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6 Attorneys for Cyprus Sierrita Corporation
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FENNEMORE CRAIG
A Professional Corporation
Paul J. Mooney (No. 006708)
Jay L. Shapiro (No. 014650)
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BEFORE THE ARIZONA CORPORATION COMMISSION

TUCSON ELECTRIC POWER
COMPANY, an Arizona corporation, DOCKET no. E-0000!-99-0243

Complainant,
CYPRUS SIERRITA CORPORATION'S
NOTICE OF SUPPLEMENTAL FILING

CYPRUS SIERRITA CORPORATION, a
Delaware corporation,

Respondent.

I

to counsel  for Tucson Electr ic Power

Arizona Corporation Commission

10

11
v.

12

13

14

15

16 Cyprus Sierrita Corporation ("Cyprus"), through undersigned counsel, hereby

17 provides not ice that copies of  the tabbed exhibi ts A through E containing

18 designated portions of deposition transcripts to be introduced in evidence at the

19 hearing in the above-captioned docket were omitted from "Cyprus Sierri ta's

20 Corporation's (1) Notice of Filing Designated Portions of Deposition Transcripts and

21 . (2) Notice of Designating TEP Witnesses for Live Testimony." Complete copies of

22 these documents were hand-delivered

23 Company ("TEP") and mailed to the Hearing Officer on Wednesday, October 27,

24 1999, and are attached hereto.

25

26
DOCKETED

our 2 8 1999
FBNNEMORE CRAIG

A PROFESSXONAL CORPORATION
PHOENIX

PHX/TULREICH/1006136.1/23040.092 r
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Dated this ay of October, 1999.

FENNEMORE CRAIG

Bv I

PaulJ. of
Jay L. Shaplro
Thomas D. Ulreich
Attorneys for Cyprus Sierrita
Corporation

f ,Ney

1

2

3

4

5

6

7

8

9

ORIGINAL and ten copies
the foregoing filed this
October, 1999, with:

f
av of

Docket Control
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007

*

10

11

12

13

14
Raymond S. Heyman

15 Roshka Heyman & DeWulf, PLC
Two Arizona Center

16 400 N. 5th Street
Suite 1000

17 Phoenix, AZ 85004
Attorneys for Tucson Electric Power Company

18 *
COPY_Qf the foregoing

1 9  r h i s f

COPY of the fore ping hand-
delivered this* ay of October,
1999 to:

* without attachments

mailed *Without attachments
ay of October, 1999, to:

20

21

22

Bradley S. Carroll
Tucson Electric Power Company
220 W. Sixth Street-DB203
PO Box 71 1
Tucson, AZ 85702
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26

FENNEMORE CRAIG
A PKOFESSIDNAL COKPOKATIUN

PHOENIX

PHX/TULREICH/l006l36.l/23040.092
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1 Jane L. Rodda
Hearing Officer
Arizona Corporation Commission
4000 W. Congress Street
Tucson, AZ 85701
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By:
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PHOENIX
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1 BEFORE THE ARI ZONA CORPORATI ON COMMI SS ION

2

3 TUCSON ELECTRIC POWER COMPANY,
an Arizona corporation,

4

Complainant r

5 Docket No.
E-00000A-99 024 3

6

7
CYPRUS
INC. ,

SIERRITA CORPORATION,
a Delaware corporation,

8

)
)
)
)
)
)
)
)
)
)
)

__ - )
Respondent.

CERTIFIED
COPY

9

1 0

1 1

12

13 Deposition of MICHAEL J. DECONCINI,

14 JR. taken by the RESPONDENT at One

15 South Church, Suite 1030 TucsonI I

16 Arizona, commencing a 9:15 a.m.,

17 September 13, 1999.

18

1 9

2 0

2 1

22
REPORTED BY
NAQLA C. THIIVIESCH
RPR, NOTARY PUBLIC

23

24

HUNT REPORTING "`-`--
3442 EAST HAWTHORNE STREET
TUCSON, ARIZONA 85716
TELEPHONE: (520) 326-3371
1 (800) 545-6584
FAX: (520) 326-0209

2 5
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BE IT REMEMBERED that pursuant to

Notice of Taking Deposition in the above-styled and

numbered cause, the deposition of MICHAEL J.

DECONCINI, JR. was taken upon oral examination at the

law offices of Fennemore Craig, One South Church,

I
Suite 1030, in the City of Tucson, County of Pima

State of Arizona, before me, Naoma c. ThimeschI a

Notary Public in and for the County of Coconino
I

I
State of Arizona, on the l3 th day of September, 1999

commencing at the hour of 9:15 a.m. on said day.

IMICHAEL J . DECONCINI, JR.

having been first duly sworn upon his oath to

tell the truth, the whole truth, and nothing but

the truth testified a s follows:I

•Q Sir, why don't you go ahead and state

your full name for the record.

A. Michael John DeConcini, Junior.
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1 0

1 1 By whom are you employed?

12 A I Uri source Energy Corporation.

13 Q And what is your business address?

14 A. 220 West 6th Street.

15 Q And what is your position with Uri source?

16 A | I'm a vice president of strategic

17 planning for Uri source.

1 8 Q why don't you tell me who is Uri source.

1 9 A . Uri source is the parent company of Tucson

2 0 Electric Power Company and any of its subsidiaries,

2 l as well as Millennium Energy Corporation, which is

22 the unregulated holding company under Uri source.

2 3

24

25

HUNT REPORTING
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1

2

3

4 Q As the VP of strategic planning for

5 Uri source, what are your responsibilities?

6 A » I'm in charge of overseeing the high

7 level strategic direction of all of the businesses of

8 Uri source under the direction of Jim Pignatelli
I

9 who's the CEO.
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14

15

16

17 Q

18 what positions did you hold or what

1 9 other positions did you hold at the same time?

2 0 A Prior t o that I was the manager o f

2 1 wholesale marketing for Tucson Electric Power.

22 Q And how long did you hold that position?

23 A. I'm estimating that I star Ted that in

24 September of 1994.

2 5 Q And you held it until September of 1998?
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A. Correct.

Q What were your responsibilities as the

manager of wholesale marketing for TEP?

A. I was responsible for oversight of our

wholesale energy business and also was involved in

»contract negotiations with large customers
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12 Q I'm going to show you what I will mark as

13 TEP dept Exhibit No. 2 u I'll ask you i f you're

14 f familiar with that document, Mr. DeConcini?

15 A Yes I I am.

16 Q And were you involved in the negotiations

1 7 o f that document?
:

3

1

I

1 8 A n I was involved largely internal to the

19 company,

2 0

yes.
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I

What do you mean by internal to the•Q

company, Mr. DeConcini?

A I I was at the initial meeting that Cyprus

called in December of 1995 to discuss this agreement
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1 that initiated the amendment Subsequent t o that I

2 was primarily involved internally and represented in

3 the negotiations by Leland Snook who worked for me in

4 wholesale marketing.

5

6

7

8

9

1 0

11

12

13

14

15

1 6

17 Q Did Mr. Snook repot t back to you. Were

1 8 you supervising his role as the negotiator?

1 9 A . Mr. Snook was one of the negotiators.

20 Mr. Glaser was, I believe, the primary negotiator
I

2 1 but at the time Mr. Snook repot Ted to me and, yes, I

22 supervised him
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Q Well, would you agree with me that the
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3 3

TEP FERC account 501 i s a known and measurable index?

2 Yes.
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1Q In connection with the negotiations that

resulted in Amendment No. 2, did you ever ask anybody

the question does 501 include all of our fuel costs?

A I N o I didn't.I

1Q To your knowledge did Mr. Snook ever ask

anybody that question?

A. »Not to my knowledge
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1 Q Well, if it was intended to be

2 representational of the fuel costs, wouldn't that be

3 a n important question t o ask?

4 A . I have enough knowledge about 501 that
I

5 to the extent there may be fuel costs that aren't

6 included in it, it would be a very small amount. S o

7 I didn't believe it was necessary to ask anyone »

8 Q Are you making that statement based on

9 your knowledge at the time or based on your

1 0 at tee-the-f act reconsideration of what happened, that

1 1 you didn't believe it was appropriate to ask somebody

12 that question?

13 A | I'm making that statement based on my

14 knowledge at the time.
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1 7 Q Nothing would have required TEP to sit

1 8 down with Cyprus and renegotiate the agreement?

1 9 A I That's correct.

2 0 Q And one of the f actors that TEP

2 1 considered was the possibility that Cyprus could go

22 off the system and self-generate when the contract

2 3 was up?

24 A . Yes. That was one of the issues.
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1 9

2 0 Q So it was your understanding that as

2 1 these negotiations began that Cyprus' goal was to

2 2 obtain a rate from TEP of cents per kilowatt3 ¢ 5

23 hour?

24 A I Understood it was a stated goal of

2 5 theirs, yes.
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MICHAEL J. DECONCINI, JR.
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1 C E R T I F I C A T E

2 STATE OF ARI ZONA
SS.

3 COUNTY OF COCONINO

)
)
)

4 I, NAOLA c. THIMESCH, a Notary Public in

5 and for the County of Coconino, State of Arizona I

6 car tit y:

7 That the foregoing deposition of MICHAEL J.

8 DECONCINI, JR. taken before me at the time and place

9 therein set for Rh, at which time the witness was put

1 0 under oath by me I

1 l That the testimony of the witness and all

12 objections made at the time of the examination were

13 recorded steno graphically by me and were thereof tee

14 transcribed;

15 That the foregoing transcript comprises a

1 6 true record of the testimony and of all objections

17 made at the time of the examination;

18 That I am in no way related to the par ties

19 in this action, nor interested in the outcome

2 0 thereof .

2 1 IN WITNESS WHEREOF, I have subscribed my

2 2 name and affixed my seal this 20th day of September I

23 1999 »

24
THIME§C§

PUBLIC
N OLA
NOTARY

§`15§7E§§ .- .-...-..- --

2 5 EL
NOTARY

*l PUB IC M

M °888349. \7̀  I

'7%0F ARVL0'

I

HUNT REPORTING



Amendment No. 2
. to the

Electric Service Agreement
between

Tucson Electric Power Company
&

Cyprus Sierrita Corporation

EXHIBIT NO <;L

am" 4-/3,49
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Amendment No. 2
to the

Electric Service Agreement

1. PARTIES AND RECITALS
. 1-

Dated this 6 day of Novernber, 1996, between Tucson Electric

Power Company (the "Company"), and Cyprus Sierrita Corporation (the "Customer"),

(collectively "Parties"). The Company and the Customer are parties to an Electric

Service Agreement dated February 6, 1991, as amended December 15, 1992, (the

"Agreement"), pursuant to which electric utility service is purchased by and provided to

the Customer for its Stem°ta Mine Operations and related facilities. The Company and the

Customer wish to amend the Agreement to provide (i) changes in the pricing for service

to the Customer; (ii) interruptible service with respect to a portion of the Customer's

load, and (iii) market access for a portion of the Customer's load. Accordingly, upon

satisfaction of the conditions precedent set forth below, the Parties hereby amend the

Agreement as specified herein.

