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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
R.ATE OF RETURN ON THE FAIR VALUE
OF ITS OPERATIONS THROUGHOUT THE
STATE OF ARIZONA.

DOCKET no. E-01933A-07-0402

DOCKET NO. E-01933A-05~0650IN THE MATTER OF THE FILING BY
TUCSON ELECTRIC POWER COMPANY TO
AMEND DECISION no. 62103. STAFF'S NOTICE OF ERRATA

Staff of the Arizona Corporation Commission ("Staff") hereby provides notice of filing

Exhibit Nos. AAA, BBB, CCC, and DDD of the public version of John Antonuk's Direct Testimony

in the above-referenced matter. These exhibits were inadvertently omitted from Staff s initial tiling.

RESPECTFULLY SUBMITTED this nth day of March, 2008,
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win R. Mitchell, Staff Counsel
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
(602) 542-3402
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1 Origina l a nd 15 copie s  of the  fore going file d
this n t h da y of Ma rc h , 2008  with :
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Docke t Contro l
Arizona  Corpora tion Com m is s ion
1200 We s t Wa shington S tre e t
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Michae l W. Pa tten, Esq.
ROS HKA De WULF & P ATTEN
One Arizona  Center
400 East Van Buren Stree t, Suite  800
Phoenix, Arizona  85004

J e ff S chle ge l
S WEEP
1167 We s t S a ma la yuca  Drive
Tucs on, Arizona  85704-3224
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Pete r Q. Nyce , J r.
Gene ra l Attorney
Re gula tory La w Office
Office  of the  Judge  Advoca te  Genera l
DEP ARTMENT OF THE ARMY
901 North Stuart S tree t, Room 713
Arlington, Virginia  22203- 1644

Eric Gundry
Energy Program Staff Attorney
WESTERN RESOURCE
ADVOCATES
2260 Baseline Road, Suite 200
Boulder, Colorado 80302

13
Da v id  Be rry
W E S TE R N R E S O UR C E
ADVO C AT E S
P os t Office  Box 1064
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Gary Yaquinto, President
AUIA
2100 North Central Ave., Suite 210
Phoenix, Arizona 85004
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Scott S . Wakefie ld, Chie f Counse l
RUCO
1110 West Washington St., Suite  220
Phoenix, Arizona  85007

Timothy M. Hoga n
ARIZONA CENTER FOR LAW IN
THE P UBLIC INTERES T
202 Eas t McDowell Road, Suite  153
Phoe nix, Arizona  85004
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La wre nce  Robe rts on, J r.
P .O. Box 1448
Tuba e , Arizona  85646
Attorne y for S e m pra  Ene rgy
Re source s  a nd
S outhwe s te rn P owe r Group II

Nichola s  J .  Enoch
LUBIN & E NO C H,  P C
349 No1"ch Fourth Ave nue
P hoe nix,  Arizona  85003
Attorne ys  fo r IBEW Loca l 1116
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De bora h A. S cott
Robe rt J .  Me tli
S NE LL & W ILME R  LLP
One  Arizona  Ce nte r
400 Ea s t Va n Bure n S tre e t
P hoe nix, Arizona  85004-2202
Attorne ys  for AP S

C. Webb Crocke tt
FENNEMORE CRAIG, P C
3003 North Centra l Ave ., Suite  2600
Phoenix, Arizona  85012-2913
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a nd AS ARCO
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Thomas L. Mum aw, Esq.
P INNACLE WES T CAP ITAL
CORP ORATION
400 North 5"' S tree t, Ms 8695
Phoenix, Arizona  85004

Da n Ne id linge r
NE IDLING E R  & AS S O C IATE S
3020 North 17'*' Drive
P hoe nix,  Arizona  85015



Billy L. Burne tt
3341 North Riverbend Circle East
Tucson, Arizona 85750-2509
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Ra ymond S . He rma n
S e nior Vice  P re s ide nt a nd
Ge ne ra l Couns e l
UNIS O UR C E  E NE R G Y
CORP OR.ATION
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Tucs on, Arizona  85701

