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RES P ECTFULLY S UBMITTED this 7 day of September 2007.

UNS  Ele ctric , Inc.

B y
Micha e l W. P a tte n
ROS HKA DEWULF & P ATTEN, P LC.
One  Arizona  Cente r
400 Eas t Van Buren S tree t, Suite  800
P hoe nix, Arizona  85004
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Raymond S . I-Ieyman
Miche lle  Live ngood
UniSource  Energy Se rvices
One  South Church Avenue
Tucson, Arizona  85702

Attorne ys  for UNS  Ele ctric, Inc.
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Origina l a nd_? irteen copies  of the  foregoing
file d  th is  7 day of September 2007, with:
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Docke t Control
Arizona  Corpora tion Commis s ion
1200 Wes t Washington Stree t
P hoe nix, Arizona  85007
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Copy of the  fore  ring ha nd-de live re d
this f f i day o f 006, to:

Cha irman Mike  Glea son
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007
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Commiss ione r Kris te n K. Ma ye s
Arizona  Corpora tion Commiss ion
1200 West Washington Street
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Arizona  Corpora tion Commiss ion
1200 West Washington Stree t
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Danie l Poze fsky, Esq.
Re s ide ntia l Utility Consume r Office
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Teena  Wolfe , Esq.
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Summary of the Testimony
of James S. Pignatelli

Docket No. E-04204A-06-0783

I have  filed Direct, Rebutta l and Re joinde r Tes timony in this  ca se .

In my Dire ct Te s timony, I s upport UNS  Ele ctric 's  re que s t for a n incre a s e  in ra te s  by
providing: (i) a  summary of UNS Electric's  reques t and the  factors  tha t have  caused us  to file  our
a pplica tion a t this  time , (ii) a  brie f his tory of the  a cquis ition of UNS  Ele ctric a nd a n e xpla na tion
of the  cus tome r be ne fits  provide d by the  a cquis ition, (iii) a  dis cus s ion of the  e xis ting powe r
supply a rra nge me nts  for UNS  Ele ctric a nd propose d cha nge s  to improve  the  ope ra tion of the
curre nt P urcha s e d P owe r a nd Fue l Adjus tme nt Cla us e  ("P P FAC"), (iv) a  s umma ry of UNS
Ele ctric 's  propos a l for a cquiring future  ge ne ra tion a s s e ts , s pe cifica lly the  Bla ck Mounta in
Ge ne ra ting S ta tion ("BMGS"), (v) a n e xpla na tion of why it is  a ppropria te  to include  cons truction
work-in-progre s s  ("CWIP ") in ra te  ba s e  for UNS  Ele ctric, (vi) a  s umma ry of the  Compa ny's
Time  of Use  ("TOU") pricing plan additions  and modifica tions , othe r new or enhanced Demand-
S ide  Ma na ge me nt ("DS M") progra ms , a nd  curre n t a nd  propos e d  low income  a s s is ta nce
programs , and (vii) an identifica tion of othe r UNS Electric witne sse s  and the  topics  tha t they will
address  in the ir respective  tes timony.

In my Re butta l Te s timony, I s trongly disa gre e  with the  ra te  incre a se s  re comme nde d by
Commis s ion S ta ff ("S ta ff") a nd the  Re s ide ntia l Utility Cons ume rs  Office  ("RUCO") a s  the
re comme nda tions  a re  insufficie nt to sus ta in the  ne ce ssa ry le ve ls  of ope ra tion of UNS  Ele ctric.
S pe cifica lly, I te s tify tha t: (i) the  re comme nda tions  to e xclude  CWIP  from ra te  ba s e  do not
address  or re flect the  circumstances  the  Company is  facing, (ii) the  Commission should adopt the
Company's  proposa l conce rning the  new BMGS as  it is  in the  bes t inte res ts  of the  Company and
its  cus tome rs ; (iii) the  Commiss ion should a dopt the  form of the  P P FAC propose d by S ta ff a nd
the  Company's  re la ted P lan of Adminis tra tion; and (iv) it is  important for the  Company to a ttra ct
a nd re ta in  a  qua lifie d  a nd de dica te d workforce , a nd tha t the  inclus ion of cos ts  re la te d  to
compensa tion programs supports  this  goal.

In my Re joinde r Tes timony, I address : (i) the  proposed PPFAC and anticipa ted increases
in the  cos ts  of purcha se d powe r a nd fue l, (ii) the  be ne fits  of our proposa l re ga rding the  BMGS,
and (iii) S ta ff' s  a sse rted "financia l dis tress" s tandard regarding CWIP.
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Summary of the Testimony
of Thomas J. Ferry

Docket No. E-04204A-06-0783

I have  filed Direct, Rebutta l and Re joinde r Tes timony in this  ca se .

My Te s timony provide s  a n  ove rvie w of UNS  Ele ctric 's  ope ra tions  including: (i) the
s ubs ta ntia l cus tome r growth in UNS  Ele ctric's  s e rvice  a re a , (ii) ca pita l inve s tme nts  s ince  the
a cquis ition of the  e le ctric a s s e ts  from Citize ns  Communica tions  in 2003, (iii) improve me nts  to
cus tomer se rvice , (iv) enhancements  to the  Company's  low-income ass is tance  programs, and (v)
proposed changes to UNS Electric Rules  and Regula tions.

My Dire ct Te s timony ha d  s umma rize d  the  Compa ny's  De ma nd S ide  Ma na ge me nt
("DSM") P rogra m. The  Compa ny ha s  s ince  subs ta ntia lly re vise d the  DSM Progra m a nd file d its
DS M P rogra m P ortfolio on J une  13, 2007 in Docke t No. E-04204A-07-0365 in re s pons e  with
Commiss ion S ta ff's  de s ire  to expand the  UNS Electric DSM program. De nise  A. S mith is  now
the  Compa ny's  prima ry witne s s  re ga rding the  Compa ny's  modifie d DS M a nd Low-Income
Weatheriza tion Programs.

