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KRISTIN K. MAYES
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IN THE MATTER OF THE APPLICATION OF DOCKET NO. E-01933A-07-0402
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 DOCKET NO. E-01933A-05-0650
ELECTRIC POWER COMPANY TO AMEND
DECISION NO. 62103.

PROCEDURAL ORDER

BY THE COMMISSION:

A hearing was held the above-captioned matter from July 9, 2008 through July 16, 2008.
During the hearing the attached Exhibits which had been offered by Commissioner Mayes and
identified as Mayes—1 and Mayes-2, were discussed. It appears, however, that Mayes-1 and Mayes-2
were not formally admitted during the course of the hearing as the result of an oversight.

IT IS THEREFORE ORDERED that exhibits Mayes-1 and Mayes-2 will be admitted in this
matter unless any party files an objection in the docket by August 11, 2008.

IT IS FURTHER ORDERED that the Presiding Officer may rescind, alter, amend, or waive
any portion of this Procedural Order either by subsequent Procedural Order or by ruling at hearing.

DATED this _Zst-day of July, 2008.

Arizona Corporation Commission

DOCKETED
AUG -4 2008
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Michael L. Kurtz

Kurt J. Boehm

Boehm, Kurtz & Lowry

36 East Seventh Street, Suite 1510
Cincinnati, Ohio 45202

Attorneys for The Kroger Co.

William P. Sullivan

Curtis, Goodwin, Sullivan,

Udall & Schwab, PL.C

501 East Thomas Road

Phoenix, Arizona 85012

Local Counsel for the Kroger Co.

Deborah R. Scott

Robert J. Metli

SNELL & WILMER LLP
One Arizona Center

400 East Van Buren

Phoenix, Arizona 85004-2202
Attorneys for APS

Lawrence Robertson

P.O. Box 1448

Tubac, Arizona 85646

Attorney for Mesquite Power LLC, Bowie
Power Station, LLC, Sempra Energy

Solutions and ASARCO in Docket E-01933A-
07-0402 Et al.; and Asarco, LLC in Docket
No. E-0199A-06-0801

Greg Patterson
916 West Adams, Suite 3
Phoenix, Arizona 85007

S. David Childers
LOW&CHILDERS, PC
2999North 44™ Street, Suite 250
Phoenix, Arizona 85018
Attorneys for the Alliance

Secretary to Jane L. Rodda

DOCKET NO. E-01933A-07-0402 ET AL

Law Offices of Christopher Hitchcock
P.O.Box AT

Bisbee, AZ 85603-0115

Attorney for SVEC

Billy L. Burtnett
3351 N. Riverbend Circle East
Tucson, Arizona 85750-2509

John E. O’Hare
3865 North Tucson Blvd
Tucson, Arizona 95716

Cynthia Zwick
1940 E. Luke Avenue
Phoenix, Arizona 85016

Janice Alward, Chief Counsel

Legal Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

Ernest Johnson, Director

Utilities Division

ARIZONA CORPORATION COMMISSION
1200 West Washington Street

Phoenix, Arizona 85007

ARIZONA REPORTING SERVICE, INC.
2200 N. Central Avenue, Suite 502
Phoenix, Arizona 85004-1481
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Copies of the foregoing mailed
this% day of July, 2008 to:

Michael W. Patten*

ROSHKA DEWULF & PATTEN
400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004

Raymond S. Heyman

UNISOURCE ENERGY CORPORATION
One South Church Avenue, Suite 1820
Tucson, Arizona 85701

Michelle Livengood

TUCSON ELECTRIC POWER COMPANY
One South Church Avenue, Suite 200
Tucson, Arizona 85701

Daniel Pozefsky

RUCO

1110 West Washington, Suite 220
Phoenix, Arizona 85007

Michael Grant

Gallagher & Kennedy, PA
2575 East Camelback Road
Phoenix, AZ 85016-9225
Attorneys for AUTA

Gary Yaquinto

AUIA

2100 N. Central Avenue, Suite 210
Phoenix, Arizona 85004

Peter Q. Nyce, Jr.*

General Attorney, Regulatory Law Office
Office of the Judge Advocate General
DEPARTMENT OF THE ARMY

