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ARIZONA CORPORATION COMMISSION

TUCSON ELECTRIC POWER COMPANY

DOCKET nos. E-01933A-05-0650 & E-01933A-07-0402
I

Direct Testimonv of Dan L. Neidlinger

1

2

3

4

Q- PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.

A. My name is Dan L. Neidlinger. My business address is 3020 North 17th Drive,

Phoenix, Arizona. I am President of Neidlinger & Associates, Ltd., a consulting firm

specializing in utility rate economics.

5

6

7

Q- PLEASE DESCRIBE YOUR PROFESSIONAL QUALIFICATIONS AND

EXPERIENCE.

8

9

10

11

12

13

A. A summary of my professional qualifications and experience is included in the

attached Statement of Qualifications (Attachment A). In addition to the Arizona

Corporation Commission ("ACC" or "Commission"), I have presented expert testimony

before regulatory commissions and agencies in Alaska, California, Colorado, Guam,

Idaho, New Mexico, Nevada, Texas, Utah, Wyoming and the Province of Alberta,

Canada.

1 4

1 5 Q- ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING?

1 6

1 7

1 8

A. I am appearing on behalf of the Department of Defense ("DOD"). The major DOD

installations in Arizona served by Tucson Electric Power Company ("TEP" or the

"Company") are Davis Monthan Air Force Base ("DM") located in Tucson and Fort

1
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1 I-Euachuca (939413) locatedi n SierraVista. Bo& DODihci1i1ie=scunrentlyreceive service

Hom TEP under Rate Schedule LLP-14.2

3

4

Q- DID YOU PRESENT TESTIMONY ON BEHALF OF DOD IN TEP'S 0s-

0650 PROCEEDING?

5

6

7

8

9

10

A. Yes. The issues presented by TEP in the 05-0650 Docket are again addressed in

this case in more detail. The Company has filed in this Docket, 07-0402, three sets of A

thru H filing schedules supporting the traditional cost of service ("COS") ratemaking

approach as well as the hybrid ("Hybrid") and market ("Market") methodologies

discussed in the 05-0650 proceeding. I ask that my testimony in that case be

incorporated by reference into the record in this proceeding.

11

12

13

Q- HAVE YOU CHANGED ANY OF YOUR OPINIONS WITH RESPECT TO

THE ISSUES ADDRESSED IN THE 05-0650 CASE?

14

15

A. No, Shave not. However, the scope of my testimony in this case is limited to cost of

service and rate design issues.

16

1 7

1 8

Q. WHAT IS THE COMBINED ANNUAL ELECTIC USAGE OF THE FORT
AND DM?

19

20

21

A. These military installations are two of the Company's largest customers. Combined

annual electric usage for these DOD facilities is approximately 213,000,000 kilowatt

hours ("kwh").

22

23 Q~ WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

24 A. My testimony addresses the following issues :

25

26

1.
2.

The class cost of service study ("CCOSS") supporting the COS filing,
The Company's proposed class revenue allocations,

2
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2

3

3. The  proposed time use»€49939rate design, LLP-90N, for current LLP-14
and LLP-90 customers, and

4. The Company's demand-side management ("DSM") proposals.

4

5

6

The  DOD fa cilitie s  tha t sponsor my te s timony s e e k no subs idy from othe r cus tome rs  of

TEP , nor do the y wis h to s ubs idize  the s e  cus tome rs . The ir re que s t is  s tra ightforwa rd -

imple me nt ra te s  tha t a re  ba se d on sound cos t of se rvice  principle s .

7

8

9

10

Q. IN GENERAL, IS YOUR TESTIMONY ON CCOSS, CLASS REVENUE

ALLOCATIONS AND RATE DESIGN ISSUES ALSO APPLICABLE TO THE

HYBRID AND MARKET METHODOLOGY FILINGS?

11 A.  Ye s .

12

13

14

15

16

17

18

19

20

2 1

22

23

3



1 L TESTIMQNY SUMMARY

2

3

4

Q, PLEASE SUMMARIZE YOUR FINDINGS AND CONCLUSIONS ON

CCOSS, CLASS REVENUE ALLOCATION, RATE DESIGN AND DSM ISSUES.

5

6

7

8

9

10

11

12

13

14

15

A. The balance in TEP's rate structure has deteriorated since the last rate 14 years ago.

Interclass revenue subsidies have increased since that time and the Company's rate

proposals in this case increase, rather than decrease, these subsidies. For instance, the

Company is seeking a 35% rate increase (52% greater than the overall increase of 23%)

for the Large Light & Power ("LLP") customer class that is currently providing the

highest return on rate base of any class. With respect to rate design, the Company's

proposed TOU rate for industrial customers, Rate LLP-90N, is not properly designed

and provides little incentive to shift load to off-peak periods. Finally, the Company's

proposed DSM program needs to be expanded to provide technical and financial

assistance to commercial and industrial customers in addition to residential customers.

Accordingly, I recommend the following:

CCOSS -- The Commission should rej et the Company's four-month coincident
peak ("CP") - Average and Peak ("A&P") demand costing method. This
method is technically invalid since it double-counts average demand thereby
allocating a disproportionate share of fixed production and transmission costs to
high load factor customers. Preferable alternative methods are the CP method
or the Average and Excess method ("A&E"). The latter method considers both
energy and class peak demands but does not incorporate the double-counting
flaw inherent in the A&P method

16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

CLASS REVENUE ALLOCATION - The increase to the Residential class
should be at least l50% of the overall increase. At requested revenue levels, this
increase is 34%. Percentage increases to the General Service ("GS") and LLP
classes should be no greater than 50% of the overall increase since these classes
are currently providing approximately $60 million in revenue subsidies to other
classes. At requested revenue levels, this increase is l l.5%. The Mining class
rates should be increased by 19% to achieve unity return on rate base and the
largest percentage increase, 45%, is recommended for the Other Public Authority
("OPA") class. Under all demand costing methods, the OPA class shows
extremely large losses at current rates.

4



.--- LLP -90NR,ATE DE S IG N - To be tte r re flect demand ene rgy and-seasonal cost
differentia ls , the  on-peak summer period demand charge  for the  proposed LLP-
90N TOU ra te  should be  increased from $8.00 to $14.50 pe r kilowatt ("KW")
and winter energy charges reduced. The  summer/winter ra tio of tota l revenues
under the  proposed a lternative  ra te  design is  1.66 in contrast to the  1.20 ra tio
provided by the  Company's  ra te . The  proposed LLP-90N ra te  does  not
adequate ly re flect the  1.76 summer/winter ra tio in TEP's  monthly peak demands.

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

DS M P ROGRAMS .- The  bulk of the  revenues collected to fund DSM programs
will be  provided by non-res identia l cus tomers . Accordingly, the  scope  of the
DSM portfolio should be  expanded to include  those  commercia l and industria l
customers that may need both technical and financia l assistance  in implementing
DSM projects . This  funding should be  augmented with Utility Ene rgy Se rvice
Contracts  tha t require  TEP financing of energy efficiency and renewable  energy
projects  for la rge  commercia l and indus tria l cus tomers . Fina lly, be tte r cos ting
and pricing practices  a re  required to increase  the  like lihood of achieving
successful outcomes from these programs.