2. AGREEMENT

The Parties amend the Agreement as follows:

CYP000066



2.1. The Agreement is hereby amended by deleting Exhibit C, which is not

being replaced, and deleting Section VI of the Agreement in its entirety and substituting

therefor the following:

"VI. 13BlQIJ:LG

A. Firm Power. Firm power demand shall be 15 MW. The price for such rum

power shall consist of a Demand Chase of S5.25/kW-Mo. and an Energy Charge of

$0.03748/kWh.

B. Interruptible Power. Interruptible power demand shall be up to 82 MW. The

Company shall provide Customer no less than ten (10) minutes notice of pending

interruption of service. The price for such interruptible service shall consist of a Demand

Charge of$2.02/kW-Mo. and an Energy Charge of S0.03748/kWh, provided that during

any hours in which the Company's system incremental cost of producing energy exceeds

the Energy Charge, the Customer shall be required to reduce its load to the point where

the Company's incremental cost is equal to due Energy Charge. In the alterative, the

Customer shall have the ability to pay for replacement energy. The sales price to the

Customer for replacement energy purchases shall include. but not be limited to. the

following as applicable:

1. demand charges,

2. energy charges,

3. unit startup costs,

4. minimum run time charges,

. 3 -
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5. minimum quantity purchase obligation,

6. other expenses charged by suppliers,

7. Company's-applicable transmission wheeling andancillary services changes as

ultimately approved by FERC and the ACC in the Company's Open Access Transmission

and Distribution Tariffs, which upon regulatory approval shall be, subject to refund or

increase, $3:3?'3§W'M°' ($0.118/kW-day, $0.007385/kWh) for EHV Point-to-Point

Transmission sewi¢¢,°s19§1<w-mo. ($0.05/kW-day, $0.003116/kWh) for 138kV Point-

to~Point Distribution Service, S0.05 kW-Mo. ($0.002/kW-day, $0.001/kWh. subject to a

minimum charge of S200 per schedule) for Scheduling, System Control and Dispatch

Service and $031/l<W-lV ). ($0I020/l<W-day, $00(82 l<V*lWh) for Reactive Supply and

Voltage Control from Generation Sources Service for a total change of $4.237/kW-Mo.

(30.195/kW-day). The following ancillary services, Regulation and Frcq3eMy8Response

Service, Energy imbalance Service, Operating Reserve - Spinning Reserve Service and

Operating Reserve - Supplemental Reserve Service are to be included in the firm energy

product delivered to Company. For tariff purposes only, all of Customers' Delivery Points

are considered to be at 138kV Distribution Service.

8. a handling charge of 10 % of the sum of the above charges I through 6. and

9. cost of transmission losses for delivery to the Company's system.

Capacity interruptions shall be limited to 128 hours in any calendar year. or 8 hours in

any calendar day. Following an interruption, permitted capacity interruptions for the

calendar year shall be reduced by the greater of the actual duration of the interruption or

four (4) hours.
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c. Market Pricing. The Customer shall have the ability to designate up to 5 MW

of the first 102 MW of demand, and all demand in excess of 102 MW, for purchase by

the Customer at market pricing. In the event the Customer elects to designate power for

market pricing from Company, the Company shall wheel the power to the Customer at a

price based on the Palo Verde Index, which price shall be trued~up in the following

month's billing based on the actual daily Palo Verde Index prices during each previous

calendar month. In addition, a 10% handling charge, as well as the applicable

Transmission and Distribution charges specified in VI.B.7. above shall apply. The Palo

Verde Index is defined as the daily quoted price in S/MWI1 as published in the Wall Street

Journal for prescheduled, firm on-peak and firm off-peak power. Off-peak hours shall be

hours ending (HE) 2300 to 0600 Mountain Standard Time (MST) Monday-Sunday. On-

pea hours shall be HE0700-2200 MST Monday-Sunday. Power delivered at market

pricing shall be considered first through the meter.

D. Minimum Payment. The minimum payment obligation shall be $434,000 per

month until December 31, 1997, and thereafter shall be $234,000 per month, through the

expiration or termination of this Agreement.

E. Operating Procedure. Customer a.nd Company shall develop and approve

detailed operating procedures for scheduling replacement energy and market power from

Company. Such procedures shall be consistent with the practical operation of Company's

electrical system and Customer's mine operations, and necessary or convenient for the

implementation of this Agreement.

F. Calculation Qr Energy Charges. Energy Charges shall be indexed to the

Company's system average fuel cost (FERC Account 501 dollars per MWh of net

-5-
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generation). Energy Charges shall be increased or decreased quarterly, but in no event

shall they increase by more than 1% in any calendar year. Quarterly changes shall be

computed using a twelve (12) month rolling period ending three months prior. The base

period for the calculation of the index shall be twelve months from July 1995 through

June 1996.

G. Billing Demand. Demand billing calculations hereunder shall be based on the

average of the three highest 15-minute metered demands during the month.

H. Wire Transfer Notwithstanding Section V of this Agreement, the Customer's

payments for service shall be wire transferred according to the Company's instructions

within ten (10) calendar days of receipt of billing statements.

I . Retail A¢¢ess. Ii during the term of this Agreement, any regulatory or odder

govemrnental authority renders any decision or order or implements any legislation (other

than a "pilot" or "experimental" program) which permits similarly situated copper mining

customer(s) in Arizona (without limitation, Asarco Mission and Ray, BHP Pinto Valley

and San Manuel,and Cyprus Bagdad and Miami are specifically considered similarly

situated) to purchase electric energy produced by entities other than the electric utility

serving such customers' service territory for use within such service territory ("Retail

Access"), and the Customer would have the benefit of such Retail Access but for this

Agreement, the Company shall in good faith with the Customer provide access to the

competitive market comparable to that provided by Retail Access."

2.2. The Agreement is hereby amended by deleting Section VIII of the

Agreement in its entirety and substituting therefor the following:
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"VIII. FFFFTCTIVF DATE An15 TERM

Subject to Section 2.6 below, this Amendment No. 2 shall be effective '

September 16, 1996, ("Effective Date") and shall expire at 12:00a.m.on January 1, 2003,

subject to earlier termination in the event the Customer elects to close its Sierrita Mine

operations during the term of this Agreement, provided however, neither Party shall have

any other early termination option."

2.3 Upon regulatory approval of this Amendment No. 2 to the Agreement, it is

the intent of the Parties to re-invoice the Customer billing from the Effective Date

forward and credit Customer's next monthly invoice any overpayment for electrical

service.

2.4 The Agreement is hereby amended by deleting Section XVIII of the

Agreement in its entirety and substituting therefor the following:

For purposes of any notification contemplated to be given by or to either party under this

Agreement, the following shall constitute the appropriate address for delivery for such

notice :

.7-
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To the Company:

Tucson Electric Power Company

c/o Secretary

P.O. Box 711

Tucson, Arizona 85702

To the Customer:

Cyprus Siez'nlta Corporation

Attention: Vice President/General Manager

P.O. Box 527

Green Valley, Arizona 85622

with copies to: Cyprus Climax Metals Company

Attention: Legal Department

P.O. Box 22015

Tempe, Arizona 85285

Cyprus Climax Metals Company

Attention: Manager, Power

P.O. Box 22015

Tempe, Arizona 85285

2.5 If the Commission orders any material changes to or modifications of this

Amendment No. 2 which are unacceptable to either Party, the objecting Party shall notify

and:

-8-
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the other Party within five (5) days of receipt of the Commission order and this

Amendment No. 2 shall be void and the Agreement without this Amendment No. 2 shall

be in full force and effect.

2.6 Cfvnditions Precedent. This Amendment No. 2 is subject to the receipt by the

Parties of all necessary regulatory approvals.
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Agreement to be executed as of the

IN WITNESS WHEREOF, the Parties have caused this Amendment No. 2 to the

I L
8' day of November, 1996. .

TUCSON ELECTRIC POWER COMPANY

r

By

Title LfP
I

CYPRUS SIERRITA CORPORATION

By 4A742aaz@4

Title: Vice President/General Manager
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Tucson Electric Power &
Cyprus Sierrita Corporation

Electric Service Agreement Amendment No. 2
Operating Procedure

Tucson Electric Power Company (do "Company") and Cyprus Siem'ta

Corporation (the "Customer"), herein referred to as ("Party") or collectively as ("Parties")

hereby agree to doe following Operating Procedure Pursuant to Section VI.E of

Amendment No. 2 of the Electric Service Agreement:

1. REPLACEMENT ENERGY

A. During any hours in which the Company's system incremental cost of

producing energy exceeds the Energy Charge (indexed quarterly), the Company shall

have the right to require Customer to reduce its load to a point where the Company's

incremental cost is equal to the Energy Charge, subject to the limitations in I.H below.

When Company requires Customer to reduce load, the Customer shall alternatively have

the ability to pay for replacement energy.

B. Company shall notify Customer when circumstances require either an

interruption of some level of service, or alternatively, the purchase of replacement energy

("Qualifying Event"), as soon as practicable, but in no event shall notice be less than ten

(10) minutes.

C. Notifications to Company or Customer will be made via telephone to the .449.

designated representative as follows:
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a

Customer Primary:
Mill Control Room (520) 648-8811

Customer Alternate #1 :
Mill Control Room (520) 648-8735

Customer Alternate #2:
Secondary Control Room
Remote Facsimile ("Fax")

(520) 648-8812
(520)648-8730

Company Primary:
Energy Trading Real Time
Energy Trading Fax

(520)745-3249
(520) 571-4065

CQmpany Alternate #1 :
Energy Trading Backup (520) 745-3213

Company Alternate #2:
Generation Dispatch & Control (520) 745-3312

For the purposes of this Operating Procedure, voice messaging shall not constitute

notification.

D. Notwithstanding the notification requirements above, Customer authorizes

Company to purchase replacement energy at prevailing market prices when Company's

system incremental cost of producing energy exceeds the Energy Charge. This

authorization applies to the initial two (2) hours of each Quali8ing Event.

E. Normal notification procedure shall be:

1. Company gives Customer a courtesy call to warn of situations existing

which may require either the purchase of replacement energy, or

alternatively, an intemxption of some level of service.

2. Should interruption or replacement energy be necessary, the Company

shall provide Customer with the following:

CYP000076
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4.

a. Quantity of energy that interruption or replacement purchases

will require.

b. Whether replacement energy is available or Sierrita will be

required to shed load within 10 minutes.

c. Cost of replacement energy for the first hour and anticipated cost

of replacement energy for the second hour.

d. Expected duration of the Qualifying Event and anticipated cost

of replacement energy for the duration.

3. Widuin one (1) hour of receipt of the irLflomlation 'm E.2 above,

Customer shall notify Company of intent to continue to purchase

replacement energy beyond the initial two (2) hours, reduce load or a

combination of the two.

If Customer intends to purchase replacement energy, Customer shall

send Company via fax a signed copy of Exhibit "A", or refer to the

most recent Exhibit "A" on file with the Company, which lists the

Customer's threshold price and duration for purchases.

