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NOTICE OF FILING
TUCSON ELECTRIC POWER

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

IN THE MATTER OF THE FILING BY TUCSON )
ELECTRIC POWER COMPANY TO AMEND )
DECISION no. 62103. )

)
)
)
)
)
)
)
)
)
)
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Tucson Electric Power Company, through undersigned counsel, hereby files the summaries

of James S. Pignatelli, David G. Hutchens and Dallas J. Dukes in the above-captioned docket.

RESPECTFULLY SUBMITTED this 7 day of July 2008.

TUCSON ELECTRIC POWER COMPANY
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Michael W. Patten
J. Matthew Derstine
Roshka DeWu1f & Patten, PLC
One Arizona Center
400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004
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Raymond S . I-Ieyman
P hilip J . Dion
Miche lle  Live ngood
Tucson Electric Power Company
One South Church Avenue , S te  200
Tucson, Arizona  85701
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Origina l a nd 5 copie s  of the  fore going
file d this da y ofJ uly 2008 with:

Docke t Control
Arizona  Corpora tion Commiss ion
1200 West Washington Stree t
Phoe nix, Arizona  85007

Copy o
this 7 ?

f t e  fore going ha nd-de live re d/ma ile d
day of July 2008 to:
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Cha irma n Mike  Gle a son
Arizona  Corpora tion Commiss ion
1200 West Washington Stree t
Phoe nix, Arizona  85007
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Commis s ione r Willia m A. Munde ll
Arizona  Corpora tion Commiss ion
1200 West Washington Stree t
Phoe nix, Arizona  85007
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Commiss ione r J e ff Ha tch-Mille r
Arizona  Corpora tion Commiss ion
1200 West Washington Stree t
Phoe nix, Arizona  85007

Commiss ione r Kris tin K. Ma ye s
Arizona  Corpora tion Commiss ion
1200 West Washington Stree t
Phoe nix, Arizona  85007

Commiss ione r Gary P ie rce
Arizona  Corpora tion Commiss ion
1200 West Washington Stree t
Phoe nix, Arizona  85007

Billy L. Burne tt, P .E.
3351 North Rive rbend Circle  Eas t
Tucson, Arizona  85750
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John E. O'Ha re
3865 North Tucson Blvd
Tucson, Arizona  95716
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Jane Rodder, Esq.
Administrative Law Judge
Hearing Division
Arizona Corporation Commission
400 W. Congress
Tucson, Arizona 85701
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Copy of the foregoing emailed this
day of July 2008 to:
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Janet Wagner, Esq.
Robin Mitchell, Esq.
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
iwaQ;ner@azcc.gov
nnitche1l@azcc.,qov
nscott@azcc.gov
rosorio@azcc.gov
mtinical@azcc.gov

1 3
nm
5'
E
Q

Q
m
8
t:4

1 5

3 §

H Et 12

3823814
83883

§ 1 6

Ernest G. Johnson
Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
aigwe@azcc.gov
cbuck@azcc.gov
tford@azce.,qov
bkeene@azcc.2ov

1 7

1 8

1 9

20

Jane Rodder, Esq.
Administrative Law Judge
Hearing Division
Arizona Corporation Commission
400 W. Congress
Tucson, Arizona 85701
irodda@azcc.gov
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Daniel Pozefsky
Residential Utility Consumer Office
1100 West Washington, Suite 220
Phoenix, Arizona 85007
dpozefskv@azruco.gov
egamble@azruco.gov
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C. Webb Crocke tt
Pa trick J . Bla ck
FENNEMORE CRAIG, P C
3003 North Centra l Avenue , Suite  2600
Phoenix, Arizona  85012-2913
wcrocke tt@fc1aw.com
pblack@fc1aw.com
khiggins@energys tra t.com
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Micha e l Gra nt, Esq.
Ga lla ghe r & Ke nne dy
2575 East Camelback Road
Phoenix, Arizona  85016
m1ng@,qknet.com
,<zvaquinto@arizonaic.org
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Peter Q. Nyce , J r
Ge ne ra l Attorne y-Re gula tory Office
De pa rtme nt of the  Army
901 North S tuart S tree t
Arlington, Virginia  22203
peter.nvce@us.annv.mi1

U
I-J
ca..

