered against the goal of uniform rates. In this case, there exists a
differential in the energy charge of approximately 0.44 cents per kWh in the energy rates
for the Residential and Small General Service Classifications with Mohave County being
the less expensive. For a customer using 400 kWh per month in Santa Cruz County, the
bill is $45.52 and for a customer in Mohave County the month bill is $43.76. For a
customer using 1,000 kWh per month, the monthly bill for a customer in Santa Cruz
County is $104.05 per month and $99.65 per month in Mohave County. Given that the
current absolute dollar differential in the customer’s bill is small, that costs for the
Company as a whole are increasing and the relatively small overall rate increase being
recommended, it is my position that a complete elimination of the differential not be made
at this time. Rather, after increasing the customer charge applicable to customers in both
counties as described above in order to give the price signal to customers that costs are
increasing, my proposed rate design then left energy rates for Santa Cruz customers at
their current levels and recovered the remaining rate increase from the energy charge of

the Mohave County customers. This recommendation avoids decreasing the per-kWh
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charge to Santa Cruz customers and also accomplishes the objective of decreasing the
current Santa Cruz-Mohave rate differential significantly for the Residential Service Class
to $0.003 per kWh and for the Small General Service Class to $0.043 per kWh. These
remaining Santa Cruz-Mohave rate differentials could then presumably be eliminated

altogether in the Company’s next rate case.

Resetting the PPFAC to Zero

Please comment on the Company’s proposal to reset the PPFAC to zero, increase
base rates for power supply, and separate the rates for the delivery and power supply
components.

Per the problems outlined by Staff Witness Smith and noted in the CCOSS section of my
testimony, 1t is premature to make this change at this time. The current PPFAC structure
reflects costs under the Company’s current power supply contract. As such, no change is
necessary until a new power supply arrangement is known. Since the current power
supply contract will not expire until May 31, 2008 that time is not now. In addition Staff
Witness Smith’s recommendation that the roll-in of the PPFAC not be done without
further study of how the PPFAC mechanism should work heightens my concern that the
Company’s proposal is premature. The rates have been re-designed to separately show the

power supply costs that are currently in base rates.

Customer Charges

Please comment on the company’s proposed customer charge increases.

Per Company witness Erdwurm, the Company is asking to set customer charges at cost-
based levels indicated in the CCOSS. The Company states this will help avoid the
subsidization of low use customers by high use customers. While the Company

understands that conservation of energy is an important policy goal, this must also be
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balanced with the ratemaking principle that those who cause costs should pay a reasonable
share of those costs. The Company states that it seeks to strike this balance through its
inverted block rate design and its proposed customer charges. The Company states that its
proposed changes to the customer charges result in increases of no more than $2.00 per

month. (Erdwurm, page 22).

While the CCOSS presented by the Company does justify the increase in the customer
charge proposed for most service classifications, it should also be noted that a large
portion of the costs allocated to the customer component is for line transformers. The
1992 NARUC Electric Utility Cost Allocation Manual recognizes that there are various
ways to allocate the distribution costs between a demand component and a customer
component and it believes that the most accurate method is the use of the minimum
intercept method. Under this method, a regression calculation is performed to determine
the amount of equipment necessary to just supply service to a customer that uses no
power. The zero intercept gives the percent breakdown of costs that should be classified
as customer costs. This method would not assign all line transformer costs to the
customer component and would tend to reduce the amounts calculated by the Company.
That said, the minimum intercept method also applies to other equipment such as poles
and services. Under the Company’s method, poles are not a customer component and if
included would tend to increase the costs calculated by the Company. These effects might
offset each other, but it is not known. I recommend that the Company be directed to use
both methods in its next cost of service study so as to determine the difference. In the
meantime, I recommend using the customer component calculations as presented by the

Company.
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In designing rates, one must always recognize that setting cost based rates must be
tempered against large increase to individual customers. When a utility gets a modest rate
increase of say 3 percent and a customer sees a rate increase of 10-15 percent in the
customer’s own bill, it causes confusion and sometimes resentment at both the utility and
the regulatory body. In my experience, when one limits increase or decrease to individual
service classification and segments of those customers, customer acceptance of changes

increases.

H. Demand Charges for Large General Service and Large Power Service

Q. Please discuss the Company’s proposed demand charges for Large General Service
and Large Power Service.

A. As testified to by Company Witness Erdwurm, the current demand charge for Large
Power Service (“LPS”) for service at less than 69 kV is $24.75 / kW-mo. For LPS at
service greater than or equal to 69 kV, the demand charge is $16.10 / kW-mo. For Large
General Service the current demand charge is $9.50 / kW-mo. According to Mr.
Erdwurm, the differentials between these charges are currently overstated, based on costs

(Erdwurm, page 23).

The CCOSS does not breakdown cost of service data for the LPS >69 kV or <69 kV. In
discovery, 1 asked the Company to provide the cost basis for its proposal and any
associated workpapers or cost studies used to support it. None were given. In addition,
the Company’s proposal on demand charges appears to be influenced on its proposal to
roll all PPFAC costs into base rates. For example, the current energy charges for LPS less
than 69 kV total $0.0418 per kWh as compared to the proposed new power supply
component proposed of $.0527 per kWh. Since the overall energy charge is increasing by

almost 25% it only makes sense that the demand charge would decrease. In fact, the
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Company proposed that the demand charge for LPS less than 69 kV be decreased from
$24.75 per kW/month to $21.53 per kW/month. Given the lack of justification on the
Company’s part, I recommend no realignment of the demand charge differentials at this

time.

I. CARES Discount

Q. Please discuss the Company’s proposal for the CARES discount.

A This program allows qualified low income customers to receive discounts. Specifically,
the current program provides declining percentage discounts for participating customers,
with a flat $8.00 discount for usage over certain thresholds (1,000 kWh for CARES
customers and 2,000 kWh for Medical CARES customers). The Direct testimony of Staff
Witness Julie McNeely-Kirwan recommends that the Company’s proposal to change the
structure of the CARES discount be rejected and the current discount structure be retained.
Retaining the current discount method results in an immediate loss of revenue to the
Company on the Staff recommended revenue requirement. The lost revenue is less than
$11,000 and is recovered through the rates of all other customer classes. Recovery of

CARES lost revenue is reflected in Staff's Proof of Revenue.

J. Threshold for Large General Service

Q. Please comment on the Company’s proposal to increase the threshold that causes
Small General Service customers to be moved to Large General Service.

A. As explained by Company Witness Erdwurm, Small General Service customers are
automatically switched to Large General Service if their usage exceeds 5,000 kWh per
month for two consecutive months. When this is done, these customers often end up
paying substantially more under the LGS rate, even though the costs to serve them do not

rise significantly. Changing the threshold to 7,500 kWh per month will help avoid these
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automatic switches. Mr. Erdwurm states that customers have expressed concern to the
Company about the current threshold, and the Company agrees and recommends the

threshold increase (Erdwurm, page 23).

The Company’s proposal is reasonable. A small general service customer that uses 10,000
kWh per month currently pays approximately $940 per month while under the Large
General Service Class it would pay approximately $1,200 per month or 28% higher.
Given that there is no change in the physical service being provided to the customer, there

is no justification for the increased costs. The Company’s proposal should be adopted.

Synchronization of Billing Determinants

Did you encounter any issues with the actual design of the rates?

Only one that involved the synchronization of billing determinants between the revenue
requirement determination and the rate design. The company made two adjustments to the
test year revenues that affected billing determinants; one for customer count and one for
weather normalization. These adjustments impact not only the revenue requirement but
also the billing determinants to design rates. I reviewed the Company’s calculations and
they appear reasonable. However, when I priced out the present rates at the billing
determinants provided by the Company, they did not exactly match the target revenue
requirement. Some classes were too high, and some classes were too low. On a
Company-wide basis, the present rates would provide revenues of $157.8 million
compared to the target level of $156.7 million. While this is a small difference, 3/4 of one
percent, and can be caused by a number of reasons given all the assumptions that go into
the calculation, it is important to design rates that will actually produce the intended
revenue increase. Otherwise the Company will over-collect or under-collect its revenue

requirement. A simple mechanism to ensure that this does not happen is to restate the test
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year billing determinants so that they agree with the test year revenue target. I did this and
then proceeded to design rates to correspond with the Staff recommended revenue

requirement.

L. Recommended Rate Design and Related Customer Bill Impacts
Please discuss your recommended rate design and the related customer bill impacts.