If Customer intends to curtail load, and does not actually reduce its load

by the appropriate amount, a penalty will be incurred. For the first

occurrence mc penalty M11 be an additional Firm Power Demand

Charge for the month applied to the quantity of uncunailed load as

measured by the Company's metering equipment, plus the cost of all
419

m.

replacement energy provided, in accordance with Sections VI.A and B

of Amendment No. 2 of the Electric Service Agreement. For
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subsequent occurrences the penalty will include a three month ratchet

applied to the additional Firm Power Demand Charge. This penalty

shall also apply to any reductions required pursuant to I.E.2.b above.

4. Company shall notify Customer when due Qualifying Event has abated.

5. Company will notify Customer via fax by 12:00 noon widain two

business days of the actua1.MWh's and total price of replacement

energy purchased on behalf of Customer.

F. In the event notification cannot be made by either party within the time

constraints specified herein, Company will keep Customer in-service and purchase

replacement energy, even if the replacement cost exceeds those set forth in the most

recent Exhibit "A" on file with the Company.

G. Replacement energy shall be priced in accordance with section VI.B of

Amendment No. 2 to the Electric Service Agreement and at terms as favorable as any

economy energy sale that Company may enter into during, and for delivery in, the same

hours as the replacement energy is delivered.

H. Interruptions or replacement energy purchases, up to 82 MW as necessary or

available, shall be limited to 128 hours in any calendar year, or eight (8) hours in any

calendar day. Following an interruption or replacement energy purchase, the calendar

year hours shall be reduced by the greater of ate actual duration of the

interruption/replacement or four (4) hours. TEP's tracking of event hours will be reflected

in attachments to the Customer's bill.
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II. MARKET POWER

Customer shall have the right to designate up to 5 MW of due first 102 M W of

demand, and all demand in excess of 102 MW, for purchase by Customer at market

pricing ("Market Power").

A. Current operating procedure shall be for Company to deliver the appropriate

amount of Market Power, as determined by the monthly Billing Demand, at a market

price determined by the Palo Verde Index price as published in the Wall Street Journal

for pre-scheduled, Hun on-peak and firm off~peak power. This Market Power procedure

shall roll over &om month-to-month unless customer notifies Company pursuant to

Section II.D below.

B. Off-peak hours shall be hours ending (HE)2300 to 0600 Mountain Standard

Time (MST) Monday-Sunday. On-peak hours shall be HE0700-2200 MST Monday-

Sunday.

C. Market Power shall be considered first through the meter.

D. In the event Customer desires to act as its own agent for purchasing Market

Power, Customer must notify Company within ten (10) days of the first of the month.

Customer shall be allowed to act as agent for a capacity amount deterrn'med by either the

previous month's Billing Demand, or a mutually agreeable capacity amount. Customer

must contact Company to determine the transmission paths available to Customer. The

Company is not required to deliver any Market Power purchases to the Customer on

paths not approved 'm advance by Company.
..-»

m.

E. Market Power shall be priced in accordance with section VI.C of Amendment

No. 2 to the Electric Service Agreement.
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111. OPERATING COMMITTEE

Each Party shall designate up to three (3) persons M its Operating Committee

Representatives. Such Representatives shall be authorized to act on behalf of the Party

designating such Representative in carrying out the provisions of this Operating

Procedure. Each Party shall notify the other Party within fifteen (15) calendar days after

execution of this Procedure of the designation of its authorized Representatives and shall

promptly notify the other Party of any subsequent changes in such designation. The

Representatives will meet as required to provide coordination with respect to matters

which affect the implementation of this Operating Procedure. However, such

Representatives shall have no authority to modify any of the provisions of this Operating

Procedure.

COMPANY

Electric Operations Contract Administration

Toby Vote Mike DeConcini

Supervisor, Short Term Power Manager, Contracts & Wholesale Marketing

Phone: 520-884-3976 Phone: 520-884-3964

520-770-2064 520-770-2064

.
No

Fax:

-6-

Fax:
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CUSTOMER

Electric Operations Contract Administration

Malcolm Spiller

Supt. Engineering Services

Mike McElrath

Manager, Power

Phone: 520-648-8843 Phone: 602-929-4507

Fax: 520-648-8730 Fax: 602-929-4510

Amendment No. 2 to the Agreement to be executed as of the

IN 'WITNESS WHEREOF, the Parties have caused this Operating Procedure for

#
/ day of I

1997.

TUCSO EIIECTRIG P beER COMPANY

By

Title

CYPRUS SIERRITA CORPORATION

By F m

Title 1/P» M
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I C7/11/97 FRI 10:52 FAX 520 848 8780 PLMNT DEPARTMENT
12.1002

1

s

Cyprus Sierrita Threshold Price- Replacement Energy

Exhibit ll A"

Fax to: Tucson Electric Power Company
EncrgyTrading Real Time (520) 571-4065

Dglration (Hrs) Prim 4/kwh

8

7

6

I

5

4

3

/5

/5°

/ 5

2 0

If the Threshold Price is the same for all time periods. only the eight (8) hour price is

rcduiréd to be filled-ini This Exhibit "A"'\O reinEiiri Tri effect until superseded by another °

Exhibit SEAN.

CYPRUS SIERRHLA CMCPORATTUN -

By

Title

Date

%

7-/a-n

-8-
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1

1 BEFORE THE ARI ZONA CORPORATI ON COIVIMI SS ION

2

3 TUCSON ELECTRIC POWER COMPANY,
an Arizona corporation,

4
Complainant I

5 Docket No.
E-00000A-99-0243

6

7
CYPRUS SIERRITA CORPORATION,
INC., a Delaware corporation,

8 Respondent.

)
)
)
)
)
>
)
)
)
)
)
)

CERTIFIED
COPY

9

1 0

1 1

12

13 Deposition of TODD CLARK taken by

14 the RESPONDENT at One South Church I

15 Suite 1030 Tucson ArizonaI I I

16 commencing a 2:28 p.m. I

17 September 14, 1999.

18

1 9

2 0

2 1

2 2

REPORTED BY
NAOLA c. THIMESCH
RPR, NOTARY PUBLIC

23

24

HUNT REPORTING
3442 EAST HAWTHORNE STREET
TUCSON, ARIZONA 85716
TELEPHONE: (520) 326-3371
1 (800) 545-6584
FAX: (520) 326-0209

2 5

HUNT REPORTING



4

1 B E I T REMEMBERED that pursuant t o

2 Notice of Taking Deposition in the above-styled and

3 numbered cause, the deposition of TODD CLARK was

4 taken upon oral examination at the law offices of

5 Fennemore Craig, One South Church, Suite 1030 , i n the

6 City o f Tucson, County of Pima, State o f Arizona
I

7 before me, Naola C. Thimesch, a Notary Public in and

8 for the County of Coconino, State of Arizona, on the

9 l4 th day of September, 1999, commencing at the hour

1 0 of 2:28 p.m. on said day.

1 1

12 TODD CLARK,

13 having been first duly sworn upon his oath to

14 tell the truth, the whole truth, and nothing but

15 the truth testified a s follows:I

16

1 7

1 8

1 9 Q Why don't you state your name for the

2 0 record, please.

2 1 A I Todd Clark.

22

23

24

2 5

HUNT REPORTING



»Q What is your current position with TEP?

A . Assistant controller.

» And how long have you been the assistantQ

controller at TEP?

A. I think three years.

»Q And prior to that position, what was your

position with TEP?

A. I was the tax manager.

»Q And how long approximately were you the

tax manager?

A. Since 1990.

1 0

1

2

3

4

5

6

7

8

9

l 0

12

13

14

15

1 6

17

18

19

2 0

2 1

22

23

24

2 5
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1 5

1

2

3

4

5

6

7

8

9

1 0

12

13

14

1 5

16

17

1 8

19

2 0

2 1

2 2

23 Q Give me a day-to-day job description.

24 Your position as assistant controller, what do your

2 5 duties include?
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I oversee much o fA . Many personnel issues.

the tax function. I par ticipate in the financial

accounting function, but generally that is Karen's

responsibility. And many meetings.

1 6

1

2

3

4

5

6

7

8

9

1 0

1 1

12

13

14

1 5

16

17

18

1 9

2 0

2 1

22

23

24

2 5

HUNT REPORTING



»Q Prior to May 31 of '96 there was a

separate legal entity known as Valencia Energy

Company, correct?

A. Correct.

And I understand that o n that date i t wasQ

merged into Tucson Electric Power Company, correct?

A. Correct.

17

1

2

3

4

5

6

7

8

9

1 0

1 l

12

13

14

15

16

17

1 8

19

20

2 1

22

2 3

24

2 5
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62

1

2

3

4

5 Q

6 When Mr. Moony was asking you about the

7 tax implications at the collapse of Valencia, was

8 there any state sales tax avoidance consequences as a

9 result of the collapse of Valencia into TEP?

l 0 A • Yes there were.I

1 1 Q why doh's you explain for us what those

12 were •

l 3 A • I t was our belief and w e have not seen

14 a n assessment; so I think our belief is correct

1 5 that by collapsing Valencia into TEP it prevented a

16 group of costs from being included in the cost of

17 coal, and, therefore, assessed by the Dewar t ent of

18 Revenue as par t of the price of the coal transfer

19 pricing between Valencia and TEP.

2 0

2 1

22

2 3

24

2 5 tI
r
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Hypothetically let's assume you get a

refund o f some o r all o f the amounts that are i n

dispute in the cases for which you're seeking a

refund.

A . Okay.

¢Q Those costs, t o the extent they were

incurred sales tax items that you paid, were

accounted for i n FERC account 501 correct?
I

A. They were prior to the Valencia collapse?

Yes.Q

A . Yes.

4Q So prior to the Valencia merger into TBP,

which I understand i t eliminated the all, a s I issue,

of the sales tax payments that have been made would

have passed through account 501, correct?

A . They were recorded as a contingent sales

tax. Not as a -- more or less as a -- again, a

We've talked about a reserve earlier, but

as a reserve, an expected future expense that would

be recorded in the accounting literature today.

All of the coal pricing contingent sales

tax was recorded in Valencia, but not all of the

rental sales tax.

1 Just s oQ I appreciate that clarification.

63

1

2

3

4

5

6

7

8

9

1 0

1 1

12

13

14

15

16

17

18

19

2 0

2 1

22

23

24

2 5
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64

1 we're clear, the approximately 33 million dollar

2 piece that we talked about earlier which related to

3 the coal handling par t of the sales tax assessments
I

4 that par t of the issue would have flowed through

5 account 501, correct?

6 A I As I understand it. Karen would know

7 that for sure.

8 Q Cameron is?

9 A . Karen would know that for sure.

1 0 Q That was Karen's testimony, and I guess

1 1 the question she couldn't answer and I will put to

12 you is this. Maybe you can, maybe you can't.

13 Assuming you win and you get that money

14 back, is there, to your knowledge, an obligation on

15 the par t of TEP or Valencia to refund those sales tax

1 6 amounts back to the customers who paid for energy

1 7 based in par t on the FERC 501 account index?