2
Lil

E
m

§
Ru

8380
84538
8V"<99
2288"
88824

3 -Q 4
888

GW'on *°N
Ow

Da n Ne idlinge r
Ne idlinge r & Associa te s
3020 North 17*" Drive
Phoenix, Arizona  85015
dne id@cox.ne t
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Nicola s  J . Enoch
Lubin & Enoch, P C
349 North Fourth Avenue
Phoenix, Arizona  85003
Nicholas .enoch@azbar.org
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Lawrence Robertson
p. o. Box 1448
Tubae, AZ 85646
tubac1awyer@ao1.com
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22

Thomas Mum aw
Barbara A. Klemstine
Arizona Public Service Company
P. O. Box 53999, Station 9708
Phoenix, Arizona 85072
Barbara.klemstine@aps.com
Meghan.,qrab1e@pinnac1ewest.com
Susan.casadv@aps.com
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Robe rt J . Me tli
S ne ll & Wilme r LLP
One  Arizona  Cente r
400 East Van Buren
P hoe nix, AZ 85004
rme tli@ s wla w.com

Chris tophe r Hitchcock
La w Office s  of Chris tophe r Hitchcock
p . o . Box AT
Bisbee , Arizona  85603
1awvers@bisbeelaw.com
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Timothy Hoga n
Arizona  Ce nte r for La w

in the  Public Inte re s t
202 Eas t McDowell Road, Suite  153
Phoe nix, Arizona  85004
thogan@ac1pi.org
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Je ff Schlege l
SWEEP Arizona  Representa tive
1167 West Samalayuca  Dr
Tucson, Arizona  85704
sch1ege1j@ao1.com

David Berry
Western Resource Advocates
p. O. Box 1064
Scottsdale, Arizona 85252
azbluhil1@aol.com
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Micha e l L. Kurtz, Es q.
Kurt J . Boe hm, Esq
Boe hm, Kurtz & Lowry
36 East Seventh Street, Suite  1510
Cincinna ti, Ohio 45202
KBoehm@bk11awfirm.com
mkurtz@bk11awfirm.com

Greg Patterson
Arizona Competitive Power Alliance
916 West Adams, Suite 3
Phoenix, Arizona 85007
gpatterson3 @cox.net
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Cynthia  Zwick
1940 E. Luke  Avenue
Phoe nix, Arizona  85016
czwick@azcaa .org
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Willia m p. S ulliva n
Curtis , Goodwin, S ulliva n,

Uda ll & S chwa b, P LC
501 East Thomas Road
Phoe nix, Arizona  85012
wsullivan@c,<zsuslaw.com
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Summary of the
Testimony of James S. Pignatelli

in Support of the Settlement Agreement
Docket Nos. E-01933A-07-0402/E-01933A-05-0650

Mr. P igna te lli is  the  Cha irma n of the  Boa rd, P re s ide nt a nd Chie f Exe cutive  Office r of
Tucson Ele ctric P owe r Compa ny ("TEP " or the  "Compa ny").

Mr. P igna te lli's  Te s timony in support of the  propose d S e ttle me nt Agre e me nt a ddre s se s
the  procedura l aspects  and primary te rms of the  Se ttlement Agreement.

The  se ttle me nt proce s s  wa s  ope n a nd tra nspa re nt to a ll pa rtie s  on a ll the  is sue s . Eve n
pa rtie s  who indica te d tha t the y we re  not like ly to s ign onto the  s e ttle me nt we re  invite d a nd
include d throughout the  proce s s . All pa rtie s  we re  notifie d of a ll ne gotia tion me e tings , we re
invite d to a tte nd a nd we re  provide d the  opportunity to pa rticipa te  on a ny is s ue  tha t wa s  be ing
dis cus s e d. P a rticipa nts  we re  provide d with s e ttle me nt docume nta tion including de a Rs  of the
Se ttlement Agreement and re la ted exhibits  for review and comment. Pa rticipants  who so des ired
a lso involved the ir experts  and consultants  in each s tep in the  se ttlement process .