901 North Stuart Street, Room 713
Arlington, VA 22203-1644

Dan Neidlinger*
NEIDLINGER & ASSOC.
3020 N. 17" Drive
Phoenix, Arizona 85015

Daniel D. Haws

OSJA, ATTN: ATZS-JAD
USA Intelligence Center and
Ft. Huachuca

Ft. Huachuca, AZ 85613-6000

DOCKET NO. E-01933A-07-0402 ET AL

C. Webb Crockett*

FENNEMORE CRAIG, PC

3003 North Central Avenue

Suite 2600

Phoenix, Arizona 85012-2913
Attorneys for AECC and Phelps Dodge

Nicholas J. Enoch

LUBIN & ENOCH, PC

349 North Fourth Avenue
Phoenix, Arizona 85003
Attorneys for IBEW Local 1116

Timothy M. Hogan

ARIZONA CENTER FOR LAW IN THE
PUBLIC INTEREST

202 E. McDowell Road, Suite 153

Phoenix, AZ 85004

Attorneys for SWEEP and WRA

David Berry

WESTERN RESOURCE ADVOCATES
P.O. Box 1064

Scottsdale, AZ 85252-1064

Eric Guidry

Energy Program Staff Attorney
WESTERN RESOURCE ADVOCATES
2260 Baseline Road, Suite 200

Boulder, Colorado 80302

Jeff Schiegel

SWEEP

1167 W. Samalayuca Dr.
Tucson, AZ 85704-3224

Thomas L. Mumaw

APS

PO Box 53999

Mail Station: 8695

Phoenix, Arizona 85072-3999

Barbara A. Klemstine

Brian Brumfield

Arizona Public Service

PO Box 53999

Mail Station 9708

Phoenix, Arizona 85072-3999
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ELECTRIC UTILITY (WEST) INDUSTRY 1779

AZ CORP COMM

All of the major electric utilities located in the
western region of the United States are reviewed
in this Issue; eastern electrics, in Issue 1; and the
remaining utilitles, in Issue 5,

On an irregular basis, we run a table of regula-
tory climates for each state and the Federai En-
ergy Regulatory Commission (FERC).

Utility stocks have fallen more than the broad
market averages since the start of 2008, but that
doesn’t mean that investors should rush in to buy
these equities.

Ranking The Regulators

No matter whether ar not a state has undertaken a
partial deregulation of the ¢lectric utility industry. the
regulatory climate is important. Even In a partially
dercgulated state, the power-distribution function is still
regulated by the state cormmission. What's more, the
executive and legislative branches in some states have
gotten involved, or are getting involved, when below-
tnarket price caps are expiring and ratepayers are facing
large increases in electricity prices. This has already
ocecurred in Maryland and Illinols and js now under
discussion in Ohlo and Pennsylvania. In states that are
still traditionally regulated, many utilities arc entering
& construction cycle duc to the rising demand for pawer.
Oblaining regulatory support will be more critical than
ever due to rising construction costs and mandates in
many states for costly renewable generation.

Investors should understand that a state's regulatory
climate dogsn't just refleci. the regulatary commission.
The governor. attorney general. legistature, and courts
play a key role as well. We list each state’s regulatory
climale below, We exclude Nebraska, Tenncssee, and
Alaska because there is little or no presence of investor-
owned electric uiilities therc. We exclude Kentucky
because the thgjor electric utilities there are owned by a
Eurgpean company that is not covered in The Vajue Line
Investment Survey. We exclude Utah because the major
power company in the state is a minuscule part of
Berkshire Hathaway's operations.

« Abuve Average: Alabama, Colorado, Florida. Hawaii,
Idaho, Indiana. Ohio, Seuth Daketa, Wisconsin, FERC.
~ Average: Arizoneg, Callfornia, Connecticut, Delaware,
District of Columbla, Ceorgia, Iowa, Kansas, Louisiana,

INDUSTRY TIMELINESS: 79 (0f98) |

Maine, Maryland, Massachusetts, Minnesata, Missis-
sippt, Missourl, Montana, Nevada. New Jersey, New
Mexico. New York, Narth Carolina, North Dakoeta, Okla-
homa. Oregon, Pennsylvania, Rhode Island, South Caro-
lina, Texas, Virginia, Washington, Wyoming,

» Below Average: Arkansas, lllinois, Michigan, New
Hlampshire, Vermont, West Virginla.

