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EXECUTIVE SUMMARY
REBUTTAL TESTIMONY IN SUPPORT OF SETTLEMENT OF RALPH c. SMITH

TUCSON ELECTRIC POWER COMPANY
DOCKET NO. E-01933A-07-0402

My rebuttal testimony in support of the settlement responds to the testimony of RUCO
witness William A. Rigsby.

My rebuttal testimony addresses these aspects of the sett lement agreement to which
RUCO has taken issue:

o Reconciliation of Staff direct filing with Settlement Agreement

o The amounts of Fixed CTC True-Up Revenues and the presentation of the base

2

O

O

O

O

rate increase in the Settlement Agreement

The Base Cost ofFuel and Purchased Power

The Purchased Power and Fuel Adjustment Clause

Depreciation and Cost of Removal Related Issues

Springewille Unit l related issues

I a lso address  a  technica l cor rect ion to Sect ion 7 of TEP's  Rules  and Regula t ions
concerning Line Extensions that Staff believes should be made.



Rebutta l Tes timony of Ra lph C. Smith in Support of the  Se ttlement Agreement
Docke t No. E-01933A-07-0402 e t a l
Page 1

1 I. INTRODUCTION

2 Q, Please state your name, position, and business address.

3

4

Ra lph C. S mith. I a m a  S e nior Re gula tory Cons ulta nt a t La rkin & As s ocia te s , P LLC,

15728 Fa rmington Road, Livonia , Michigan 48154.

5

6 Q-

7

8

9

1 0

Are you the same Ralph C. Smith who previously submitted refiled direct testimony

on behalf of the Arizona Corporation Commission ("ACC" or "Commission")

Utilities Division Staff ("StafP') that was filed on February 29, 2008 and direct

testimony in support of the Settlement Agreement filed on July 2, 2008 in this

proceeding?

Ye s .11

12

13

14

Q- What issues does your rebuttal testimony address?

My re butta l te s timony re sponds  to the  re spons ive  dire ct te s timony of Willia m A. Rigsby,

who tile d on be ha lf of the  Re s ide ntia l Utility Cons ume r Office  ("RUCO"). My re butta l

tes timony addresses  these  aspects  of the  se ttlement agreement to which RUCO has taken

issue :

O Reconcilia tion of S ta ff direct filing with Se ttlement Agreement

The  a mounts  of Fixe d CTC True -Up Re ve nue s  a nd the  pre se nta tion of the  ba se

15

16

17

18

19

20

21

22

O

23

24

25

26

A.

A.

A.

rate  increase  in the  Settlement Agreement

o The  Base  Cost of Fue l and Purchased Power

o The  Purchased Power and Fue l Adjus tment Clause

o Deprecia tion and Cos t of Remova l Re la ted Issues

o Springe rville  Unit l re la te d is sue s

I a ls o  a ddre s s  a  te chnica l corre ction  to  S e ction 7  of TEP 's  Rule s  a nd Re gula tions

concerning Line  Extensions tha t Staff be lieves should be  made.
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1 11. RES P ONS E TO RUCO WITNES S  WILLIAM RIGS BY

2 Q- Do you have any initial comments concerning Mr. Rigsby's testimony?

3

4

5

6

7

8

Ye s . I wa s  puzzle d a nd s urpris e d a t the  ge ne ra l tone  of RUCO's  te s timony, including

RUCO's  a bunda nt use  of te rms  such a s  "fa lse  impre ss ion,"l "fa lse  pre mise ,"2 "a rtificia lly

and mis leadingly,"3 e tc. The  tone  of RUCO's  te s timony surprised me  because  this  was  a

ve ry ope n s e ttle me nt ne gotia tion proce s s . RUCO wa s  invite d to pa rticipa te , a nd did in

fa ct a tte nd the  dis cus s ions  a nd offe r comme nts . In  my op in ion , RUCO cou ld  ha ve

pre s e nte d its  conce rns  more  re s pe ctfully, a nd not a tte mpte d to ca s t a s pe rs ions  on the

9 se ttling pa rtie s . The  Se ttlement Agreement was  achieved in a  ve ry open process , by the

d ifficu lt a nd  in te ns ive1 0

1 1

s ig n in g  p a rtie s  wh o  h a d  e n g a g e d  o ve r s e ve ra l we e ks  in

ne gotia tions . In my opinion, the  S e ttle me nt Agre e me nt wa s  a ble  to re solve  in a  fa ir a nd

1 2 reasonable manner a wide range of disputed issues.

1 3

1 4 Q. In your opinion, is the settlement agreement misleading in its presentation of the

amount of the rate increase?1 5

1 6 No. A clea r reading of the  Se ttlement Agreement, including both pa ragraphs  2.3 and 2.4,

1 7

1 8

1 9

shows  tha t the  ba se  ra te  increa se  ha s  been pre sented two ways : (1) in pa ragraph 2.3 in

te rms  of the  $47.1 million incre a s e  a bove  TEP 's  curre nt ra te s , which include  Fixe d

CTC/True -Up Re ve nue , a nd (2) in pa ra gra ph 2.4 in te rms  of the  $136.8 million incre a se

over TEP 's  current revenue  without Fixed CTC of $691 .5 million.20

A.

A.

1 Rigsby responsive testimony, page 6, line 19
2 Id, page 7, line 4
3 Id, page 8, line 2
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1

2

3

4

I 5

6

Recon ciliation ofStaffdireetfiling with Settlement Agreement

Q. At page 9 of his testimony RUCO witness Rigsby notes that "the Settlement

Agreement represents an amount almost $100 million greater than originally

recommended by Staff. He claims that "none of the documents explain the logic

behind the Settlement concessions and why this $100 million rate increase is fair,

reasonable, and in the public interest." Please respond.

The  S e ttle me nt Agre e me nt doe s  re pre s e nt a n a mount tha t is  s ubs ta ntia lly highe r tha n

origina lly re comme nde d by S ta ff. My dire ct te s timony in  s upport of the  s e ttle me nt

qua ntifie d a nd e xpla ine d the  logic be hind the  ma jor dolla r diffe re nce s . I a lso provide d a

de ta ile d re concilia tion in Atta chme nt RCS-7, a nd include d a  comple te  copy of my Ma rch

10, 2008 de pos ition tra ns cript in Atta chme nt RCS -8. Thos e  ite ms , couple d with the

S e ttle me nt Agre e me nt its e lf a nd the  te s timony submitte d by S ta ff a nd the  othe r s igning

pa rtie s , I be lie ve , do e xpla in why the  s e ttle me nt is  in fa ir, re a s ona ble  a nd in the  public

inte res t.

7

8

9

10

11

12

13

14

15

16

17

18

19

20

In te rms  of the  re ve nue  re quire me nt conce s s ions  ma de  by S ta ff RUCO witne s s

Rigs by a ppe a rs  to ha ve  s ingle d out two a re a s , De pre cia tion a nd S pringe rville  Unit 1

re la ted issues . I will address  those  issues  in additiona l de ta il in subsequent sections  of my

Rebutta l Tes timony.

21

22

23

Fixed CTC True-Up Revenues and the Presentation of the Base Rate Increase in the

Settlement Agreement

Q, What amount of Fixed CTC Revenue did TEP record in the test year ended

December 31, 2006?24

25

26

A.

A. As shown on Se ttlement Exhibit No 2, page  2 of 5, during the  te s t yea r ended December

31, 2006, TEP had approximate ly $89.64 million of Fixed CTC Revenue .
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1 Q-

2

Does Staff consider the Fixed CTC revenue a permanent part of TEP's rates, as

alleged by RUCO witness Rigsby on page 7, line 5 of his testimony in opposition to

the settlement?3

4 No. As  s hown on S e ttle me nt Exhibit No 2, pa ge  2 of 5, the  Fixe d CTC re ve nue  wa s

re move d in TEP 's  filing a nd in S ta ffs  dire ct filing, a nd in the  Se ttle me nt Agre e me nt. The

re a s on the  Fixe d CTC re ve nue  wa s  re move d wa s  tha t it wa s  e xpiring a nd wa s  non-

re curring.