1 9

2 0

2 1

2 2

2 3

As discussed in de ta il in the  following pages of tes timony, adoption of these

recommenda tions  will provide  more  rea lis tic approaches  for cos ting and pricing TEP 's

e lectric se rvice  the reby reducing inte rclass  subsidies . Moreover, they would provide  for

the  design of TOU ra tes  which provide  for a  s trong financia l incentive  to shift demand to

off-peak periods .

24
25

26

27

28

29

30

31

32

33

5
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1 II ncoss AND CLASS REVEMUEALLQC ATMS

2

3

4

Q- WHY SHOULD ELECTRIC RATES BE PRIMARILY BASED UPON COST

OF SERVICE?

5

6

7

8

9

10

11

12

A. In a  re gula te d e nvironme nt, cos t of s e rvice  is  the  s ingle -mos t importa nt crite rion in

the  de ve lopme nt of re ve nue s  by cus tome r cla ss  a nd the  de ve lopme nt of ra te s  tha t will

produce  those  re ve nue s . If ra te s  a re  not cos t-ba se d, the  ine vita ble  re sults  a re  subs idie s

a mong cla s se s  of cus tome r a nd cus tome rs  within a  cla s s . Although othe r fa ctors , such a s

continuity, s implicity a nd s ta bility, a re  va lid cons ide ra tions  in the  ra te  de s ign proce s s ,

the  prima ry guide line  should be  cos t of s e rvice . Ra te s  de ve lope d ba se d on cos t of

se rvice  cons ide ra tions  a re  e quita ble  be ca use  e a ch cus tome r pa ys  its  fa ir sha re  of the

utility's  tota l cos ts .

13

14

15

Q- WHAT ARE THE PROBABLE CONSEQUENCES OF SETTING

ELECTRIC RATES PRIMARILY ON NON-COST CONSIDERATIONS?

16

17

18

19

20

21

22

A. In a ddition to the  ine quitie s  pre vious ly discusse d, ba s ing ra te s  on non-cos t

cons ide ra tions  ca n le a d to unne ce ssa ry de pa rture  of la rge  comme rcia l a nd indus tria l

cus tome rs  a nd, in othe r ins ta nce s , une conomic de cis ion-ma king with re spe ct to e ne rgy

use  a nd e ne rgy a lte rna tive s . Utilitie s  with tilte d ra te  s tructure s  a nd obsole te  ra te  de s igns

find the mse lve s  scra mbling to ke e p the ir curre nt comme rcia l a nd indus tria l cus tome rs  on

the  sys te m without offe ring spe cia l contra ct ra te s  tha t a re  s ignifica ntly lowe r tha t

s tandard ra te  schedules .

23

24

25

Q- HOW WOULD YOU CHARACTERIZE TEP 'S  CURRENT RATE

STRUCTURE? 1

26

27

A. The  Compa ny's  curre nt ra te  s tructure  shows  s ignifica nt imba la nce  a s  e vide nce d by

the  re sults  of the  CCOS S  file d in this  ca se  a nd discusse d in the  Dire ct Te s timony of Mr.

6
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1

2

3

4

5

6

7

Be ntle y Erdwu.m1,Lead Analystin  T

Department. Mr. Erdwurm's  CCOSS for the  tes t year, ca lendar year 2006, shows

extremely la rge  va riances  in cla ss  re turns . For ins tance , Mr. Erdwurm's  s tudy shows a

nega tive  re turn for the  Residentia l class  of $24.8 million in contras t to the  positive  re turn

of $28 million for the  Genera l Service  class  on a  smalle r ra te  base  - a  $52.8 million

diffe rentia l. These  two customer classes  account for over 84% of TEP 's  tota l re ta il

e lectric sa les.

8

9

1 0

Q- HOW HAS TEP 'S  RATE STRUCTURE CHANGED SINCE ITS LAST

MAJ OR RATE PROCEEDING IN 1993?

1 1

1 2

1 3

1 4

1 5

A. The balance in the  ra te  structure  has deteriorated significantly since that case  14

years  agog. At tha t time , a ll classes  were  providing positive  re turns  and the  diffe rentia l

between the  Residentia l and GS classes was only $14 million under the  same A&P

costing methodology. Moreover, TEP 's  tota l re ta il ra te  base  was  $138 million higher in

1992 than the  tota l ra te  base  in this  case  ($l ,121 million versus  $983 million).

1 6

1 7 Q- WHAT ARE THE REASONS FOR THIS  DRAMATIC CHANGE?

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

A. The root cause  of this  ra te  s tructure  de teriora tion is  the  fa ilure  by both the  Company

and the  Commission to properly se t, in prior ra te  proceedings, class revenue

requirements  based on sound cost of service  principles . As a  result, changes in TEP's

customer mix and usage patterns since 1992 have exacerbated the interclass subsidy

problems present a t tha t time . Exhibit DLN-l , a ttached, provides  a  comparison of

changes in class  revenues, megawatt-hour ("MWH") sa les  and load factor s ta tis tics  from

1992 to the  current case , ca lendar year 2006. Although MWH sales increased by 48%

during this period, revenues increased by only 36% due to an 8% decreases in the

'Updated A&P CCOSS provided in response to DOD Data Request 3.2
Docket U-1933-93-006 - Test Year Ended 6-30-1992
Primarily due to the rate reductions provided for in the 1999 Settlement Agreement

7



1

2

3

averagerate per kph.  Fu\uhe4Wdential sales grew at much anteaterpercentage, 82%,

than any other customer class. The Residential class was in 1992, and remains today,

the least profitable of the Comparly's major customer classes.

4

5

6

Q- CAN YOU EXPLAIN THE EROSION IN TOTAL SYSTEM LOAD

FACTOR FROM 58% IN 1992 TO 46% IN 2006?

7

8

9

1 0

11

A. As indica ted in the  bottom chart on Exhibit DLN-1, this  de te riora tion in load factor

is  due  primarily to the  decline  in the  load factor of the  Residentia l class  (53% to 42%)

and its  increased percentage  contribution (48% versus  37%) to TEP 's  CP demand. At

current ra te  levels , revenues from the  Residentia l class are  not sufficient to recover the

increased costs that the  class is  imposing on TEP's system.

1 2

1 3

1 4

Q- DO THE COMPANY'S RATE PROPOSALS IN THIS CASE

ADEQUATELY ADDRESS THIS RATE STRUCTURE PROBLEM?

15

16

17

18

19

20

21

22

23

24

25

A. In my view, they do not. Exhibit DLN-2 shows customer class  re turns  on ra te  base ,

return indices and revenue subsidies at present and proposed rates under the Company's

A&P demand cos ting methodology. As  discussed la te r in my tes timony, the  A&P

method is  technica lly flawed and an improper demand costing method. However, even

under this  method, the  la rge  disparities  in class  re turns a re  clearly demonstra ted. At

present rates, percentage returns on rate  base range from a negative 33.95% for the

Mines to a  positive  7.94% for the  GS class . At proposed ra tes , the  Residentia l class

shows a  return on rate  base of only 4.43% and a  return index of .53 whereas the GS and

LLP classes show returns on ra te  base of 16.04% and 22.35%, respectively, and re turn

indices of 1.92 and 2.68. The Company's  ra te  proposals  merely perpetuate  the  interclass

subsidies inherent in the present rates .