18 A . I believe there would be. For those who

1 9 were affected by it, I think we would feel an

2 0 obligation. As a general rule, the retail customer

2 1 was not affected by it. As I recall it was not

2 2 included i n the rate structure.

2 3 Q So a tariff paying customer would not

24 have experienced that cost because that was not

2 5 allowed in your rate base?

HUNT REPORTING



A. Correct.

IQ But a customer whose charges were based

on a special contract where FERC 501 may have been

used as a determinant for the charges they paid for

power, they would be entitled to at least some

percentage or par son of that refund?

A. Generally, yes. Now, depending on the

contractual relationship, that may be a driver above

and beyond that. But generally in the utility world,

if rates were reduced or increased by an amount, then

we have a refund of an amount, we would generally see

to it that the customer would get that back.

IQ Ultimately that's going to be a contract

question between the customer and the utility?

A. That is correct.

65
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1 C E R T I F I C A T E

2 STATE OF ARIZONA
SS.

3 COUNTY OF COCONINO

)
)
)

4 I, NAOLA c. THIMESCH, a Notary Public in

5 and for the County of Coconino, State of Arizona I

6 car tit y:

7 That the foregoing deposition of TODD CLARK

8 taken before me at the time and place therein set

9 for Rh, at which time the witness was put under oath

1 0 by me;

1 1 That the testimony of the witness and all

12 objections made at the time of the examination were

13 recorded steno graphically by me and were thereof tee

14 transcribed;

15 That the foregoing transcript comprises a

16 true record of the testimony and of all objections

17 made at the time of the examination;

1 8 That I am in no way related to the par ties

19 in this action, nor interested in the outcome

2 0 thereof .

2 1 IN WITNESS WHEREOF, I have subscribed my

2 2 name and affixed my seal this 21st day of September I

23 K

24
\

t; 3é;;2zé444;4QL_____________
N O THIMESCH, RPR/CSR
NOTARY PUBLIC25
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0001
1 BEFORE THE ARI ZONA CORPORATION COMMISSION

Complainant,

Docket No .

E-00000A-99-0243

Respondent .

Deposition of WILLIAM s . JOHNSON

taken by the RESPONDENT at One South

Church,  Sui te 1030,  Tucson,  Ar i zona,

commencing a 1:22 p.m.,  October 18,

1999.

2

2

3

3 TUCSON ELECTRIC POWER COMPANY, )

4  a n  A r i z o n a  c o r p o r a t i o n , )

4 )

5 )

5 )
6 vs. )

6 )

7 CYPRUS SIERRITA CORPORATION, )

7 INC. , a Delaware corporation, )

8 )

8 )

9 )

9

10

l l

12

13

14

15

16

17

18

19

19

20

20

21

21

22 HUNT REPORTING

22 3442 EAST HAWTHORNE STREET

23 TUCSON, ARIZONA 85716

23 TELEPHONE: (520) 326-3371

24 1 (800) 545-6584

24 FAX: (520) 326-0209

REPORTED BY

NAOLA c. THIIVIESCH

RPR, NOTARY PUBLIC
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0005

WILLIAM s. JOHNSON I

having been first duly sworn upon his oath to

tell the truth, the whole truth, and nothing but

the truth, testified as follows :

BE IT REMEMBERED that pursuant to

2 Notice of Taking Deposition in the above-styled and

3 numbered cause, the deposition of WILLIAM s. JOHNSON

4 was taken upon oral examination at the law offices of

5 Fennemore Craig, One South Church, Suite 1000, in the

6 city of Tucson, County of Pima, State of Arizona,

7 before me, Naola c. Thimesch, a Notary Public in and

8 for the County of Coconino, State of Arizona, on the

9 18th day of October, 1999, commencing at the hour of

10 1:22 p.m. on said day.

11

12

13

14

15

16

17

18 BY MR. MOONEY:

19 Q. Would you go ahead and state your name

20 for the record, please.

21 A. My name is William s. Johnson.

22 Q. And where do you live, Mr. Johnson?

23 A. My address is 2940 West Camino Carmelia,

24 Tucson, Arizona.

25 Q. And I understand that you were previously

EXAMINATION

JoHnson, WILLIAM (10/18/99) Page 5



yes .

0306mployed by Tucson Electric Power Company; is that

2 correct?

3 A.

4

5

6

7

8 Q. And when you left TEP, what was your last

9 job title or position when you worked there?

10 A. Senior rates analyst.

11 Q- Is there a particular department or

12 section of TEP that you worked in?

13 A. Pricing and economics, I think, was the

15 Q. And who was your immediate supervisor

16 when you last worked at TBP?

17 A. Carolyn Gardner.

18 Q. Okay.

19 A. Ms. Carolyn Gardner.

20 Q. Do you know Joe King?

21 -A. Yes, I do.

22 Q- We took his deposition in this case

23 probably, oh, a few weeks ago, and he indicated that

24 you worked for him. Is that an accurate description?

25 A. yes.

\

JoHnson, WILLIAM (10/18/99) Page 6



Q- Was Mr. King over your supervisor,

2 Carolyn Gardner?

3 A. no.

4

5

6 Q. Did he have the position that she had

7 before she had it?

8 A. That's correct .

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

OO07
1
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0009
1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16 Q. I understand you had a telephone

17 conversation last Thursday or so with the young man

18 who's seated to my let t, your right, Tom Ulreich?

19 A. Yes.

20 Q. Prior to that had you ever had any

21 occasion to discuss the dispute between TEP and

22 Cyprus with anybody that was representing Cyprus?

23 A. No.

24 Q. Okay. Fair enough.

25 And you and I have never spoken before

JoHnson, WILLIAM (10/18/99) Page 9



0010
l today, correct?

2 A. No.

3 Q.

4 And I understand that you had left a

5 message asking Tom if we would issue a subpoena to

6 have you come here today, and you are appearing today

7 pursuant to a subpoena?

8 A. yes.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 1

25
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1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

1

How long had you worked for TBP?
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0012
A. October 1978 through my official

2 retirement, June 30, 1999.

And did you retire from the company at3 Q.

4 that time?

5 A.

6 June 30/- 1999.

7

8

9

IO

11

12 do you have a college degree?

13 A. Yes, I have a degree in accounting from

14 the University of Arizona.

15 Q. What year did you graduate from U of A?

16 A. January 1973.

17

18

19

20

21

22

23

24

25

Yes, I did retire from Tucson Electric
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2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20 Q. And approximately when did you become the

21 senior rates analyst, your last position that you had

22 with the company? Just ballpark.

23 A. 1991, I think. That's the closest I can

24 remember.

25 Q. So for roughly the last eight years of

JoHnson, WILLIAM (10/18/99) Page 13



O f your employment with TEP you were the senior rates

2 analyst?

3 A.

4

5

6

7

8

9

10

11

12

13 I

14

15

16

17 Q- Do you know anything about the lawsuit

18 that brought you here today?

19 A. Yes .

20

21

22 But tell me generally what you

23 understand this lawsuit to be about .

24 A. My understanding is that Tucson E lect r i c

25 has f i led a suit. And I 'm not sure i f  suit  is the

A senior rates analyst.

JoHnson, WILLIAM (10/18/99) Page 14



N

°315ight word, but has an action with the Arizona

2 Corporation Commission to recover some costs that

3 Tucson Electric says Cyprus should pay.

4

5

6

7

8

9 Q. When did you first become aware that

10 there was a dispute between Cyprus and TEP over what

11 led to this action or suit, as you referred to it?

12 A. My best estimate is the last part of

13 1997, September of 1997.

14 Q. And who first made you aware that there

15 was a dispute between the two companies?

16 A. My then boss at the time, Joe King.

17 Q. What did Joe tell you about it in

18 September or thereabouts of '97 when he first spoke

19 to you about it?

20 A. Just that the contract that had been

21 negotiated between Cyprus and Tucson Electric Power

22 was a problem on the part of the company because we

23 had -- let's see. What did we talk about. There was

24 a certain part of the fuel costs, and I don't

25 remember exactly -- it was ~- that bill is so

JoHnson, WILLIAM (10/18/99) Page 15
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1 complicated.

Q .

10 contract, were you?

No, I was not .

Do you know who did the negotiating of

2 A portion of it has an adjustment up or

3 down based on fuel costs as coming out of

4 account 501, and we had put a ceiling on that

5 component but not a floor.

6 Q. Okay.

7 A. And that the floor was falling away

8 faster than had originally been contemplated.

9 You weren't involved in negotiating that

11 A.

12 Q.

13 that contract?

14 A. The only thing I can tell you about that

15 contract is that Steven Glaser's name is the officer

16 that signed off on it. I heard a lot of innuendo,

17 but I don't speculate in innuendo.

18 Q. All right. You have seen the contract at

19 some point in time, correct?

20 A. Yes, I have.

21 Q. Did you have some involvement or role

22 with respect to calculating the billings that would

23 be due from Cyprus pursuant to that contract?

24 A. I had a part in calculating a component,

25 a portion of that contract. And this is the
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1 component that's in question.

2 Q. What role did you play with respect to

3 the calculation of one of the components or tell me

4 what it was that you were involved with.

5 A. I developed a spreadsheet to keep track

6 of the -- I'm going to use the word index, the up and

7 down index that was specified in the contract.

8

9

10

11

12

13

14

15 A. Joe King and myself developed this

16 mechanism, this spreadsheet over a period of time.

17

18

19 Q. Was this spreadsheet that you developed

20 with Joe King something that you developed after you

21 became aware that the floor, as you said, was falling

22 away faster than had originally been contemplated?

23 A. Oh, no. No. The spreadsheet was a

24 necessity, because the contract specified that this

25 particular index could go up no more than, if I
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0i18emember correctly, 1 percent a year, but there was

2 no limit as to how fast it could go down.

3 Q. I see.

4 A. No. The spreadsheet was necessary

5 because of the way the contract stipulated that

6 monthly billing component.

7 Q. And you developed that spreadsheet

8 jointly with Joe?

9 A. Joe -- Joe gave me the job of developing

10 a method of keeping track of the index, and then he

ll and I talked about it at length on the best way to do

12 it and making sure it was done properly, as per the

13 contract.

Q.

With the billing department .

14 Did you share the results of what you

15 were putting into that spreadsheet with somebody else

16 at TEP?

17 A.

18 Q.

19 A.

20 gave that

21 component.

22 Q. And so just as I understand it, there is

23 an index called for under the contract, and if, based

24 on the spreadsheet you were developing, you found

25 that the index had changed to .97 of 1.0, for

Yes .

Okay.

Who actually did the monthly billing.

we supplied that par ticular billing

We

JOHNSON, WILLIAM (10/18/99) Page 18



0319xample, that ' s the information you would share with

2 the billing department?

3 A. yes. Yes. The contract specified, I

4 believe, that the fuel costs coming out of

5 account 501 for 12 months ending June ' 96 would form

6 a basis of 1 . And then from there on it would change

7 every quarter, based on a 12-month running average, I

8 believe.