J ohn E. O'Ha re
3865 North Tucs on Boule va rd
Tucs on , Arizona  85716
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S . Da vid Childe rs , Es q.
LOW & C HILDE R S , P .C .
2999 North 44th S tre e t, S uite  250
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Gre g P a tte rs on, Dire ctor
Arizona  Compe titive  P owe r Allia nce
916 We s t Ada ms , S uite  3
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10 Miche lle  Live ngood
TUCSCN ELECTRIC POWER
COMP ANY
One South Church Avenue, Suite 200
Tucson, Arizona 85701
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Bria n  Brumfie ld
Arizona  P ublic  S e rvice
P .O. Box 53999
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Gallagher & Kennedy, PA
2575 East Camelback Road
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19 Da nie l D. Ha ws
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20 US A Inte llige nce  Ce nte r a nd
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Chris tophe r Hitchcock
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Michael L. Kurtz
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36 East Seventh Street, Suite 1510
Cincinnati, Ohio 45202
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DRAFT OF TESTIMONY EXHIBITS

EXHIBIT AA.A

\

Sources;
Actual O&M costs for 1998-2007 were provided in response to Staff Data Request 8.4(b), actual O&M
costs for 1995-1997 were taken Hom bar chart in 1998 Annual Report (p. 16). The 'frozen O&M rate was
provided in supplemental response to Staff Data Request 8.4(c).
Actual generation fuel expense for 1998-2007 was provided in response to Staff Data Request 8.5(a), actual
generation fuel expense for 1995-1997 was taken from bar chart in 1998 Annual Report (p. 14). The frozen
generation fuel rate was provided in supplemental response to Staff Data Request 8.5(c).



Retail kph
Sales

O&M
Excess

cents/kWh | |

Retail O&M
Over-earni

Wholesale
kph Sales

O&M Excess
cents/kWh

Wholesale
O&M Over-

earning

1999 7,789,000,000 0.33 $25,703,700 5,224,000,000 0.33 $17,239,200

2000 8,186,000,000 0.31 $25,376,600 6,209,000,000 0.31 $19,247,900

2001 8,261,000,000 0.38 $31,391,800 6,733,000,000 0.38 $25,585,400

2002 8,012,000,000 0.07 $5,608.400 4,017,000,000 0.07 $2,811,900

$88,080,500 $64,884,400

Generation

Gen Fuel
Excess

cents/kWh 1

Gen Fuel Over-
earni

Total Over-
earning

Revenue
Equivalent

1999 11,115,678,000 0.31 $34,458,602 $77,401,502 $128,556, 154

2000 11,945,701,000 0.05 $5,972,851 $50,597,351 $84,037,139

2001 12,182,994,000 (0.06) (7,309,796) $49,667,404 $82,492,591

2002 11,471,573,000 0.23 $26.384,618 $34.804_918 $57,807.488

$212,471,174$59,506,274 $352,893,373

J A-2

EXHIBIT BBB

Calculation of Estimated Over-Earning Benefit to TEP under the Settlement
Agreement 1999-2002

Sources:
Retail and wholesale sales were taken lim the 2002 and 2003 Annual Reports, generation was taken from
the 2002 Annual Report. Over-earnings (operating income) were grossed up to revenue using TEP
conversion factor of 1.6609.

O&M Excess was calculated as the difference between actual O&M cost (for 1998-2007 provided in
response to Staff Data Request 8.4(b), and for 1995-1997 taken Hom bar chart in 1998 Annual Report (p.
16)) and the frozen O&M rate provided in supplemental response to Staff Data Request 8.4(c).
Generation Fuel Excess was calculated as the different between actual generation fuel expense (for 1998-
2007 provided in response to Staff Data Request 8.5(a) and for 1995-1997 taken ii'om bar chart in 1998
Annual Report (p. 14) and the frozen generation fuel rate provided in supplemental response to Staff Data
Request 8.5(e).