26

27 Q- WHAT IS THE MEANING OF A RATE OF RETURN INDEX?

8
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1

2

3

4

5

6

7

8

A. A cla s s 's  ra te  oire hinninde x is a  re la tive  measiireo f it s coiitrihution to the  system

average  ra te  of re turn. An index tha t is  be low 1.00, or negative , indica tes  tha t a  class 's

revenues are  not sufficient to recover its  cost of service , while  an index exceeding 1.00

indica tes  tha t a  class  is  over-recovering its  cost of service , thereby providing revenue

subsidies  to other classes . Refe rring aga in to Exhibit DLN-2, a t the  Company's .

proposed ra tes, the  GS and LLP classes are  providing over $55 million of revenue

subsidies to other customer classes whereas the revenue subsidy received by the

Residentia l class  is  increased to $34 million.

9

10 Q- P LE AS E  E XP LAIN E XHIBIT DLN-3 .

11

12

13

14

15

16

17

A. Exhibit DLN-3 shows present and proposed revenues by customer class and

proposed percentage increases. Also shown are class revenue subsidies expressed as a

percentage of revenues. As noted, present revenues exclude DSM and Competitive

Transition Charges ("CTC") and proposed revenues exclude  TEP's  proposed

Termina tion Costs  Regula tory Asse t Charge  ("TCRAC"). The  Company's  proposed

revenue  spread of the  requested $l58,186 million increase  is  not consis tent with results

of its  own CCOSS and should be  re jected.

18

19

20

Q- WHY IS  THE  A&P  ME THOD US E D BY THE  COMP ANY TO ALLOCATE

DE MAND-RE LATE D P RO DUCTIO N CO S TS  TE CHNICALLY FLAWE D?

21

22

23

24

25

26

27

A. The A&P method double-counts average demand: once in the  energy component of

the  formula  a rid aga in in the  CP  component of the  formula . Accordingly, high load

factor customers are  a llocated a  disproportionate  share  of fixed production and

transmission plant and re la ted costs  under the  A&P method. Considering the

predominance  of TEP'S summer peak, the  CP method is  the  most appropria te  method

for a lloca ting these  costs . This  method equitably apportions the  annual fixed costs

incurred by the  Company to meet this  peak.

9



1

2

CDMPANX4 CP ME11HQN FQRJTS

JURISDICTIONAL COST STUDY?

3

4

5

6

A. Yes. The wholesale  segment of the  Company's  business should be  viewed as

anothe r cus tomer cla ss , irre spective  of regula tory jurisdiction. If the  CP  me thod is

appropria te  for jurisdictiona l purposes , as  advoca ted by Mr. Erdwunn, it is  a lso

appropria te  for ACC re ta il cos ting.

7

8

9

Q- PLEASE EXPLAIN THE ILLUSTRATION PROVIDED ON EXHIBIT

DLN-4.

A. The  illus tra tion shown on Exhibit DLN-4 compares  the  results  of a  demand

a lloca tion us ing the  CP  me thod and the  A&P me thod for a  hypothe tica l utility with two

customer classes. In the base case, both classes are allocated 50 units of demand under

10

11

12

13

14

15

16

17

18

19

20

21

the  CP method. Under the  A8cP method, Class  A rece ives  an a lloca tion of 45 units  and

Class  B an a lloca tion of 55 units  -- a  demand grea ter than it actua lly experienced. In the

second example , the  only change is  an increase  in Class B's  load factor from 60% to

80%. Under the  CP method, there  is  no change  in the  demand a lloca tion be tween the

two classes . However, under the  A&P method, Class  B's  a lloca tion increases  by 5 units

of demand to 60. Class  B has  become more  e fficient in its  use  of the  utility's  production

facilities  but is  penalized whereas Class A, which has not changed its  behavior, receives

a  lower a lloca tion of demand costs . A costing method, such as  the  A&P method, tha t

discourages the  efficient use  of a  utility's  resources should be  re jected.

22

23

24

Q. DID THE COMPANY, AT YOUR REQUEST, PREPARE A CCOSS USING

THE CP DEMAND ALLOCATION METHOD?

25

26

27

A. Yes . Summary re sults  of tha t s tudy a re  shown on Exhibit DLN-5. The  re turns  on

rate base at both present and proposed rates for the Residential and OPA classes are

lower than the  comparable  s ta tis tics  show on Exhibit DLN-2. The  higher load factor

10



1

2

cla s s e LLP ~a nd the  Mines, show much improved re turns under the  GB me thod due

la rge ly to the  e limina tion of the  double -counting pena lty inherent in the  A&P method.

3

4

5

6

7

8

9

10

Q . UNDE R THE  COMP ANY'S  A&P  COS TING, THE  COMP ANY IS

REQUES TING RATES  THAT P ROVIDE FOR A 22%  RETURN ON RATE

BAS E FOR THE LARGE LIGHT & P OWER CUS TOMER CLAS S . UNDER

THE  CP  ME THOD, THIS  RE TURN J UMP S  TO 4 6 %  -- A RE TURN THAT IS

OVER FIVE TIMES  THE OVERALL REQUES TED RETURN OF 8 .35% . IS

THERE ANY J US TIFICATION FOR RATES  THAT P ROVIDE THES E VERY

HIGH RETURNS ?

11

12

13

14

15

16

17

18

19

A. Absolute ly not. The  Company's  ra te  proposa ls  for the  LLP class  a re  excessive

under e ithe r cos ting methodology. Excluding the  off-peak Lighting class , the re  a re  only

two classes, GS and LLP, which provide re turn indices a t proposed ra tes that are  greater

than 1.00 and the  LLP class  re turn index of 5.57 is  triple  the  1.79 index of the  GS class .

The  LLP class  is  currently providing a t present ra tes  the  highest re turn, 13.97%, of any

class and yet is  asked be burdened with an additional 35% rate  increase - an increase

that is  52% greater than the  overa ll requested increase  of 23%. By any obi ective

measure of reasonableness and fairness, the Company's proposed revenue increases to

the  LLP class are  unsupportable .

20

21

22

23

24

25

26

Q- IN P RIOR TEP  DECIS IONS , THE COMMIS S ION HAS  EXP RES S ED THE

C O NC E R N THAT THE  C P  DE MAND ALLO C ATIO N ME THO D DO E S  NO T

ADE QUATE LY CONS IDE R ANNUAL E NE RGY US AGE . IS  THE RE  A

TE C HNIC ALLY VALID DE MAND ALLO C ATIO N ME THO D THAT

CONS IDERS  AVERAGE ENERGY US AGE IN DETERMINING CLAS S

ALLOCATION FACTORS ?

27

28

A. Yes. The ABLE method is  a  recognized demand allocation method that considers

both average demands, or energy use , and class peak demands. Unlike  the  A&P method,

11



1

2

3

4

5

6

7

8

9

however, the  A&E methoddoes not pena lize  high load factor customers  s ince  there  is  no

double-counting of average demand. The Company, again a t my request, prepared a

CCOSS with demand a lloca tion factors  ca lcula ted under the  A&E method. The  average

demand component of the calculation was based on annual energy use for each class.