The  S e ttle me nt Agre e me nt re fle cts  a  compromis e  of the  s igna torie s ' pos itions  in this
docke t. The  S e ttle me nt Agre e me nt ba la nce s  the  in te re s ts  of the  s igna torie s  a nd TEP 's
cus tomers , employees  and sha reholde rs . The  S e ttle me nt Agre e me nt re s olve s  difficult is s ue s
re la te d to the  1999 S e ttle me nt Agre e me nt a nd a voids  pote ntia lly protra cte d litiga tion. TEP  will
re ce ive  s ome  re gula tory ce rta inty a nd a n improve d a bility to ma inta in its  fina ncia l inte grity.
Eligible  low-income  cus tome rs  will be  he ld ha rmle s s  ha m the  ra te  incre a s e s  a dopte d by the
Se ttlement Agreement.

The  primary te rms of the  Se ttlement Agreement include :

A base  ra te  increase  of approximate ly 6%.

Th e  imp le me n ta tio n  o f a  P u rch a s e d  P o we r a n d  Fu e l Ad ju s tme n t Cla u s e
("P P FAC"), tha t include s  ce rta in cre dits  from TEP 's  whole s a le  ope ra tions  tha t
will act to reduce  the  charge  to our cus tomers .

Eligible  low-income  cus tomers  a re  he ld ha rmless  from 6% base  ra te  increase  and
the  PPFAC ra te .

4. A moratorium on base rate increases until 2013 except with respect to certain
emergency circumstances.

Cost-of-Service  ra temaking for TEP, including its  genera tion asse ts .

6. Adoption of ne w de pre cia tion ra te s  for TEP  a nd re la te d re solution of the  sa lva ge
cost issue  for TEP's  genera tion asse ts .

2.

3.

1.

5.

1



7. Adoption of a  cos t of e quity of 10.25% a nd a  capita l s tructure  of 57.5% debt and
42.5% e quity.

Adoption of ra te  de s ign a nd ta riffs  tha t e ncoura ge  a nd fa cilita te  de ma nd-s ide
management and conservation.

9. Adoption of adjustor charges  for demand-side  management and renewable  energy
progra ms .

10. Adoption  of (i) pa rtia l re qu ire me nt ta riffs  tha t will fa c ilita te  de ve lopme nt o f
re ne wa ble  re s ource s , (ii) a  de ma nd re s pons e  progra m ta riff; a nd  (iii) a  line
extension ta riff tha t excludes  the  free  footage  a llowance .

11. Re te ntion of the  s ta tus  quo of re ta il compe tition within TEP 's  CC&N, including
the  continua tion of unbundle d ra te s , subje ct to a  ne w re turning cus tome r dire ct
access  charge  and to the  outcome of a  future  generic docket on re ta il competition.

12. The Signatories have agreed to waive any claims against each other under the
1999 Settlement Agreement because the new Settlement Agreement supersedes
the 1999 Settlement Agreement.

The  s e ttle me nt ba la nce s  the  inte re s ts  of the  inte re s te d pa rtie s , provide s  s ignifica nt
be ne fits  to TEP , its  cus tome rs  a nd e mploye e s  a nd is  in the  public inte re s t. The  se ttle me nt
provides  a  rea sonable  ra te  increa se  (the  firs t increa se  in ove r twe lve  yea rs ) and ra te  s tability for
the  ne xt five  ye a rs . The  Compa ny will e njoy s ome  le ve l of re gula tory ce rta inty a nd will be
be tte r pos itione d to  ma inta in  its  fina ncia l in te grity, a ll of which inure  to  the  be ne fits  of its
cus tomers , employees  and sha reholde rs . The  se ttlement a lso avoids  the  potentia l protracted and
complex litiga tion ove r the  1999 Se ttlement Agreement.