5

6

7

8

9

10

11

12

Q- At page 7 of his testimony RUCO witness Rigsby claims that: "The $47.1 million

purported increase of 6% presents a false impression because it is based on the false

premise that the fixed CTC is a permanent part of rates rather than a temporary

surcharge that was fully recovered earlier this year." Please respond.

13

14

15

16

17

18

19

2 0

2 1

Mr. Rigsby's  s ta tement to the  e ffect tha t the  Se ttlement Agreement "is  based on the  fa lse

premise  tha t the  fixed CTC is  a  pe rmanent pa rt of ra te s" is  s imply not a ccura te . Contra ry

to MI. Rigs by's  s ta te me nt, ne ithe r S ta ff a nd, to the  be s t of my knowle dge , none  of the

othe r s igning pa rtie s  ha s  re pre s e nte d "tha t the  fixe d CTC is  a  pe rma ne nt pa rt of ra te s

ra the r tha n a  te mpora ry s urcha rge  tha t wa s  fully re cove re d e a rlie r this  ye a r." S ta ff

re cognize s  tha t the  Fixe d CTC e xpire s  upon the  colle ction of a pproxima te ly $450 million

by TEP . S ta ff a lso recognize s  tha t the  Commiss ion in Decis ion No. 69568 specified tha t

TEP may continue  to collect True -Up Revenue . As  a  re sult of tha t Decis ion, the  revenues

being pa id by TEP customers have  thus continued to include  True-Up Revenue .

22

23

24

Q- In order to be fully informative as to the amount of the base rate increase, how has

the Settlement Agreement presented such information?

25

26

A.

A.

A. The  pa rtie s  de e me d it a ppropria te  to s how e xplicitly in the  S e ttle me nt Agre e me nt the

a pproxima te  ba s e  ra te  re ve nue  incre a s e s  from two diffe re nt pe rs pe ctive s : (l) a s  a n
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1

2

increase  from TEP 's  current revenues including Fixed CTC/True -Up Revenue , and (2) a s

an increase  from TEP's  revenue e xcluding Fixed CTC/True -Up Revenue .

3

4 Q, Where is this information stated in the Settlement Agreement?

5

6

It is  s ta te d in pa ra gra phs  2.3 a nd 2.4 on pa ge  6 of the  S e ttle me nt Agre e me nt. Bo th

pa ra gra phs  2.3 a nd 2.4 of the  S e ttle me nt Agre e me nt s pe cify the  a mount of ba s e  ra te

revenue  tha t is  provided for in the  agreement of approximate ly $828.2 million.7

8

9

10

11

12

P a ra gra ph 2.3 in the  S e ttle me nt Agre e me nt s ta te s  tha t the  ba se  ra te  incre a se  is

approximate ly s ix pe rcent, ca lcula ted on TEP 's  exis ting base  ra te s  which include  revenue

for Fixe d CTC. Howe ve r, this  me re ly re cognize s  tha t s uch re ve nue  is  pa rt of TEP 's

curre nt ra te s . It doe s  not imply tha t the  s igning pa rtie s  ha ve  re pre s e nte d tha t Fixe d

CTC/True-Up Revenue  is  a  permanent part of TEP's  ra tes .13

14

15

16

17

18

19

20

Q- Are RUCO witness Rigsby's claims of "false impression" (page 7) largely dispelled

by carefully looldng at both paragraphs 2.3 and 2.4 of the Settlement Agreement?

21

22

I be lieve  so. On page  7, line s  1-11 of his  te s timony, Mr. Rigsby appea rs  to focus  only on

the  informa tion pre se nte d in pa ra gra ph 2.3 of the  Se ttle me nt Agre e me nt a nd not on the

a dditiona l informa tion pre se nte d in pa ra gra ph 2.4 of tha t Agre e me nt, which in fa ct ha s

pre se nte d the  a mount of ba se  ra te  incre a se  ove r the  a mount of TEP 's  curre nt re ve nue

without Fixe d CTC.

23

2 4

25

26

A.

A.

P a ra gra ph 2.4 cle a rly s ta te s  tha t the  a mount of ba s e  ra te  re ve nue  incre a s e  is

a pproxima te ly $136.8 million ove r TEP 's  a djus te d curre nt ba se  ra te s  without Fixe d CTC

of $691.5 million. While  pa ra gra ph 2.4 s ta te s  the se  a mounts  in dolla rs  ra the r tha n a s  a

pe rcentage , the  information about the  dolla r amount of increase  and the  amount of TEP 's



Rebutta l Tes timony of Ra lph C. Smith in Support of the  Se ttlement Agreement
Docke t No. E-01933A-07-0402 e t a l
Page 6

1

2

3

4

5

6

7

8

re ve nue  e xcluding Fixe d CTC lis te d the re  is  cle a r a nd e xplicit. If s ome one  wa nte d to

ca lcula te  a  percentage  increase  in base  ra tes  using the  information s ta ted in paragraph 2.4

of the  S e ttle me nt Agre e me nt, the y could e a s ily do the  ca lcula tion by e ithe r dividing the

$828.2 million base  ra te  revenue  provided for in the  se ttlement by TEP 's  adjus ted current

ba s e  ra te s  without Fixe d CTC of $691.5 million. A11 a lte rna tive  would be  to divide  the

base  ra te  revenue  increase  specified in pa ragraph 2.4 of $136.8 million by TEP 's  adjus ted

current base  ra tes  without Fixed CTC of $691 .5 million. Either way, the  base  ra te  revenue

increase , computed on tha t basis , is  approximate ly 19.8 percent.

9

10

1 1

12

13

Mr. Rigsby's  cla im on page  7 tha t the  Se ttlement Agreement a ttempts  to crea te  a

"fa ls e  impre s s ion" or is  mis le a ding in pre s e nting the  ba s e  ra te  incre a s e only a s  a  s ix

percent impact is  inaccura te  when one  reviews the  contents  of the  Se ttlement Agreement

itse lf, including the  information presented in paragraph 2.4 of the  Se ttlement Agreement.

14

15

16

17

18

19

20

21

22

23

24

25

In  s umma ry, a  c le a r re a d ing  o f the  S e ttle me n t Agre e me n t,  inc lud ing  bo th

paragraphs 2.3 and 2.4, shows that the base rate  increase has been presented two ways: (1)

in pa ra gra ph 2.3 in te rms  of the  $47.1 million incre a se above TEP 's  curre nt ra te s , which

include  Fixe d CTC/True -Up Re ve nue , a nd (2) in pa ra gra ph 2.4 in te rms  of the  $136.8

million  incre a s e  ove r TEP 's  curre n t re ve nue  without Fixe d  CTC of $691.5  million .

S imila r information is  a lso presented in the  Se ttlement Agreement in Exhibit No. 2, page  5

of 5, which a lso shows  the  $136.8 million incre a se  ove r TEP 's  curre nt re ve nue  without

Fixed CTC, the  $691 .5 million of te s t yea r adjus ted re ta il revenue , the  $828.2 million tota l

base  ra te  revenue, the  test year adjusted sa les, and the  average re ta il ra te  produced by the

se ttle me nt of 8.89 ce nts  pe r kph. Mr. Rigsby's  a lle ga tions  tha t the  s igning pa rtie s  ha ve

a tte mpte d to be  mis le a ding a bout the  a mount of ba se  ra te  incre a se  ove r TEP 's  curre nt

revenues  excluding Fixed CTC a re  without merit.26



Staff Adjustments Affecting PPFAC Accounts No. Fuel Expense

Purchased Power -

Demand

Purchased Power -

Energy

Acct. 501 Ac c t . 555-D Acc t. 555-E

a l a  t C-2 s (15,960)

an J uan Coa l Contract C-4 $ (9,884)

P F  C dives tment C-19 $ (12,286) $ (934) $ (2,705)

o l Staff Adjustments Affecting PPFAC Accounts 501, 547, 555 and 565 $ (22,170) $ (16,894) $ (2,705)

Rebutta l Tes timony of Ra lph C. Smith in Support of the  Se ttlement Agreement
Docke t No. E-01933A-07-0402 e t a l
Page 7

1

2

3

4

The Base Cost of Fuel and Purchased Power

Q, At page 7-8, Mr. Rigsby criticizes the Settlement Agreement for using a base cost of

fuel of $0.028896 per kph, apparently because that is lower than the base cost of fuel

and purchased power of $0.033000 per kph in TEP's original filing. Please respond.