A. In the case of the Residential Service Class, I recommend increasing the customer charge
from $6.50 per month to $7.50 per month, an increase of $1.00 per month, or a 15.4
percent increase. The CCOSS indicated a monthly customer cost of $12.63 but I wanted
to limit the increase to mitigate rate impacts. The energy rate for Santa Cruz County was
left unchanged and the portion of the revenue requirement not recovered through the
increase in the customer charge was recovered in the energy rate for Mohave County. The
bill impacts resulting from this design are shown on page 1 of Attachment FWR-3. For a
customer in Mohave County, the minimum bill will increase by $1.00 per month, 15.4
percent, and 2.5 percent for a customer using 1,000 kWh per month. Page 1 of
Attachment FWR-3 also shows the bill impacts for customers in Santa Cruz County. The
minimum bill will increase by $1.00 per month, 15.4 percent, and 1.0 percent for a

customer using 1,000 kWh per month.

Q. Does your recommended rate design reduce the rate differentials between Mohave
and Santa Cruz?

A. Yes. The recommended rate design reduces, but does not eliminate, the current rate
differentials between Mohave and Santa Cruz. The difference in total electric bills for
customers in Mohave and Santa Cruz Counties having the same monthly usage are
decreasing significantly under this rate design. As an example, a residential customer in

Santa Cruz County using 1,000 kWh per month would have a monthly bill of $105.05 at
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proposed rates. A residential customer in Mohave County using 1,000 kWh per month
would have a monthly bill of $102.19. The differential in bills under proposed rates is
$2.86. This compares to the current rate differential of $4.40 per month (Santa Cruz of
$104.05 less Mohave of $99.65).

Q. Please explain Staff’s proposed rate design for Residential CARES customers.

A. The rate design for the CARES discount remains unchanged; customers continue to
receive declining percentage discounts off their bills, with a flat $8.00 discount for usage
over certain thresholds. On page 2 of Attachment FWR-3, the bill impacts show that for a
customer in Mohave County the minimum bill will increase by $0.70 per month, or 15.4
percent; and $2.01, or 2.8 percent, for a CARES customer using 800 kWh per month.
Also, on page 2 of Attachment FWR-3 are the bill impacts for CARES customers in Santa
Cruz County. As shown, the minimum bill will increase by $0.70 per month, or 15.4

percent, and $0.90, 1.2 percent, for a CARES customer using 800 kWh per month.

Q. Please explain your proposed rate design for Small General Service customers.

A. For the Small General Service Class, I recommend increasing the customer charge from
$10.00 per month to $12.00 per month, an increase of $2.00 per month, or a 20 percent
increase. The CCOSS indicated a monthly customer cost of $17.74, but I wanted to limit
the customer charge increase to mitigate rate impacts. The energy rate for Santa Cruz
County was left unchanged and the portion of the revenue requirement not recovered
through the increase in the customer charge was recovered in the energy rate for Mohave
County. The bill impacts resulting from this design are shown on page 3 of Attachment
FWR-3 and show that for a customer in Mohave County the minimum bill will increase by
$2.00 per month, 20 percent, and $3.02, 2.9 percent, for an average customer using 1,000

kWh per month. Also shown on page 3 of Attachment FWR-3 are the bill impacts for
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customers in Santa Cruz County. As shown, the minimum bill will increase by $2.00 per
month, 20 percent, and $2.00, 1.4 percent, for an average customer using 1,000 kWh per

month.

The difference in total bills for customers in Mohave and Santa Cruz Counties decreases
under this rate design. For the customer using 1,000 kWh per month, the differential in
bills under current rates is $43.80 per month — Santa Cruz being higher. The
recommended rate design reduces the bill differential to just under $42.77 per month. I
believe a gradual approach to reducing the billing differentials, and avoiding rate
decreases is preferable to the Company’s proposal. Under the proposed rate design,
customers in each county still receive an increase which signals to them that the cost of
providing electric service is increasing. For customers in Mohave County, the rates
overall are increasing by 2.9 percent and for customers in Santa Cruz County the rates

overall are increasing by 1.5 percent.

Q. Please explain your proposed rate design for Large General Service customers.

A. For the Large General Service Class, I recommend that the customer charge be set at
$15.50 per month for both the non-TOU and TOU rates. For a non-TOU customer, the
customer charge increases by $5.40 per month from its current level of $10.10 per month.
For a TOU customer, the customer charge increases by $0.50 per month from its current
level of $15.00 per month. Each of these charges is somewhat below the indicated cost to
serve of $74.61 per month. I elected not to raise the customer charge to the level indicated
by the CCOSS but rather collect the revenue requirement in the demand charge. This rate
design continues to give the utility steady cash flow but also encourages customers to
conserve energy. The energy charge is eliminated with the base power supply cost being

unbundled.
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The bill impacts shown on Page 4 of Attachment FWR-3 are acceptable with the smallest
users, 5,000 kWh per month, in the non-TOU rate class receiving a 3.5 percent rate
increase and the largest users, 500,000 kWh per month, receiving a 2.5 percent increase.
For the TOU rate class, the smallest users, 5,000 kWh per month, receive a 2.5 percent

rate increase and the largest users, 500,000 kWh per month, receive a 2.5 percent increase.

Q. Please explain your proposed rate design for Large Power Service customers.

A. As noted previously, for Large Power Service the CCOSS indicates that the customer
component is $2,140 per month (Schedule G-6, page 3 of 4, line 19, column 5). Although
the Company’s CCOSS shows a customer charge of $2,140 per month for this rate class,
the Company is proposing to keep the customer charge for service at less than 69 kW at
$365 per month and decreasing the charge from $800 per month to $400 per month for
service above 69 kV. To avoid undue bill impacts, I recommend that the Company’s
proposal be allowed at this time but the customer charge levels should be reviewed for
adequacy in the next rate case The Company provided no justification for changing the
differential by voltage level in the demand charge for this class; I retained it. In order to
unbundle power supply the existing energy charge of $0.236 per kWh was reduced to
zero. The revenue requirement not recovered through the increase in the custo.mer charge

is recovered in the demand charge.

This rate design decreases the demand charge for customers taking service at less than 69
kV from $24.75 per kW to $10.51, a 58 percent decrease. For a customer taking service at
69 kV and above, the demand charge decreases from $16.10 per kW to $1.86 per kW, an
89 percent decrease. Since the power supply is being stated separately, the cumulative

energy charges increase. For all customers in the class the total energy charge (energy




N

O 00 NN N W

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

Direct Testimony of Frank Radigan
Docket No. E-04204A-06-0783
Page 24

rates, base power supply and PPFAC) increases from $0.04185 per kWh to $0.07019 per

kWh, a 68 percent increase.

On balance, however, the bill impacts shown on page 5 of Attachment FWR-3 are
acceptable with the smallest users, 300,000 kWh per month, in the <69 kV rate class
receiving a 0.5 percent rate increase and the largest users, 2,500,000 kWh per month,
receiving a 0.5 percent increase. For customers taking service at >69 kV and above, the
smallest users, 300,000 kWh per month, in the non-TOU rate class receiving a 3.1 percent
rate increase and the largest users, 500,000 kWh per month, receiving a 3.2 percent
increase. The customers taking service at >69 kV and above get a slightly higher rate

increase as they have a higher load factor (more energy intensive).

Q. Please explain your proposed rate design for Interruptible customers.

A. I recommend that the customer charge be set at $15.50 per month up from its current level
of $10.10 per month. The current customer charge is the same as the non-TOU Large
General Service Class. The recommended customer charge is also the same as being
recommended for the Large General Service class. The recommended customer charge is
well below the indicated cost to serve of $46.00 per month. I elected not to raise the
customer charge to the level indicated by the CCOSS but rather collect the revenue
requirement in the demand charge. This rate design continues to give the utility steady
cash flow but also encourages customers to conserve energy. The energy charge is
eliminated and replaced with the base power supply charge. The resultant demand charge

increases from its current level of $2.50 per kW to $3.40 per kW.
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The bill impacts shown on page 6 of Attachment FWR-3 are acceptable with the small
users, 10,000 kWh per month, receiving a 2.7 percent rate increase and the large users,

150,000 kWh per month, receiving a 2.1 percent increase.

Please explain your proposed rate design for the Lighting Service Class.

No cost information was provided that would indicate that the current cost structure needs
to be changed. The Company included a new customer charge of $1.84 per month but
gave no justification for it, so I recommend it be rejected. To meet revenue requirement
all rates were increased by the class average increase of 2.4 percent. As noted previously
the rates for this class cannot have a separate base power supply charge as their usage is
un-metered. A comparison of present and proposed rates is shown on page 7 of

Attachment FWR-3.