1999 2000 2001 2002

4Be 'fining Balance so ($134,199,77/) ($233,708,880) ($340,342,536)

Current Year
Excess ($128,556,155) ($84,037,140) ($82,492,591) ($57,807,488)

Ca 'ng Cost ($5,643,615) ($15,471,970) ($24,141 ,064) ($32,419,823)

Ending Balance ($134,199,770) ($233,708,880) ($340,342,536) ($430,569,848>

2004 2006 200720052003 4 mo 2008

IBe `nning Balance ($430,569,848) ($354,085,621) ($266,284,567) ($166,224,221) ($51,618,336) $76,622,171
Current Year
Shortfall $109,482,000 $113,890,000 $118,249,000 $123,767,000 $127,189,000 $33,508,000

Ca 'ng Cos t ($32,997,773) ($26,088,946) ($18,188,654) ($9,161,115) $1,051,507 $2,705,481

Ending Balance ($354,085,621) ($266,284,567) ($166,224,221) (ss 1 ,618536) $76,622,171 $112,835,652

J A-3

EXHIBIT CCC

Analysis of Revenue Shortfa1VExcess with Carrying Costs

Sources:
Current year shortfall Figures taken Eoin TEP Exhibit KCG-1 , current year excess figures were taken Born

Liberty Exhibit BBB. Analysis uses TEP operating income to revenue conversion factor of 1.6609 and cost

of capital of 8.78%.
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EXHIBIT DDD

Evidence of UniSource's Strong Financial Position during the Settlement Period

1999 Annua l Report

•

•

•

Upgra de s  in 1999 a nd e a rly 2000 of TEP  bond ra tings  by S ta nda rd & P oor's ,

Moody's  Inves tors  Se rvice , and Duff & Phe lps , the  upgrades  genera ted savings  of

more  than $1 million in annua l fees .

Continue d s te a dy growth in ope ra ting income . Be twe e n 1995 a nd 1999 tota l

growth was 28 percent, and reached 16 percent over 1999 a lone.

De b t re duction  o f $89  million , incre a s e  in  e qu ity from $12  million  to  $324

million, and to increase  the  equity portion of its  capita l s tructure  from 1 pe rcent to

•

•

•

14 percent.

S trong contribution to re ve nue s  from whole sa le  sa le s , which gre w by 16 pe rce nt

in MWh and by 20 percent in revenues , due  to higher regiona l energy prices .

Re duction in O&M e xpe ns e  by more  tha n $2 million, re duction in pe r-ki1owa tt-

hour O&M expense  of 8.3 pe rcent from 1998 leve ls .

Re duction of long-te rm de bt e xpe nse  of $6 million (8 pe rce nt) due  to re de mption

and prepayment.

2000 Annual Report

• Growth in ope ra ting re ve nue s  by 6 pe rce nt (from $630 to $665 million) spurre d

by more  than doubling of wholesa le  revenues  (from $171 to $360 million).

Growth of 5.5 pe rcent in re ta il revenues  despite  l pe rcent reduction in re ta il ra te s .

Dra ma tic  ris e  in  ope ra ting  income  of 28  pe rce nt (fon t $154 million  to  $197

million) from 1999 le ve l.
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•

•

Incre a s e  to e quity of $48 million (15 pe rce nt) a nd de cre a s e  in tota l de bt of $26

million due  to s trong ca sh flows .

Continued decrea se  in pe r-kilowa tt-hour O&M expense  of 1.8 pe rcent from 1999

•

•

le ve ls .

Continue d cons ta nt fie ld e mploye e  numbe rs  (a s  the y ha d be e n for the  pa s t five

years) while  customers  grew by a lmost three  percent.

Reduction of inte res t expense  of $4.4 million due  to redemption and prepayment.

2001 Annua l Report

• Doubling of whole s a le  re ve nue s  (Hom $360 to $761 million), which e xce e de d

retail revenues .

Growth of 18 pe rcent in ope ra ting income  (from $210 to $248 million).