We have made a few changes since we last ran this
table, in Novernber of 2005, We have raised Calilornia to
Averape because tecent rate orders have become more
reasonable, For instance, in San Diego Gas and Elee-
tric's {a subsidiary of Semprs Energy) cost-of-capital
case last year, the commisslon raised the utiligy's al-
lowed retittn on equity. We have added Oregon to our list
(as Average) now that we are covering Portland General
Electric. We have Jowered the regulatory climate in
Illinats frotn Average to Below Average because Exelon
and Ameren, which own almost all of the utitities in the
state, had {0 compensate ratepayers for some of the
sharp risc in prices that they were facing afler rate caps,
which were instituted in the late 19805 when the utility
industry was partially deregulated, expired. Also, Ex-
elon’s Commonwealth Energy subsidiary has received
harsh regulatory treatment of late.

There are two more states to keep an eye on. [n New
York, the agreement by a Spanish company to acquire
Knergy East is facing opposition, and lt appears less
likely that the deal will be completed. Also, the allowed
return on equity is lower in New York than in most other
states, So we're considering dropping the regulatory
climate to Below Average. On the other hand, we might
raise Michigan's regulatory climate to Average depend-
ing on the outcomc of proposed legislation that would
affect utllities in the state. Moreover, recent tate orders
In Michigan have not been bad.

Investment Advice
The Value Line Utility Avcrage has fallen over 10%
since the start of 2008, a few percentage points worse
than the decling in the Value Line Composite Average
over that time. Even so, many utility stocks are hardly
cheap, and are still wading within their 2011.2013
Target Price Range. For arbitrage players, we note that
Puger. Energy 1s trading 10% below the value of the
pending takeaver of the company.
Paud E. Debbas, CFA

Composite Statistics: ELECTRIC UTRITY INDUSTRY COMPOSITE OPERATING STATISTICS: ELECTRIC UTILITY INDUSTRY
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BUSINESS: Pinnacle West Capilsl Corperatlan {parent of Arizona
Pubilc Strvice) supplies alsztricty lo mpprox. 4,780,000 people In
11 of 15 Arlzonm counties. Eiecdic revenue seirees; residential,
54%; commercigl, Industrial, and othar, 48%. Pewnr coste; 8% of
alectric mvanues; lebor cosls: 13% of total reventes, The mining
Industry is the largest indusirial customer. Enermy sources: coal,

+4,3
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Flid Charge Con (%)

278 324

37%: puciear, 22%: gas & alber, 18%; purchased power, 23%. Has
1,800 smployess. Reportad 07 depreclation rim: 3,1%. Eat'd plant
Age: 10 yeara. Chalmnan & Chisf Executiva Ofiicer; Willlam J. Post.
Pros,; Jack E. Davis. Inn,; Adzona. Adtrsss; 400 E, Van Buren 8,
Suite 700, P.O. Bax 52132, Phoenly, AZ 85072-2132. Tal: 802-

J79-2564. Intamel; wyaw pinnaclewast,com,
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Moody's release on UNS Electric/UNS Gas

Tue Jul 8, 2008 8:30pm BST
. (The following statement wag released by the ratings agency)

July 8 - Moody's Investors Service assigned a Baa3 rating to the shared senior unsecured $80
million multi-year credit facility of UNS Electric, Inc. (UNS Electric) and UNS Gas, Inc (UNS Gas).
The facility is guaranteed by UNS Electric’s and UNS Gas' intermediate parent holding company,
UniSource Energy Services (UES). UES is a subsidiary of UniSource Energy, inc (UniSource:
Ba1 senior secured (security limited to stock of certain suhsidiaries)), & holding company that has
as its primary utility subsidiary Tucson Electric Power Company (TEP: Baa3 senior unsecured).
The ratings of UniSource and TEP remain unchanged. The outlook for UniSource and its
subsidiaries is stable. -