MISCELLANEOUS SERVICE FEES

Q.

Please discuss the Miscellaneous Service Fees proposed by UNS Electric and your
recommendations for such fees.

Staff supports adopting the Miscellaneous Service Fees proposed by UNS Electric. The
Miscellaneous Service Fees proposed by UNS Electric, as summarized in the following
table, appear to be reasonable. The proposed fees are supported by the Company’s cost
data with the exception of the Reconnection or Connection of Service after Normal
Business Hours and After Hours of Service Establishment/Re-establishment (includes
weekends and holidays). The Company’s cost data, which was provided in response to
RUCO 1.10, for Reconnection or Connection of Service after Normal Business Hours and
After Hours of Service Establishment/Re-establishment (includes weekends and holidays)
shows a cost of $126.66 as opposed to the $75 rate proposed by the Company. However,

cost of service information is not the only basis for establishing rates. The Company’s
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proposal to raise these fees from the current level of $60 to the proposed level of $75
reflects a gradual approach to implementing rate changes, which is supported by Staff.
The proposed $75 after-hours charge reflects a 25 percent increase over the current charge
of $60. Additionally, the proposed after-hours charge of $75 is 150 percent higher than
the charge for comparable service performed during regular business hours. The other
Miscellaneous Service Fees proposed by the Company are supported by the cost data and

should also be adopted as proposed by UNS Electric and Staff:

Test Company Staff
Year Test Year Proposed Increased Proposed Increased
STATEMENT OF ADDITIONAL CHARGES Fees Revenues Units Fees Revenue Fees Revenue Difference
A (8) ) ©) (E) F) G) (H)
A. Establishment/Re-establishment of Service $20.00 $497,236 24,862 $30.00 $248,617 $30.00 $ 248617 $ -
Reconnection or Connection of Service During
B. Normal Business Hours per Section | $20.00 $43,800 2,190 $30.00 $21,900 $30.00 $ 21,900 §$ -
Reconnection or Connection of Service After
C. Normal Business Hours per Section | $60.00 $25,568 426 $75.00 $6,392 $§7500 $ 6392 §
After Hours of Service Establishment/Re-
D. eslablishment (includes weekends and $60.00 $32,820 547 $75.00 $8,205 $75.00 $§ 8205 $
holidays)
E. Meter Reread per Section th $15.00 $930 62 $20.00 $310 $20.00 $ 310 $ -
TOTAL ADJUSTMENT TO SERVICE REVENUES $285,424 $285,424 $0

Source: RUCO 1.10, Income - Service Fees
C&D: Although the Company’s cost of service evaluation shows a cost of $126.66 for after hours reconnection and service establishment,
the Company and Staff proposed increases to these rate elements reflect a gradual approach to increasing the rates.

BLACK MOUNTAIN GENERATING STATION

Q.

Please discuss the Company’s proposed rate change relating to Black Mountain
Generating Station.

The Company proposes to implement a reclassification of rates effective June 1, 2008, or
at a later date based on commercial operation, associated with a post test year adjustment
to rate base for the BMGS. This proposal is presented in the Direct Testimony of Kevin P.
Larson. As a practical matter, this change will have no initial impact on what the
customer pays; an average increase in the delivery charge of 0.6 cents/kWh is offset by a

decrease in the power supply charge of 0.6 cents/kWh. No change in rate design would be
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necessary since the Company is proposing simply to move a portion of the base power

supply charge to the base delivery charge on a volumetric basis (per kWh).

Q. Does this conclude your direct testimony?

A. Yes, it does.
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EDUCATION

B.S., Chemical Engineering -- Clarkson University, Potsdam, New York (1981)

Certificate in Regulatory Economics -- State University of New York at Albany (1990)

SUMMARY OF PROFESSIONAL EXPERIENCE ‘

1998—-Present Principal, Hudson River Energy Group, Albany, NY -- Provide research,
technical evaluation, due diligence, reporting, and expert witness testimony on electric,
steam, gas and water utilities. Provide expertise in electric supply planning, economics,
regulation, wholesale supply and industry restructuring issues. Perform analysis of rate
adequacy, rate unbundling, cost-of-service studies, rate design, rate structure and multi-
year rate agreements. Perform depreciation studies, conservation studies and proposes
feasible conservation programs.

1997-1998 Manager Energy Planning, Louis Berger & Associates, Albany, NY — Advised
clients on rate setting, rate design, rate unbundling and performance based ratemaking.
Served a wide variety of clients in dealing with complexities of deregulation and
restructuring, including OATT pricing, resource adequacy, asset valuation in divestiture
auctions, transmission planning policies and power supply.

1981-1997 Senior Valuation Engineer, New York State Public Service Commission,
Albany, NY — Starting as a Junior Engineer and working progressively through the
ranks, served on the Staff of the New York State Department of Public Service in the
Rates and System Planning Sections of the Power Division and in the Rates Section of
the Gas and Water Division. Responsibilities included the analysis of rates, rate design
and tariffs of electric, gas, water and steam utilities in the State and performing embedded
and marginal cost of service studies. Before leaving the Commission, was responsible
for directing all engineering staff during major rate proceedings.

FIELDS OF SPECIALIZATION




Electric power restructuring, wholesale and retail wheeling rates, analysis of load pockets and
market power, divestiture, generation planning, power supply agreements and expert witness
testimony, retail access, cost of service studies, rate unbundling, rate design and depreciation
studies. Wholesale power system modeling with GE-MAPS.

PROJECT HIGHLIGHTS

Wholesale Commodity Markets

Transmission Expansion Planning — Various Utilities -- Member of Transmission Expansion
Advisory Committee in the New England Power Pool — the Committee is charged with the study
of transmission expansion needs in the deregulated New England electric market. Ongoing

Locational Based Pricing — Reading Municipal Light Department -- Using GE multi-area
production simulation model (MAPS), analyzed New England wholesale power market to cost
differences between various generators and load centers. 2003

Merchant Plant Analysis — Confidential client — Using GE multi-area production simulation
model (MAPS), analyzed New York City wholesale power market to determine economics of
restructuring PURPA era contract to market priced contract. 2002

Market Price Forecasting — E1 Paso Merchant Energy — Analyzed New England power market
using MAPS for purpose of pricing natural gas supply in order to ensure that plant was
dispatched at 70% capacity factor as required under its gas supply contract. 2002

Market Price Analysis — Novo Windpower — Analyzed hourly market price data in New York
for each load zone in State in order to optimize location of new wind power projects. 2002

Gas Aggregation — Village of Illion — Advised client on costs/benefits of aggregating residential
gas customers for purpose of gas purchasing. 2002

Gas Procurement — Albany County, New York — Assisted client in analysis of economics of
existing gas purchase contract; negotiated termination of contract; designing request for proposal
for new natural gas supply. 2000

HQ Prudence Review — Selected by Vermont Public Service Board to perform prudence review
power supply contract between Hydro Quebec and Central Vermont Public Service Corporation.
1998

Wholesale Power Supply — Prepared comprehensive RFP to optimize power supply for Solvay
municipal utility by complementing existing low cost power supplies in order to entice new
industrial load to locate within Village. 1997




Analysis of Load Pockets and Market Power — Performed analysis of load pockets and market
power in New York State; determined physical and financial measures that could mitigate
market power. 1996

Study of IPP Contracts and Impacts in New York Performed study to determine rate impacts
of power purchase contracts entered into by investor owned utilities and independent power
producers (IPPs); separately measured rate impacts resulting from statewide excess-capacity;
determined level of non-optimal reserves for each utility. 1995

Power Purchase Contract Policies and Procedures — Directed NYSPSC Staff teams in
formulation of short- and long-run avoided cost estimates (LRACs) using production simulation
model (PROMOD); forecasted load and capacity requirements; developed utility buy-back rates;
presented expert witness testimony on buy-back rate estimates and calculation methodologies,
thereby implementing curtailment of IPPs as allowed under PURPA. 1990-1994

Integrated Resource Planning - Led NYSPSC Staff team’s examination of each utility’s IRP
process and examination of impacts of processes and regulatory policies influencing the decision
making process. 1994

Intrastate Wheeling Commission Transmission Analysis and Assessment — Chairman of
NYSPSC Proceeding to examine plans for meeting future electricity needs in New York State.
Addressed measures for estimating and allocating costs of wheeling, including embedded cost,
short-run marginal cost and long run incremental cost methods. 1990

Rate Setting

Economic Development Rate — Massena Electric Department — For municipal electric utility,
developed tariffs for economic development rates for new or expanded load.