I a lso provide  te s timony re ga rding the  Compa ny's  propose d cha nge s  to the  Rule s  a nd
Re gula tions . The  ma jority of the  re comme nde d cha nge s  in the  Rule s  a nd Re gula tions  we re
intended to make  them easie r to read and unders tand. We a lso suggested revis ions  tha t provided
cons is tency with UNS Gas  for policie s  tha t a re  applicable  to cus tomers  se rved by both UNS Gas
a nd UNS  Ele ctric in Moha ve  a nd S a nta  Cruz Countie s . Fina lly, I dis pute  ce rta in ope ra ting
expense  adjustments  RUCO witness  Rodney L. Moore  is  advoca ting.
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Summary of the Testimony
of Kenton C. Grant

Docket No. E-04204A-06-0783

Shave  filed Direct, Rebutta l and Re joinder Tes timony in this  case .

In my Dire ct, Re butta l a nd Re joinde r Te s timonie s , I focus e d on two ke y is s ue s . Firs t, I
e s tima te  the  cos t of capita l to UNS Electric and recommend a  ra te  of re turn ("ROR") on inves ted
ca pita l tha t is  ba se d on this  cos t of ca pita l. S e cond, I e xa mine  the  Compa ny's  a bility to a ttra ct
new capita l on rea sonable  te rms , and ba sed on this  ana lys is , I re commend tha t the  Company's
te s t ye a r ba la nce  of cons truction work in progre s s  ("CWIP ") be  include d in ra te  ba s e . My
recommenda tions  a re  des igned to provide  UNS Electric with an opportunity to ea rn a  reasonable
ROR on the  fa ir va lue  of its  prope rtie s  de dica te d to  public s e rvice , a nd to  e ns ure  tha t the
Company will have  access  to the  capita l needed to mee t cus tomer growth and to mainta in a  high
qua lity of cus tomer se rvice .

As  de scribe d in my Te s timony, the  la rge s t fina ncia l cha lle nge  fa cing UNS Ele ctric toda y
is  the  e xtra ordina ry growth in  re quire d  p la nt inve s tme nt. Ove r the  la s t thre e  ye a rs , the
Compa ny's  ne t inve s tme nt in utility pla nt ha s  incre a se d by 69%. Ove r the  ne xt thre e  ye a rs , ne t
plant inves tment is  expected to increase  by another 49%. To-da te  this  plant inves tment has  been
funded through the  re tention and re inves tment of a ll ne t income  ea rned by UNS Electric, a s  we ll
a s  th ro u g h  a d d itio n a l e q u ity c o n trib u tio n s  ma d e  b y Un iS o u rc e  E n e rg y Co rp o ra tio n .
Consequently, the  Company has  been able  to improve  its  ba lance  shee t over time , increas ing its
e quity-to-ca pita liza tion ra tio from 36% in 2003 to 49% by the  e nd of the  te s t ye a r in this  ra te
case. The  Compa ny a nticipa te s  re ce iving a dditiona l e quity contributions  from UniS ource
Ene rgy ove r time  in  orde r to  fund ne w pla nt inve s tme nt, the re by e na bling UNS  Ele ctric to
ma inta in a  rea sonable  mix of debt and equity capita l. Howeve r, in orde r to do this , UNS Electric
must be  given a  reasonable  opportunity to actua lly earn a  reasonable  ROR.

In  a dd ition  to  the  fina ncia l cha lle nge s  pos e d  by incre a s ing  p la n t inve s tme nt, the
Compa ny is  a lso fa cing the  prospe ct of re fina ncing $60 million of long-te rm note s  ma turing in
Augus t 2008 a nd re pla cing a  full re quire me nts  powe r s upply contra ct e xpiring in Ma y 2008. If
the  Compa ny we re  e nte ring this  pe riod with inve s tme nt-gra de  cre dit ra tings  a nd s trong ca s h
flows , the  a bility of UNS Ele ctric to a ttra ct ca pita l a nd obta in re pla ce me nt powe r on re a sona ble
te rms  would be  much le s s  of a n is s ue . Howe ve r, in light of the  Compa ny's  s pe cula tive -gra de
cre dit ra ting a nd we a k ca sh flows , the  is sue  of fina ncia l inte grity is  of critica l importa nce  in this
proce e ding. As  indica te d in  my te s timony, UNS  Ele ctric ne e ds  a ll or s ubs ta ntia lly a ll of its
re que s te d ra te  re lie f in orde r to a ttra ct ca pita l on re a s ona ble  te rms . And a s  e vide nce d by the
re ce nt turmoil in the  fina ncia l ma rke ts , it is  a ppa re nt tha t cre dit qua lity now ha s  a  much la rge r
impact on the  cos t and ava ilability of capita l than be fore .

Management's  own forecas ts  revea l tha t even if the  Company's  ra te  reques t is  granted in
its  e ntire ty, UNS Ele ctric will e a rn a  re turn on e quity ("ROE") tha t is  subs ta ntia lly lowe r tha n the
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Summary of the Testimony
of Kenton C. Grant

Docket No. E-04204A-06-0783

requested ROE. The se  fina ncia l fore ca s ts  ha ve  be e n sha re d with S ta ff a nd the  inte rve ne rs  in
this  ca s e , a nd ha ve  be e n s umma rize d in my Te s timony a s  we ll. If the  re ve nue  re quire me nt
a djus tme nts  re comme nde d by S ta ff or RUCO a re  a dopte d in the ir e ntire ty, the  Compa ny's
e a rne d ROE is  proje cte d to fa ll into the  low s ingle  digits . As  a  re sult, the  Compa ny's  a bility to
a ttra ct ne w ca pita l would be  se rious ly je opa rdize d. Such a  re sult would not be  in the  inte re s t of
e ithe r UNS Electric or its  cus tomers .