The  peak demand component of the  ca lcula tion used maximum, monthly non-coincident

peaks  ("NCP")4. The  re sults  of this  ana lys is  a re  summarized on Exhibit DLN-6. As

shown on that exhibit, class returns, a t both present and proposed rates are  comparable  to

the  CP  re sults  shown on Exhibit DLN-5. The  only s ignifica nt va ria nt is  the  off-pe a k

Lighting cla s s .

1 0

11

12

Q, IN VIEW OF THE THESE CCOSS RESULTS, HOW SHOULD THE

COMPANY'S CLASS REVENUE PROPOSALS BE MODIFIED?

1 3

1 4
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1 8

1 9

2 0
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2 4

A. Significant changes to the  Company's  proposals are  necessary to improve the

ba lance  in the  current ra te  s tructure . A revised class  revenue  a lloca tion is  provided on

Exhibit DLN-7. Firs t, I recommend tha t the  percentage  revenue  increase  for the

Residentia l class be increased to 34% -- e ight percentage points greater than the

Company's  recommended 26% increase . An increase  of this  magnitude  is  needed to

begin restoring ra te  s tructure  integrity. Second, smaller re la tive  increases of 1 l .5% are

recommended for the  GS and LLP classes in consideration of the  large revenue subsidies

these  classes are  currently providing. The Company's  proposed increases for these

classes, as previously discussed, are  not supportable  under any costing analysis and

mere ly perpetua te  the  interclass  subsidy problem a t grea ter revenue  levels . Third, a  19%

increase  is  recommended for the  Mining class  to move  it to unity re turn, 8.35%, on

allocated ra te  base . Finally, the  largest percentage increase  for any class, 45%, is

dOne variation of the classical A&E formulation is the measurement of class excess demands based on
CP rather than maximum NCP demands ("CP A&E"). In this case, class demand allocation percentages

produced under the CP A&E method are not materially different than those used to produce the results
shown on Exhibit DLN-6.
aPer Exhibit DLN-3, Company proposed increases for the GS and LLP classes are 17.3% and 35.3%,
respectively
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1

2

recommended for the  OPA class. Under a ll demand costing methods, the  OPA class

shows extremely large losses a t current ra tes.

3

4

5

Q; PLEASE EXPLAIN THE RETURN INDICES SHOWN UNDER THE LAST

TWO COLUMNS OF EXHIBIT DLN-7.

6

7

8

9

10

11

12

13

14

15

16

17

18

19

A. Class re turn indices a t my recommended revenue spread are  shown for the  A&E

method and the  Company's  A&P method. While  much improved over the  Company's

proposa ls , a  re la tive ly la rge  re turn disparity remains among the  Residentia l, GS and LLP

classes. These  re turn differences cannot be  e liminated without radica l ra te  changes. For

instance , to obta in unity re turn, a  46% increase  would be  required for the  Residentia l

class  and while  95% and 81% increases would be  required for the  Lighting and OPA

classes, respective ly. The  GS and LLP classes would rece ive  small ra te  reductions. I do

not support variances of this magnitude in ra te  changes among the  classes a t this time.

One should consider in the  ra te  se tting process, as  previously sta ted, continuity,

s implicity and s tability. However, these  ra temaking a ttributes  have  often been used in

the  past as  jus tifica tion for making ra te  decis ions  for TEP tha t la rge ly ignore  cost of

service . The  grim results  of these  ra temaking policies  a re  clearly demonstra ted on

Exhibit DLN-1. I fe a r tha t the  sys tem ine fficiencie s  shown on tha t exhibit will continue

under the Company's class revenue and rate  design proposals.

20

21

22

Q . ARE YOU ENDORS ING THE OVERALL REVENUE LEVELS

REQUES TED BY TEP ?

23

24

25

26

27

No. The  DOD has  no recommendation with respect to overa ll revenue  requirements .

The  recommended class  revenue  a lloca tion (Exhibit DLN-7) is  provided to illus tra te  an

equitable  assignment of revenue responsibility a t the  overa ll revenue level requested by

the  Company. The increase  in tota l revenues authorized by the  Commission should be

apportioned among the classes as follows:

13
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1

2

3

4

5

6

•

•

•

•

•

•

Residentia l
GS
LL&P
Min in g
Lighting
OP A

66.7%
20.0%
3.9%
4.5%
1.0%
3.9%

7 These  percentages are  consistent with the  class  a lloca tions shown on Exhibit DLN-7.

8

9

1 0

Q, WHAT INCREASE IN TOTAL REVENUES DO THE ACC STAFF, RUCO

AND AECC SUPPORT IN THIS CASE?

1 1

1 2

13

1 4

A. Staff is  recommending an overa ll revenue  increase  of $9,766,0006 or 1.4%. RUCO

recommends a  4.04%7 increase  of $36,254,000. AECC's recommended increase  is

$91,619,000 or 13.25%. Based on these recommendations and the class apportionment

factors discussed above, the revenue spreads would be approximately as follows :

1 5 S TAFF RUCO AECC

•

•

•

•

16

17

18

19

20

21 •

Residentia l

GS

LL&P

Min in g

Lighting

OP A

$6,514,000

1,953,000

381,000

439,000

98,000

381,000

$24,181,000

7,251,000

1,414,000

1,631,000

363,000

1,414,000

$61,110,000

18,324,000

3,573,000

4,123,000

916,000

3,573,000

22

23

24

This revenue a llocation is  provided for comparative  purposes with the  revenue increases

shown on Exhibit DLN-7 us ing the  Company's  proposed revenue  requirement. As

previously sta ted, the  DOD has no recommendation on overa ll revenue requirements.

25

6Staff` s alternative return on fair value produces an overall increase of $17.84 million or 2.6%.
This is a 5.24% increase on adjusted test year revenues of $691,451 ,429, RUCO 4.04% calculation

includes sales for resale and other operating revenues in present revenues.

1 4
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1 111. RATE DESIGN

2

3

4

Q- HAVE YOU REVIEWED THE RATE DESIGN RECOMMENDATIONS OF

MR. ERDWURM?

5

6

7

A. I have generally reviewed most of Mr. Erdwunn's rate design proposals for the

various classes. I have specifically analyzed in detail the proposed TOU rate LLP-90N8

that would replace the current LLP-14 and LLP-90 rates.

8

9

1 0

Q- DO EITHER DM OR THE FORT OBJECT TO THE IMPOSITION OF A

MANDATORY TOU RATE?

1 1

1 2

1 3

1 4

1 5

A. No, they do not. A properly designed TOU rate would provide both DOD facilities

with additional incentives to shift on-peak load to off-peak periods. They do object,

however, to the TOU rate design proposed by the Company. Rather than encouraging

improved efficiency, the proposed LLP-90N rate provides little incentive to either of

these DOD customers to shift load.

1 6

1 7 Q. PLEASE EXPLAIN.