Rate Case Cost of Service Study — Village of Hamilton, NY - For small municipal electric
utility, prepared full cost of service study before the New York Public Service Commission.
2004

Rate Study — Pascoag Utility District — Reviewed the application of the Power Authority of the
State of New York to increase rates to its wholesale power customers. 2003

Rate Study - Kennebunk Power and Light Department — Performed rate study of new multi-year
wholesale power contract against existing rates to determine impact on overall revenue recovery
and cash flows of utility. 2003

Rate Case Cost of Service Study — Village of Arcade, NY — For small municipal electric utility,
assisted in the preparation full cost of service study before the New York Public Service
Commission. 2003




Rate Case Cost of Service Study — Village of Philadelphia, NY — For small municipal electric
utility, assisted in the preparation full cost of service study before the New York Public Service
Commission. 2003

Rate Case Cost of Service Study — Village of Hamilton, NY — For small municipal electric
utility, prepared full cost of service study before the New York Public Service Commission.
2004

Rate Case Cost of Service Study — Fillmore Gas Company — For small natural gas local
distribution company, performing cost of service study for internal budget controls and formal
rate case before the New York Public Service Commission. 2003

Rate Case Cost of Service Study — Rowlands Hollow Water Works — For small water company,
performing cost of service study for internal budget controls and formal rate case before the New
York Public Service Commission. 2003

Standby Rates — Independent Power Producers of New York — Analyzed reasonableness of
proposed standby rates of Niagara Mohawk Power Corporation; proposed alternate rate designs;
participated in settlement negotiations for new rates. 2002

Economic Development Rates — Pascoag Utility District — Designed new cost based economic
development rates charged to large industrial customer contemplating locating within the
municipality. 2002

Municipalization Study — Kennebunk Power and Light Department — Performed economic
analysis of municipal utility serving remaining portions of Village not already served; performed
valuation of the plant currently owned by Central Maine Power. 2001

Water Rate Study — Pascoag Utility District — Performed cost of service study for water utility;
presented alternate methods of funding revenue requirement. 2001

Pole Attachment Rates — Middleborough Gas and Electric Department — Designed cost based
pole attachment rates charged to CATV customers. 2000

ISO Service Tariff -- On behalf of three municipal utilities, analyzed cost basis and proposed
rate design of ISO Service Tariffs. 2000

Pole Attachment Rates — City of Farmington, New Mexico municipal electric department —
Designed cost based pole attachment rates for CATV customers. 1999

OATT Rates - On behalf of four municipal utilities in New England — Developed cost based
annual revenue requirements for regional network transmission rates; represent utilities before
ISO New England committees on transmission rate setting issues. 1998-2004




Consolidated Edison Restructuring — Member NYPSC Staff team — Negotiated major
restructuring settlement with Consolidated Edison, which decreased utility’s rates by $700
million over five years; implemented retail access program; performed rate unbundling;
divestiture of utility generation and the allowance of the formation of a holding company;
accelerated depreciation of generation; established customer education programs on
restructuring; established service quality and service reliability incentive to ensure that provision
of electric service will diminish as competitive market emerges. The agreement served as the
template for restructuring in New York. 1997

Cost-of-service Review and Rate Unbundling — Performed rate unbundling of retail rates of
Orange & Rockland Utilities, Inc. to facilitate delivery of New York Power Authority energy to
customer located in Orange & Rockland’s service territory. 1992

Vintage Year Salvage and Study - Managed joint study of staff from Rochester Gas and
Electric Corporation and NYSPSC to determine feasibility of using vintage year salvage
accounting for determining future salvage rates. 1985

Environmental Issues

Energy Conservation Study — Pascoag Utility District — Designed energy conservation rebate
program based on cost benefit study of various alternatives. Program funded through State
mandated collection of energy conservation monies from ratepayers. 2002

Clean Air Act Lawsuit — New York State Attorney General — Investigated modifications made
at coal fired generating units of New York utilities to determine whether major modifications
were made with obtaining pre-construction permits as required by the prevention of Significant
Deterioration (PSD) provisions of the Act. 1999-2002.

Environmental Impact Study and Simulation Modeling Analysis — Analyzed potential
environmental impacts of restructuring electric industry in NY using production simulation
model PROMOD. 1996

Renewable Resources — Project Leader in NYSPSC proceeding regarding development and
implementation of utility plans to promote use of renewable resources. 1995

Environmental and Economic Impacts Study — Directed study of pool-wide power plant
dispatch with environmental adders to determine environmental and economic effects of
dispatching electric power plants with monetized environmental adders. 1994

Clean Air Impact Study — Directed study of effects of the Clean Air Act of 1990. Measured
statewide cost savings if catalytic reduction control facilities were elected to comply with 1990
Clean Air Act Amendments; installed components on units in metropolitan NY region. 1994




Environmental Externalities and Socioeconomic Impacts Study — Managed NYSPSC
proceeding to determine whether to incorporate environmental costs into Long-Run Avoided
Costs for the State’s electric utilities. Study purposes: explore the socioeconomic impacts of
electric production as compared with DSM; monetize environmental impacts of electricity.
1993

EXPERT WITNESS TESTIMONY

Case 05-S-1376 — Consolidated Edison — Steam Rates -- On behalf of County of Westchester
testified to the reasonableness of he method of allocating costs between the utility’s steam
system and its electric system. 2006

Docket No. 06-48-000 — Braintree Electric Light Department — On behalf of the municipal utility
presented an cost of service study used to calculate the annual revenue requirement for a
generating station that was deemed to be required for reliability purposes.

Case 05-E-1222 — New York State Electric and Gas Corporation — On behalf of Nucor Steel,
Auburn, Inc. examined the reasonableness of the utility’s proposed average service lives,
forecast net salvage figures, and proposal to switch from whole life to remaining life method.
2006

Docket No. 05-10004 — Sierra Pacific Power Company - On behalf of the Staff of the Nevada
Public Utilities Commission testified on the reasonableness of the utility’s proposed electric
depreciation rates and expense levels. 2006

Docket No. 05-10006 — Sierra Pacific Power Company — On behalf of the Staff of the Nevada
Public Utilities Commission testified on the reasonableness of the utility’s proposed gas
depreciation rates and expense levels. 2006

Docket No. ER06-17-000 — ISO New England, Inc. — On behalf of a group of municipal utilities
in Massachusetts prepared an affidavit on the reasonableness of proposed changes to the
Regional Network Service transmission revenue requirements rate setting formula. 2005

Case 04-E-0572 — Consolidated Edison — Electric Rate — On behalf of the County of Westchester
testified to the reasonableness of the Company’s revenue allocation amongst service classes and
the company’s fully allocated embedded cost of service study. 2004

Docket No. 04-02-14 — Aquarion Water Company — On behalf of the Connecticut Department of
Utility Control examined the reasonableness of the utility’s proposed depreciation rates, weather
normalization proposal and certain operation and maintenance expense forecasts. 2004

Docket No. U-13691 — Detroit Thermal, LLC — On behalf of the Henry Ford Health Systems
testified on the reasonableness of the utility’s proposed default tariffs for steam service. 2004




Docket No. 04-3011 — Southwest Gas Corporation — On behalf of the Staff of the Nevada Public
Utilities Commission testified on the reasonableness of the utility’s proposed depreciation rates
and expense levels. 2004

Docket No. ER03-563-030 -- Devon Power, LLC, et al. — On behalf of the Wellesley Municipal
Light Plant filed a prepared affidavit with FERC with respect the proposal of ISO New England,
Inc. to establish a locational Installed Capability market in New England.