A key pa rt of the  Company's  ra te  reques t is  the  proposa l to include  the  te s t yea r ba lance
of CWIP in ra te  base . The  Company agrees  with S ta ff and RUCO tha t this  ra temaking approach
has  not been used for some time  in Arizona , and tha t the  circumstances  in this  case  a re  diffe rent
from the  circums ta nce s  in prior ca s e s  whe re  CWIP  wa s  a llowe d in ra te  ba s e . Howe ve r, a s
de s cribe d in my Te s timony, the  Compa ny's  high ra te  of growth in pla nt inve s tme nt ce rta inly
qua lifie s  a s  a n e xtra ordina ry circums ta nce . Additiona lly, whe n the  ne ga tive  fina ncia l impa ct of
growth a nd re gula tory la g on UNS Ele ctric is  cons ide re d, the  Compa ny cle a rly ne e ds  to e a rn a
re turn on this  te s t ye a r inve s tme nt in  orde r to  ma inta in its  fina ncia l inte grity. As  a  re s ult, I
s trongly recommend tha t the  Commiss ion a llow the  inclus ion of te s t yea r CWIP  in ra te  ba se , or
in the  a lte rna tive , to include  tha t portion of te s t year CWIP tha t has  been placed into se rvice  as  of
June 2007.

As  for the  a llowe d ROR on inve s te d ca pita l, I re comme nd a n ove ra ll ROR of 9.89%.
This  ROR is  ba s e d on the  te s t ye a r ca pita l s tructure  cons is ting of 49% common e quity, 47%
long-te rm de bt a nd 4% short-te rm de bt. The  re que s te d ROE of 11.8% wa s  obta ine d by a dding
a n a ppropria te  risk pre mium to the  re sults  I obta ine d from a  discounte d ca sh flow ("DCF") a nd
ca pita l a s s e t pricing mode l ("CAP M") a na lys is  of publicly-tra de d e le ctric utilitie s , a ll of which
e njoy inve s tme nt-gra de  cre dit ra tings  a nd pa y common divide nds  to the ir s ha re holde rs . This
reques ted ROE is  reasonable  in light of the  risks  and cha llenges  facing UNS Electric, the  lack of
a ny common divide nd pa yme nts , a nd the  s pe cula tive -gra de  cre dit ra ting a s s igne d to  the
Company's  long-te rm notes .

with  re s pe ct to  the  ROR to  be  a llowe d on fa ir va lue  ra te  ba s e , I re comme nd in  my
Rebutta l Tes timony tha t the  Commiss ion apply the  we ighted ave rage  cos t of capita l to fa ir va lue
ra te  base . This  recommenda tion was  made  in light of a  recent Court of Appea ls  ruling tha t came
out a fte r the  Company tiled its  ra te  applica tion. S ince  the  Company is  not seeking any more  ra te
re lie f tha n wa s  re que s te d in its  De ce mbe r 2006 ra te  a pplica tion, this  cha nge  in the  ROR to be
applied to fa ir va lue  ra te  base  would not re sult in a  higher ra te  increase  than origina lly reques ted
by UNS  Ele ctric.
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Summary of the Testimony
of Kevin P. Larson

Docket No. E-04204A-06-0783

I file d Dire ct, Re butta l a nd Re joinde r Te s timony in this  ca se .

In my te s timony, I e xpla in tha t UNS  Ele ctnlc is  a pproa ching a  critica l juncture . On Ma y
31, 2008, the  Compa ny's  full re quire me nts  e ne rgy s upply a gre e me nt with P WCC e xpire s . On
J une  1, 2008, UNS  Ele ctric will ne e d to ha ve  a  portfolio of s upply-s ide  re s ource s  in pla ce  to
s e rve  its  e ntire  s e rvice  te rritory of ove r 95,000 cus tome rs . The  Bla ck Mounta in Ge ne ra ting
S ta tion ("BMGS ") re pre s e nts  a n opportunity for UNS  Ele ctric to a dd owne d ge ne ra tion to its
re source  portfolio and provide  some  long-te rm price  s tability to its  cus tomers . The  Company has
p re s e n te d  the  fina nc ia l a nd  ope ra ting  be ne fits  o f owning  BMGS  in  the  cou rs e  o f the s e
proce e dings  a nd UNS  Ele ctric be lie ve s  its  propos e d ra te -ma king tre a tme nt of BMGS  is  in the
public inte re s t.

The  Compa ny ha s  a gre e d to put the  following s a fe gua rds  in pla ce : (i) the  ma ximum
a mount of cons truction cos ts  tha t will be  re fle cte d in the  ra te  re cla s s ifica tion will be  $60 million
...- the  Compa ny will not s e e k re cove ry of cons truction cos ts  ove r $60 million until its  ne xt ra te
ca se , (ii) if BMGS is  comple te d a t a  cos t le s s  tha n $60 million the  Compa ny will re duce  the  s ize
of the  ra te  re cla s s ifica tion in  proportion with  the  fina l cos t; a nd (iii) UNS  Ele ctric will file  a
proje ct comple tion re port with the  Commis s ion upon comple tion of the  proje ct a nd prior to
making the  ra te  recla ss ifica tion.

UNS  Ele ctric is  fully a wa re  tha t the  prude nce  of the  cons truction cos ts  of BMGS  ca n be
a ddre s s e d in the  Compa ny's  ne xt ra te  ca s e . Howe ve r, we  be lie ve  the  informa tion provide d in
our dire ct filing in De ce mbe r 2006 ha s  give n a nd s till give s  the  Commiss ion a mple  opportunity
to re vie w a ll a spe cts  of BMGS . While  not typica l ra te ma ldng tre a tme nt, the  Compa ny be lie ve s
tha t the  benefits  of a  pos t-te s t-yea r adjus tment for BMGS a re  in the  public inte res t.

