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Attorneys  for Phe lps  Dodge  Mining Company

And Arizonans  for Electric Choice  and Compe tition

DOCKE TE D BY

B EF O R E THE AR IZO NA C O R P O R ATIO N C O MMIS S IO N

IN THE MATTER OF THE AP P LICATION OF
TUCS ON ELECTRIC P OWER COMP ANY
FOR THE ES TABLIS HMENT OF J US T AND
REAS ONABLE RATES  AND CHARGES
DES IGNED TO REALIZE A REAS ONABLE
RATE OF RETURN ON THE FAIR VALUE OF
ITS  OP ERATIONS  THROUGHOUT THE
S TATE OF ARIZONA.

Docke t No. E-0 l933A-07-0402

Docket No. E-01933A-05-0650

NO TIC E O F  F ILING  O F  S UMMAR Y O F  DIR EC T TES TIMO NY O F  KEVIN c .
HIGGINS  ON BEHALF  OF  P HELP S  DODGE MINING COMP ANY AND

AR IZO NANS  F O R  ELEC TR IC  C HO IC E AND C O MP ETITIO N
(2008  S ETTLEMENT AGREEMENT)

Phe lps  Dodge  Mining Company and Arizonans  for Electric Choice  and

Compe tition (colle ctive ly "AECC"), he re by submit the  Dire ct Te s timony of Ke vin C.

Higgins  on beha lf of AECC (2008 Se ttlement Agreement) in the  above  captioned Docke t.

RESPECTFULLY SUBMITTED this  8th da y of J uly 2008.

FENNEMORE CRAIG, P .C.

1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

15

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

Pa trick J . Black
3003 North Centra l Ave ., #2600
P hoe nix, AZ 85012

Attorneys  for Phe lps  Dodge  Mining Company and
Arizonans  for Electric Choice  and Compe tition
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ORIGINAL +15  COP IES  FILED this
8th"' day of July 2008 with:

Docke t Control
Arizona  Corpora tion Commission
1200 West Washington
Phoe nix, AZ 85007

COPIES  o f the  fo re g o ing  HAND DELIVERED
this  8'*' day of July 2008 to:

Jane L. Rodda
Adminis tra tive  Law Judge
Hearing Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoe nix, AZ 85007

MIKE GLEAS ON, Cha irma n
Arizona  Corpora tion Commission
1200 West Washington
Phoenix, Arizona 85007

Ken Rosen
Advisor to Chainman Gleason
Arizona  Corpora tion Commission
1200 West Washington
Phoenix, Arizona 85007

WILLIAM A. MUNDELL, Commis s ione r
Arizona  Corpora tion Commission
1200 West Washington
Phoenix, Arizona 85007
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Adam Sta fford
Advisor to Commiss ione r William A. Munde ll
Arizona  Corpora tion Commission
1200 West Washington
Phoenix, Arizona 85007
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J EFF HATCH-MILLER, Commis s ione r
Arizona  Corpora tion Commission
1200 West Washington
Phoenix, Arizona 85007

De a n Mille r
Advisor to Commiss ioner Je ff Ha tch-Mille r
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona 85007

KRIS TIN K. MAYES , Commis s ione r
Arizona  Corpora tion Commission
1200 West Washington
Phoenix, Arizona 85007

Matt Dear
Advisor to Commiss ioner Kris tin K. Mayes
Arizona  Corpora tion Commission
1200 West Washington
Phoenix, Arizona 85007

GARY PIERCE, Commiss ioner
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona 85007

John LeSueur
Advisor to Commissioner Gary Pierce
Arizona Corporation Commissioner
1200 West Washington
Phoenix, Arizona 85007

COPIES o f the  fo re g o ing  E-MAILED
this 8th day of July 2008 to

Jane L. Rodder
Adminis tra tive  Law Judge
Hea ring Divis ion
Arizona  Corpora tion Commission
1200 West Washington
Phoe nix, AZ 85007
Jane.Rodda@azbar.org

1

2

3

4

5

6

7

8

9

1 0

1 1

12

13

1 4

15

16

17

18

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

and to the Parties of record :

By &/
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Mr. Higgins  recommends tha t the  2008 Se ttlement Agreement be
approved by the  Commiss ion. In his  opinion, the  2008 Se ttlement Agreement
produces just and reasonable  ra tes  and is  in the  public interest.

Mr. Higgins  recommends  tha t new ra te s  go into e ffect Janua ry l, 2009.
He  iiurthe r recommends tha t the  grea te r of $32.5 million or 50 percent of the
True-Up Revenues be  credited to customers in the  PPFAC balancing account and
tha t TEP be  a llowed to re ta in the  remainder of the  True-Up Revenues  as  part of
the  fa ir resolution of the  issues  outs tanding in this  proceeding.