Docket No. 03-10002 — Nevada Power Company — On behalf of the Staff of the Nevada Public
Utilities Commission testified on the reasonableness of the utility’s proposed depreciation rates
and expense levels. 2004

Case 03-E-0765 — Rochester Gas and Electric Corporation - Before the New York Public Service
Commission submitted testimony on rate design, rate unbundling, depreciation, commodity
supply and reasonableness and ratemaking treatment of proceeds from the sale of a nuclear
generating plant. 2003

New York State Department of Taxation and Finance Versus Brooklyn Navy Yard Cogeneration
Partners — Testified on behalf of independent power producer in income tax case regarding tax
payments associated with gas used to produce electricity. Testimony focused on ratemaking
policies and practices in New York State. 2003

Docket No. 2930 — Narragansett Electric — Before the Rhode Island Public Utilities Commission
submitted testimony on the reasonableness of the utility’s proposed shared savings filing and its
implications for the overall reasonableness of the Company’s distribution rates. 2003

Docket No. 03-07-01 — Connecticut Light and Power Company — Before the Connecticut
Department of Public Utility Control testified to the recovery of “federally mandated” wholesale
power costs. 2003

Docket No. ER03-1274-000 — Boston Edison Company — Before the Federal Energy Regulatory
Commission submitted affidavit on the reasonableness of the utility’s proposed depreciation
rates and expense levels. 2003

Case 210293 — Corning Incorporated — Before the New York Public Service Commission
submitted an affidavit on certain actions of New York State Electric & Gas Corporation
regarding the wholesale price of power in New York and the utility’s billing practices as they
relate to flex rate contracts. 2003

Case 332311 — Nucor Steel Auburn, Inc. — Before the New York State Public Service
Commission submitted an affidavit on certain actions of New York State Electric & Gas
Corporation regarding the wholesale price of power in New York and the utility’s billing
practices as they relate to flex rate contracts. 2003




Case 6455/03 — Prepared affidavit for consideration by the Supreme Court of the State of New

York as to the purpose, need and fuel choice for the Jamaica Bay Energy Center (Jamaica Bay)
as it related to good utility planning practice for meeting the energy needs of utility customers.

2003

Case 00-M-0504 — New York State Electric and Gas Corporation — Reviewed reasonableness of
utility’s fully allocated embedded cost of service study and proposed unbundled delivery rates.
2002

Docket No. TX96-4-001 — On behalf of the Suffolk County Electrical Agency proposed
unbundled embedded cost rates for wheeling of wholesale power across distribution facilities.
2002

Case 00-E-1208 — Consolidated Edison: Electric Rate Restructuring — On behalf of Westchester
County, addressed reasonableness of having differentiated delivery services rates for New York
City and Westchester. 2001

Case 01-E-0359 — Petition of New York State Electric & Gas — Multi-Year Electric Price
Protection Plan — Addressed reasonableness of Price Protection Plan (PPP); presented alternative
rate plan that called for 20% decrease in utility’s base rates. 2001

Case 01-E-0011 — Joint Petition of Co-Owners of Nine Mile Nuclear Station — Addressed the
reasonableness of the proposed nuclear asset sale and the ratemaking treatment of the after gain
sale proposed by NYSEG. 2001

Docket No. EL00-62-005 — ISO New England Inc. — Submitted affidavit on reasonableness of
ISO’s proposed $4.75/kW/month Installed Capability Deficiency Charge. June 2001

Docket No. EL00-62-005 — ISO New England Inc. — Submitted affidavit on reasonableness of
proposed Installed $0.17/kW/month Capability Deficiency Charge. January 2001

Docket No. 2861 — Pascoag Fire District: Standard Offer, Charge, Transition Charge and
Transmission Charge — Testified on elements of individual charges, procedures for calculation
and reasons for changes from previous filed rates. 2001

Case 96-E-0891 — New York State Electric & Gas: Retail Access Credit Phase — On behalf of a
large industrial customer, testified on cost of service considerations regarding NYSEG’s earnings
performance under the terms of a multi-year rate plan and the appropriate level of Retail Access
Credit for customers seeking alternate service from alternate suppliers. 2000

Docket No. ER99-978-000 — Boston Edison Company: Open Access Transmission Tariff —
Testified on design, revenue requirement, and reasonableness of proposed formula rates




proposed by Boston Edison Company for calculating charges for local network transmission
service under open access tariff. 1999

Docket Nos. 0A97-237-000, et. al. — New England Power Pool: OATT — Testified on design,
revenue requirement, and reasonableness of proposed formula rate for transmission service;
testified to proposed rates, charges, terms and conditions for ancillary services. 1999

Docket No. 2688 — Pascoag Fire District: Electric Rates — Testified on elements of savings
resulting from renegotiation of contract with wholesale power supplier and presented analysis
that justified need for and amount of base rate increase. 1998

New York State Department of Taxation and Finance Versus Zapco Energy Tactics Corporation
— Testified on behalf of independent power producer in income tax case regarding tax payments
associated with electric interconnection equipment. Testimony focused on policies and
practices faced in doing business in New York State. 1998

Docket No. 2516 — Pascoag Fire District: Utility Restructuring — Testified on manner and means
for utility’s restructuring in compliance with Rhode Island Utility Restructuring Act of 1996.
Testimony presented a methodology for calculating stranded cost charge, unbundled rates, and
new terms and conditions of electric services in deregulated environment. 1997

Case 94-E-0334 — Consolidated Edison: Electric Rates —- Led Staff team in review of utility’s
multi-year rate filing seeking increased rates of $400 million. Directed team in review of
resource planning, power purchase contract administration, and fuel and purchased power
expenses and testified on reasonableness of company’s actions regarding buy-out of contract
with an independent power producer and renegotiation of contract with another independent
power producer. Lead negotiations for multi-year settlement and performance-based ratemaking
package that resulted in a three-year rate freeze. 1994

Case 93-G-0996 — Consolidated Edison: Gas Rates — Testified on reasonableness of utility’s
proposed depreciation rates. 1994

Case 93-S-0997 — Consolidated Edison: Steam Rates — Testified on reasonableness of utility’s
resource planning for steam utility system. 1994

Case 93-S-0997 and 93-G-0996 — Consolidated Edison: Steam Rates — Testified on
reasonableness of multi-year rate plan proposed by the utility. 1994

Case 94-E-0098 — Niagara Mohawk: Electric Rates — Reviewed utility’s management of its
portfolio of power purchase contracts with independent power producers for the reasonableness
of recovery of costs in retail rates. 1994

Case 93-E-0807 — Consolidated Edison: Electric Rates — Testified on rate recovery mechanism
for costs associated with termination of five contracts with independent power producers. 1993




Case 92-E-0814 — Petition for Approval of Curtailment Procedures — Testified on methodology
for estimating amount of power required to be curtailed and staff’s estimate of curtailment. 1992

Case 90-S-0938 — Consolidated Edison: Steam Rates — Testified on reasonableness of utility’s
embedded cost of service study, and proposed revenue re-allocation and rate design. 1991

Case 91-E-0462 — Consolidated Edison: Electric Rates — Implementation of partial pass-through
fuel adjustment incentive clause. 1991

Case 90-E-0647 — Rochester Gas and Electric: Electric Rates — Analysis and estimation of
monthly fuel and purchased power costs for use in utility’s performance based partial pass-
through fuel adjustment clause. 1990

Case 29433 — Central Hudson Gas and Electric: Electric Rates — Analysis of utility’s
construction budgeting process, rate year electric plant in service forecast, lease revenue forecast,
forecast and rate treatment of profits from sales of wholesale power and estimation of fuel and
purchased power expenses for use in the utility’s partial pass-through fuel adjustment clause.
1987

Case 29674 — Rochester Gas and Electric: Electric Rates — Review of utility’s historic and
forecast O&M expenditure levels, forecast and rate treatment of profits from wholesale power,
and estimation of fuel and purchased power expenses, and price out of incremental revenues
from increased retail sales. 1987

Case 29195 — Central Hudson Gas and Electric: Electric Rates — Review of utility’s construction
budgeting process, analysis of rate year electric plant in service, forecast and rate treatment of
profits from sales of wholesale power, and estimation of fuel and purchased power expenses.
1986

Case 29046 — Orange and Rockland Utilities: Electric Rates — Testified on the reasonableness of
the utility’s proposed depreciation rates and expense levels. 1985

Case 28313 — Central Hudson Gas and Electric: Electric Rates — Review of utility’s construction
budgeting process; analysis of rate year electric plant in service forecast; review of rate year
operations and maintenance expense forecast; forecast and rate treatment of profits from sales of
wholesale power; estimation of fuel and purchased power expenses. 1984

Case 28316 — Rochester Gas and Electric: Steam Rates —~ Price out of steam sales including the
review of historic sales growth, usage patterns and forecast number of customers. 1984

PRESENTATIONS
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Multiple Intervenors Annual Conference — What Will Impact Market Prices? 1998, Syracuse,
New York — Speaker on the impact that deregulation would have on market prices for large
industrial customers.

IBC Conference — Successful Strategies for Negotiating Purchased Power Contracts, 1997,
Washington, DC — Speaker on NY power purchase contract policies, ratepayer valuation,
contract approval process and policy on recovery of buyout costs.

Gas Daily Conference — Fueling the Future: Gas’ Role in Private Power Projects, 1992,
Houston, Texas — Panel member addressing changing power supply requirements of electric
utilities.