In  orde r to  fina nce  the  $60 million to  $65 million purcha s e  price , UNS  Ele ctric will
ne e d to ra is e  a  like  a mount of de bt a nd e quity ca pita l. S pe cifica lly, the  Compa ny is  s e e king
a uthority to is s ue  up to $40 million of ne w de bt s e curitie s , a nd to re ce ive  up to $40 million of
a dditiona l e quity contributions  from UNS  Ele ctric 's  pa re nt compa ny, ove r a nd a bove  a ny
contributions  tha t could othe rwis e  be made unde r Commis s ion rule s  a nd orde rs . The  re a s on
tha t the  Compa ny is  re que s ting a  tota l of $80 million of ne w fina ncing a uthority is  Ma t UNS
Ele ctric will ne e d s ome  fle xibility in de te rmining the  e xa ct mix of de bt a nd e quity ca pita l to
use . The  fina l de cis ion on which ca pita l source s  to use  will de pe nd on the  cos t of de bt a t tha t
time , a s  we ll a s  the  Company's  ability to ma inta in a  rea sonably ba lanced capita l s tructure  a fte r
the  purcha s e  is  ma de . The  Applica tion conta ins  a  more  s pe cific de s cription of the  fina ncing
tra nsa ctions  tha t UNS  Ele ctric is  re que s ting a uthority to e nte r into. UNS  Ele ctric is  re que s ting
tha t authority in conjunction with this  ra te  ca se .
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Summary of the Testimony
of Karen G. Kissinger

Docket No. E-04204A-06-0783

I have  filed Direct, Rebutta l and Re joinde r Tes timony in this  ca se .

In my Te s timony, I s upport the  unde rlying his torica l fina ncia l informa tion of the
Company presented in this case. I a lso provide support for various rate  base and operating
income adjustments requested by UNS Electric in this case. With respect to the calculation of
rate base, provide support for the following adjustments :

A.
B.
c .
D.

Acquis ition Discount Adjus tme nt
Accumula ted Defe rred Income  Tax Adjus tment
P lant He ld for Future  Use  Adjus tment
Worldng Ca pita l Adjus tme nt

With re spe ct to ope ra ting income  a djus tme nts , provide  support for the  a djus tme nts  for
Deprecia tion Expense , Amortiza tion Expense , Property Tax expense  and Income Tax expense .

1



Summary of the Testimony
of Dallas J. Dukes

Docket No. E-04204A-06-0783

Shave  filed Direct, Rebutta l and Re joinder Tes timony in this  case .

My Testimony addresses  the  Company's  proposed revenue  requirement and the  opera ting
expense  adjustments  to the  tes t year, excluding deprecia tion expense  and taxes . The  key issues  I
address that have not been accepted by Staff and Intewenors are  the:

Normaliza tion of Injurie s  and Damages  Expense
Performance  Enhancement P lan ("PEP")
Executive  Compensa tion Programs
Rate Case Expense
Revised Payroll Adjus tments
A&G Ca pita liza tion
Overhead Line  Maintenance

The  Compa ny ha s  a gre e d with S ta ff tha t a  portion of FERC a ccount 925, "Injurie s  a nd
Da ma ge s " wa s  ove rs ta te d  during  the  te s t ye a r. Th a t p o rtio n  is  re la te d  to  "W o rke r's
Compe ns a tion" e xpe ns e , a nd the  Compa ny ha s  propos e d a n a djus tme nt to norma lize  it. The
Compa ny s trongly dis a gre e s  with the  norma liza tion of the  re ma inde r of e xpe ns e s  cha rge d to
account 925 - as  to do so .- will s ignificantly unders ta te  the  actua l incurred and expected expense
leve ls .

The  Company's  PEP plan is  a  va luable  management tool tha t provides  a  means to remain
compe titive  in the  hiring a nd re te ntion of e mploye e s . Tha t tool a llows  the  Compa ny to mitiga te
a  portion of the  ris ing cos t of employee  compensa tion and benefits . At the  same  time , it provides
Compa ny Ma na ge me nt with a dditiona l me a ns  to e ncoura ge  e mploye e s  to work toge the r to
impa ct spe cific goa ls . It a lso provide s  Compa ny Ma na ge me nt with some  a dditiona l fle xibility to
re wa rd highe r-pe rforming e mploye e s  in a  ma nne r othe r tha n incre a s ing ba s e  wa ge s , thus
avoiding the  corre sponding increa se s  a ssocia ted with ba se  wage  increa se s . The  Company has
provided subs tantia l evidence  to support tha t the  "tota l ca sh compensa tion", inclus ive  of PEP  is
re a s ona ble  a nd a ctua lly be low ma rke t le ve ls . The  Compa ny be lie ve s  tha t the  P EP  progra m
s hould be  s upporte d by the  Commis s ion a s  be ne ficia l to ra te pa ye rs  a nd tha t the  re que s t to
include  PEP layouts  as  a  cost of se rvice  is  fa ir and reasonable .

Exe cutive compensa tion programs like "Long Te rm Ince ntive s ", "De fe rre d
Compe ns a tion" a nd "S upple me nta l Exe cutive  Re tire me nt" a re  ofte n compa re d to "a ve ra ge "
employee  compensa tion. However, the  a ttraction and re tention of executives  is  subj e t to marke t
forces  and those  forces  must be  cons ide red to provide  reasonable  a ssurance  tha t the  Company
ha s  the  be s t individua ls  pos s ible  in thos e  pos itions . The  Compa ny be lie ve s  tha t its  e xe cutive
compensa tion programs a re  a  fa ir and reasonable  cost of providing se rvice  to the  customers . The
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Company has  provided subs tantia l evidence  to support tha t these  programs a re  normal, prudent
and the  tota l cost is  reasonable  and even below market levels .