Two ke y is sue s  we re  not re solve d by the  Se ttle me nt Agre e me nt: (i) the  tre a tme nt of the
Fixe d CTC True  Up Re ve nue s  cre a te d by De cis ion No. 69568 a nd (ii) the  e ffe ctive  da te  of the
new ra te s  unde r the  Se ttlement Agreement. Mr. P igna te lli expla ins  why it is  equitable  for TEP  to
re ta in the  Fixe d CTC True -up Re ve nue s . He  a lso te s tifie s  tha t a ll the  s igna torie s  ha ve  a gre e d
tha t TEP  is  curre ntly unde r-e a rning a nd is  e ntitle d to a  ra te  incre a se . The re fore , the  ne w ra te s
provided unde r the  Se ttlement Agreement should go into e ffect upon approva l of the  Se ttlement
Agre e me nt - the y s hould not be  de la ye d until J a nua ry 1, 2009. More ove r, the re  a re  ma ny
e le me nts  of the  S e ttle me nt Agre e me nt tha t be ne fit TEP 's  cus tome rs  tha t should go into e ffe ct
sooner ra ther than la te r.

Mr. P igna te lli a ls o  tile d  Re butta l Te s timony in  s upport of the  propos e d S e ttle me nt
Agreement tha t addresses : (1) TEP 's  es timate  of the  impact on average  re ta il ra tes , (2) the  e rrors
a nd mis cha ra cte riza tions  in  RUCO's  te s timony tha t unde rmine  its  ba s is  for oppos ing  the
S e ttle me nt Agre e me nt a nd  (3) the  te s timony tile d  by S WEEP  a nd  a  re s ta te me nt of the
Company's  commitment to demand-s ide  management programs.

8.
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Mr. P igna te lli te s tifie s  tha t TEP  curre ntly e s tima te s  tha t the  P P FAC s urcha rge  could
re s ult in  a  3-4% incre a s e  to  TEP  cus tome rs ' b ills . Accordingly, e ffe ctive  April 2009, TEP
es tima te s  tha t the  ave rage  cus tomer bill for a ll cus tomer cla sse s  could increa se  9-10% ove r the
curre nt a ve ra ge  bill a ttributa ble  to the  combina tion of the  ba se  ra te  incre a se  a nd P P FAC ra te .
Howeve r, Mr. P igna te lli a lso te s tifie s  tha t, given the  proposed ra te  des ign and the  inve rted block
ra te s , the  e lectric bill of a  re s identia l cus tomer with ave rage  use  could increase  le ss  than 9-10%.
In fa ct, give n the  ra te  de s ign, ove r 50% of re s ide ntia l cus tome rs  could se e  a  s ignifica ntly lowe r
overa ll increase .

Mr. P igna te lli te s tifie s  tha t RUCO's  Re spons ive  Dire ct S e ttle me nt Te s timony should be
re je cte d be ca us e  (1) it a tte mpts  to criticize  s e le cte d provis ions  of the  S e ttle me nt Agre e me nt
without a cknowle dging tha t te rms  a nd conditions  of the  Se ttle me nt Agre e me nt we re  ne gotia te d
a s  a  whole , inte gra te d a gre e me nt (2) RUCO ha s  not pe rforme d a ny a na lys is  re ga rding TEP 's
fina ncia l condition, TEP 's  a bility to insure  s e rvice  re lia bility or the  conse que nce s  to re s ide ntia l
cons ume rs  if the  Commis s ion doe s  not a pprove  the  S e ttle me nt Agre e me nt, or ne w ra te s  by
Ja nua ry 1, 2009 (3) it fa ils  to a cknowle dge  the  ma ny cus tome r be ne fits  tha t a re  include d in the
Se ttlement, (4) RUCO's  cla im of a  21 .5% ra te  increase  is  s imply not true , (5) it ignores  tha t each
adjus tment is  jus tified and documented in te s timony, (6) it e rroneous ly labe ls  the  fixed CTC as  a
"te mpora ry surcha rge " whe n it wa s  a  ca rve  out of TEP 's  the n e xis ting ra te s  a nd (7) it la cks  a n
understanding of the  Company and the  proposed PPFAC.