MEMBERSHIPS/ASSOCIATIONS

Member American Public Power Association, Northeast Public Power Association and New
York State ISO.

11



Residential Service Delivery Charges - Mohave County
Customer Charge

Energy Charge, first 400 kWhs

Energy Charge, all additional kWhs

PPFAC Charge

Residential Service Base Power Supply Charge, all kWhs

Residential Service Delivery Charges - Santa Cruz County
Customer Charge

Energy Charge, first 400 kWhs

Energy Charge, all additional kWWhs

PPFAC Charge

Residential Service Base Power Supply Charge, all kWhs

Residential Time of Use Rates, all kWhs

UNS Electric, Inc.

Attachment FWR-2

(These rates would include all Delivery charges above and replace The Base Power Supply charge)

Summer on-peak
Summer Shoulder
Summer off-peak

Winter on-peak
Winter off-peak

Small General Service Delivery Charges - Mohave County
Customer Charge

Energy Charge, first 400 kWhs

Energy Charge, all additional kWhs

PPFAC Charge

Small General Service Base Power Supply Charge, all kWhs

Small General Service Delivery Charges - Santa Cruz County
Customer Charge

Energy Charge, first 400 kWhs

Energy Charge, all additional kWhs

PPFAC Charge

Small General Service Base Power Supply Charge, ali kWhs

Small General Service Time of Use Rates, all x\Whs

(These rates would include all Delivery charges above and replace The Base Power Supply charge)

Summer on-peak
Summer Shoulder
Summer off-peak

Winter on-peak

Comparison of Present and Staff Proposed Rates Page 1 of 3
Test Year Ended June 30, 2006
Increase
Present Rate Proposed Rate $ %

$6.50 $7.50 $1.00 15.4%
$0.074900 $0.024497 -$0.0504 -67.3%
$0.074900 $0.024497 -$0.0504 -67.3%
$0.018250 $0.018250 $0.0000 0.0%
$0.051940 $0.0519 N/A
$6.50 $7.50 $1.00 15.4%
$0.079300 $0.027360 -$0.0519 -65.5%
$0.079300 $0.027360 -$0.0519 -65.5%
$0.018250 $0.018250 $0.0000 0.0%
$0.051940 $0.0519 N/A

$0.066130

$0.055750

$0.051130

$0.054820

$0.039820
$10.00 $12.00 $2.00 20.0%
$0.074500 $0.023585 -$0.0509 -68.3%
$0.074500 $0.023585 -$0.0509 -68.3%
$0.018250 $0.018250 $0.0000 0.0%
$0.051940 $0.0519 N/A
$10.00 $12.00 $2.00 20.0%
$0.118300 $0.066360 -$0.0519 -43.9%
$0.118300 $0.066360 -$0.0519 -43.9%
$0.018250 $0.018250 $0.0000 0.0%
$0.051940 $0.0519 N/A

$0.066550

$0.055860

$0.051550

$0.055650

$0.040650

Winter off-peak



Large General Service Delivery Charges

Customer Charge

Demand Charge, per kW

Energy Charge (kWhs)

PPFAC Charge

Large General Service Base Power Supply Charge, all kWhs

Large General Service TOU Delivery Charges

Customer Charge

Demand Charge, per kW

Energy Charge (kWhs)

PPFAC Charge

Large General Service (TOU) Base Power Supply Charge, all kWhs

Large General Service Time of Use Rates, all kWhs

UNS Electric, Inc.

Attachment FWR-2

(These rates would include all Delivery charges above and replace The Base Power Supply charge)

Summer on-peak
Summer Shoulder
Summer off-peak

Winter on-peak
Winter off-peak

Large Power Service (<69KV) Delivery Charges

Customer Charge

Demand Charge, per kW

Energy Charge (kWhs)

PPFAC Charge

Large Power Service (<69KV) Base Power Supply Charge, all kWhs

Large Power Service (>69KV) Delivery Charges

Customer Charge

Demand Charge, per kW

Energy Charge (kWhs)

PPFAC Charge

Large Power Service (>69KV) Base Power Supply Charge, all kWhs

Large Power Service Time of Use Rates, all kWhs

(These rates would include all Delivery charges above and replace The Base Power Supply charge)

Summer on-peak
Summer Shoulder
Summer off-peak

Winter on-peak

Comparison of Present and Staff Proposed Rates Page 2 of 3
Test Year Ended June 30, 2006
Increase
Present Rate Proposed Rate $ %

$10.10 $15.50 $5.40 53.5%
$9.50 $10.71 $1.21 12.7%
$0.053300 $0.000000 -$0.05 -100.0%
$0.018250 $0.018250 $0.0000 0.0%
$0.051940 $0.0519 N/A
$15.00 $15.50 $0.50 3.3%
$9.50 $10.71 $1.21 12.7%
$0.053300 $0.000000 -$0.0533 -100.0%
$0.018250 $0.018250 $0.0000 0.0%
$0.051940 $0.0519 N/A

$0.067710

$0.056330

$0.052710

$0.055950

$0.040950
$365.00 $365.00 $0.00 0.0%
$24.75 $10.51 -$14.24 -57.5%
$0.023600 $0.000000 -$0.0236 -100.0%
$0.018250 $0.018250 $0.0000 0.0%
$0.051940 $0.0519 N/A
$800.00 $800.00 $0.00 0.0%
$16.10 $1.86 -$14.24 -88.5%
$0.023600 $0.000000 -$0.0236 -100.0%
$0.018250 $0.018250 $0.0000 0.0%
$0.051940 $0.0519 N/A

$0.068850

$0.056860

$0.053850

$0.056850

$0.041850

Winter off-peak



Interruptible Power Service Delivery Charges
Customer Charge

Demand Charge, per kW

Energy Charge (kWhs)

PPFAC Charge

UNS Electric, Inc.

Attachment FWR-2

Interruptible Power Service Base Power Supply Charge, all kWhs

Interruptible Power Service Time of Use Rates, all kWhs

(These rates would include all Delivery charges above and replace The Base Power Supply charge)

Summer on-peak
Summer Shoulder
Summer off-peak

Winter on-peak
Winter off-peak

Lighting Dusk to Dawn Delivery Charges
Existing Wood Pole - Overhead

New 30’ Wood Pole (Class 6) - Overhead
New 30" Metal or Fiberglass - Overhead
Existing Wood Pole - Underground

New 30' Wood Pole (Class 6) - Underground
New 30' Metal or Fiberglass - Underground
Wattage, per Watt

Comparison of Present and Staff Proposed Rates Page 3 of 3
Test Year Ended June 30, 2006
Increase
Present Rate Proposed Rate $ %
$10.10 $15.50 $5.40 53.5%
$2.50 $3.40 $0.90 36.0%
$0.053300 $0.000000 -$0.0533 -100.0%
$0.018250 $0.018250 $0.0000 0.0%
$0.051940 $0.0519 N/A
$0.068310
$0.056140
$0.053310
$0.055860
$0.040860
$0.00 $0.00 $0.00 0.0%
$4.02 $4.12 $0.10 24%
$8.05 $8.25 $0.20 2.4%
$2.01 $2.06 $0.05 2.4%
$6.04 $6.19 $0.15 2.4%
$10.06 $10.30 $0.24 2.4%
$0.053040 $0.054331 $0.001291 2.4%



Utilites Division Staff Recommendation for UNS Electric, inc.
Typical Bill Comparison - Present and Proposed Rates
Test Year Ended June 30, 2006