5

6

The  $0.028896 per kph base  cost of fue l and purchased power re flected in the  Se ttlement

Agre e me nt re fle cts  S ta ff' s  a djus tme nts  to fue l a nd purcha se d powe r cos ts , which we re

accepted by the  pa rtie s  to the  Se ttlement Agreement. A ca lcula tion of the  $0.028896 pe r

kph is  shown on S e ttle me nt Exhibit No. 4. Atta chme nt RCS -9 to my Re butta l Te s timony

shows the  S ta ff adjustments  tha t were  accepted in the  Se ttlement Agreement which result

in the  base  cost of fuel and purchased power.

7

8

9

10

11

Q, Please explain Attachment RCS-9.12

13

14

15

16

17

18

19

2 0

Attachment RCS-9, page 1 of 2, reproduces Settlement Exhibit No. 4, which shows the

calculation of the base cost of fuel and purchased power. I have added a "differences"

column, which shows the differences between TEP's originally filed and Staff's adjusted

total expenses in the relevant accounts. Those differences .total $4l.769 million.

Attachment RCS-9, page 2, shows the Staff adjustments to fuel and purchased power

expense. Staff had three adjustments that are incorporated into the Settlement Agreement,

which affected the base cost of fuel and purchased power. Those adjustments are also

summarized below for ease of reference:

21

22

23

24
Reference: Attachment RCS-2 to Staff witness Ralph Smith's direct testimony

25

A.

A.
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1 Each of these  adjus tments  was  addressed in my direct te s timony. Twill brie fly summarize

the reasons for each adjustment here .2

3

4 Sta ff Adjus tme nt C-2 re ve rse d TEP 's  propose d ne t ope ra ting income  a djus tme nt

re la ted to the  Luna  P lant Facility, where in TEP a ttempted to trea t Luna  as  a  marke t-based

power purchase . S ta ff had re flected Luna  in ra te  base  a t origina l cos t. TEP had proposed

to a djus t Luna  P la nt O&M e xpe ns e  to a  "ma rke t ra te " a nd to a djus t purcha s e d powe r

de ma nd cos t to  a  ma rke t ra te . S ta ff re comme nde d tha t TEP 's  origina lly propos e d

tre a tme nt of Luna  be  re je cte d. The  re sult of S ta ffs  a djus tme nts  is  to e s se ntia lly include

the  Luna  P la nt a nd re la te d O&M e xpe nse  in ra te s  a t cos t. This  a djus tme nt is  re la te d to

S ta ff Adjus tme nt B-2, which e ffe ctive ly include s  the  Luna  P la nt in ra te  ba s e  a t TEP 's

recorded cost as of December 31 , 2006, the end of the test year.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Sta ff Adjus tment C-4 removed $9.884 million from fue l expense  re la ted to the  San

Juan coa l contract. The  rea soning for this  remova l was  addressed in the  direct te s timony

of S ta ff witness  Emily Medine  filed on Febnuary 29, 2008.

21

22

23

24

Sta ff Adjus tment C-19 reversed the  $l5.925 million increase  to fue l and purchased

powe r e xpe ns e  tha t TEP  ha d propos e d re la te d to TEP 's  origina l propos a l for a  powe r

supply a djus tor, As  de scribe d e lse whe re  in my Fe brua ry 29, 2008 dire ct te s timony, TEP

ha d propos e d to a djus t 2006 te s t ye a r fue l a nd purcha s e d powe r e xpe ns e  ba s e d on a

proje ction of 2009 e xpe nse s . TEP  file d its  dire ct ca se  us ing a  fore ca s t of 2009 fue l a nd

purchased power expense . TEP a lso proposed to have no PPFAC ra te  in 2009, but to have

a  PPFAC become  e ffective  April l, 2010. The  origina l proposa l by TEP to use  forecas ted

2009 fue l and purchased power costs  in a  2006 test year would have  crea ted an additiona l

ba se  ra te  re ve nue  de ficie ncy of a pproxima te ly $l5.925 million re la te d to this  a djus tme nt

25

26
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1

2

3

4

a lone . Ra the r than crea te  such an additiona l ba se  ra te  revenue  de ficiency in the  current

ca se , S ta ff re ve rse d this  TEP  a djus tme nt a nd ma de  TEP 's  PPFAC e ffe ctive  for fue l a nd

purcha se d powe r cos t incurre d a fte r Ja nua ry l, 2009. As  such, fluctua tions  in TEP 's  fue l

a nd purcha se d powe r cos ts  occurring a lte r J a nua ry l, 2009 a bove  or be low the  a mount

re fle cte d in ba s e  ra te s  e s ta blis he d in this  proce e ding would be  a ddre s s e d through the

opera tion of the  PPFAC, ra ther than through an additional base  ra te  increase .

5

6

7

8

9

10

Q- Does the Settlement Agreement clearly state what base cost of fuel and purchased

power is being used?

11

12

Ye s . Contra ry to RUCO witne ss  Rigsby's  te s timony a t pa ge s  7-8 tha t the re  is  some thing

artificia l or mis leading about the  base  cos t of fue l and purchased power in the  Se ttlement

Agreement, paragraph 3.4 on page  7 of the  Se ttlement Agreement clearly s ta tes  tha t: "The

a ve ra ge  ba s e  cos t of fue l a nd purcha s e d powe r re fle cte d in ba s e  ra te s  s ha ll be  s e t a t

$0.028896/kWh, a s  ca lcula te d in Exhibit 4." The re  is  nothing a rtificia l or mis le a ding

about this .

13

14

15

16

17

18

19

20

2 1

22

Q, Does the Settlement Agreement clearly show how the base cost of fuel and purchased

power being used was calculated and that it is different from what TEP had

originally proposed?

23

24

Ye s . Con tra ry to  RUCO witne s s  Rigs by's  te s timony, no  one  ha s  a tte mp te d  to

misrepresent or crea te  a  fa lse  impression about the  base  cost of fue l and purchased power

in the  S e ttle me nt Agre e me nt. S e ttle me nt Exhibit 4 cle a rly s hows  the  de riva tion of the

$0.028896/kWh and clea rly shows tha t it is  diffe rent than the  amount origina lly ca lcula ted

by TEP .

25

A.

A.
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1 Q-

2

What accounts are included in the determination of the base cost of fuel and

purchased power?

3

4

5

6

As  s h o wn  o n  S e t t le m e n t  E xh ib it  No .  4 ,  th e  fo llo win g  a c c o u n ts  a re  in c lu d e d  in  th e

de te rm ina tion  o f ba s e  c os t o f fue l a nd  pu rc ha s e d  powe r: Ac c oun ts  501 ,  547 ,  565  a nd

555.4 S e ttle m e nt Exhibit No. 4  s hows  the  a djus te d e xpe ns e s  in  the s e  a ccounts  in  TEP 's

o rig ina l filing  tha t we re  us e d  to  de rive  the  TE P  file d  a m oun t o f $0 .033000  pe r kph .  It

a ls o s hows  the  S ta ff a djus te d a mounts  us e d to de rive  the  $0.028896 pe r kph ba s e  cos t of

fue l a nd purcha s e d powe r me ntione d by Mr. Rigs by on pa ge  7 of his  te s timony.