9 Q. So it was that quarterly calculation that

10 you were responsible for helping make in this

11 spreadsheet, correct?

12 A. Yes.

13

14

15

16

17

18

19

20

21

22

23

24

25
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1

2

3

4

S

6

7

8

9

10

11

12 Q- Well, let me give you -- I'll give you a

13 copy of the contract and you can refer to that if

14 you'd like. It's already been marked as Exhibit

15 No. 2, and that's a copy.

16 A. Okay. There it is under section F on

17 page 5.

18 Q- I've got a copy.

19 A. It talks about calculation of energy

20 charges, charges to be indexed to the company's

21 system average . Yeah. Energy charges shall be

22 increased or decreased quarterly, but in no event

23 shall they increase by more than 1 percent in any

24 calendar year. Quarterly changes shall be computed

25 using a 12~month rolling average ending three months
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Ozprior. The base period for the calculation of the

2 index shall be 12 months from July '95 through June

3 '96. Repeat the question.

4 Q. Yeah. I'll try. I was going to do that.

S So with refreshing your recollection from

6 looking at the contract, when do you believe would

7 have been the first time that you would have

8 calculated something on this spreadsheet that you

9 were telling me about?

10 A. September 1996, 'cause it was -- it

11 started in June of '96. So the first quarter would

12 have been September 1996. June, July, August,

13 September. Yeah. September -- ending September to

14 affect billing beginning in October. It was the

15 following quarter.

16 Q. Now, let me -- because I don't mean to --

17 I don't want to trick you with this, but my

18 understanding is that the contract itself was

19 actually dated in November, but it was made

20 retroactively effective, I think, to September the

21 lath.

22 If you look at the last page, page 10 of

23 that contract, I think you'll see that it's dated

24 November the 8th, and I believe it was approved by

25 the corporation commission in mid-November of 1996.
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1 And we've --

2 A. Okay.

3 Q- -- had some other testimony that I think

4 the first billings under the new contract that were

s sent out to Cyprus were sent in -- commencing in, I

6 believe, December of 1996. So --

7 A. Well, that would be about right. Again,

8 this whole process was to calculate the index, okay.

9 Q. Okay.

10 A. So it wouldn't make any -_ we couldn't

11 have billed them prior to okay of the contract by the

12 commission.

13 Q. Right.

14 A. Yeah.

15 Q- But you still would have calculated on

16 the spreadsheet an index as of September 30th of '96?

17 A. Oh, yeah, because that's specified in

18 here.

19

20

21

22

23

24

25
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2

3

4

5

6

7

8 Q. Maybe I can help you a little bit.

9 you're struggling a little bit with my question.

10 This document was identified as a

11 document that was provided by Mr. Snook, who was the

12 negotiator for TEP, to Mr. Mcgrath, who was the

13 negotiator for Cyprus while they were still trying to

14 finalize their negotiations on this contract,

15 Amendment No. 2.

16 And this document -- that second page of

17 it, Exhibit No. 33 that you were just looking at, was

18 sent to Mr. Mcgrath as some pro forma calculations

19 of savings that Mr. Snook was representing TBP had

20 calculated that Cyprus would save under this

21 contract.

22 With that additional clarification, do

23 you recognize that second page spreadsheet at all?

24 A. You know, I can't honestly positively say

25 that this is the sheet that I gave Leland. This

I see
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0g2 ooks like something that I could have prepared, but

2 honestly I do not remember this. I know we did

3 something similar to this, but I'm not sure if this

4 is the document.

5 Q. Just so you'll be clear, when we took

6 Mr. King's deposition and Mr. Snook's deposition,

7 Mr. Snook said that you had provided him some

8 information that he used to provide to Mr. Mcgrath.

9 You certainly recall providing information to

10 Mr. Snook, correct?

11 A.

12 Q.

13 Exhibit 33?

yes. yes, I do.

Something like the second page of

14 A. It could have looked something like this.

15 Q. And Mr. King, when I took his deposition,

16 identified this document, Exhibit 33, in particular

17 this spreadsheet, as a document which you had

18 prepared.

19 A. Okay.

20 Q. With that additional clarification, do

21 you have any reason to quarrel with that?

22 A. It's been so long since I've seen it.

23 Three years.

24 Q- I understand.

25 A. This is minutia.
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1 Q. I understand.

A. And it could have looked something like

It could have.

4 Q- This spreadsheet, though, that's the

s second page of Exhibit 33 was not the spreadsheet

6 that you were referring to earlier that you prepared

7 to track the billings?

no. no. This is -_ this is not that

2

3 this.

8 A.

9 spreadsheet.

10

11

12

13

14

15

16

17 BY

18 Q- Mr. Johnson, I'm going to hand you what:

19 the court reporter has marked as Exhibit 89, which is

20 a document that was attached to some testimony that

21 was filed by Leland Snook in this case. And just
22 take a moment and look at that .

23 Does that document look at all f familiar

24 to you?

25 A. Yes, it does.
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1 Q. Okay. Is that the spreadsheet to which

2 you were just making reference?

3 A. That I developed?

4 Q.

5 A.

6 Q.

7 Exhibit 89?

A.

yes.

no, it is not.

How is it you're familiar with

A. That's correct .

21 Q. Would you open in that notebook, let's

22 see, to tab number 13 .

8 This is the document that was kept in the

9 billing department. The document I developed arrived

10 only at -- this is such a summary. Mine came up with

11 total dollars prior to taxes, okay. This one adds

12 taxes, state tax, ACC tax. Mine developed the

13 original price and the revised price. This is not

14 the document that I developed either. I haven't seen

15 a copy of that yet. This was kept down in the -_

16 derived in the billing department.

17 Q. Okay. But some of the information used

18 in generating this document would have come from your

19 spreadsheet?

20

23 This, for the

24 record, is a letter that was dated October 9th of

2S '97. It was sent to Mr. McElrat:h by Mr. Glaser, and
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°32§¢ has some documents attached to it.

2 What I'd like you to do, if you could, is

3 if you'll flip to the fourth page of that exhibit

4 there's a spreadsheet there. Does that --

5 A. This --

6 Q. -- spreadsheet look familiar to you?

7 A. This is the document that I developed.

8 Q. Okay. So this for the record is the page

9 that has the letters at the bottom right, CYP000228?

10 A. Yes.

11 Q- And followed by 229?

12 A. Yes.

13 Q. So both of these pages are pages you

14 developed?

15 A. That appears to be.

16 Q- Now, these two pages look like they're

17 copied on two separate pages. Are they part of a

18 single spreadsheet the way you generated them

19 originally?

20 A.

21 spreadsheet.

22 Q. This particular spreadsheet was attached

23 to a letter, as I think I indicated, that Mr. Glaser

24 wrote to Mr. Mcgrath in the fall of 1997, in which

25 Mr. Glaser advised Mr. Mcgrath that there was an

Yes . Yeah, this is part of that
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0g28rror in the way TEP had been billing Cyprus. That

2 was the claim, at least in this letter. And then

3 these spreadsheets that were attached.

4 The spreadsheets that were attached to

5 this letter, did you develop these specifically for

6 Mr. Glaser?

7 A. These spreadsheets were developed at the

8 request of my boss, Joe King, to show what this index

9 would have looked like under the original terms of

10 the contract, and what the revised index would have

11 been, had these particular costs of the Springerville

12 adjustments -- or not Springerville, but the Valencia

13 coal company, the collapse of the Valencia coal

14 company would have looked like had they been removed

15 from account 501.

16 Q. In the base period?

17 A. In the base period, that's correct.

18 Q. All right.

19 A. They were not directly developed for

20 Mr. Glaser. My boss, Joe King, asked me to do these.

21

22

23

24

25
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1

2

3

4

5

6

7

8

9

10

11

12

13 Q- But this particular spreadsheet that

14 we've been looking at right now is not the same

15 spreadsheet that you were talking about earlier that

16 you developed with Mr. King to implement the billing

17 under the contract, correct?

18 A. It evolved into _- yeah, the top part of

19 this is what we developed to develop the index.

20 Q. I got you.

21 A. And then when he came along and said,

22 okay, now, what would this look like if those

23 Valencia costs had not been included in the base, and

24 my numbers were right here. All the 501 account

25 numbers are up here in the dollars, and we plugged
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10 A.

11 kilowatt hour.

12 Q- Cents per kilowatt hour, right?

13 A. Right here.

14 Q- So if I was to draw a line on my exhibit,

15 my copy of that exhibit, which I 've got right here,

16 right where I 've drawn it, that would be where the

17 old spreadsheet ended?

A. The one that we originally developed,

°232hem in here and subtracted them out, made new

2 revised fuel numbers, and, boom, that ' s how you get

3 your new 12-month rolling as the base.

4 Q. When you say the top half of this is the

5 same as the spreadsheet you developed for billing --

6 A. Originally.

7 Q. When you say top half, where does it end?

8 What line on the left-hand side of the page is the

9 end of where the spreadsheet that you first --

Where it says index energy cents per

18

19 that's correct .

20 Q. Okay. Fair enough. And so that

21 corresponds to the line on Bates label page 228 that

22 appears after index to energy cents per kilowatt

23 hour, correct?

24 A.

25 Q.

Correct.

And the calculations below that line that
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8

9

10 when did you first become personally

11 aware that: there had been a change to the accounting

12 for 501 fuel costs by TEP? At Springerville, in

13 par titular.

A .

0331ppear on this particular spreadsheet were

2 calculations you had to make later at Mr. King's

3 request?

4 A. Yes.

5 Q- In which he basically said, why don't you

6 go back in and change the base to take the Valencia

7 costs out, correct?

A. That's correct.

Q.

14 I would say that I began to become aware

15 of it about the time we started developing these

16 sheets, after a couple weeks after I started this.

17 had heard that Valencia would be collapsed. And

18 having been in the accounting department for ten

19 years before that, I just wondered how the accounting

20 would be handled. And then I saw this and became

21 aware of it. But I still wasn't sure what we were

22 doing here.

23 Q. when you developed your initial

24 spreadsheet, did you sit down with anybody in the

2S accounting department to find out what the individual

I
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0333omponents were that went into the FERC account 501?

2 A. No.

3 Q. As I understand it, the way this

4 spreadsheet works, just looking at it the way I see

5 it, you are including in this spreadsheet the dollars

6 for account 501 for all of the generating facilities

7 that TEP owned and operated, correct?

8 A. yes.

9 Q- Springerville being merely one out of

10 what are separately identified on this exhibit, at

11 least, as Four Corners, San Juan, Navajo,

12 Springerville, Irving ton coal and Irvington gas,

13 correct?

14 A. That's correct.

15 Q. So that the summary of all of those power

16 plants is what appears under the line item fuel,

17 number 501, correct?

18 A. Yes.

19 Q. Is it your understanding, Mr. Johnson,

20 that only Springerville of all of those had this

21 Valencia accounting issue in it?

22 A. Yes.

23

24

25
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17 Q- Springerville adjustment is what accounts

18 for the difference between the way TEP was billing

19 Cyprus and the way -- the way TBP is claiming in this

20 action should have been used, correct?