Attachment FWR-3
Page 1 of 7

Residential Service Delivery Charges - Mohave County Present Proposed
Customer Charge $6.50 $7.50
Energy Charge, first 400 kWhs $0.07490 $0.02450
Energy Charge, all additional kWhs $0.07490 $0.02450
PPFAC Charge $0.01825 $0.01825
Residential Service Base Power Supply Charge, all kWhs $0.05194
Proposed Proposed
Total Bill Total Bitt Increase Increase
Average Sales per Month Present Rate Proposed Rate $ %
0 $6.50 $7.50 $1.00 15.4%
50 $11.16 $12.23 $1.08 9.7%
100 $15.82 $16.97 $1.15 7.3%
200 $26.13 $26.44 $1.31 5.2%
400 $43.76 $45.37 $1.61 3.7%
500 $53.08 $54.84 $1.77 3.3%
800 $81.02 $83.25 $2.23 2.8%
1,000 $99.65 $102.19 $2.54 2.5%
2,000 $192.80 $196.87 $4.07 2.1%
2,500 $239.38 $244.22 $4.84 2.0%
5,000 $472.25 $480.94 $8.69 1.8%
10,000 $938.00 $954.37 $16.37 1.7%
Average Increase For Subclass 26%
Average Increase For Service Classification 2.4%
Overall Average Increase 2.4%
Residential Service Delivery Charges - Santa Cruz County Present Proposed
Customer Charge $6.50 $7.50
Energy Charge, first 400 kWhs $0.079300 $0.027360
Energy Charge, all additional kWhs $0.079300 $0.027360
PPFAC Charge $0.018250 $0.018250
Residential Service Base Power Supply Charge, all kWhs $0.051940
Proposed Proposed
Total Bill Total Bift Increase Increase
Average Sales per Month Present Rate Proposed Rate $ %
0 $6.50 $7.50 $1.00 15.4%
50 $11.38 $12.38 $1.00 8.8%
100 $16.26 $17.26 $1.00 6.2%
200 $26.01 $27.01 $1.00 3.8%
400 $45.52 $46.52 $1.00 2.2%
500 $55.28 $56.28 $1.00 1.8%
800 $84.54 $85.54 $1.00 1.2%
1,000 $104.06 $105.05 $1.00 1.0%
2,000 $201.60 $202.60 $1.00 0.5%
2,500 $250.38 $251.38 $1.00 0.4%
5,000 $494.25 $485.256 $1.00 0.2%
10,000 $982.00 $983.00 $1.00 0.1%
Average Increase For Subclass 1.3%
Average Increase For Service Classification $2.20 $1.43 2.4%
Overali Average Increase 2.4%



Utilites Division Staff Recommendation for UNS Electric, Inc.
Typical Bill Comparison - Present and Proposed Rates

Test Year Ended June 30, 2006

Attachment FWR-3
Page 20f 7

Residential Service Cares - Delivery Charges Mohave County Present Proposed
Customer Charge $6.50 $7.50
Energy Charge, first 400 kWhs $0.074900 $0.024497
Energy Charge, all additional kWhs $0.074900 $0.024497
PPFAC Charge $0.018250 $0.018250
Discount Varies Varies
Residential Service Cares Base Power Supply Charge, ali kWhs $0.051940
Proposed Proposed
Present Total 8ilt Total Bill Increase Increase
Average Sales per Month Discount Present Rate Proposed Rate $ %
[{] 30% $4.55 $5.25 $0.70 15.4%
50 30% $7.81 $8.56 $0.75 9.7%
100 30% $11.07 $11.88 $0.81 7.3%
200 30% $17.59 $18.51 $0.92 5.2%
500 20% $42.46 $43.87 $1.41 3.3%
600 20% $49.91 $51.45 $1.54 3.1%
800 10% $72.92 $74.92 $2.01 2.8%
1,000 10% $89.69 $91.97 $2.28 2.5%
2,000 $8.00 $184.80 $188.87 $4.07 2.2%
2,500 $8.00 $231.38 $236.22 $4.84 2.1%
5,000 $8.00 $464.26 $472.94 $8.69 1.9%
10,000 $8.00 $930.00 $946.37 $16.37 1.8%
Average Increase For Subclass 2.6%
Average Increase For Service Classification 2.4%
Overall Average Increase 2.4%
Residential Service Cares - Delivery Charges Santa Cruz County Present Proposed
Customer Charge $6.50 $7.50
Energy Charge, first 400 kWhs $0.079300 $0.02736
Energy Charge, all additional kWhs $0.079300 $0.02736
PPFAC Charge $0.018250 $0.018250
Discount Varies Varies
Residential Service Cares Base Power Supply Charge, all kWhs $0.051940
Proposed Proposed
Present Totat Bill Total Bill Increase Increase
Average Sales per Month Discount Present Rate Proposed Rate $ %
0 30% $4.55 $5.25 $0.70 15.4%
50 30% $7.96 $8.66 $0.70 8.8%
100 30% $11.38 $12.08 $0.70 6.2%
200 30% $18.21 $18.91 $0.70 3.8%
400 20% $36.42 $37.22 $0.80 2.2%
500 20% $44.22 $45.02 $0.80 1.8%
800 10% $76.09 $76.99 $0.90 1.2%
1,000 10% $93.65 $94.55 $0.90 1.0%
2,000 $8.00 $193.60 $202.60 $9.00 4.6%
2,500 $8.00 $242.38 $251.38 $9.00 3.7%
5,000 $8.00 $486.25 $495.25 $9.00 1.9%
10,000 $8.00 $974.00 $983.00 $9.00 0.9%
Average Increase For Subclass 1.3%
Average Increase For Seivice Classification 2.4%
Overall Average Increase 2.4%



Utilites Division Staff Recommendation for UNS Electric, Inc.
Typical Bill Comparison - Present and Proposed Rates

Test Year Ended June 30, 2006

Attachment FWR-3
Page 3 of 7

Small General Service Delivery Charges - Mohave County Present Proposed
Customer Charge $10.00 $12.00
Energy Charge, first 400 kWhs $0.074500 $0.023585
Energy Charge, all additional kWhs $0.074500 $0.023585
PPFAC Charge $0.018250 $0.018250
Small General Service Base Power Supply Charge, all kWhs $0.051940
Proposed Proposed
Total Bilt Total Bill increase Increase
Average Sales per Month Present Rate Proposed Rate $ %
$10.00 $12.00 $2.00 20.0%
50 $14.64 $16.69 $2.05 14.0%
100 $19.28 $21.38 $2.10 10.9%
250 $33.19 $35.44 $2.26 6.8%
500 $56.38 $58.89 $2.51 4.6%
1,000 $102.75 $105.78 $3.02 2.9%
2,000 $196.50 $199.55 $4.05 2.1%
3,500 $334.63 $340.21 $5.59 1.7%
5,000 $473.75 $480.88 $7.12 1.5%
10,000 $937.50 $949.75 $12.25 1.3%
30,000 $2,792.50 $2,825.25 $32.75 1.2%
50,000 $4,647.50 $4,700.75 $53.25 1.1%
Average Increase For Subclass 2.9%
Average Increase For Service Classification 2.4%
Overall Average Increase 2.4%
Small General Service Delivery Charges Santa Cruz County Present Proposed
Customer Charge $10.00 $12.00
Energy Charge, first 400 kWhs $0.118300 $0.066360
Energy Charge, all additiona! kWhs $0.118300 $0.066360
PPFAC Charge $0.018250 $0.018250
Small General Service Base Power Supply Charge, all kWhs $0.051940
Proposed Proposed
Totat Bill Total Biff Increase Increase
Average Sales per Month Present Rate Proposed Rate $ %
0 $10.00 $12.00 $2.00 20.0%
50 $16.83 $18.83 $2.00 11.9%
100 $23.66 $25.66 $2.00 8.5%
250 $44.14 $46.14 $2.00 4.5%
500 $78.28 $80.28 $2.00 2.6%
1,000 $146.55 $148.55 $2.00 1.4%
2,000 $283.10 $285.10 $2.00 0.7%
3,500 $487.93 $489.93 $2.00 0.4%
5,000 $692.75 $694.75 $2.00 0.3%
10,000 $1,375.50 $1,377.50 $2.00 0.1%
30,000 $4,106.50 $4,108.50 $2.00 0.0%
50,000 $6,837.50 $6,839.50 $2.00 0.0%
Average Increase For Subclass 1.5%
Average Increase For Service Classification 2.4%
2.4%

Overall Average Increase



Utilites Division Staff Recommendation for UNS Electric, Inc.
Typical Bill Comparison - Present and Proposed Rates
Test Year Ended June 30, 2006