7

8

9

10

11

Q-

12

13

At page 7, lines 14-15, Mr. Rigsby claims that: "The Company's and RUCO's

original revenue requirement positions were based on a base cost of fuel and

purchased power of $.033 per kwh." What information has Mr. Rigsby provided or

cited in support of his assertion that RUCO's original revenue requirement positions

were based on a base cost of fuel and purchased power of $.033 per kph?

None . Mr. Rigs by ha s  ne ithe r provide d  or c ite d  a ny informa tion  in  s upport o f h is

asse rtion tha t RUCO's  origina l revenue  requirement pos itions  were  based on a  base  cos t

of fue l and purchased power of $.033 pe r kph.

14

15

16

17

18

19

20

Q- Do adjustments to expenses in Accounts 501, 547, 555 and 565 affect the base cost of

fuel and purchased power?

2 1

2 2

Yes. We have  es tablished tha t TEP origina lly proposed a  base  cost of fue l and purchased

power of $0.033 pe r kph, and tha t S ta ffs  adjus tments  to expenses  and the  agreement of

the  s igning parties  resulted in a  $0.028896 per kph base  cost of fue l and purchased power

in the  Se ttlement Agreement.

23

24

25

4 These are the same accounts specified in Settlement Exhibit 6, which presents the PPFAC Plan of Administration.

A.

A.

A.

Ill
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1 Q-

2

In its February 29, 2008 direct filing, did RUCO propose adjustments to TEP's filed

expenses in any of the accounts used in the determination of the base cost of fuel and

purchased power?3

4 Ye s . A re vie w of RUCO witne s s  Rodne y Moore 's  Exhibit RLM-8 re ve a ls  tha t RUCO

did, in fa ct, re comme nd a  numbe r of a djus tme nts  which a ffe cte d one  or more  of the s e

accounts that are  used in the  determination of the  base  cost of fuel and purchased power.

5

6

7

8

9

10

11

12

13

14

Q- In its February 29, 2008 direct filing, if RUCO did in fact propose adjustments to

TEP's filed expenses in one or more of the accounts that are used in the

determination of the base cost of fuel and purchased power, how could Mr. Rigsby

claim on page 7, lines 14-15 of his testimony that: "The Company's and RUCO's

original revenue requirement position were based on a base cost of fuel and

purchased power of $.033 per kwh."?

15

16

17

18

19

20

21

22

23

24

Without support, this  a s se rtion by Mr. Rigsby a ppe a rs  to be  que s tiona ble  a nd pe rha ps

ina ccura te . Cle a rly TEP 's  origina l filing wa s  ba se d on a  ba se  cos t of fue l a nd purcha se d

p o we r o f $ .0 3 3  p e r kp h . Howe ve r, if RUCO propos e d a djus tme nts  to  TEP 's  file d

expenses in one or more  of die  accounts that are  used in the  determination of the  base  cost

of fue l and purchased power, a s  appea rs  to be  the  ca se  from a  review of RUCO witness

requirement position could have been based on a  base  cost of fuel and purchased power of

$0.033 pe r kph, which would ha ve  be e n e xa ctly the  s a me  a s  in TEP 's  origina l filing.

Perhaps Mr. Rigsby's  characte riza tion on page  7 does not present an accura te  "apples~to-

a pple s " portra ya l of RUCO's  orig ina l pos ition  re ga rd ing  the  ba s e  cos t o f fue l a nd

purchased power.

25

A.

A.
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1 Q-

2

3

How could RUCO witness Rigsby purport to make an "apples-to-apples"

comparison on page 7 if he has not accurately portrayed RUCO's original position

regarding the base cost of fuel and purchased power?

4 Mr. Rigsby's testimony does not provide an answer to this question.

5

6

7 Q,

8

The PurchasedPower and Fuel AaHustment Clause

At page 7, lines 19-21, of his testimony, RUCO witness Rigsby claims that: "... the

Settlement Agreement contains a PPFAC that will allow TEP to recover its actual

9 cost of fuel and purchased power no matter what it turns out to be ..." Has Mr .

10 Rigsby accurately characterized the PPFAC?

1 1

12

13

14

15

16

17

18

19

I don't be lie ve  s o. The  P P FAC P la n of Adminis tra tion ("P OA") provide d a s  S e ttle me nt

Exhibit No. 6 spe cifica lly provide s  for a  re vie w of TEP 's  a ctua l cos ts  for re a sona ble ne ss

and prudence  and provides for adjustments  and refunds, if necessary, if such costs  a re  not

incurre d re a s ona bly a nd prude ntly. Contra ry to Mr. Rigs by's  a s s e rtion tha t the  P P FAC

"will a llow TEP  to re cove r its  a ctua l cos t of fue l a nd purcha se d powe r no ma tte r wha t it

turns  out to be ," the  P P FAC doe s  in fa ct conta in provis ions  for re vie w, ve rifica tion a nd

a u d it,  in c lu d in g ,  b u t n o t limite d  to  S e c tio n  6 ,  Ve rifica tio n  a n d  Au d it,  S e c tio n  8 ,

Complia nce  Re ports , a nd S e ction 9, Allowa ble  Cos ts . For e xa mple , a s  spe cifie d in the

las t sentence  on page  8 of the  POA: "Any cos ts  flowed through the  PPFAC are  subject to

Additiona lly, S e ction 6, on20 re fund, if thos e  cos ts  a re  found to be  im prude ntly incurre d."

2 1 page 6 of the POA provides that:

22

23
24
25
26
27
28

A.

A.

The amounts charged through the PPFAC will be subject to periodic audit to
assure their completeness and accuracy and to assure that allfuel and purchased
power costs were incurred reasonably and prudently. The Commission may, after
notice and opportunity for hearing, make such ac ustments to existing balances or
to already recovered amounts as it finds necessary to correct any recounting or
calculation errors or to address any costs found to be unreasonable or imprudent.
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1
2

Such acyustments, with appropriate interest, shall be recovered or refunded in the
True- Up Componentfor the following year (i.e. starting the next April 1.)

3

4 Co n s e q u e n tly,  if TE P 's  a c tu a l co s t o f fu e l a n d  p u rch a s e d  p o we r wa s  in cu rre d

unreasonably or imprudently, the  POA provides  for adjustments  and re funds.5

6

7

8

9

10

11

12

13

14

Q- At page 7, lines 13, through page 8, line 4, of his testimony, and on his Exhibit WAR-

1, RUCO witness Rigsby attempts to add $38 million to the "ACC Staff As-Filed"

and "Settlement Agreement" amounts. Please respond.

15

16

17

18

19

20

21

22

Mr. Rigs by's  te s timony doe s  not dis cus s  or re but a ny of S ta ff's  s pe cific a djus tme nts  to

TEP 's  e xpe nse s  in the  re le va nt a ccounts  tha t ha ve  impa cte d the  ba se  cos t of fue l a nd

purcha se d powe r. It is  poss ible  tha t Mr. Rigsby ma y not unde rs ta nd the  ba s is  of S ta ff" s

specific adjus tments  to TEP 's  expenses  in the  accounts  tha t a re  included in the  base  cos t

of fue l a nd purcha se d powe r a nd in the  PPFAC. Mr. Rigsby's  a ppa re nt a s sumption tha t

every dolla r of expense  adjus ted by S ta ff in the  te s t yea r base  cos t of fue l and purchased

powe r a utoma tica lly re s ults  in a n e qua l dolla r of incre a s e  in the  P P FAC is  e rrone ous

be ca us e  he  is  compa ring cos ts  from two diffe re nt pe riods . The  s pe cific te s t ye a r pro

forma  e xpe nse s  tha t we re  origina lly propose d by TEP  a nd we re  a djus te d in S ta ffs  filing

will not ne ce ssa rily re occur in the  future . Ra the r tha n a s sume  tha t the re  is  some  kind of

$38 million s hift in e xpe ns e s  from te s t ye a r cos ts  a nd into future  P P FAC ra te s , a s  Mr.