1 8

1 9

2 0

2 1

2 2

2 3

A. Typical bill comparisons under TOU rate LLP-90N indicate that high load factor

customers will incur a greater percentage increase in bills than less-efficient, low load

factor customers. This phenomenon is the result of recovery of an excessive amount,

over 50%, of demand-related costs in the energy component of the rate. Although

consistent with the Company's proposed A&P costing method, this rate design is contra

to the load-shifting objectives of TOU rates and proposed DSM programs] 1. To

8Schedu1e H-3, Page 14 of 16, Cost of Service Filing
9Schedu1e H-4, Page 23 of 28, Cost of Service Filing
l°Direct Testimony of Bentley Erdwumi, Page 30
"Direct Testimony of Denise A. Smith, Page 3
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2

achieve ohientives, the s11mmer_perind_peak-4611!and mmpnnenf Rf therate must be

increased significantly to recover a greater percentage of demand-related costs.

3 Q- ARE OTHER CHANGES TO RATE LLP-90N NEEDED, IN YOUR VIEW?

4

5

6

7

8

9

10

11

12

13

A. Yes. Of equal importance  to the  demand/energy mix is  the  seasonal aspect of the

ra te . The  ra te  does  not re flect the  very la rge  summer/winte r demand diffe rentia l.

Exhibit DLN-8 shows monthly peak demands  for ca lendar yea r 2006. The  ra tio of

maximum monthly peak (July) to minimum monthly peak (Februa ry) is  ove r 2.00. The

ra tio of summer peak to winte r peak is  1.76. These  ra tios  not only provide  guidance

with respect to CCOSS demand costing but a lso the degree of seasonality to be

incorpora ted in the  ra te  design. The  ra tio of summer/winter demand charges in the

proposed LLP-90N is  only 1.33 and the  comparable  ra tio for tota l charges , including fue l

and purchased power, is  1.20. Both of these  ra tios  a re  well short of the  cost diffe rentia ls

implied by TEP 's  peaking characte ris tics .

14

15

Q- ARE THESE LOW SEASONAL RATIOS ALSO PREVALENT IN THE TOU

RATES PROPOSED FOR OTHER CUSTOMER CLASSES?

16

17

18

19

20

21

22

23

24

A. I have not analyzed the  proposed TOU rates for other customer classes in deta il.

However, the  ra tios appear to be  higher than the  ra tios for the  proposed LLP-90N ra te .

For instance , the  second tie r (501-3,500 kWh's) of the  proposed residentia l TOU Rate  R-

70n12 for the  summer on-peak period is  only $8.0123 higher than the  second tier of this

ra te  for the  winter on-peak period but the  ra tio of summer/winter revenues are  much

greater than 1.33 since  the  bulk of residentia l usage occurs during the  summer period.

Also, in contras t to the  LLP-90N ra te  design, a  s trong load shifting incentive  is

incorpora ted the  R-70N ra te . The  summer on/off peak diffe rentia l is  a lmost $0.10 per

k p h .

25

26

27

There  are  other unexpla inable  differences among the  Company's  TOU rate  design

proposals, notably the  variances in winter season off-peak fuel and purchased power

ra tes . These  ra tes  range  from $0.01 ll pe r kph (less  than cost) under the  R-70N ra te  to

12Schedu1e H-3, Page 2 of 16, Cost of Service Filing
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1

2

$0.0357 per kWh under the  LLP-90N ra te . The  la tte r ra te  is  higher than the  on-peak fue l

and purchased power rate  of $0.0288.

3

4

5

Q- HAVE  YO U DE S IG NE D AN ALTE RNATIVE  TO U RATE  WHICH

BETTER REFLECTS  DIFFERENCES  IN S EAS ONAL COS TS  AND P ROVIDES

IMP ROVED INCENTIVES  TO S HIFT LOAD TO OFF-P EAK P ERIODS ?

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

A. Yes . The  TOU ra te  shown on Exhibit DLN-9 was  deve loped to illus tra te  the  type

of ra te  design tha t I recommend be  adopted in this  case . It is  designed to mirror the

revenue requirements  used to develop LLP-90N - the  Company's  proposed revenues for

the  LLP customer class . Accordingly, I am not recommending the  leve l of the  ra te

components but only the demand/energy and seasonal relationships demonstrated by the

proposed design. The ra te  incorporates much higher on-peak demand and energy

charges  during the  summer period to encourage  load shifting to off-peak periods. In

addition, summer/winter ra tios for demand charges and tota l charges are  increased to

1.69 and 1.66, respectively - ra tios that are  much closer to the  seasonal load

re la tionships  shown on Exhibit DLN-8. The  shoulde r ra ting pe riods  during the  summer

have been e liminated, the  on-peak period during the  summer is  12:00 noon to 8:00 P.M.

In sum, the  a lte rna tive  TOU ra te  does a  be tte r job of re flecting TEP's  costs  than the

LLP -90N ra te .

1 9

20 Q- WHY AREN'T WEEKENDS  OFF-P EAK?

21

22

23

24

25

26

A. In most e lectric utilitie s , the  weekday dive rs ity provided by commercia l and

industria l customers produces re la tive ly la rge  load reductions on the  weekends.

Accordingly, weekends  a re  normally off-peak periods  under TOU ra tes . TEP 's  sys tem

loads, however, a re  driven by the  res identia l class  which exhibits  no s ignificant load

reduction during the  weekends. In fact, the  res identia l class 's  monthly peak demand

occurred four times on a  Saturday or Sunday during 2006" . This  anomaly is  a lso a

13See TEP's response to RUCO Data Request 3.6
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ma oomidera tion-inthe  es tablishment of two (morning and evening) on-peak periods

during the  winter season.

3

4

5

Q , C AN YO U Q UANTIF Y THE  IMP R O VE ME NT IN LO AD S HIF TING

INCE NTIVE S  P ROVIDE D BY YOUR ALTE RNATIVE  RATE  DE S IGN?

6

7

8

9

10

11

12

A. Yes. A comparison (a lte rna tive  ra te  des ign versus  LLP-90N) of the  monthly and

annual benefits  from shifting 1 KW of demand a t a  70% load factor from on-peak to off-

peak periods  is  provided on Exhibit DLN-10. The  annua l savings  under the  a lte rna tive

rate  are  $225 or 42% greater than the $158 savings achieved under the Company's

proposed LLP-90N ra te . The proposed a lternative  ra te  design has not only a  sounder

cost founda tion but a lso provides  a  much grea te r financia l incentive  to shift load to off-

peak periods.

1 3

1 4

1 5

Q- HAVE YOU REVIEWED THE COMP ANY'S  P ROP OS ED RATE RIDER 5  -

THE TRANS MIS S ION COS T ADJ US TMENT CHARGE (s c Tc An )?

1 6
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1 8

1 9

2 0
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2 7

A. Yes. Shave  no genera l objection to flowing-through to re ta il customers  adjustments

made  by the  Federa l Energy Regula tory Commiss ion's  ("FERC") to TEP 's  transmiss ion

ta riffs  ("OATT"). I do object, howeve r, to the  manne r in which TEP proposes  to

establish and implement Rider 5. Firs t, the  OATT is  a  demand-based ta riff, not an

energy charge . TEP has converted a ll of customer class OATT demand charges into

energy charges and proposes to make future  adjustments on a  kph basis  without

considering line  and transformation losses. This  approach is  not cost-based and should

be  re jected by the  Commission. Where  practicable , the  TCA charge  for customer classes

should be  se t on a  demand or KW basis  consistent with charges under the  OAAT.