The  Company does  not have  the  necessary inte rna l technica l or lega l workforce  dedica ted
to ra te  cases  and, the re fore , does  not have  the  cos t of such workforce  included in its  unadjus ted
te s t yea r expenses . The  Company has  had to have  the  work pe rformed by individua ls  tha t work
outs ide  of UNS  Ele ctric. The  ma jority of tha t work wa s  pe rforme d by e mploye e s  of TEP  a nd
the ir incrementa l cos t was  cha rged to UNS Electric. The  Company is  a sking the  Commiss ion to
include  those  incrementa l cos ts  incurred in the  course  of this  ra te  ca se  a s  a  portion of its  cos t of
service without adj vestment.

The  Company's  initia l payroll and ove rtime  expense  adjus tments  we re  accepted by S ta ff
and RUCO. However, the  Company revised the ir payroll expense  to re flect the  known wage  ra te
increase  tha t became e ffective  January 2007. The  Company a lso revised the ir overtime  expense
to re flect the  methodology most recently proposed by the  S ta ff witness  in the  UNS Gas case  (and
the  UNS Electric case) and accepted by UNS Gas in tha t proceeding.

The  Compa ny ha s  a djus te d the  portion of sha re d se rvice s  cos t ca pita lize d to re fle ct the
most recent capita liza tion ra te  be ing used in preparing the  actua l books  and records  of the  Utility.
The  S ta ff ha s  not oppose d the  Compa ny's  propose d a djus tme nt for a  known ra te  cha nge  tha t
impa cts  how e xpe nse s  a re  re corde d a nd re cove re d on a  prospe ctive  ba s is  a nd the  a djus tme nt
should be accepted as proposed.

The  Company s trongly disagrees  with RUCO's  proposed normaliza tion adjus tment to the
"Ove rhe a d Line  Ma inte na nce " a ccount. RUCO ha s  incorre ctly us e d a  four ye a r a ve ra ge  tha t
includes  the  pa rtia l yea r of 2003, which dis torts  the  re sults  and causes  them to not be  re flective
of actua l expected results .
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I have  tiled Direct, Rebutta l and Re joinde r Tes timony in this  case .

In  my Dire ct Te s timony, I d is cus s e d: (i) UNS  Ele ctric 's  e xis ting powe r s upply, (ii)
UNS  Ele c tric 's  fu tu re  powe r s upp ly a nd  p rocure me n t p la n , (iii) UNS  Ele c tric 's  Fue l &
Whole s a le  P owe r He dging P olicy, (iv) UNS  Ele ctric's  re que s te d ra te  tre a tme nt for two ne w
combustion turbines  in Mohave  County, (v) UNS Electric's  exis ting Purchased Power and Fue l
Adjus tme nt Cla use  ("PPFAC") a nd (vi) UNS Ele ctric's  propose d PPFAC.

UNS  Ele ctric pre s e ntly obta ins  its  powe r through a  full re quire me nts  P owe r S upply
Agre e me nt ("P S A") with P inna cle  We s t Ca pita l Corpora tion ("P WCC"). The  P WCC P S A
e xpire s  a t the  e nd of Ma y 2008. UNS  Ele ctric a lso owns  65 MW of ge ne ra tion ca pa city within
its  Santa  Cruz County load a rea  tha t is  used for re liability mus t run circumstances . UNS Electric
pre s e ntly doe s  not own a ny ge ne ra tion ca pa city in  its  Moha ve  County loa d a re a  or in  a ny
loca tion outs ide  its  load areas.

UNS  Ele ctric is  a lre a dy pla nning - a nd be ginning to procure  - the  powe r s upply it will
need in place  a t the  expira tion of the  PWCC PSA. To provide  a  pe rspective  on tha t planning and
procure me nt, I provide d a n ove rvie w of both the  powe r supply P rocure me nt P la n a nd the  Fue l
a nd Whole s a le  P owe r He dging P olicy tha t UNS  Ele ctric is  us ing to  a ddre s s  a cquis ition of
whole s a le  e le ctric powe r a nd fue l a fte r the  e xpira tion of the  P WCC P S A. UNS  Ele ctric is  not
s e e king forma l a pprova l of e ithe r the  P rocure me nt P la n or the  He dging P olicy in this  docke t.
Howe ve r, a  critica l e le me nt of the  ne w powe r supply is  the  a cquis ition of 90 MW of ge ne ra tion
in the  Moha ve  County loa d a re a . This  ge ne ra tion -- the  Bla ck Mounta in Ge ne ra ting S ta tion --
will provide  many ope ra tiona l bene fits  to UNS Electric and its  cus tomers . In orde r to ensure  tha t
UNS Electric will be  able  to acquire  tha t genera tion, it is  reques ting tha t the  genera tion asse ts  be
included in its  ra te  base , e ffective  June  l, 2008, the  da te  tha t the  PWCC PSA expires .

I a lso proposed a  new PPFAC tha t a lso will become e ffective  on the  da te  the  PWCC PSA
e xpire s . The  curre nt UNS  Ele ctric P P FAC ra te  is  fixe d a nd is  tie d to die  P WCC P S A cos ts .
When the  PWCC PSA expire s , UNS Electric will need a  PPFAC tha t will a ccura te ly re flect UNS
Ele ctric's  procure me nt of whole s a le  powe r a nd fue l. The  propos e d P P FAC wa s  ba s e d on the
e le me nts  typica lly unde rlying re ce ntly a pprove d PPFACs  a nd would include  a  12-month rolling
average  cost of power supply as  the  basis  for re ta il pricing adjustments .