Rigsby apparently does, the  Commission should ask these  two questions:

23

24

25

26

27

A.

(1) Wa s  the  ba s e  cos t of fue l a nd  purcha s e d  powe r in  the  S e ttle me nt Agre e me nt

determined reasonably and using accurate  information from the ra te  case?

(2) Is  the  PPFAC provided for in the  Settlement Agreement reasonable?

If the  a ns we r to  both of the s e  que s tions  is  "ye s ," a s  I s ubmit it s hould be , the n the

assumptions  made  by Mr. Rigsby from which he  de rives  his  pre supposed conclus ions  of
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1 "fa lla cie s " e tc .5 a re  irre le va nt a nd unhe lpful to a  prope r e va lua tion of the  re a s ona ble ne s s

of the  S e ttle me nt Agre e me nt.2

3

4 Q-

5

6

At page 18, lines 1-7, RUCO witness Rigsby claims that the PPFAC proposed for

TEP is deficient because it does not include a provision for a 90/10 sharing between

ratepayers and shareholders of fuel and purchased power costs in excess of the base

rate cost. Please respond.7

8

9

10

1 1

12

13

14

In  the  Arizona  P ublic  S e rv ice  Com pa ny ra te  ca s e ,  Docke t No.  E -01345A-05-816 ,  S ta ff

h a d  p ro p o s e d  a  P la n  o f Ad m in is tra tio n  fo r a  re v is e d  AP S  P o we r S u p p ly Ad ju s tm e n t

Me cha nis m  ("P S A") tha t d id  no t inc lude  a  90 /10  s ha ring  m e cha nis m .  The  Com m is s ion

a dopte d a  90/10 s ha ring provis ion for AP S 's  P S A. Howe ve r,  in  the  re ce nt UNS  Ele c tric

ra te  ca s e , the  Com m is s ion a dopte d a  P P FAC for tha t e le ctric  utility tha t did not include  a

90/10 s ha ring provis ion. As  de s cribe d in m y dire c t te s tim ony in this  proce e ding a t pa ge s

139-140,  S ta ff ha s  not re com m e nde d a n  AP S ~type  90/10  s ha ring  provis ion  in  the  TEP

P P FAC for the  following cons ide ra tions :15

16

17
18
19
20
21
22
23
24
25
26
27

Stajfrecognizes that such sharing mechanisms can provide an incentive to utilities
in procuring fuel and purchased power under the right circumstances. Also, Staff
recognizes that the circumstances are somewhat similar for TEP and APS.
However, rather than apply an APS-type 90/10 sharing provision in the TEP
PPFAC, Staff has attempted to develop other provisions of the PPFAC to provide
appropriate incentives and to help align the interests of TEP and ratepayers with
respect to items included in the PPFAC. Staff believes this type of approach is
preferable to the APS-type 90/10 sharing provision. One of Staff's primary
concerns about an APS-type 90/10 sharing mechanism is that it tends to function
as a "blunt instrument" and may not be providing appropriate incentives. It could
even funetion to harm ratepayers under certain circumstances.

A.

5 See, e.g., Rigsby testimony, page Sk, lines 2, 6, and 10, etc.
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1 Cons e que ntly, S ta ff doe s  not s ha re  RUCO's  vie w tha t the  a bs e nce  of tha t type  of s ha ring

m e c h a n is m  in  th e  TE P  P P F AC  c o n s t itu te s  a  d e fic ie n c y o r a  fla w in  th e  S e t t le m e n t2

3 Agre e me nt.

4

5

6

7

8

9

10

11

1 2

Depreciation and Cost ofRemoval Related Issues

Q, At pages 11-13 of his responsive direct testimony RUCO witness Rigsby discusses

two adjustments related to Accumulated Depreciation, where RUCO had presented a

similar position to a Staff position that was not adopted in the Settlement Agreement

At page 15, RUCO witness Rigsby addresses the Settlement's related $21.6 million

increase in Depreciation Expense for prospective cost of removal accruals on TEP's

generation plant, which was in excess of TEP's original request. Please explain why

Staff agreed to this treatment of the Accumulated Depreciation and Depreciation

rate related issues.1 3

1 4

1 5

1 6

S ta ff be lie ve s  tha t the  S e ttle me nt Agre e me nt's  tre a tme nt of the  de pre cia tion is sue s  re sults

in a n ove ra ll s e ttle me nt tha t is  fa ir, re a s ona ble  a nd in the  public  inte re s t. As  I e xpla ine d in

my dire ct te s timony in s upport of the  s e ttle me nt, it is  unlike ly tha t a  s e ttle me nt could ha ve

be e n a chie ve d without re a ching a  compromise  on the se  is sue s .1 7

1 8

1 9 Q- Does Mr. Rigsby's discussion of those issues acknowledge all of the relevant

20 testimony?

2 1

22

No. Mr. Rigsby's  discuss ion of these  issues  re fe rs  only to the  pos ition of S ta ff and RUCO

th e  two  a d ju s tme n ts  toconcerning these adjustments. Howe ve r, Accum ula te d

23 Deprecia tion were  a lso addressed in TEP 's  rebutta l te s timony and were  a  subject of some

considerable  discussion during my March 10, 2008 deposition.6 Those  additiona l sources24

6 See Attaclnnent RCS-8 to my June 11, 2008 testimony.

A.

A.

I Ill-ll
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1 which a re  not a cknowle dge d by Mr. Rigsby, pre se nt TEP 's  conce rns  a bout the  me rits  of

the  Accumula ted Deprecia tion adjustments  tha t were  presented by Staff and RUCO.2

3

4 Q, Could a reasonable settlement have been reached in this case without considering

5 TEP 's  litig a tio n  p o s itio n  o n  th es e  is s u es ?

6

7

8

9

No. In reaching a  se ttlement in a  case  a s  complex as  the  current TEP ra te  case  is , pa rtie s

on a ll s ide s  ha d to cons ide r ca re fully the  va rious  litiga tion pos itions  a nd ha d to work

towa rd re a sona ble  compromise s  whe re ve r pos s ible . S ta ff re cognize s  tha t, if S ta ffs

litiga tion pos ition we re  to adopted, TEP  could potentia lly have  to write -off la rge  amounts

on its  ba lance  shee t or re s ta te  its  financia ls . The  se ttlement agreements  cra fts  a  solution10

1 1 th a t  a d d re s s e s  S ta ffs  c o n c e rn  a b o u t  TE P ' s  p a s t  u n d e r -a c c ru a ls  in  Ac c u m u la te d

12

13

14

15

16

17

18

19

20

2 1

22

23

De pre c ia tion  by provid ing  for la rge r pros pe c tive  a cc rua ls  for ge ne ra tion-re la te d  cos t of

re m ova l during the  ra te  m ora torium  pe riod. As  a  re s ult of proce s s  S e ttle m e nt proce s s ,  a

compromise  wa s  re a che d tha t re sulte d in e limina ting those  two ra te  ba se  a djus tme nts  from

the  de riva tion of the  S e ttle m e nt ra te  ba s e ,  a nd which a ddre s s e d,  in  th is  a lte rna tive  a nd

pros pe c tive  m a nne r,  the  c onc e rns  tha t TE P 's  Ac c um ula te d  De pre c ia tion  ba la nc e  wa s

unde rs ta te d due  to  the  fa c tors  de s cribe d in  m y dire c t te s tim ony. Ra the r tha n a ddre s s ing

this  conce rn by a n a djus tm e nt to  te s t ye a r ra te  ba s e  a s  S ta ff (a nd RUCO) ha d origina lly

propose d, die  S e ttle me nt Agre e me nt a ddre s se s  this  conce rn prospe ctive ly by providing for

a  ra te  ca s e  m ora torium  (in S e ction X) a nd for de pre cia tion ra te s  (in S e ction V) for TEP 's

ge ne ra ting pla nt tha t include  $21 .6 million pe r ye a r on a n ACC jurisdictiona l ba s is  for cos t

of re m ova l a ccrua ls .  Cons e que ntly, during the  ra te  m ora torium  pe riod, this  provis ion will

provide  future  ra te pa ye r be ne fit by building up the  ba la nce  of Accum ula te d De pre cia tion

re la te d to a ccrua ls  for cos t of re mova l on TEP 's  ge ne ra ting pla nt in a  ma nne r tha t ma y not24

25 have been achievable without the Settlement.