Arizona  Public Service  Companym recently rece ived Commission approva l of a  TCA

that provides for demand charges for a ll customers with demands over 20 KW. Second,

adjustments under Rider 5 should be  ca lcula ted in a  manner consistent with FERC's

14Degi8i0n No. 70179, ACC Docket No. E-01345A-07-0713
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2

3

fionnula  method which provides  for a  reconcilia tion of prior ove r or unde r collections .

Fina lly, regardless  of the  bas is  se tting and adjus ting the  ra te  (KW or kph), line  and

transformation losses should be  included in the  ra te  ca lcula tions.

4

5

6

Q- DO N' T MO S T E LE CTRIC UTILITIE S  ADJ US T FO R KW AND KWH

LOS S ES  IN THEIR COS TING P RACTICES ?

7

8

9

10

11

12

13

14

15

A. Yes , except for TEP. Adjus ting for losses  by voltage  leve l of se rvice  is  s tandard

practice  in the  e lectric utility indus try. Loss  factors  a re  typica lly used in cos t of se rvice

studies and applied to adjustment clauses such as fuel and purchased power adjustors.

Loss factors were  not used in TEP's  CCOSS and there  is  no mention of loss adjustment

factors by Company witness David Hutchens in his  testimony on a  proposed purchased

power and fue l adjustment clause  ("PPFAC'). If losses  a re  not considered, customers

taking service  a t primary and transmission voltages will pay energy charges tha t exceed

cost and customers taking service  a t secondary voltage levels will pay energy charges

that are  lower than cost.

16

17

18

19

20

21

22

23

24

25

19



Iv. TEP'S PROPOSED DSM PROGRAM

3

4

5

Q, HAVE YOU REVIEWED THE COMPANY'S DSM PROPOSALS AS

DISCUSSED IN THE TESTIMONIES OF ms. DENISE SMITH AND MR

THOMAS HANSEN?

6

7

8

9

1 0

11

1 2
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A. Yes. The  Company is  recommending tha t funding for DSM programs be  increased

from the  current $3.1 million to $12.4 million. De ta ils  of the  Company's  expanded

DSM portfolio a re  discussed by Ms. Smith, Mr. Hansen's  te s timony dea ls  with

recommended DSM cost recovery mechanisms through a  DSM adjustor tha t would

appear as  a  line  item on customers ' bills . The  bulk of the  proposed expenditures are

ta rge ted for DSM programs for res identia l and small commercia l cus tomers . It is

unlike ly tha t e ithe r the  Fort or DM would rece ive  any benefits  from the  proposed

programs

1 5

1 6

1 7

Q, ARE YOU SUGGESTING THAT THE FORT AND DM BE EXPEMPT

FROM DSM CHARGES?

1 8

1 9

2 0

2 1

2 2

23

2 4
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A. No. Both of these  DOD ins ta lla tions  a re  currently providing DSM funds  to TEP

and are  agreeable  to continue this  funding if the  programs can actually reduce tota l

system costs . To date , however, it is  evident from the  facts  in this  case  tha t the  current

programs have  had little  impact on system efficiencies . Larger commercia l and

indus tria l cus tomers  provide  a  s ignificant portion of tota l DSM funding. It follows  tha t

TEP be  required to broaden the  scope  of its  DSM portfolio to include  programs for those

larger customers that may need technical and financial assistance in evaluating and

implementing DSM applica tions . In addition to direct funding unde r the  DSM portfolio

there  are  probably numerous other large-customer DSM projects  tha t could be

implemented through Utilitie s  Ene rgy Se rvices  Contracts  ("UESC'S")

Second tier ra te of $0.001859 per kph, Exhibit TNH Page 2 of 2

20



1 Q- WHAT AREUES("S?
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A. A UESC is  a  contract be tween the  utility and customer to ins ta ll energy e fficient

equipment, processes and systems on the customer's premises that are deemed to be

economica lly feasible . Utilities  throughout the  U.S . have  ente red into these  contracts

with both government and non-government customers, they are  coopera tive  efforts

a imed a t saving costs  to both the  utility and the  customer. These  projects  a re  typica lly

financed by the  utility which ea rs  a  de fined ra te  of re turn on monies  inves ted. Energy

savings  provide  customers  the  ability to re fund to the  utility the  cost of the  project over a

specified period of years .16 DSM technologies funded under this  approach include

lighting, building insula tion, HVAC equipment, motors , pumps, the rmal s torage  and

shading s tructures  over chille rs  and cooling towers . Renewable  energy projects

including solar, wind and biomass genera tors  would a lso be  candida tes  for this  type  of

funding.

1 4

1 5

1 6

1 7

Q- DID EITHER OF THE COMPANY'S DSM WITNESSES DISCUSS THE

USE OF UESC'S AS A VIABLE APPROACH FOR FINANCING DSM OR

RENEWABLE ENERGY PROJ ECTS?
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A. Ms. Smith did not discuss these  contracts . Mr. Hansen briefly discusses on.Page  12

of his  tes timony the  need for a  higher ra te  of re turn on DSM projects  financed by the

Company tha t a re  "outside  of the  DSM program" and covered under a  one-time

agreement akin, I a ssume, to a  UESC. UESC's  would provide  an important financing

vehicle  to fill the  void in the  Company's  proposed DSM program with respect to la rge

commercia l and industria l cus tomers . They would a lso provide  the  Company with an

opportunity to ea rn additiona l income  on monies  inves ted under UESC's . Accordingly,

Surge  the  Commission to include  UESC's  as  another component of TEP's  DSM

portfolio .

27

"The terms of these contracts range from 5 to 20 years.
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Q- WHAT 0uT-h4R. HANSEN'S PROPOSAL TO RECOVER A RATE OF

RETURN PREMIUM ON "HIGH EFFICIENCY CAPITAL EXPENDITURES"?

3

4

5

6

7

8

9

10

A. In my view, the  Company does  not need any additiona l financia l incentive  to

construct energy-efficient plant s ince  these  investments accrue  to the  benefit of the

Company's  profits . The  purpose  of the  DSM program is  to change  the  behavior of the

cus tomer, not the  Company. S imila rly, the  Company shouldn't need additiona l financia l

incentives to assist customers with projects, such as thermal storage, that reduce peak

load. A thermal s torage  project financed under a  UESC provides  the  Company with a

guarantee  tha t it will rece ive  its  authorized ra te  of re turn on the  project as  well as  recover

a portion of lost revenues attributable  to reduced demands and energy usage.

11
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14

Q- ARE LOAD-SHIFTING PROJ ECTS FOR LARGE CUSTOMERS, LIKE

THERMAL STORAGE, ECONOMICALLY ATTRACTIVE UNDER THE

COMPANY'S PROPOSED TOU RATES?