The 2008 Settlement Agreement establishes new base  ra tes for TEP that
a re  6.0 percent higher than current base  ra tes  inclusive  of the  Fixed CTC (but
excluding DSM-re la ted revenues in current ra tes). These  new proposed ra tes  were
derived using conventiona l cost-of-se rvice  principles , as  such, the  agreement
resolves the  major dispute  be tween TEP and other parties  as  to the  appropria te
bas is  - marke t or cos t - for e s tablishing S tandard Offe r genera tion ra tes  for the
period beginning January 1, 2009. The  resolution of this  issue  is  a  s ignificant
event, a s  the  "marke t versus  cost" dispute  had a lready been the  subj e t of a  fully-
litiga ted docke t be fore  the  Commiss ion in Docke t No. E-01933A-05-0650.
Moreover, as  the  "marke t versus  cost" dispute  had not been resolved by the
Commiss ion in tha t prior docke t, the  dispute  had been ca rried forward into this
proceeding, and had the  potentia l for continuing beyond this  proceeding to the
courts . Resolving this  issue  through negotia tion is  a  s ignificant achievement.

The  2008 Se ttlement Agreement a lso provides  for base  ra te  s tability over
the next four years, as under the terms of the agreement, the  new base ra tes
negotia ted in the  agreement a re  to remain essentia lly fixed until January 1, 2013.
Taken toge ther with the  ra te  cap in place  from 1999 until the  end of 2008, the
2008 Se ttlement Agreement will extend a  remarkable  pe riod of ra te  s tability for
TEP customers spanning over thirteen years .

The  2008 Se ttlement Agreement a lso ca lls  for the  es tablishment of a
Purchased Power and Fue l Adjus tment Clause  ("PPFAC") tha t is  s imila r to the
mechanism in place  for Arizona  Public Se rvice  Company. This  cha rge  would not
be  levied on low-income res identia l cus tomers , nor would it apply to direct access
service  (as  direct access  customers  would rece ive  the ir genera tion service  from
supplie rs  other than TEP).
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In addition, the  2008 Se ttlement Agreement resolves  in an equitable  and
reasonable  manner numerous ra te  spread and ra te  design issues that are  typical of
any ra te  proceeding. The 6.0 percent revenue increase  is  to be  effected through a
6.1 percent increase  on a ll ra te  schedules  except low-income residentia l
customers, who shall rece ive  no ra te  increase  a t a ll. This  approach produces a
pa rticula rly favorable  re sult for re s identia l cus tomers  re la tive  to cos t-of-se rvice .
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The  ra te  des ign for non-res identia l customers  properly a ligns  energy-
re la ted costs  with energy charges and demand-re la ted costs  with demand charges,
minimizing cross-subsidies  among non-residentia l customers  on the  same ra te
schedules . Further, the  2008 Se ttlement Agreement provides  for optiona l time-of-
use  ("TOU") ra te s  for both re s identia l and non-re s identia l cus tomers , giving
customers  the  opportunity to be  more  responsive  to price  s igna ls .

The  ra te  design a lso provides  for fully unbundled ra tes  tha t can
accommodate  direct access  service , consis tent with the  requirements  of the
Commiss ion's  Electric Compe tition Rule s . As  indica ted in Pa ragraph 12.1 of the
agreement, the  Signatories have agreed that if the  Commission desires to address
the  is sue  of exclus ivity of ce rtifica te s  of convenience  and necess ity ("CC&N"),
then a  generic docket is  the  appropria te  means to do so. No change to TEP's
CC&N is  proposed in the  2008 Se ttlement Agreement.

TEP has  a lso committed to work with S ta ff and inte res ted s takeholders  to
deve lop a  new partia l requirements  ra te  schedule , a  new inte rruptible  ra te
schedule, and a new demand response rate schedule. These new rate schedules
would be  filed within 90 days  of the  e ffective  da te  of the  Commiss ion's  approva l
of the  2008 Se ttlement Agreement.
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The 2008 Settlement Agreement a lso establishes a  Demand-Side
Ma na ge me nt ("DS M") Adjus tor me cha nism. The  initia l DS M Adjus tor cha rge  of
38.000639 would be  levied on a ll re ta il ra te  schedules.

Taken as  a  whole , the  2008 Se ttlement Agreement provides  wide-ranging
resolution to most of the  issues  be ing contested in this  proceeding.
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