In my Rebutta l Tes timony, I discussed: (i) S ta ff and RUCO's  Direct Tes timony rega rding
the  Compa ny's  propos e d ra te  tre a tme nt of the  Bla ck Mounta in Ge ne ra ting S ta tion ("BMGS "),
(ii) S ta ff a nd RUCO's  Dire ct Te s timony on the  Compa ny's  propos e d cha nge s  to its  curre nt
P urcha s e d P owe r a nd Fue l Adjus tme nt Cla us e  ("P P FAC"); a nd (iii) in  re s pons e  to  S ta ff's
re comme nda tions , UNS Ele ctric's  ne w propose d PPFAC tha t is  mode le d on S ta ff's  proposa l in
the recent APS rate  case.
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Firs t, the  Company be lieves  acquiring BMGS is  necessa ry and in the  be s t inte re s t of the
Compa ny a nd its  cus tome rs , the re by ma king its  propose d ra te  tre a tme nt for BMGS reasonable
and appropria te .

Se cond, ba se d on S ta ffs  Dire ct Te s timony in this  ca se , the  re ce nt Commiss ion de cis ion
in the  APS ra te  case  (Decis ion No. 69663 (June  28, 2007)) and the  PPFAC mechanism tha t TEP
recently filed in Docke t No. E-01933A-07-0402, the  Company is  proposed to modify the  PPFAC
it propose d in its  Dire ct Te s timony. Esse ntia lly, the  Compa ny's  ne w PPFAC is  the  sa me  Powe r
S upply Adjus tor ("P S A") tha t S ta ff p ropos e d  for AP S , with  the  e xce ption  of a  Tra ns ition
Component, and is  virtua lly the  same mechanism tha t was  recently filed in TEP 's  ra te  case .

The  purpose  of my Re joinde r Te s timony wa s  to a ddre s s  Commiss ion S ta ffs  Witne s s
Ra lph C. Smith's  Surrebutta l Tes timony on UNS Electric's  revised Purchased Power and Fue l
Ad jus tme n t Cla us e  ("P P FAC") a s  file d  in  my Re bu tta l Te s timony. I a ls o  a dd re s s  the
Surrebutta l Tes timony of RUCO witness  Marylee  Diaz Cortez on this  same  topic.

UNS Ele ctric is  in a gre e me nt with the  ma jority of Mr. Smith's  re comme nda tions  on the
propose d P P FAC a nd P OA, the  only e xce ption be ing the  "Othe r Allowa ble  Cos ts " ca te gory.
The  Company reques ted tha t the  Commiss ion include  UNS Electric's  procurement, scheduling
and management cos ts  in the  "Othe r Allowable  Costs". The  Company disagreed with Ms. Diaz
Corte z's  te s timony tha t a  P P FAC us ing a  his torica l rolling a ve ra ge , a n a nnua l ca p, a nd a
sharing provis ion is  a  be tte r mechanism.
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I have  filed both Direct and Rebutta l Tes timony in this  case .

My te s timony dis cus s e s  e fforts  unde rta ke n by UNS  Ele ctric to ma inta in a nd improve
re lia bility for UNS Ele ctric cus tome rs . With re ga rds  to its  Sa nta  Cruz se rvice  a re a , UNS Ele ctric
re ce ntly ins ta lle d a  ne w 20MW turbine  in Noga le s  a s  a  critica l e le me nt for the  re lia bility a nd
re s tora tion needs  of Santa  Cruz County. The  turbine  became  commercia lly ope rable  during the
Te s t Ye a r a nd UNS  Ele ctric  is  s e e king to  include  it in  ra te  ba s e . The  Compa ny a ls o ha s
unde rta ke n othe r s ys te m improve me nts  in  the  S a nta  Cruz County s e rvice  a re a  s ince  the
acquis ition of the  e lectric sys tem asse ts  from Citizens  to improve  re liability.

With re s pe ct to UNS  Ele ctric's  Moha ve  County s e rvice  a re a , the  a ddition of the  Bla ck
Mounta in Ge ne ra ting S ta tion ("BMGS ") will improve  re lia bility in tha t loa d pocke t a nd will he lp
a me liora te  tra ns mis s ion limita tion conce rns  in the  future . Als o conve rs ion of tra ns mis s ion
se rvice  re ce ive d from We s te rn from Point to Point se rvice  to Ne twork se rvice  wa s  comple te d in
June  of 2007 tha t e limina tes  ce rta in limita tions  on se rvice  capacity to the  Mohave area.
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I have  filed Direct, Rebutta l and Re joinde r Tes timony in this  case .

My te s timony s upports  the  cla s s  cos t of s e rvice  s tudy, ra te  de s ign, a nd de ma nd s ide
ma na ge me nt (DS M) cos t re cove ry, including we a the r norma liza tion a nd ye a r-e nd cus tome r
a nnua liza tion. Additiona lly, my te s timony dis cus s e s  s ome  propos a ls  tha t will fa cilita te  UNS
Ele ctric's  moving towa rd a  dive rs ifie d powe r supply portfolio. The se  proposa ls  include  re se tting
the  be ginning  P P FAC to  ze ro  a nd s h ifting  of s e le cte d  powe r s upply cos ts  to  ba s e  ra te s ,
unbundling ra tes such tha t a  de livery charge  and a  power supply charge  are  separa te ly sta ted, and
implementing the  June  1, 2008 ra te  reclass ifica tion associa ted with a  post tes t-year adjustment to
ra te  base  for the  Black Mounta in Genera ting S ta tion.