Improvement to TEP gross  margin of $26 million ove r 2001 re sults .

Decrease  in tota l debt of $333 million, decrease  in debt cos t of $5 million.

Incre a s e  in  to ta l e qu ity o f $53  million ,  with  s ign ifica n tly improve d  ca p ita l

s tructure .

• Increase  of 43 percent in earnings per share .

2002 Annual Report

•

•

S ignifica nt drop in re ve nue  a nd ope ra ting income  due  to e conomic downturn,

a lthough s till above  1999 leve ls .

P os itive  contribution to ne t income  by TEP , ge ne ra ting ne t e a rnings  of $53.7

million .
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• Indica tion from Cha irma n tha t compa ny e xpe cte d a  10 pe rce nt a nnua l e a rnings

growth a t TEP from 2002 to 2004 (despite  ra te  breeze).

2003 Annua l Report

•

•

Offe r Rom S a gua ro Group to purcha s e  the  compa ny's  s tock a t a  30 pe rce nt

premium, expenses  a ssocia ted with proposed acquis ition of $3 million.

Acq u is itio n  b y Un iS o u rce  o f th e  g a s  a n d  e le c tric  s ys te ms  'fro m Citize n s

Communica tions  Compa ny for $223 million, fina nce d in pa rt by $50 million from

cash flows.

Increase  to ne t cash flows 'from opera tions  of $87 million from 2002.

Increa se  of $3 million in UniSource  s tock dividends .

Divide nds  from TEP  to UniS ource  of $80 million.

Growth in consolida te d ne t income  to $113 million Hom $35 million in 2002.

2004 Annua l Report

•

•

Incre a s e  in  ne t ca s h  flows  from ope ra tions  o f $44  million  a nd  incre a s e  to

ope ra ting income  of $16 million compared to 2003.

Incre a s e  in  TEP  re ta il re ve nue s  of $28  million  with  re ta il s a le s  growth  of 3

•

percent.

Incre a se  in TEP  whole sa le  re ve nue s  of $9 million de spite  2 pe rce nt de cre a se  in

volume .

• Decrease  to TEP long-te rm debt expense  of 5 pe rcent due  to lower le tte r of credit

fees.
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2005 Annua l Report

Two notch upgrade  in TEP 's  credit ra ting Hom Moody's  Inves tor Se rvice .

Improvement in TEP  equity pos ition through financia l re s tructuring.

Incre a s e  in divide nds , the  s ixth a nnua l incre a s e  s ince  divide nds  e s ta blis he d in

2000.

•

•

Incre a se  of $18 million in whole sa le  powe r re ve nue s  a t TEP  ove r prior ye a r due

to highe r marke t price s , de spite  lower tota l kph sa le s .

Increase  in TEP re ta il revenues  of $28 million.

Growth of 5 percent in res identia l sa les  and 4 percent in commercia l sa les .

De cre a se  in TEP  tota l inte re s t e xpe nse  of $17 million (11 pe rce nt), due  to de bt

re tirements  and lower fees under a  new credit agreement.

Divide nds  'from TEP  to UniSource  of $46 million.

2006 Annua l Report

• R e c e ip t o f th e  In d e x Awa rd  fro m th e  E d is o n  E le c tric  In s titu te  (E E l) fo r

outs tanding sha reholde r re turns  ove r a  live~yea r pe riod, with UniSource  cla iming

the  top spot in EEl's  sma ll cap ca tegory with a  re turn of 172 pe rcent.

Increase  to ne t income  of $19 million ove r prior yea r.

Growth in re ta il sa le s  of 4 pe rcent and increase  of $28 million in re ta il revenues .

Growth in whole s a le  s a le s  of 8 pe rce nt a nd incre a s e  of $9 million in whole s a le

revenues .

•

•

De cre a s e  of $13 million in TEP  inte re s t e xpe ns e  prima rily due  to lowe r inte re s t

ra te  on long-tenn debt and capita l lease  obliga tions .