Fina lly, Mr. P igna te lli notes  tha t SWEEP does  not oppose  the  Se ttlement Agreement, and
he  tes tifies  tha t TEP continues to active ly support demand s ide  management programs.
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Summary of the
Testimony of David G. Hutchins

in Support of the Settlement Agreement
Docket Nos. E-01933A-07-0402/E-01933A-05-0650

Mr. Hutche ns  is  the  Vice  P re s ide nt, Whole s a le  Ene rgy for Tucs on Ele ctric P owe r
Compa ny ("TEP " or the  "Compa ny").

In support of the  Se ttlement Agreement, Mr. Hutchens ' te s timony addre sse s : (1) TEP 's
ne e d for a  P urcha s e d P owe r a nd Fue l Adjus tme nt Cla us e  ("P P FAC") a t this  time  give n the
vola tility of the  libe l a nd purcha se d powe r ma rke ts  a nd TEP 's  incre a s ing de pe nde nce  on the
the s e  ma rke ts  to me e t its  incre a s ing s ys te m de ma nd, (2) the  s tructure  a nd ope ra tion of the
PPFAC adopted in the  se ttlement agreement, (3) the  credits  TEP  will apply to the  PPFAC tha t
will have  the  e ffect of reducing the  PPFAC ra te , and (4) the  bene fits , both to the  Company and
its  cus tome rs , tha t will re s ult from the  propos e d P P FAC. Mr. Hutche ns  a ls o re fe rs  to  the
P P FAC P la n of Adminis tra tion ("P OA"). The  P OA provide s  tha t TEP  will ma ke  ve ry de ta ile d
monthly filings  a bout its  procure me nt pra ctice s  with the  Commis s ion, tha t the  Commis s ion
must approve  the  PPFAC ra te  each yea r be fore  it goes  into e ffect and tha t the  Commiss ion can
audit the  Company's  procurement practices  a t any time  and disa llow recove ry of cos ts  deemed
imprude nt. Mr. Hutche ns  conclude s  his  te s timony by e xpla ining tha t the  P P FAC is  in  the
public inte re s t.
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Summary of the
Testimony of Dallas J. Dukes

in Support of the Settlement Agreement
Docket Nos. E-01933A-07-0402/E-01933A-05-0650

Mr. Duke s  is  the  Ma na ge r of Ra te s  a nd Re ve nue  Re quire me nts  for Tucs on Ele ctric
P owe r Compa ny ("TEP " or the  "Compa ny").

In support of the  Se ttlement Agreement, Mr. Dukes  discusses  changing the  ra te  des ign
a s  de line a te d in the  S e ttle me nt Agre e me nt, e limina ting the  fre e  foota ge  a llowa nce  in the
Compa ny's  Ru le s  a nd  Re gu la tions  a nd  the  tra ns ition  p la n  ne ce s s a ry to  a llow fo r tha t
e limina tion. With re ga rd to the  ra te  de s ign is s ue s , Mr. Duke s  e xpla ins  tha t the  S e ttle me nt
Agreement provides , among othe r things  tha t: (1) the  6.1% base  ra te  increase  is  spread evenly
across  a ll of TEP 's  cus tomers , except for the  low-income  re s identia l cus tomers  (2) low-income
residentia l customers  a re  he ld harmless  from the  base  ra te  increase  and the  PPFAC ra te  and (3)
the  ra te  des ign sends  a  pro-conse rva tion message  through the  expans ion of time-of-use  ta riffs
for re s ide ntia l a nd comme rcia l cus tome rs  a nd the  a doption of a n inclining block ra te  s tructure
for res identia l and small genera l se rvice  customers .

Mr. Duke s  a ls o te s tifie s  a bout TEP 's  commitme nt to propos e  a  pa rtia l re quire me nts
ta riff tha t will not impe de  re ne wa ble  s e lf-ge ne ra tion, de vis e  a  via ble  inte rruptible  ta riff a nd
TEP's  commitment to a  demand response  program.
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