15

16
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20

A. As previously discussed, the  meager benefits  of load-shifting under the  Company's

proposed TOU ra tes  would probably not support economic feasibility for most of these

projects . The  proposed a lte rna tive  ra te  form, however, would s ignificantly improve  the

economic a ttractiveness  of load-shifting projects  like  the rmal s torage . Due  to faulty

costing and pricing practices , the  Company has fa iled to properly synchronize  its  ra te

design proposa ls  with the  load reduction objectives  of its  DSM programs.

21

22 Q- DOES THIS  CONCLUDE YOUR DIRECT TESTIMONY?

23 A. Yes, it does.

24

25

26

22
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r ATTACHMENT A

DAN L. NEIDLINGER

SUMMARY STATEMENT OF QUALIFICATIONS

I. General:

Mr. Neidlinger is  P resident of Neidlinger & Associa tes, Ltd., a  Phoenix consulting firm specia lizing in

utility rate  economics and financial management. During his consulting career, he has managed and

performed numerous assigmnents related to utility ratemaldng and energy management.

Education :

Mr. Neidlinger was graduated from Purdue University with a  Bachelor of Science degree  in Electrica l

Engineering. He also holds a  Master of Science degree in Industria l Management from Purdue 's Krannert

Graduate  School of Management. He is a  licensed Certified Public Accountant in Arizona and Ohio.

11.

Cons ulting Experience:

Mr. Neidlinger has presented expert testimony on financial, accounting, cost of service and rate  design

issues in regulatory proceedings throughout the western United States involving companies from every

segment of the utility industry. Testimony presented to these regulatory bodies has been on behalf of

commission staffs, applicant utilities, industria l interveners and consumer agencies. He has also testified

in a  number of civil litigation matters involving utility ra temaldng and once served as a  Special Master to

a  Nevada court in a  lawsuit involving a  Nevada public utility.

111.

Mr. Neidlinger has performed feasibility studies re la ted to energy management including cogeneration,

self-generation, peak shaving and load-shitting analyses for clients with large e lectric loads. In addition,

he has consulted with U.S. Army installa tions on privatization of utility systems and assisted these and

other consumer clients in contract negotia tions with utility providers of e lectric, gas and wastewater

service.

Mr. Neidlinger has extensive  experience  in the  costing and pricing of utility services. During his

consulting career, he has been responsible for the design and implementation of utility rates for numerous

electric, gas, water and wastewater utility clients ranging in size from 50 to 30,000 customers.

IV. Profes s ional Affiliations :

Professional affilia tions include  the  American Institute  of Certified Public Accountants.
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EXHIBIT DLN _ 1

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 01-0402
Electric Cost of Service and Rate Design

Historical Comparisons - 1992 vs 2006
$(00o)

Residential
General Service
Large Light & Power (1)
Mines
Lighting
Other Public Authority
Total TEP

$190,021
203,842
71,007
31,604

3,368
9,818

$509,660

2,117,799
2,184,851
1,149,742

670,865
31,269

138,674
6,293,200

$307,535
274,528

53,837
37,790
4,077

13,684
$591 ,451

3,864,352
3,314,379

948,945
924,898
41,016

225,259
9,318,849

61 .84%
34.68%

-24.18%
19.57%
21 .05%
39.38%
35.67%

82.47%
51 .70%

-17.46%
37.87%
31 .17%
62.44%
48.08%

l

i
I

Rate Per kph $008099 $0.07420 -8.38% I

I

1

1

1992
Average CP
Demand (2)

Load
Factor (3)

2006
Average CP
Demand (2)

Load
Factor (3)

Percentage
Increase (Decrease)

Average CP Load
Demand Factor

I
I
!
1

-20.89%
-2.92%
-3.30%
5.84%

I

Customer Class
Residential
General Service
Large Light & Power (1)
Mines
Lighting (4)
Other Public Authority
Total TEP

460
528
157
76

1
25

1 ,247

52.56%
47.24%
83.60%

100.77%
NM
63.32%
57.61 %

1,061
825
134

99
3

74
2,196

41 .58%
45.86%
80.84%

106.65%
NM
34.75%
46.44%

130.65%
56.25%

-14.65%
30.26%

NM
196.00%
76.10%

-45.12%
-19.39%

NOTES:
(1) Changes in Large Light & Power Class revenues and MWH sales due primarily to reclassification of certain customers to

other rates.
(2) Average of class 4 coincident summer peak demand (CP) - Megawatts.
(3) Annual load factor calculated based on average CP demand.
(4) Off-peak load, NM=Not Meaningful



Return IndexReturn on Rate Base Revenue Subsidy (2)

-4.77% 0.53-3.564.43% ($29,611)Residential ($33,822)

1.925.93 45,06354,3847.94%General Service 16.04%

2.68-2.80 10,17922.35%-3.76% (1,756)Large Light & Power

(16,430)-2.64~24.66-22.07% (17,129)Mines -33.95%

4.30% 9538741 .743.2014.49%Lighting

-0.76-13.45-6.32% (5,943-18.03%Other Public Authority (6,762)

1.001.00-1.34%Total TEP 8.35% $0 $0

\

EXHIBIT DLN .. 2

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 01-0402
Electric Cost of Service and Rate Design

Class Returns on Rate Base and Revenue Subsidies at Present and Proposed Rates
cp Average and Peak (A&P) Demand Methodology (1)

$(000)

l
3 Customer Class

Present
Rates

Proposed
Rates

Present
Rates

Proposed
Rates

Present
Rates

Proposed
Rates

NOTES:
(1) TEP's proposed demand allocation method as discussed in the Direct Testimony of Mr. Bentley Erdwurm
(2) Positive number Indicates the amount of subsidy a class is providing, bracketed or negative number indicates the

amount of subsidy a class is receiving.



EXHIBIT DLN - 3

TUCSON ELECTRIC POWER COMPANY
Docket nos. E-01933A-05-0650 & 07-402
Electric Cost of Service and Rate Design

Class Revenue Subsidies as a Percentage of Present and Proposed Revenues
A&P Demand Methodology

$(000)

Customer Class
Present

Revenues (2)
Proposed

Revenues (8)
Proposed
Increase

Percent
Increase

Revenue Subsidies as
A Percent of: (1 )

Present Proposed
Revenues Revenues

Residential $307,535 $387,022 $79,487 25.85% -9.63% -8.74%

General Service 274,528 321 ,984 47,456 17.29% 19.81% 14.00%

Large Light & Power 53,837 72,819 18,982 35.26% -3.26% 13.98%

Mines 37,790 43,724 5,934 15.70% -45.33% -37.58%

Lighting 4,077 5,659 1 ,582 38.80% 21 .44% 16.84%

Other Public Authority 13,684 18,429 4,745 34.68% -49.42% -32.25%

Total TEP $691 ,451 $849,637 $158,186 22.88% 0.00% 0.00%

NOTES:
(1) Dollar amount of class subsidies are shown on Exhibit DLN - 2.
(2) Excluding DSM & CTC Revenues
(3) Excluding Proposed Termination Costs Regulatory Asset Charge ("TCRAC")
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45

55

100

A

B

Total

50

50

100

(5)

5

0

Customer Class

Over
(Under)

Allocation
Average
Demand

Demand Allocation
CP A&P

Method (1) Method (2)

40

60

100

(10

10

0

20

40

60

50

50

100

A

B

Total
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EXHIBIT DLN _ 4

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 07-0402
Electric Cost of Service and Rate Design

Demand Illustration - CP vs A&P

BASE CASE

Customer Class
Average
Demand

Demand Allocation
CP A&P

Method (1) Method (2)

Over
(Under)

Allocation
i

I

CUSTOMER CLASS B INCREASES LOAD FACTOR

NOTES:
(1) CP allocation formula: Class contribution to CP demand
(2) A&P allocation formula: (SLF%)(AD%) + (1-SLF%)(4CP%) where SELF=System load factor, AD=Class

average demand and 4CP=Class contribution to CP demand.