The  key cla ss  cos t of se rvice  issue  is  the  a lloca tion of purchased power. I have  proposed
tha t purcha s e d powe r be  a lloca te d in pa rt (40%) on a ve ra ge  a nd pe a ks  a nd in pa rt (60%) on
e ne rgy. This  re cognize s  tha t both loa d fa ctor a nd tota l cons umption drive  ge ne ra tion cos ts .
This  is  cons is te nt with my propos e d Tucs on Ele ctric P owe r Co. a pproa ch, a pprove d by this
Commis s ion in 1994. The  s imple  volume tric pricing in  the  UNS  Ele ctric 's  curre nt powe r
s upply contra ct with  P inna cle  We s t Ca pita l Corpora tion  (P WCC P CA) s he ds  no  ligh t on
unde rlying ge ne ra tion cos t ca usa tion. In a ny ca s e , the  P WCC P S A is  s oon to e xpire  s o its
provis ions  a re  irre le va nt to choos ing the  be s t purcha s e d powe r a lloca tion a pproa ch. My
a lloca tion of purcha s e d powe r cos ts  both on a ve ra ge  a nd pe a ks  a nd on e ne rgy ins ure s  fa ir
tre a tme nt to a ll cla s s e s  - both high a nd low loa d fa ctor - in the  a lloca tion of purcha s e d powe r
costs .

Because  revenue  a lloca tion for ra te  des ign purposes  was  not dicta ted by the  class  cos t of
s e rvice  s tudy, e ithe r in the  Compa ny's  propos a l or in the  S ta ff's propos a l, the  Commis s ion's
choice  'be twe e n the  Compa ny's  me thod or S ta ff's  me thod for purcha se d powe r a lloca tion will
not a ffect the  ra te  increases  by cla ss  or the  actua l ra te s . This  is  one  of the  ma ny ca se s  whe re
p ro p o s e d  ra te s  a re  n o t s e t e xa c tly a t co s ts ,  d u e  to  c la s s  imp a c ts  o r o th e r re g u la to ry
cons ide ra tions . Howe ve r, the  choice  of me thod will provide  guida nce  in future  ca se s  a nd ma y
have  longer te rm effects .

With respect to ra te  des ign, UniSource  recognizes  tha t its  utility companies  must propose
ne w, more  a mbitious  progra ms  to promote  conse rva tion a nd the  wise  use  of e ne rgy. Our UNS
Ele ctric s e rvice  te rritory is  one  of the  fa s te s t growth a re a s  in the  na tion. We  ne e d e ffe ctive
progra ms  now - the  type  of progra ms  tha t ge t cus tome rs ' a tte ntion a nd involve  the m in be ing
pa rt of the  s olution to our e ne rgy cha lle nge s . P URP A - the  fe de ra l la w tha t e ncoura ge s  cos t-
ba se d time -of-use  ra te s  a nd loa d shifting - wa s  e na cte d twe nty-nine  ye a rs  a go. We  ha ve  ha d
ple nty of time  "to think a bout it". The  workshops , s tudy groups , s tudie s , a nd e xpe rime nta l ra te s
tha t we re  use ful in the  pa s t a re  toda y ina de qua te  - too much "ta lk" - too little  "wa lk."

Conse que ntly, UNS Ele ctric ha s  propose d s ignifica nt ra te  de s ign cha nge s  tha t promote
conservation and help reduce on-peak energy usage and peak demand. The  sca le  of time-of-use
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progra ms  will e xpa nd dra ma tica lly. Spe cifica lly, UNS Ele ctric ha s  propose d ma nda tory time -of-
use  ra te s  for new and moving re s identia l and sma lle r gene ra l se rvice  cus tomers . TOU will make
cus tome rs  a wa re  of the  highe r cos t of on-pe a k se rvice , so tha t cus tome rs  ca n ma ke  informe d
de c is ions . Additiona lly, UNS  Ele ctric  is  p ropos ing  a  thre e -tie re d inclining  b lock ra te  s m cture
for re s ide ntia l a nd ge ne ra l s e rvice  cus tome rs . The  inclining block s tructure  provide s  for a  firs t
block of ba s ic monthly cons umption. Cons umption in blocks  2 a nd 3 is  more  e xpe ns ive  on a
pe r-unit ba s is  for compa ra ble  time -of-use  pe riods . Time -of-Use  pe riod pricing me rge d with the
inclining s tructure  provide s  a  double  dos e  of cons e rva tion ince ntive . Cons e que ntly, it is
e xtre me ly importa nt tha t both time  of us e  a nd the  inclining block s tructure  a re  imple me nte d
toge ther and in this  proceeding.

I would like  to illus tra te  how time -of-us e  a nd inclining block work toge the r he re . The
le a s t e xpe ns ive  e ne rgy will be  IS  block off-pe a k se rvice . The  IS  block is  discounte d be ca use  it
is  the  ba s ic  ne e ds  b lock, the  o ff-pe a k pe riod  is  the  le a s t e xpe ns ive  time -of-us e  pe riod .
Combined, IS  block and off-peak provide  an exceptiona l va lue . The  mos t expens ive  se rvice  will
be  3rd block on-pe a k se rvice . The  othe r s e rvice s  will be  inte rme dia te ly price d. Cons ide r a
cus tome r with a  me te r re a ding of 180 on-pe a k kph, 380 off-pe a k kph, a nd 40 s houlde r kph.
The  tota l month's  usa ge  is  600 kph. The  cus tome r is  e ntitle d to 400 kph of the  600 kph a t the
1s t block price s  - tha t is , 66.667 % of his  e ne rgy a t the  1s t block price . Like wis e  33.333% of
monthly consumption will be  a t the  se cond block price . This  cus tome r is  bille d for 180 on-pe a k
kph in tota l, but 120 kph (180 time s  66.667%) a re  1s t block on-pe a k kph , a nd 60 kph a re  1 S l1
block off-pe a k kph (180 time s  33.333%). S imila r ca lcula tions  ca n be  pe rforme d to ge t the  2nd
block qua ntitie s .