26

A.
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1 Q- Would this result have been possible outside the context of the Settlement

2

3

4

Agreement?

I don't be lie ve  it would ha ve  be e n. I be lie ve  tha t S ta ff's  litiga tion pos ition re ga rding the

de pre cia tion is s ue s  is  we ll-re a s one d a nd a ppropria te , but I a ls o re cognize  tha t TEP 's

pos ition might be  re ga rde d a s  re a s ona ble  by s ome . Addre s s ing  th is  ma tte r by a

prospe ctive ly-a pplie d re me dy, a s  provide d in the  Se ttle me nt, e limina te s  the  pote ntia l for

write -offs  on TEP 's  fina ncia l s ta te me nts  a nd/or pote ntia lly ha ving to re -s ta te  prior ye a rs '

fina ncia l s ta te me nts . It a ls o  a d d re s s e d  S ta ffs  c o n c e rn s  a b o u t b u ild in g  u p  th e

Accumula ted Deprecia tion ba lance  before  TEP's  next ra te  case .

5

6

7

8

9

10

11 Q- Is the compromise reached on Accumulated Depreciation and Depreciation-rate

issues reasonable in the context of the Settlement Agreement?12

13 I do be lieve  it is  a  reasonable  solution in the  context of the  Se ttlement Agreement because

it takes  into account both s ides  of the  litiga tion issues  tha t were  ra ised by S ta ff and TEP.

The  S e ttle me nt Agre e me nt re s olve s  a  ve ry conte ntious  is s ue  a nd, a t the  s a me  time ,

provide s  a  prospe ctive  be ne fit to ra te pa ye rs  by building up the  ba la nce  of Accumula te d

Deprecia tion re la ted to a ccrua ls  for cos t of remova l in a  manne r tha t may not have  been

achievable  without the  Se ttlement.

14

15

16

17

18

A.

A.
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1

2

3

4

Springerville Unit 1

Q, RUCO witness Rigsby's responsive direct testimony at page 13, line 11, through page

14, line 20, discusses the Springerville Unit 1 issue. At page 13, l ines 21-23. Mr.

Rigsby states that: "A full discussion of the Staffs position can be found in the

direct testimony of Ralph C. Smith at pages 49-52." Is that a full discussion?

Although  I d is cus s e d  the  is s ue  in  m y d ire c t te s tim ony,  I a ls o  d is cus s e d  S pringe rv ille  1

is s ue s  in  m y Ma rch  10 ,  2008 de pos ition ,  the  tra ns c rip t of which  wa s  tile d  with  m y J une

11, 2008 dire ct te s timony in support of the  s e ttle me nt a s  Atta chme nt RCS -8.

5

6

7

8

9

10

11

12

Q- Did  TE P  p ro v id e  e s t im a t e s  o f c o s t -b a s e d  r e c o ve ry  fo r  S p r in g e rv ille  Un it  1  in  it s

re b u t ta l?

13

Ye s .  TEP  witne s s  Kis s inge r a ddre s s e d  S pringe rv ille  Unit 1  cos t-ba s e d  re cove ry in  he r

re butta l te s timony.

Q- Was TEP's rebuttal testimony considered b y  S t a f f  i n  a r r iv in g  a t  r e a s o n a b le

co mp ro mis es  fo r s e ttlemen t p u rp o s es ?

Ye s .

14

15

16

17

18

19

2 0

Q- What acknowledgement does RUCO witness Rigsby make of TEP's rebuttal

testimony in his criticisms of the Settlement Agreement?

2 1

2 2

23

24

Virtua lly none .  On is s ue s  s uch a s  S pringe rville  Unit 1 ,  Accum ula te d  De pre c ia tion ,  e tc . ,

Mr. Rigs by a cknowle dge s  TEP 's  origina l filing a nd the  S ta ff a nd RUCO dire c t te s tim ony,

but fa ils  to  m e ntion  or a ddre s s  the  re la te d  is s ue s  tha t we re  pre s e nte d  in  TEP 's  re butta l

te s timony.

25

A.

A.

A.

A.
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1 Q-

2

3

4

At p a g e s  13-14 o f h is  re s p o n s ive  te s timo n y, RUCO witn e s s  Rig s b y a p p e a rs  to  b e

c r it ic iz in g  S ta ff fo r  m o vin g  fro m  a  $15  p e r  k ilo wa tt-m o n th  c o s t  to  $25 .67  p e r

ld lowa tt-month  a mount fo r Springe rville  Unit 1. Why wa s  S ta ff willing  to  a c c e p t th is

adjus tment?

5

6

For two  reas ons .

7

8

9

10

11

12

13

14

15

16

Firs t,  in  S ta ffs  d ire c t filing , I ha d  us e d

17

18

19

2 0

2 1

a  $15 pe r kilowa tt-month fixe d cos t

recove ry ra te . This  was  ba sed in la rge  pa rt on my unde rs tanding a t tha t time  of Decis ion

No. 56659 (October 24, 1989), which had required TEP to adjus t the  revenue  requirement

e ffe ct of S pringe rville  Unit 1 to re fle ct a  $15 pe r ldlowa tt-month fixe d cos t re cove ry ra te

tha t re flected the  cos t of long-tenn genera tion capacity reasonably ava ilable  a t the  time  of

tha t prior TEP  ra te  ca s e . The  ra te ma king tre a tme nt of S pringe rville  Unit l wa s  a n

important subj act discussed during my deposition (see  Attachment RCS-8). At the  time  of

filling my dire ct te s timony, I wa s  not a wa re  of Commis s ion De cis ion No. 57586, which

wa s  is s ue d in 1991 (i.e ., a fte r De cis ion No. 56659), a nd which provide d a s  follows  in

F in d in g  o f F a c t l0 .q : "In  fu ture  ra te  ca s e s  the  Commis s ion  s ha ll de te rmine  the

appropria te  leve l of the  Century demand charge  based upon reasonable  market prices , but

in no e ve nt will the  ra te  be  lowe r tha n the  ra te  a llowe d in De cis ion 56659, or $15 pe r

kilowa tt month." Consequently, S ta ff was  a lready cons ide ring a  subs tantia l revis ion in its

d ire ct file d  pos ition  on  S pringe ryille  Unit l whe n the  s che dule  for filing  s urre butta l

testimony in this case was suspended.

22

23 Second, the  Settlement Agreement provides a t paragraph 3.2 on page 7 that:

24

25
26
27

A.

Recovery of Springerville Unit I non-fuel costs shall reflect a cost of $25.67 per
kW month which approximates the levelized cost of Springerville Unit I through
the remainder of the primary lease term for this generating facility. In addition,
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1

2

Springerville Unit I leasehold improvements shall be included in TEP's original
rate base at net book value as ofDecember 31, 2006.