21 A. What these costs do here is reflect what

22 the base calculation would have been had those costs

23 not been included in account 501.

24 Q- How did you get to those numbers?

is A. The accounting department developed them
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1 for me.

2 Q. Okay. Who in the accounting department

3 developed these numbers?

4 A. I got these numbers from Leonard

5 Nehrmeyer.

6 Q. So Mr. Nehrmeyer is the one who told you

7 what the Springerville --

8 A. Components.

9 Q. -- components were that were -_ that

10 would change as a result of taking Valencia out,

11 correct?

12 A. That's correct.

13 Q. So you simply plugged in each of these

14 headings, capital lease, property tax, contingent

15 sales tax, depreciation, maintenance, other

16 operations, interest expense contingent? All of

17 those numbers were provided to you by Mr. Nehrmeyer?

18 A. That's correct.

19 Q. And from those you calculated a column

20 that you call total Springerville adjustment,

21 correct?

22 A.

23 yes.

24

25

A row titled Springerville adjustment,
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23 Q. Why don't we strike that and let's go

24 back because I think I understand the spreadsheet

25 better than I did, and I think we can walk through it
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1 together.

2 I ' ll go to the page which you told me was

3 the first of the two pages, which is the one with the

4 229 on the bottom. As I understand it the columns

5 running across the top of this represent the months

6 in the year 1996, January, February, March and so on

7 through November, and then the months across from the

8 top of the second one start with December ' 96 and run

9 through August or September of 1997.

.10 A. That's correct.

11 Q. All right. And if you go to the first of

12 the two pages, in the month of June, 1996, in the

13 upper half of the chart, there is a line item that

14 says quarterly index, 1.0.

15 A. That's correct.

16 Q. And if you look down below, what you

17 added to this spreadsheet, the revised quarterly

18 index, you're also showing as 1.0, correct? Both

19 quarterly index and revised quarterly index in June

20 are the same?

21 A. This is the original index.

22 revised index.

23 Q- Correct. But in both the original index

24 and the revised index, your starting point is a 1.0,

25 correct?

This is the
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A.

2 June 1996.

3 Q- Correct. And that 12 months ended

4 June 1996, as I understand it, for the calculation

5 that resulted in the 1.0 up above, that included

6 certain Valencia costs at Springerville, correct?

7 A. Let's see now. Yes. yes, these numbers

8 up to that point did. You're right. That's correct.

9 And the reason that these numbers were

10 added back was to calculate, to revise upward how

11 this number, the original index, would have looked,

12 had the Valencia costs been included because they

13 stopped going in in May of 1996.

14 Q. Okay. That gets to kind of an essential

15 thing that I want to talk to you about.

16 What you were doing starting with the

17 bottom of this spreadsheet in July of ' 96 was you

la were adding back in to the period after Valencia was

19 collapsed Valencia costs that were no longer being

20 accounted for in 501, correct?

21 `A. That is correct .

22

23

24

25

0038
1 Correct | That's the 12 months ended
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1

2

3

4

5

6

7

8

9

10

13

14

15

16

17 .

18

19

20 1

21 \

22 I

23 Q- That's what I was getting to

24 earlier about the f act that, even though the contract

25 had a retroactive effective date, it didn't Start
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034getting billed until December of '96,

2 additional clarification, you and I are in agreement

3 the first time an adjustment would have been made was

4 for the January '97 billings?

5 A. yes.

6 Q- And that was to effectuate a reduction

7 from the .03748 cents per kilowatt hour called for in

8 the contract to the number that was used for billing

9 in January of .036902B, correct?

10 This is the floor that we're talking

So with that

A .

11 about

This is the reduction.

. 0369028

12 Q. Right.

13 A. -- before.

14 Q. Right. And then that number,

15 was used for the next three months?

16 A. That's correct.

17 Q. And then if I'm following across on the

18 way the top part of this spreadsheet works, at that

19 point you would have made your next quarterly

20 calculation.

21 A.

22 Q.

23 with the

24 times the

25 .0350326?

As of the end of March '97,

Correct. And t:hat:'s when you came up

9347 number, and you would multiply that

.036902B to get your new number of
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A. yes.

2 Q- Again, you billed that for three

3 consecutive months. You recompute the index, and

4 that's how this spreadsheet that you developed with

5 Mr. King worked, correct?

6 A. Yes.

7 Q. So it was the information on the top half

8 of this page, that index calculation, that we've just

9 been going through a couple times that you provided

lO to the billing department?

11 A. Yes u

12 Q- Now, turning our attention now and

13 contrasting that with the bottom part of the page,

14 the bottom part of the page was something you

15 developed later, correct?

16 A. Yes.

17 Q. At, again Mr. King's request?

18 A. Yes o

19 Q- And the purpose of that was now to go

20 through and recompute how that index would have been

21 calculated, had you put the Valencia costs back in

22 the calculation in each of the periods after Valencia

23 was dissolved or merged, correct?

24 A. Yes.

25

0043
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1

2

3

4

5

6

7 Q. So in effect, if you take and you

8 compute the index and the index ends up being more

9 than 1 percent, which it would have been in December

10 of '96, what you would do is simply take the base

11 amount called for in the contract of .03748 and

12 multiply it times 1.01?

13 A. The 1 percent.

14 Q. That gets you .0375848 by my math as

15 well.

16 A. Yeah.

17 1 percent again.

18 38.

19 Q. That was one of my questions. Why did

20 you apply the 1 percent in consecutive months,

21 December and January?

22 A. well, the contract specifies 1 percent a

23 year.

24 Q.

25

And then in January we applied the

That:'s where it jumped from 37 to

I see.

So when you say the contract specified
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°345 percent a year, then your interpretation was that

2 the 1 percent could be taken in December of ' 96 and

3 again in January of '97?

4 A. yes. On page 6 of the contract it says,

5 "Energy charges shall be increased or decreased

6 quarterly, but in no event shall they increase by

7 more than 1 percent in any calendar year. " Calendar

8 being interrupted as January through December, and we

9 went from December of ' 96 to January of ' 97. Change

lO in calendar year.

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17 .'

18

19 1

20 Q. And because

21 you're capped at 1 percent per year, when you made

22 the  ca lcu la t ion  in  December  o f  '96 and  inc reased  i t

23 by 1 percent in December and then increased it  by

24 1 percent  in  January,  you he ld  that  constant

25 throughout the remainder of '97 because you'd already

5
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1 capped at the 1 percent, correct?

2 A. Having no more pages to look at, I would

3 assume that's true.

4 Q. Okay.

5 A. That looks like what we did there.

6 Q. Did you ever do a spreadsheet like

7 this in which, on the first page -_ instead of adding

8 the numbers in for the Valencia costs that had been

9 removed as a result of the merger, in which you

10 subtracted the Valencia costs for the base period?

11 A. no, I did not.

12 Q. Do you know of anybody that did that?

13 A. No, I do not know.

14 Q- When you left in June of ' 99, were you

IS still updating a spreadsheet like this one?

16 A. I think the last time I did it was in

17 April. I would have done it in May of '99, which

18 would have reflected, I believe, April's numbers.

19 We're always a month behind.

20

21

22 Q. But in May of ' 99, which would have been

23 the last quarterly adjustment period that a

24 calculation would have been made before you left the

25 company, you would have made this calculation?
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A. Actually the last quarterly calculation

2 would have been April of ' 99 that I would have done.

3

4

5

6

7

8

9 Q. But up until the date you left the

10 company, you were still making calculations, upper

11 and lower spreadsheet calculations like those that

12 are depicted on these two sheets from Exhibit 33,

13 correct?

14 A. That's correct. Down -- once we got past

15 the 12 months, this was the only thing that was

16 required from there on because what we 've done, once

17 you get past this 12-month period, everything is

18 based on this base and this base. So you don't need

19 to make these adjustments any further.

20 Q- So once you have 12 months of data in

21 place for adding Valencia back in, there isn't any

22 need to do the addition back?

23 A. That's correct.

24 Q. So Mr. Nehrmeyer wouldn't have furnished

25 you any more detailed information after the first

0049
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1 12 months?

2 A. No .

3 Q. But would have continued then to make two

4 sets o f  ca lcu la t ions,  both  the ca lcu la t ions in  the

5 upper part  of  the page as well as the calculat ions

6 for the revised quarterly index?

7 A. yes .

8 Q. And you continued to do that until you

9 left the company?

10 A. Yes .

11 Q. And did you continue to provide both of

12 those calculat ions to the bi l l ing department?

13 A. yes.

14 Where did these come out of? I'm sorry.

15 Q- They came out of Exhibit 13. I'm sorry.

16 I misspoke a moment ago when I said Exhibit 33 . I

17 meant Exhibit 13 . Put them in backwards the way they

18 were before.

19 A.

20

21

22

23

24

25

228 and 229.
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1

2

3 \

4 :

5

6

7

8

9

10

11

12 As of that date were you aware that TEP

13 had filed the lawsuit or action you talked about

14 earlier?

15 A. I had heard a rumor, and that's all it

16 was was scuttlebutt.

17 Q. well, I'll tell you that according to the

18 documents that have been filed in this case, I

19 believe the complaint was filed in April of 1999 with

20 the corporation commission.

21 You were aware that this dispute had not

22 been resolved as of the date you left the company?

23 A. That's -- yes.

24 Q. And one of the ways you were aware of

2S that was the fact that you were asked to continue to

Q.

A.

Q.

You left the company in June of '99?

Actually June 1. Actually May 31.
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052eke the calculation of the two sets of numbers.
2 A. I was told to keep a running track of

3 the, quote, lost revenue.

4 Q. who called it the lost revenue?

5 A. That's a label that I probably stuck on

6 the spreadsheet. It could have been called anything.

7 I probably labeled it a lost revenue.

8 Q. So these -~ the label that appears under

9 here as lost revenue, that's a calculation of dollars

10 that resulted from the application of the index of

11 the top part of the page versus the application of

12 the index on the bottom part of page, correct?

13 A. That's correct.

14 Q. And was that a calculation which you also

15 made?

16 A. yes.

17 Q. Did you get information from anybody else

18 necessary to make the remainder of that computation?

19 A. That calculation is merely taking the

20 difference in the original cents per KWH minus the

21 new cents per KWH times the kilowatt hours involved

22 in that particular part of the bill.

23 Q. So it's simply the mechanics of taking

24 the difference times the number of kilowatts used?

25 A. Yes.
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Q. Who provided you the kilowatt usage?

2 A. Oh, that came off of the monthly -- a

3 copy of the monthly Cyprus bill, which we kept a copy

4 of in the pricing -- rates and pricing department.

S Q. And you did that because that was part of

6 your responsibilities?

7 A. We kept a copy of the bill that was sent

8 out to what we called major customers under the

9 contract. The copy of the Cyprus bill was just one

10 of all contract billings that were sent out each

11 month. It wasn't kept for any particular -- this

12 particular purpose.