Attachment FWR-3
Page 4 of 7

Large General Service Delivery Charges Present Proposed
Customer Charge $10.10 $15.50
Demand Charge, per kW $3.50 $10.71
Energy Charge, per kWh $0.053300 $0.000000
PPFAC Charge $0.018250 $0.018250
Large General Service Base Power Supply Charge, all kWhs $0.051940
Proposed Proposed
Total Bilt Total Bill Increase Increase
Average Sales per Month Demand Present Rate Proposed Rate $ %
5,000 16 $519.86 $537.82 $17.96 3.5%
10,000 32 $1,029.62 $1,060.14 $30.52 3.0%
25,000 80 $2,558.90 $2,627.10 $68.21 2.7%
50,000 160 $5,107.70 $5,238.71 $131.01 2.6%
100,000 320 $10,205.29 $10,461.92 $266.62 2.5%
200,000 640 $20,400.43 $20,908.34 $507.85 2.5%
300,000 960 $30,596.68 $31,354.76 $759.07 2.5%
400,000 1,280 $40,790.88 $41,801.18 $1,010.30 2.5%
500,000 1,600 $50,986.07 $52,247.60 $1,261.52 2.5%
600,000 1,920 $61,181.27 $62,694.02 $1,612.75 2.5%
Average Increase For Subclass 2.4%
Average Increase For Service Classification 2.4%
Overall Average increase 2.4%
Large General Service TOU Delivery Charges Present Proposed
Customer Charge $15.00 $15.50
Demand Charge, per kW $9.50 $10.71
Energy Charge, per kWh $0.053300 $0.000000
PPFAC Charge $0.018250 $0.018250
Large General Setvice (TOU) Base Power Supply Charge, all kWhs $0.051940
Proposed Proposed
Total Bilt Total Bill Increase Increase
Average Sales per Month Demand Present Rate Proposed Rate $ %
5,000 16 $524.76 $537.82 $13.06 2.5%
10,000 32 $1,034.52 $1,060.14 $25.62 2.5%
25,000 80 $2,563.80 $2,627.10 $63.31 2.5%
50,000 160 $5,112.60 $5,238.71 $126.11 2.5%
100,000 320 $10,210.19 $10,461.92 $251.72 2.5%
200,000 640 $20,405.39 $20,908.34 $502.95 2.5%
300,000 960 $30,600.58 $31,354.76 $754.17 2.5%
400,000 1,280 $40,795.78 $41,801.18 $1,005.40 2.5%
500,000 1,600 $50,990.97 $52,247.60 $1,256.62 2.5%
600,000 1,920 $61,186.17 $62,694.02 $1,507.85 2.5%
Average Increase For Subclass 3.0%
Average Increase For Service Classification 2.4%
2.4%

Overall Average Increase



Utilites Division Staff Recommendation for UNS Electric, inc.
Typical Bili Comparison - Present and Proposed Rates

Test Year Ended June 30, 2006

Attachment FWR-3
Page 5 of 7

Large Power Service (<69KV) Delivery Charges Present Proposed
Customer Charge $365.00 $365.00
Demand Charge, per kW $24.75 $10.51
Energy Charge, per kWh $0.023600 $0.000000
PPFAC Charge $0.018250 $0.018250
Large Power Service (<69KV) Base Power Supply Charge, all kWhs $0.051940
Proposed Proposed
Total Bill Total Bill Increase Increase
Average Sales per Month Demand Present Rate Proposed Rate $ %
300,000 587 $27,447 $27,590 $143 0.5%
450,000 880 $40,988 $41,202 $214 0.5%
650,000 1,272 $59,042 $59,351 $309 0.5%
850,000 1,663 $77,096 $77,501 $405 0.5%
950,000 1,859 $86,124 $86,576 $452 0.5%
1,500,000 2,935 $135,773 $136,488 $714 0.5%
1,750,000 3,424 $158,342 $159,175 $833 0.5%
2,000,000 3,913 $180,810 $181,862 $952 0.5%
2,500,000 4,891 $226,046 $227,236 $1,190 0.5%
Average Increase For Subclass 0.5%
Average Increase For Service Classification 2.4%
Overall Average Increase 2.4%
Large Power Service (>63KV) Delivery Charges Present Proposed
Customer Charge $800.00 $800.00
Demand Charge, per kW $16.10 $1.86
Energy Charge, per kWh $0.023600 $0.000000
PPFAC Charge $0.018250 $0.018250
Large Power Service (>69KV) Base Power Supply Charge, all kWhs $0.051940
Proposed Praoposed
Total Bill Total Bill Increase Increase
Average Sales per Month Demand Present Rate Proposed Rate $ %
300,000 549 $22,199.60 $22,877.70 $678 3.1%
450,000 824 $32,899.40 $33,916.55 $1,017 3.1%
650,000 1,190 $47,165.80 $48,635.02 $1,469 3.1%
850,000 1,567 $61,432.20 $63,353.48 $1,921 3.1%
950,000 1,740 $68,565.40 $70,712.72 $2,147 3.1%
1,500,000 2,747 $107,797.99 $111,188.50 $3,391 3.1%
1,750,000 3,205 $125,630.99 $129,586.58 $3,956 3.1%
2,000,000 3,662 $143,463.99 $147,984.66 $4,521 3.2%
2,500,000 4,578 $179,129.99 $184,780.83 $5,651 3.2%
Average Increase For Subclass 3.1%
Average increase For Service Classification 2.4%
2.4%

Overall Average Increase



Utilites Division Staff Recommendation for UNS Electric, inc.
Typical Bill Comparison - Present and Proposed Rates
Test Year Ended June 30, 2006

Attachment FWR-3

Interruptible Power Service Delivery Charges Present Proposed
Customer Charge $10.10 $15.50
Demand Charge, per kW $2.50 $3.40
Energy Charge, per kWh $0.053300 $0.000000
PPFAC Charge $0.018250 $0.018250
Interruptible Power Service Base Power Supply Charge, all kWhs $0.051940
Proposed Proposed
Total Bill Total Bill Increase Increase
Average Sales per Month Demand Present Rate Proposed Rate $ %

10,000 34 $809.61 $831.65 $22.04 2.7%

15,000 50 $1,209.36 $1,238.72 $30.36 2.5%

20,000 67 $1,609.11 $1,647.79 $38.68 2.4%

30,000 101 $2,408.62 $2,463.94 $565.33 2.3%

50,000 168 $4,007.63 $4,096.24 $88.61 2.2%

75,000 252 $6,006.39 $6,136.60 $130.21 2.2%

100,000 336 $8,005.15 $8,176.97 $171.82 2.1%

125,000 420 $10,003.92 $10,217.34 $213.42 2.1%

150,000 504 $12,002.68 $12,267.71 $255.03 2.1%

Average Increase For Service Classffication 2.4%

Overall Average Increase 2.4%
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Lighting Dusk to Dawn Delivery Charges

Existing Wood Pole
New 30' Wood Pole (Class 6}
New 30' Metal or Fiberglass

Existing Wood Pole
New 30' Wood Pole (Class 6)
New 30' Metal or Fiberglass

Per Watt
Base Power Supply, all kWhs

100 Watts - Overhead
Existing Wood Pole

New 30' Wood Pole (Class 6)
New 30" Metal or Fiberglass

100 Watts - Underground
Existing Wood Pole

New 30' Wood Pole (Class 6)
New 30' Metal or Fiberglass

200 Watts - Overhead
Existing Wood Pole

New 30' Wood Pole (Ciass 6)
New 30' Metal or Fiberglass

200 Watts - Underground
Existing Wood Pole

New 30' Wood Pole (Class 6)
New 30" Metal or Fiberglass

400 Watts - Overhead
Existing Wood Pole

New 30' Wood Pole (Class 6)
New 30’ Metal or Fiberglass

400 Watts - Underground
Existing Wood Pole

New 30' Wood Pole (Class 6)
New 30" Metal or Fiberglass

Utilites Division Staff Recommendation for UNS Electric, Inc.
Typical Bill Comparison - Present and Proposed Rates
Test Year Ended June 30, 2006

Present Proposed
Overhead Service
$0.00 $0.00
$4.02 $4.12
$8.05 $8.25
Underground Service
$2.01 $2.06
$6.04 $6.19
$10.06 $10.30
$0.053040 $0.054331
$0.000000

$5.30 $5.43
$9.32 $9.55
$13.35 $13.68
$7.31 $7.49
$11.34 $11.62
$15.36 $15.74
$10.61 $10.87
$14.63 $14.98
$18.66 $19.11
$12.62 $12.93
$16.65 $17.05
$20.67 $21.17
$21.22 $21.73
$25.24 $25.85
$29.27 $29.98
$23.23 $23.79
$27.26 $27.92
$31.28 $32.04

Attachment FWR-3

Proposed Proposed
Increase Increase
$ %

$0.00 0.0%
$0.10 2.4%
$0.20 2.4%
$0.05 2.4%
$0.15 2.4%
$0.24 2.4%

$0.0013 2.4%
$0.13 2.4%
$0.23 2.4%
$0.32 2.4%
$0.18 2.4%
$0.28 2.4%
$0.37 2.4%
$0.26 2.4%
$0.36 2.4%
$0.45 2.4%
$0.31 2.4%
$0.41 2.4%
$0.50 2.4%
$0.52 2.4%
$0.61 2.4%
$0.71 2.4%
$0.57 2.4%
$0.66 2.4%
$0.76 2.4%
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