3

4

5

6

7

8

Consequently, the  intent of the  se ttling pa rtie s  is  to provide  Springe rville  Unit 1, including

leasehold improvements , in ra te s  a t cos t. The  $25.67 was  origina lly presented by TEP as

a  marke t-based ra te , but according to the  te rms of the  Se ttlement Agreement, this  number

is  us e d a s  a n a pproxima tion of the  S pringe rville  Unit 1 le a s e -re la te d non-fue l le ve lize d

cos t. In my opinion, this  re s ult is  re a s ona ble  in light of TEP 's  re butta l te s timony a nd

TEP's  responses to da ta  requests  concerning Springerville  Unit 1 cost.9

10

11 Q.

1 2

At page 13, line 23, through page 14, line 1, Mr. Rigsby states that: "RUCO's

position on this issue was that Springerville Unit 1 should be included in rates at its

1 3

14

15

16

e mbe dde d cos t." P le a se  re spond.

Mr. Rigsby doe s  not a ppe a r to a cknowle dge  tha t RUCO's  re fle ction of Springe rville  Unit

1 ma y ha ve  be e n incomple te , a nd thus  not a n a ccura te  re fle ction of cos t. He  doe s  not

a ppe a r to a cknowle dge  TEP 's  re butta l te s timony on S pringe rville  Unit 1 is s ue s . For

e xa mple , TEP  witne s s  Kis s inge r's  re butta l te s timony sugge s ts  tha t the  le ve lize d cos t of

S pringe wille  Unit 1 wa s  highe r tha n ha d be e n re fle cte d by RUCO. As  note d a bove , the

Se ttlement agreement a ttempts  to achieve  the  objective  a rticula ted by RUCO of including

Springe rville  Unit 1 in ra te s  a t cos t. It did this  by including the  lea sehold improvements  in

ra te  base  and by us ing an amount for lease -re la ted non-fue l expenses  tha t approximated

the  leve lized cost.

1 7

1 8

1 9

2 0

2 1

2 2

A.
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1 Q-

2

3

4

At pa ge  14, line s  12-19, o f h is  re s pons ive  te s timony, Mr. Rigs by a ppe a rs  to  ha ve  a

problem with des cribing the  Springerville  Unit 1 s e ttlement provis ions  as  "cos t bas ed

recovery." P leas e  res pond.

While  the  $25.67 pe r kilowa tt month wa s  origina lly pre s e nte d by TEP  a n e s tima te d

ma rke t price , a s  e xpla ine d a bove , the  s e ttling pa rtie s  ha ve  us e d this  a mount a s  a n

a pproxima tion of the  le ve lize d cos t. The  us e  o f a n  e s tima te  o f le ve lize d  cos t fo r

se ttlement purposes  in conjunction with the  use  of a  cos t-of-se rvice  revenue  requirement

methodology is  fa ir and reasonable  under the  circumstances.

5

6

7

8

9

10

11

1 2

1 3

Overall Settlement

Q, As evidenced by Mr. Rigsby's testimony and his Exhibit WAR-1, one of RUCO's

main concerns appears to be that the Settlement Agreement provides for an amount

of base rate increase that was agreed to by the signing parties and also includes a

PPFAC that could result in further rate increases. Is that a valid reason for rejecting

the settlement?

14

15

16

17

18

19

20

2 1

2 2

23

24

I don't be lieve  so. As  expla ined above , the  Se ttlement Agreement specifie s  the  amount of

ba s e  ra te  incre a s e  from two diffe re nt ba s e s : (1) a  $47.1 million incre a s e  from TEP 's

curre nt ra te s  including Fixe d CTC/True -Up Re ve nue  a nd (2) a  $136.8 million incre a s e

from TEP 's  curre nt ba se  ra te s  without Fixe d CTC of $691.5 million. This  is  pre se nte d in

paragraphs 2.3 and 2.4, respective ly. The  Settlement Agreement is  a lso clear tha t the  base

cos t of fue l a nd purcha s e d powe r is  $0.0028896 pe r kph, a nd tha t the re  is  a  P P FAC,

which is  presented in de ta il in Exhibit 6. Consequently, to me , the  fact tha t the  Se ttlement

Agreement provides for a  base  ra te  increase  and a  PPFAC tha t would result in subsequent

rate changes does not appear to be a reason for rej eating it.

25

A.
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1 Q- Do you have any opinion as to whether the overall Settlement Agreement results in

fair and reasonable rates?2

3 Ye s . While  I ha ve  focus e d my e fforts  prima ry on ce rta in  a s pe cts  of the  S e ttle me nt

4

5

6

7

8

9

10

Agre e me nt, including the  re concilia tion of the  re ve nue  re quire me nt a nd the  P P FAC, it

re pre se nts  s ignifica nt compromise s  by both S ta ff a nd TEP  in te rms  of the  a gre e d-upon

base  ra te  revenue  leve l of $828.2 million. Moreove r, the  Se ttlement Agreement has  othe r

be ne ficia l provis ions  s uch a s  a  four-ye a r ra te  mora torium (in  S e ction X), s pe cificity

concerning the  use  of a  cost-of-service  based methodology (in paragraph 2.2) and a  waiver

of potentia l litiga tion re la ted to the  1999 Se ttlement Agreement (in Section XW). Ove ra ll,

the  S e ttle me nt Agre e me nt re s olve s  a  wide  ra nge  of conte s te d  is s ue s  in  a  fa ir a nd

reasonable  manner tha t would e liminate  potentia lly lengthy and costly tincture  litiga tion.711

1 2

13 111. TE CHNICAL CO RRE CTIO N TO  TE P ' S  RULE S  AND RE G ULATIO NS  O N LINE

1 4 E XTE NS IO NS

15 Q- Would Staff like to see a relatively minor wording revision to TEP's Rules and

1 6 Regula tions at Section 7 concerning Lin e Exte ns ions  in th e  fin a l Commission-

17 approved version of the Settlement?

1 8 Yes. TEP 's  Rules  and Regula tions  dra ft a t page  58 of 105, in Section 7, Line  Extensions8,

1 9 conta ins  the  following provis ion unde r s ubs e ction D. Cons truction / Fa cilitie s  Re la te d

20 Income Taxes :

2 1

22
23
2 4
25

"An y fe d e ra l,  s ta te  o r lo ca l in co me  ta xe s  re s u ltin g  fro m th e  re ce ip t o f a
contribution in a id of cons truction in complia nce  with this  rule  is  the  re spons ibility
of the  Company and will be  recorded a s  a  de fe rred tax a sse t a nd re fle cte d in the
Company's  ra te  base ."(Emphasis  supplied.)

A.

A.

7 Another Staff witness addresses how the Settlement Agreement resolves issues lingering from the 1999 Settlement
Agreement and avoids potential litigation.
8 See Attachment RCS-10, which reproduces that page for ease of reference.
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1

2

3

It is  unne ce s s a ry for TEP 's  Line  Exte ns ion rule s  to s pe cify s uch a  ra te  ba s e  tre a tme nt.

Conse que ntly, s imila r to a n is sue  tha t a rose  in the  re ce nt UNS  Ele ctric ra te  ca se , S ta ff

would like  to ha ve  the  la s t s e ve n words  "a nd re fle cte d in the  Compa ny's  ra te  ba s e "

4

5

6

re move d Hom this  provis ion.

Q~ Does this conclude your Rebuttal Testimony?

7 A. Yes, it does .
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Rules & Regulations

SECTION 7
LINE EXTENSIONS

(cominuedl

Consvuclion I Facilrlies Related IncoMe Taxes

Anv 1eoeraI_ slave or local income taxes resuninq from the receivlql 4 contribution in aid of con nJcl i0n m.compliance

_aim this rule is the respongibilny of the Comoanv and will be recorded as o deferred tax asset on* r~"c"€* =~ P141 )

( -|3en=aan4"- "He *1st, 1 .'