13 Q. Okay. Fair enough.

14 Earlier you told me that you became aware

15 that the floor, as you called it, in this contract

16 was falling away faster than had originally been

17 contemplated.

18 Was that something that you were aware of

19 personally at the time it was occurring?

20 A. No. It became a I became aware of

21 it -- I became aware of it when I started putting

22 these numbers together.

23 Q- And you were asked to do that again by

24 Mr. King at some point?

25 A. Yes.

0053
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1

2

3

4

5

6

7

8

9

10 Q- Do you recall participating in any

ll discussions with anybody else at TEP in which anybody

12 asked you the question why is the index dropping so

13 dramatically?

14 A. After Joe asked me to -- Mr. King asked

15 me to prepare these numbers, that's when we started

16 talking about this rapid decline in the index.

17 That's when we started talking about it. And after

18 that it became a conversational topic within the

19 rates department.

20 Q. When you say a conversational topic, what

21 do you mean?

22 A. well, it was affecting our revenue.

23 Q. Okay.

24 A. And at that time anything that affected

25 revenue affected us all, and this being probably the
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05giggest contract we have concerned us.

2 Q. Do you recall, when you first learned

3 about this dramatic decline, did you know why it was

4 declining? Did anybody say to you this is why or

5 were you asked to go find out why?

6 A. After I put these numbers together, I saw

7 exactly why it was declining.

8 Q. When you say after you put these numbers

9 together, part of these numbers, I think you told me,

10 were furnished by Mr. Nehrmeyer, correct?

11 A. yeah. After I put these numbers -_ after

12 these numbers, after we started looking at -_ what

13 we're talking about here is the original index to

14 cents per KWH and the revised energy cents of KWH and

15 then we calculated the numbers . It became evident

16 after we had done all that why it was declining.

17 Q- But when you say it was after you made

18 those calculations, the only way you could have made

19 those calculations is by adding back in the Valencia

20 costs, correct?

21 A. Yes. This was after -- after

22 Mr. Nehrmeyer had furnished all these adjustments.

23 Q. Okay.

24 A. And we moved forward from that point on.

25 Then it became evident.
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Q. What I'm asking you to go back slightly

2 before and tell me is: Who made the decision that we

3 need to put the Valencia costs back in? How was it

4 determined that that is what needed to be done?

S A. I don't remember, to tell you the truth.

6 I don't think that was ever discussed. Joe called me

7 and said, how can we find out what the Valencia

8 numbers were like, you know, and so I went to Leonard

9 and I said, we need to do this, and he said, oh,

10 okay. I can get those for you. And he gave them to

11 me.

12 Q. Okay. So actually the way the question

13 was put to you initially was, what would happen if we

14 put the Valencia costs back in?

15 A. Joe asked me to identify the Valencia

16 costs that were going to other accounts rather than

17 through 501, and is there some way I can identify

18 those. And after talking to Leonard at length, he

19 said, yes, I can identify those for you. And so

20 that's how we were able to put this calculation

21 together.

22 Q. But Joe actually told you that it was the

23 Valencia costs that you needed to go get from

24 somebody in accounting?

25 A. He said is there any way we can identify

0057
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°353he Valencia costs that would have gone to 501 during

2 this base period calculation or after this base

3 period calculation and see what these fuel costs

4 would have looked like had this collapse of Valencia

5 not have happened. That's the question that was

6 asked of me.

7 Q. Okay.

8 A. And it took me a while to figure out how

9 to do that.

10 Q. Did you ever have any conversations with

11 Mr. Glaser about this subject matter?

12 A. no. No.

13 Q- Did you ever have any conversations with

14 Mr. Deconcini about it?

15 A. No.

16 Q. Did you ever have any conversations with

17 Leland Snook about this part of the billing

18 controversy?

19 A. Once or twice Leland and I talked about

20 why the -- and this was after all this had been done.

21 We talked about how this could have happened.

22 Q. I see.

23 A. And that was about the extent of it.

24 Q. When you say this was after all this was

25 done, it was after all these spreadsheets -_
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A. yes .

2 Q. -- that: we've been talking about in

3 Exhibit 13 were prepared?

4 A. Yes .

5

6

7

8

9

10

11

12

13

14

15 .

16

17

18

19

20

21

22

23

24

25

0059
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1

2

3

4

s

6

7

8

9

10

11

12

13

14

15

16

17

18 Q. We identified earlier, I think, Exhibit

19 No. 89, and I recognize that's a document that looks

20 like it was generated probably after you left TEP

21 because it goes through -- on the second page, it

22 looks like it goes through the month of September

23 1999. So obviously that wouldn't have been something

24 you generated.

25 Did you ever generate anything like this
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0368ocument, Exhibit 89, as of the date you left TBP?

2 A. No. no. I knew this existed because, as

3 you can see, the numbers that they use in calculating

4 this difference are these two, original price and the

5 revised price. Those are the numbers I furnished.

6 And then they take the kilowatt hours and come up

7 with the, quote, difference, and then apply taxes.

8 My work stopped right here.

9 Q. Okay. So your work with respect to this

10 Exhibit 89 would have been the furnishing of the

11 numbers, the little numbers, the .0369028 versus the

12 .0368548?

13 A. That's correct.

14 Q. And those come directly from that

15 spreadsheet we were just talking about?

16 A. Yes.

17 Q. Okay. Fair enough.

18 You left it to somebody in the billing

19 department or somewhere else to actually generate the

20 dollar implications of that?

21 A. My spreadsheet came up with these dollars

22 on a monthly basis.

23 Q. The column labeled difference?

24 A. yes. They should have calculated the

25 original price, the revised price, and the
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0063
1 difference.

2

3

4 Q- Now, the reason I ask that question is if

5 you go back to that spreadsheet for a second -- and

6 let's see if we can compare these. I've just been

7 having a little trouble figuring this out. If you

8 look in the spreadsheet under the column for

9 January 1997. You see that?

10 A. Now, which spreadsheet?

11 Q. I'm looking at your spreadsheet.

12 A. Okay.

13 Q. Under the column January '97, which is

14 the first month on Exhibit 89.

15 A. Okay.

16 Q. And the first month, January 97, shows a

17 difference of -- before taxes of 57,131.06. You see

18 that?

19 A. Yeah. I see that.

20 Q. I'm trying to understand what number of

21 yours that corresponds to, 'cause you have a column

22 labeled lost revenue that computes in January to

23 '79,a48.34.

24 A.

25 Q.

Hum.

And I'm just curious if you know why
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036 here's a difference between those two numbers.

2 A. I can't explain that difference .

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22 Okay. No problem.

23 Let me show you -_ why don' t; you fl ip in

24 that book, whi l e we're at i t ,  t;o  Exh ibi t  no. 56. I t

25 would be the tab marked 56 . Do you recognize that:

Q.
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1 document?

2 A. Not this particular document. I remember

3 seeing documents that look like this or similar to

4 this years before.

5 Q. When you say years before, when you

6 worked in the accounting department?

7 A. Yes. We're talking back in the l980s,

8 very early '90s, 1990, 1991.

9 Q. But you didn't see a document like

10 Exhibit S6 in connection with this dispute that we're

11 here about today?

12 A. no. No.

13 Q- Would you flip in the book to Exhibit 44.

14 Have you ever seen the letter from

15 Mr. Pignatelli?

16 A. I think -- yes, I did see this.

17 Q. And there are documents attached to it

18 that represent underbilling calculations.

19 Did you have any involvement in preparing

20 any of those documents?

21 A. These are from the billing department,

22 along with this. Again, my calculations did not

23 include taxes.

24 Q. Okay. So these would have been the

25 very the backup kinds of sheets to Exhibit 89 that
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2 A.

3 similar.

4 Q. Okay.

5 A. These are similar.

6 Q- But: they would have been generated by

7 your billing department based in part on the numbers

8 that you were providing them?

9 A. Yes .

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

0067
1 we were just talking about?

Yes. These are these are quite

I
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1

2

3

4 Q.

5 A. No.

6 Q. Have you ever had any conversations with

7 a gentleman named Kevin Higgins?

8 A. Not that I can recollect.

9 Q. If I tell you that Mr. Higgins was a

10 consultant that was hired by Cyprus to assist them

11 with trying to sort out this billing controversy, do

12 you recall having provided any information to

13 somebody that was Cyprus ' consultant?

14 A. Yes. I did provide some information to a

15 consultant from Cyprus . I did not remember his name

16 as being Kevin Higgins.

17 Q. Okay.

18 A. But I'm terrible at names anyway.

19 Q- Okay. Well, one of the things we asked

20 Mr. King in his deposition was whether he provided

21 documents to Mr. Higgins through himself personally

22 or his department, and his answer to our question was

23 that Bill Johnson did.

24 A.

25 Q.

You know who Kevin Higgins is?

Yes .

So that's consistent with your

JoHnson. WILLIAM (10/18/99) Page 68



0363°ecollection that you would have provided some of
2 that billing information?

3 A. Yes .

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25
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1

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

20 2

21 e

22 Would you flip over two more, over to

23 Exhibit 62 for me real quick.

24

25
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A.

Q.

2 62. I'm sorry.

3 That's okay. You're close.

4 Do you ever remember getting a newsletter

5 like this type of newsletter while you were at TEP?

6 I don't mean this particular one, but did

7 you receive a newsletter periodically at TEP?

8 A. Yeah, I got the Current Generations at

9 TEP. This seems vaguely familiar. It's approaching

lO three years old.

11 Q. I understand.

12 A. I probably remember this.

13 probably saw it.

14 Q. you mentioned earlier, I think, when we

15 were talking that you were aware that Valencia had

16 been merged back into TEP, and you wondered -_ I

17 think you told me you wondered, 'cause you'd been in

18 the accounting department, what kinds of accounting

19 changes that would create.

20 A. Yes. I wondered.

21 Q. Okay. As it turned out, you got to find

22 out, didn't you?

23 A. Firsthand.

24

25

I should. I
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1

2 Q. Do you ever remember seeing a document

3 like Exhibit 70 as you were working to calculate

4 the --

5 Yes. Leonard gave me a copy of this

6 thing, oh, about the time we started looking at

7 restating. Again, this would be, I don't know,

8 latter part of '97, Something like that. I believe

9 this was how they decided they were going to do the

10 accounting, I remember is what he told me, and I

ll needed this to figure out what categories of expense

12 to clarify these readjustments in.

13 Q. Okay. But he actually is the one who

14 provided you the ledger line entries for each of

15 these account codes?

16 A. yes.

17 Q. So this was by way of explanation to you

18 about how the accounting change had caused accounts

19 to be moved around?

20 A. Yes.

21 Q- You didn't do a detailed analysis of that

22 spreadsheet or anything other than simply relying on

23 Mr. Nehrmeyer?

24 A. That is correct.

25 Q.

That is exactly right: .

\

A.
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0074
1 let me try it a different way.

2 Do you know what I 'm referring to when I

3 use the terminology normalization?