The Baa3 rating assigned to the UNS Electric/UNS Gas credit facility reflects the relatively stable
and predictable nature of the regulated cash flows produced by these glectric and gas utilities as
well as the historically strong financial profile of the comblined entlties which pravide the basis for
the UES guarantee, For the past several years, cash flow credit metrics at both UNS Electric and
UES have heen at or above the upper end of the ranges demonstrated by ¢lectric utilities rated
Baa. For example, the ratios of cash from operations excluding changes in working capital (CFO
Pre -- WC) to Debt, calculated in accordance with Moody's standard anafytical adjustments, have
been consistently above 20%. The Baa3 rating recognizes that cash flow melrics are expectad to
decline somewhat over the next few years, reflecting the impact of the termination of UNS
Electric's full requirements power supply agreement with Pinnacle West Marketing and Trading,
as well the continuing capital expenditure programs at both UNS Electric and UNS Gas; howaver,
Moody's anticipates that metrics will generally remain toward the mid-to-upper end of the ranges
demonstirated by electric utilities rated Baa.

The Baad rating considers the regulatory environment in Arizena, which Moody's has historically
considered to be below average for reguiatory environments in the United States in terms of
supportiveness to credit quality. However, the Baa3 rating alsa contemiplates recent decisions by
the Arizona Corporation Commission (ACC) that appear intended to provide more timely recovery
of certain costs, For example, in its May 2008 decision, the ACC awarded UNS Electric g forward
looking Purchased Power and Fuel Adjustment Clause (PPFAC), with an annual true-up
mechanism. Although the initia)l PPFAC is expected to be capped below the level required to
immediately recover UNS Electric’s costs for fuel and purchased power, the true-up component is
uncapped and is intended to recover excess costs over the following twelve month period. At
UNS Gas, rates are adjusted monthly to reflect differences in the average actual cost of gas
versug that assumed in rates, In addition, in UNS Electric's recent rate case, the ACC approved
the concept of line extension fees, designed to make "growth pay for itself* which should result in
an-almost immediate recovery of a portion of the capital costs associated with hooking up new
customers,

The 860 million UNS Electric/UNS Gas revolving credit facility matures in August 2011, Either
horrower may borrow up {0 a maximum of $45 million ag long as the combined amount borrowed
does not exceed $&60 million, As of March 31, 2008, UNS Electric had $30 million drawn under the
facility while UNS Gas had no short-term borrowing outstanding. The facility includes two financial
covenants applicable to each borrower: for UNS Electric  maxirmum debt to capital ratio of B85%,
and a minimum interest coverage ratio of 2.25 times, for UNS Gas a maximum debt to capital
ratio of 67%, and a minimum interest coverage of 2.25 times. Moody's anticipates the borrowers
will remain comfortably within these Jimits; however, the facility does require a material adverse
change (MAC) representation at each new borrowing. In our opinian, the requirernent for a MAC
reprasentation significantly increases the risk that the credit facility may not be available when
liquidity needs are greatest, :

The stable outlook for UES reflects the relatively stable cash flows anticipated o be generated by
its regulated subsidiaries and Moody's assumption that increases in the cost of fuel and
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purchased power will, in fact, he recovered on a relatively timely basis. To the extent that deferral
halances grow to be materially larger than anticipated, or if the time to recovery s significantly
extended, the rating or outlogk could be revised downward. Given the anticipated dacline in credit
metrics, the potential for large deferral balances, and the limited liquidity provided by the joint
credit facility due to the MAC clause, an upward revision in the rating or outlook is not likely over
the near-to-medium term.

Headquartered In Tucsan, Arizena, UniSeurce is a holding company that provides electricity and

natural gas to customers across Arizona through its primary subsidiaries: TEP, a vertically
integrated electric utility and UES, whose principal subsidiaries are UNS Electric and UNS Gas.

(Naw York Ratings Team)
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- EnerNOC demand response and energy management services
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