Return on Rate Base Return Index Revenue Subsidy (2)

2.27% 0.27-4,99-6.69%Residential

1.795.1814.95%

($53,993)

39,116

($47,464)

49,120General Service 6.94%

10.42 5.57 22,26146.48%13.97% 8,937Large Light & Power

0.82-7.486.85%-10.03%Mines

2.577.8421.50%

(529)

1,89210.51%

(3,055)

1,706

-16.73 -1.39-11.60%-22.42% (8,747

Lighting

Other Public Authority (9,244)

1.001.00-1 .34%Total TEP 8.35% $0 $0

EXHIBIT DLN - 5

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 01-0402
Electric Cost of Service and Rate Design

Class Returns on Rate Base and Revenue Subsidies at Present and Proposed Rates
CP Demand Methodology (1 )

$(000)

Customer Class
Present
Rates

Proposed
Rates

Present
Rates

Proposed
Rates

Present
Rates

Proposed
Rates

)

I

NOTES:
(1) Per CCOSS provided in response to DOD Data Request 3.3
(2) Positive number Indicates the amount of subsidy a class is providing, bracketed or negative number indicates the

amount of subsidy a class is receiving.



Return IndexReturn on Rate Base Revenue Subsidy (2)
Present
Rates

Present
Rates

Proposed
Rates

Proposed
Rates

Present
Rates

Proposed
RatesCustomer Class

0.19-5.451.57%-7.30%Residential ($60,691)($53,386)

2.026.488.69% 58,252General Service 49,43716.87%

5.258.9543.81%12.00% 7,962 21,161Large Light & Power

0.59-8.614.95%-11.54%Mines (1 ,223(3,670)

(2,008)-0.42-3.53% -8.73-11.70% (2,303Lighting

-0.86-0.14-7.20%-18.77% (6,381(7,150)Other Public Authority

1.001.00-1.34%Total TEP 8.35% $0 $0

\

EXHIBIT DLN _ 6

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 07-0402

Electric Cost of Service and Rate Design

Class Returns on Rate Base and Revenue Subsidies at Present and Proposed Rates
A&E Demand Methodology (1 )

$(000)

NOTES:
(1) Per CCOSS provided in response to DOD Data Request 5.3
(2) Positive number Indicates the amount of subsidy a class is providing; bracketed or negative number indicates the

amount of subsidy a class is receiving.



Present
Revenues (2)

Return Index at
Proposed Rates

A&E A&P
Method MethodCustomer Class

DOD Recommendations (1)
Proposed Proposed Percent

Revenues (3) Increase Increase

NH ll l H

EXHIBIT DLN _ 7

TUCSON ELECTRIC POWER COMPANY
Docket nos. E-01933A-05-0650 & 07-402
Electric Cost of Service and Rate Design

Recommended Class Revenue Allocation
$(000)

Residential $307,535 $413,069 $105,534 34.32% 0.54 0.89

General Service 274,528 306,104 31 ,576 11.50% 1.69 1 .60

Large Light & Power 53,837 60,029 6,192 11.50% 2.68 0.57

Mines 37,790 44,946 7,156 18.94% 1 .00 -2.37

Lighting 4,077 5,659 1 .582 38.80% -0.42 1 .74

Other Public Authority 13,684 19,830 6,146 44.91% -0.45 -0.34

Total TEP $691 ,451 $849,637 $158,186 22.88% 1.00 1 .00

noTEs;
(1) Recommended revenue spread based on total revenue levels requested by the Company
(2) Excluding DSM & CTC Revenues
(3) Excluding Proposed Termination Costs Regulatory Asset Charge ("TCRAC")



EXHIBIT DLN _ 8

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 07-0402
Electric Cost of Service and Rate Design

2006 Monthly System Peak Demands

MONTH

Peak Demand
In

Megawatts (1 )

Percent of
Annual

System Peak

i
\
I

January
February
March
April
May
June
July
August
September
October
November
December

1,243
1,145
1,160
1,383
1,875
2,220
2,365
2,194
2,049
1,819
1,296
1,341

53%
48%
49%
58%
79%
94%

100%
93%
87%
77%
55%
57%

Average 2006 1 ,674 71%

Ratio of Maximum to Minimum
Monthly Peak 2.07

Ratio of Summer Peak to
Winter Peak 1 .76

Ratio of Maximum to
Average Monthly Peak 1 .41

I

NOTE:
(1) Response to DOD Data Request 1.6



$500Customer Charges - Per Month $500

$8.00
$2.30

$14.50
$2.30

Demand Charges - Per KW:
On-Peak (3)
Off-peak (4)

$0.0450
$00325

Energy Charges - Per kwh:
On-Peak (3)
Off-Peak (4)

$00685
$00425

EXHIBIT DLN _ 9

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 01-0402
Electric Cost of Service and Rate Design

Illustrative Alternative Seasonal TOU Rate Design - LLP-90N Rate Schedule

I
SEASON

RATE COMPONENT S UMMER(1) WINTER (2)

NOTES:
(1) May through October
(2) November through April
(3) Summer: Daily 12:00 Noon - 8:00 P.M., Winter: 6:00 A.M - 10:00 A.M. and 5:00 P.M - 9:00 P.M.
(4) Summer: Daily 8:00 P.M - 12:00 Noon, Winter: 10:00 A.M .. 5:00 p.M. and 9:00 P.M - 10:00 A.M.



DESCRIPTION
Benefits of Shifting KW from Peak to Off-peak (1)
Alternative Rate LLP-90N

$44.98
26.87

$18.11
$0.03544

SUMMER:
Monthly On-peak Charges
Monthly Off-Peak Charges
Monthly Benefit
Benefit Per kph

$49.50
24.02

$25.48
$004986

$31.00
18.91

$12.09
$002366

WINTER:
Monthly On-Peak Charges
Monthly Off-Peak Charges
Monthly Benefit
Benefit Per kph

$37.41
29.20
$8.21

$001607

$152.88
72.54

$225.42
$003676

$108.66
49.26

$157.92
$0.02575

ANNUAL BENEFIT:
Summer
Winter
Total Year
Per kph

EXHIBIT DLN -10

TUCSON ELECTRIC POWER COMPANY
Docket Nos. E-01933A-05-0650 & 07-0402
Electric Cost of Service and Rate Design

Load Shifting Benefits - Alternative Rate Design vs LLP-90N

NQTES-.
(1) Shifting of KW demand and 511 kph (70% Load Factor) from peak period to off peak period
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