Howevgt. ll the estimated cost al lacililies fur any lllgle extension exceeds S500.000. the Cumoanv shall reuulre :he
Aoolicanl w include in the contriqutiqn an amount (the `qr0ss up amgmj equal 10 the eslignaled fpgigfal. g1q1e or local
income lax liabililv of Me Companv resullinq from the cqrwibullon. cumpuled as f0llQw3:

Gross UD Amour = Esnmqed Construction C051
11 - Combined Federal-Slalg~Local Income Tax Rat cl

After the; comoanv'§ lax returns are completed. and actual tax tiabilitv is known. w the extent mal the commuted dross
uD amount exceeds the actual tax Iiabililv resulting from the contribution. the Comoanv shall refund to the Applicant an

amount equal to such eesss. or collect the additional amount fromtlgg pplicant. When a cross-uD amout8 is lo. Hg
obtained in connection mm an extension aqreemem, the contract will slate the lax rate used 10 commute the dross un

amount, and will also aiscloggghe Qross~u0 amount separately from the_e§ti_mated cost of facilities. In subsequent
years. as lax depreciation deductions are taken ht the Comqanv on its tax returns for the constructed assets with tax
bases that have b_;_en grossed-up. a refund will be made to the Apgigagtjn an amount equal to the related tax benefit.
In lieu al scheduling such_rg:lur3_d§_pyq the remaining tax tire of the constructed assets, a reduced limo sum refund
may be made at the end of live (St years at the election of either the Companv or the Applicant. This limo sum

oavment shall reflect the net resent value al remaining tax deoreciatidn deductidnidiscounted at the Company's

authorized rate or return,

E_ Transition Period lot Elimiri8ti0nof Free Footaqg

D.

Frommeelfecwveda1eo}'ll1e;¢R\le;andRe¢llaliuns_wlemeisasixt6lmoq¢hqaceperioQIorcusIumes.
demdupasandsmdvidasmweaaleu1ineute\1§unaure15n1glql'meIveaqpmvalmanewsaviceapplicatiun
l¥Un'lU18CMu9=ll1ylI'lqlddlqQQgilihlefol1M.Mee1Nns1onD0lc¥il1HFBCLUMwQQII Mild!-14.2000and .
musenewunulfmnsmustnmula~»aialasfurn»cnmn¢n¢\oaisealand anedzs-the #lid Sawlce
fa=lmsm¢@uwne\u¢wvnwmuuwmsmmenamdwtgsnewveuqIeenefn-un4ldf aqln§ca;i¢h=..ln 3ddi\iun. all

eUumlun n tlvgvedmu -
aauaaulueuuunlnasnn»amd¢1:w4~»1iI¢nsI4r\l1eGrimnww ihsthll.and

. ICIIEIIIIM,
anlsvhquu1uuuuulnq1pu4u4»1mla-samwqnumupnnnunranaqu1geuwnaenuveuenevnereq
m m l w \ 1 w o W - -  . ' _ . -
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EXECUTIVE SUMMARY
TUCSON ELECTRIC POWER COMPANY

DOCKET nos. E-01933A-07-0402 AND E-01933A-05-0650

This rebuttal testimony addresses Staffs response to the direct testimony of Mr. Jeff
Schlegel of the Southwest  Energy Efficiency Project  in regard to DSM program spending
increases and a Performance Incentive.
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Re butta l Te s timony S upporting the  S e ttle me nt Agre e me nt of Ba rba ra  Ke e ne
Docke t Nos .  E-01933A-07-0402 a nd E-01933A-05-0_50
P a ge  1

1

2

INTRODUCTION

Q. Please state your name and business address.

3

4

My na me  is  Ba rba ra  Ke e ne . My bus ine s s  a ddre s s  is  1200 We s t Wa s hington S tre e t,

Phoenix, Arizona  85007.

5

6 Q- Have you previously tiled testimony in this docket in support of the Settlement

7

8

9

10

Agreement?

Yes. I filed direct testimony in support of the Settlement Agreement on June 11, 2008.

Q. As part of your employment responsibilities, were you assigned to review the

testimonies of other parties in this docket?11

12 Yes.

13

1 4 Q- What is the subject matter of this testimony?

15

16

This  te s timony will addre ss  S ta ffs  re sponse  to the  direct te s timony of Mr. Je ff Schlege l of

the  Southwest Energy Efficiency Project.

17

18

19

20

RES P ONS E TO THE DIRECT TES TIMONY OF MR. J EFF S CHLEGEL

Q, What does  Mr. Schlegel propos e  in his  direc t tes timony?

21

22

23

A.

A.

A.

A.

A. MI. Schlege l proposes  tha t the  spending leve ls  for Commiss ion-approved DSM programs

be  able  to increase  be tween ra te  cases  without Commiss ion pre -approva l. Tucson Electric

P owe r ("TEP ") would notify the  Commis s ion a nd S ta ff of the  DS M progra m s pe nding

increase , and the  Commission could choose  whether or not to take  action.
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Rebutta l Testimony Supporting the  Se ttlement Agreement of Barbara  Keene
Docke t Nos. E-01933A-07-0402 and 18-01933A-05-0650
Page 2

1

2

Q- Is  Staff oppos ed to increas ing s pending levels  of DSM programs  between ra te  cas es ?

3

No. S ta ff is  not oppos e d to a dditiona l re a s ona b le  s pe nding  on DS M if the  Com m is s ion

finds  it a ppropria te . Howe ve r, the  Com m is s ion ne e ds  to  de te rm ine  wha t ove rs ight it

4 wants .

5

6 Q- Should there be flexibility in TEP's DSM budget?

Fle xibility ha s  s ome value, but the re  s hould be  s ome  limita tion on tha t fle xibility.

leve l of flexibility needs  to be  reviewed in the  ove ra ll context of the  budge t.

The7

8

9

10

11

Q- Wh a t h a s  th e  Co m m is s io n  a p p ro ve d  fo r o th e r u tilitie s  in  re g a rd  to  DS M b u d g e t

12

13

14

fle xib ility?

A couple  of e xa mple s  s how a  ra nge  of DS M budge t fle xibility. Arizona  P ublic S e rvice

ca nnot incre a se  its  tota l DSM budge t without Commiss ion a pprova l, while  UNS Ga s  ca n

increase  its  tota l DSM budget up to 25 percent before  needing Commission approva l.

15

16 Q. Is there another issue mentioned in Mr. Schlegel's testimony on which Staff would

like to comment?17

18

19

20

Ye s . Mr. S chle ge l me ntione d tha t the  S e ttle me nt Agre e me nt doe s  not e xplicitly a ddre s s  a

DS M pe rforma nce  ince ntive .

21 Q- What does the Settlement Agreement say in regard to a performance incentive?

22

23

24

A.

A.

A.

A.

A. S e ction 9.3 of the  S e ttle me nt Agre e me nt s ta te s  "TEp's  DS M a djus tor me cha nism sha ll

include  a  pe rforma nce  ince ntive  a s  re comme nde d by S ta ff in  its  Dire ct Ra te  De s ign

Te s timony."
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Rebutta l Testimony Supporting the  Se ttlement Agreement of Barbara  Keene
Docke t Nos . E-01933A-07-0402 and E-01933A-05-0650
Page 3

1 Q- Please describe the DSM Performance Incentive as recommended by Staff.

2

3

4

5

6

The  Pe rformance  Incentive  would a llow both cus tomers  and TEP  to sha re  the  ove ra ll ne t

bene fits  of DSM. Cus tomers  would rece ive  90 pe rcent and TEP would rece ive  10 pe rcent

of the  ne t be ne fits  of the  DS M portfo lio , e xcluding the  Low-Income  We a the riza tion

progra m, the  Educa tiona l a nd Outre a ch progra m, a nd the  Dire ct Loa d Control progra m.

The  ne t be ne fits  wou ld  be  ve rifie d  th rough  me a s u re me n t a nd  e va lua tion . The

Performance  Incentive  would be  capped a t 10 percent of reporting period DSM spending.

Q- Does this conclude your rebuttal testimony?

7

8

9

10

11

A.

A. Yes, it does .