Othe r ra te  des ign changes  in te s timony involve  manda tory time-of-use  for a ll la rge r (ove r
1,000 kw) comme rcia l a nd indus tria l cus tome rs , cons olida tion of Moha ve  a nd S a nta  Cruz
County ra te s , incre a s ing cus tome r cha rge s  to le ve ls  supporte d by the  "ba re -bone s" a pproa ch,
decreas ing the  la rge  power se rvice  demand cha rge , and changing the  threshold tha t requires  an
a utoma tic s witch from s ma ll ge ne ra l s e rvice  to  la rge  ge ne ra l s e rvice . P la cing the  la rge s t
cus tomers  on time-of-use  provides  the  la rges t impact in load shifting.

Fina lly, I p ropos e  to  e limina te  the  link be twe e n  the  CARES  a nd  Me dica l CARES
dis count a nd e ne rgy us a ge . All qua lifying  cus tome rs  s hou ld  re ce ive  the  fu ll d is counts ,
re ga rdle ss  of whe the r a ny e ne rgy is  use d in the  month. The  Compa ny ha s  propose d a  CARES
dis count of $8.00 pe r month, a nd a  Me dica l CARES  dis count of $10.00 pe r month. The
decoupling of the  CARES discounts  and usage  is  a lso supported by RUCO.
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I ha ve  file d Re butta l a nd Re joinde r Te s timony in this  ca s e . My Te s timony re s ponds  to
De ma nd-S ide  Ma na ge me nt ("DSM") te s timony file d by othe r pa rtie s .

In re sponse  to re que s ts  by S ta ff a nd inte rve ne rs  in othe r UniS ource  proce e dings , UNS
Ele ctric submitte d a  DS M progra m portfolio with de ta ile d progra m summa rie s  file d on June  13,
2007 in a  se pa ra te  docke t (Docke t No. E-04204A-07-0365). Tha t filing re pla ce d progra ms  file d
in direct te s timony in this  proceeding.

In this  docke t, UNS Ele ctric ha s  re que s te d a pprova l of a  DSM a djus tor me cha nism. The
a djus tor me cha nis m is  a n e s s e ntia l compone nt of the  DS M portfolio tha t provide s  time ly cos t
recovery, flexibility, and transpa rency to cus tomers  rega rding the  cos t of DSM programs.

UNS Electric's  DSM program portfolio includes  a  range  of programs  des igned to provide
a ll of UNS  Ele ctric cus tome r s e gme nts  with opportunitie s  to re duce  de ma nd, s a ve  e ne rgy a nd
re duce  e ne rgy cos ts . The  progra ms  a re  de s igne d to provide  options  for improving the  e ne rgy
e fficie ncy of e xis ting re s ide ntia l home s , re s ide ntia l ne w cons truction proje cts , re s ide ntia l low-
income  home s , comme rcia l a nd  indus tria l ("C&I") e ne rgy e ffic ie n t e qu ipme nt, a nd  non-
res identia l new construction and renova tion projects .

UNS Electric has  submitted seven program plans  for approva l:

(1) continua tion and enhancement of the  exis ting LAW program,

(2) continua tion and expansion of the  new home construction program to meet
EPA's  Energy S ta r requirements ,

(3) continuation and enhancement of the  education and outreach programs,

(4) re s identia l HVAC re tro-fit program providing incentive s  to encourage  the
replacement to more  ene rgy-e fficient equipment,

(5) residentia l shade  tree  program,

(6) direct load control program for re s identia l and sma ll commercia l cus tomers , and

(7) Commercia l and Indus tria l program providing incentives  to owners  and ope ra tors
to more  ene rgy e fficient equipment.
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Ove r the  five  ye a r progra m portfolio  th is  propos e d DS M progra m pla n will s a ve
approximate ly s ixty-one million cumulative  kWhs, 53,000 kW of demand, and over five  hundred
thous a nd te rms . Ove r the  five  ye a rs  the re  is  a  ne t be ne fit to s ocie ty of a pproxima te ly nine
million dolla rs . In a ddition, the  DSM portfolio re duce s  ca rbon dioxide  e mis s ions  by ove r 34
million pounds, 19 thousand pounds of NOx and 6 thousand pounds of SOx.
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I ha ve  file d Re butta l a nd Re joinde r Te s timony in this  ca s e . My Te s timony re s ponds  to
Dire ct a nd  S urre butta l Te s timony of Mr. Ma grude r re ga rd ing  the  s ta tus  o f EP S  progra m
pe rforma nce  by UNS  Ele ctric  during  the  te s t ye a r. I p rovide  in fo rma tion  to  co rre c t the
in forma tion  in  Ta b le  14  in  Mr. Ma grude r's  Dire c t Te s timony a nd  S urre bu tta l Te s timony,
purporting to re fle ct the  UNS  Ele ctric EP S  a nnua l e ne rgy re quire me nts . I cite  sola r ge ne ra tion
ins ta lla tions  a nd UNS  Ele ctric cus tome r vis its  re la te d to de ve lopme nt of re ne wa ble  e ne rgy
re s ource s  in S a nta  Cruz County, contra ry to Mr. Ma grude r's  a s s e rtion tha t the re  is  no s ola r
ge ne ra tion in Sa nta  Cruz County a nd tha t UNS Ele ctric is  not supporting re ne wa ble  ge ne ra tion
d e ve lo p me n t in  S a n ta  Cru z  Co u n ty. F in a lly,  in  re s p o n s e  to  Mr.  Ma g ru d e r ' s  fo u r
re comme nda tions  re ga rding UNS  Ele ctric's  future  RES T progra m filings  a nd re porting, I note
th a t in  co mp lia n ce  with  th e  RE S T ru le s ,  UNS  E le c tric  will b e  tilin g  a  p ro p o s e d  RE S T
Imple me nta tion  P la n  a nd  Ta riff p rio r to  Octobe r 14 th  a nd  fu tu re  Commis s ion  complia n t
renewable  ene rgy reporting documents  will continue  to be  reviewed by me  prior to tiling a s  they
have  been in the  pas t, a s  long as  I hold my current position responsibilitie s .
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