4 A. That is a tax term used by the tax

5 department. Being a CPA, I have an offhand

6 knowledge, but I never -- I never was a tax

7 practitioner, and any time I got involved in the

8 normalization of taxes down at the utility, it was

9 enough to spin my head right off my body.

10 So I just -- they talk normalization, I

ll would look at the clouds, I would have a drink of

12 water, and I would let them finish their discussion,

13 and when it was finished, then I would get back into

14 the discussion. Other than that, no.

15 Q. You haven' t ever been involved in doing

16 any normalizing then as a part of your job

17 responsibilities at TEP?

18 A. No. no.

19 Q. The work you did in this particular case

20 of adjusting the -- calculating the index before and

21 after the TEP merger with Valencia, that is not

22 normalization, as you understand the terminology?

23 A. No.

24 Q. The other day when Mr. Ulreich called you

25 to talk to you about this dispute, you told him you
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°3v3new exactly what the dispute was about, and it's

2 obvious to me you were kind of right in the middle of

3 it. Fair statement?

4 A. That's correct.

5 Q. You also made the comment to Mr. Ulreich

6 during your conversation with him that there was a

7 lot of finger pointing going on while you were at TEP

8 over this situation. you recall that?

9 A. Between Cyprus and TEP.

10 Q. Okay. was there finger pointing going on

11 within TEP?

12 A. To the extent that somebody made a

13 comment one time about the boys in rates, you know,

14 trying to -- trying to make someone in rates

15 responsible for the contract, the negotiations on the

16 contract.

17 Any time anyone ever said that, I just

18 pulled a copy of the contract out and pointed to the

19 signature on it and said, I had nothing to do with

20 the negotiations that went into this contract.

21 Q- That would have been Mr. Glaser's

22 department?

23 A. Well, Steve Glaser signed the contract.

24 Q- Do you know if there were any individuals

25 at TEP who, for lack of a better term or a more
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087;recise term, were blamed for this?

2 A. I never heard anybody being blamed for

3 this. I never heard the statement made by anyone

4 saying anyone in authority, 'cause I would have to --

5 it would have to come from high authority saying this

6 person was responsible for this. I never heard that.

7 Q. Do you know why Mr. King was transferred

8 from his position where he was your boss prior to

9 your leaving the company?

10 A. Only speculation.

11 speculation.

12 Q. Fair enough.

13 Without dealing in speculation, was your

14 speculation related to this situation?

15 A. I can't say for sure. Again, it's just

16 my own opinion, and we're not here for opinions.

17

18

19

20

21

22

23

24

25

And I do not deal in
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2

3

4 You also made the comment during your

5 conversation with Mr. Ulreich that you were being

6 asked to do things in reference to this particular

7 matter that you didn't feel comfortable doing. Do

8 you recall that?

9 A. Yes.

10 Q- What did you mean by that?

11 A. After I had put in my retirement papers,

12 a fellow named Steve Smallinger called me into his

13 office. He was a new employee, and he said that he

14 had been called and wanted to know if there was any

is way that we could shift some additional costs into

16 the 501 account to make up for some of these revenues

17 we were losing.

18 And so having a general knowledge of the

19 way accounting is done on the 501 account, there's

20 what is called the FERC accounting manual. It

21 describes what goes into each account and it

22 describes it in great detail.

23 I didn't think there was anything we

24 could do; so I went up and talked to Mr. Nehrmeyer,

25 Leonard, and I said, you know, this is what I've been

Q.
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°3V3sk.d to investigate, and I said as f at as I know

2 there is not a thing we can do, our hands are tied,

3 and he agreed with me.

4 So I went back and told Mr. Smallinger

S that, no, we're unable to affect any change in

6 accounting procedure at this time. And I said we

7 can't do it and we won't do it.

8 Q. Did anybody ever ask you to do it as

9 opposed to just asking whether you could?

10 A. I was later, about -- I don't remember if

11 it was the same day or the next day. Leonard called

12 me back in his office and he said that he was told

13 that our answer was not good enough. So I went back

14 and talked to Leonard for a few more minutes, and we

15 said not only can we not do this, we won't do it.

16 You know, there's just nothing that can be done at

17 this time. So that's where that came from.

18 Q, Is that where it ended?

19 A. It ended right there 'cause I made it

20 clear that as far as I was concerned this was a dead

21 issue.

22

23

24

25
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18 Q. You made another comment to Mr. Ulreich,

19 and you made the comment that a contract is a

20 contract. You recall that?

21 A. Yes, I do.

22 Q. What'd you mean by that?
23 A . In all my training at the university and

24 all my training as a CPA, we've had classes in
25 business law, and the studies have been brought up,

r
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°38ir the case situations have been brought up in all my

2 experience that in a contract if one party makes a

3 mistake that, if it's a legally -- if it's a legal

4 contract, it has all the elements of a contract, that

s that doesn't matter if the mistake is big enough to

6 cause the bankruptcy of one party to the contract,

7 that's tough. That's tough. A contract is a

8 contract is a contract.

9 And I'm confused as to how a contract can

10 be negotiated and signed off on both sides and have

11 there be a dispute about it. So that's why I made

12 that comment.

13 Q.

14 When you were asked to make the

15 calculations of the index called for under the second

16 amendment, did you have any difficulty figuring out

17 how to do that?

18 A. Only -- it took us about two, three

19 weeks. I made several passes at it. And Joe -_ then

20 Joe and I would sit down and talk about them. But

21 the contract is very -- is very explicit. And some

22 of the ways that I made the calculations originally

23. did not fit within the confines of the contract.

24 That's why it took us so long.

25 These are -- these are not just
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08ialculations you make and fly with them because the

2 ramifications later on -- being, you know, a

3 regulated electric utility, you want to make sure

4 that the information that you calculate and later use

5 is correct. That's why I took the time.

6 Q. You understood from reading the contract

7 then that the index was to be measured based on

8 changes in the account 501?

9 A. yes.

10

11

12

13

14

15

16

17 We've been told repeatedly that Valencia

18 was dissolved on May 31 of '96.

19 A. Yes.

20

21

22

23. Q- And this contract was signed by the

24 parties in November of '96.

25 A. Yes.

Q-
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About six months later.

2 If somebody made a mistake in selecting

3 FERC account 501 as the way in which this index was

4 to be calculated based on not understanding what

5 components in that account had changed as a result of

6 the Valencia merger, is that a contract that should

7 be enforced, according to the way it's written?

8 MR. CARROLL: Objection to the extent it

9 calls for a legal conclusion.

10 BY MR. MOONEY:

11 Q- You can go ahead and answer.

12 A. I am not a lawyer.

13 Q- I understand that.

14 A. And so my understanding of a contract may

15 not be the same as a bar lawyer.

16 Q. Okay.

17 A. Account 501 is used in the calculation of

18 energy for several of our other customers. It's a

19 standard account 501, which is used as either the

20 only monetary input, as in this case, and in some of

21 the other contracts, others. So when people talk

22 about 501, it's assumed that it will not change.

23 It's a pretty cut and dried contract -~ account

24 configuration.

25 Q- Recognizing that you're not a lawyer but

0083
Q.
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038;eing involved in calculating the magnitude, if you

2 will, of this dispute as it occurred, and

3 recognizing, as you've stated earlier, that a

4 contract is a contract, did you believe that Cyprus

s owes TEP the amounts of money that are listed as the

6 difference on the Exhibit 89 document?

7 MR. CARROLL: Same objection.

8 BY MR. MOONEY:

9 Q. But you can go ahead and answer.

10 A. In my own personal opinion, the contract

11 should have been allowed to stand. In my own

12 personal opinion.

13 Q. Meaning the answer to my question is no?

14 A. If that's what that means.

15

16

17

18

19

20

21

2 2 I

23

24

25

Go ahead.
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1

2

3

4

5

6 That spreadsheet that we were looking at:

7 earlier that you had prepared for Mr. -_ .or for --

8 that was attached to Mr. Glaser's letter, in any

9 event, I take it you continued to make calculations

10 like the upper and lower half of that spreadsheet up

11 until the time you left the company?

12 A. Yes .

13

14

15

16

17

18

19

20

21

22

23.
24

25

Q.
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1

2 MR. CARROLL: I don't know whether it

3 would exist anymore, but certainly if it exists,

4 we'll give it to you.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

2 0 Q . Mr. Johnson, let's go back to that

21 Exhibit 13 spreadsheet. Here, this one that was

22 attached to Mr. Glaser's letter.

23. This one ends by _- the last entry is

24 September of '97, and actually the last column is

25 August of '97.
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1 When you were still at TEP, this

2 spreadsheet, you still continued making the

3 calculations reflected on these two pages up through

4 the date you left the company; is that correct?

5 A. Yes.

6

7

8

9

10

11

12

13

14

15

16

17

18

19 But when you left the company, in any

20 event, this spreadsheet -- there would still be a

21 continuation for October '97, November '97,

22 December '97, January, '98, and so on?

23. A. yes.

24 Q. And it would have entries for both the

25 top and the bottom half of the sheet?

Q.
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1 TheseA. Down through this part right here.

2 numbers stopped.

3 Q- When you say these numbers, you mean the

4 numbers at the very bottom of the page ended?

5 A. yes. These adjustment numbers. There

6 was only need for 12 months of those.

7 Q. Okay. All right. When you say there was

8 only a need for 12 months of those, explain to me

9 again why after 12 months you didn't have to add the

10 Valencia costs back in.

11 A. Well, we had recalculated the base

12 period, which ran for 12 months, and so we restated

13 the 12 months following. And so that got the, quote,

14 revised index on the same basis as the prior 12-month

15 index.

16 Q. I'm with you now. So once you had done

17 12 months of adding back in Valencia through the next

18 12-month period, which would have been through, I

19 guess, July or June of 1997, you no longer needed to

20 add?

21

22

23.

24

25

A. That'.'s correct.
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1 proceedings were had herein)

That's how I would describe it, yes .

And do you know who succeeded Carolyn

2 BY MR. IVIOONEY:

3 Q- Let's put it on the record just so we're

4 clear. What we've been talking about off the record

5 is what you would have called this spreadsheet, and

6 it doesn't have a formal title, but you would

7 describe it as the spreadsheet used to calculate the

8 original and revised energy costs on the Cyprus

9 contract?

10 A.

11 Q.

12 Gardner?

13 A.

14 let t.

15 Q. I believe Mr. Snook told us he

16 came back in July of '99. So it would have been a

17 full month after you were gone.

18 So the department that he's over

19 now is the same department that you worked in?

20 A. Yes.

21

22

23

24

25

Leland Snook, but that was after I had

JoHnson, WILLIAM (10/18/99) Page 89



N

0095
C E R T I F I C A T E

2

2 STATE OF ARIZONA )

3 )

3 COUNTY OF COCONINO )

4 I, NAOLA c. THIMESCH, a Notary Public in

5 and for the County of Coconino, State of Arizona,

6 certify:

7 That the foregoing deposition of WILLIAM s.

8 JOHNSON taken before me at the time and place therein

9 set forth, at which time the witness was put under

10 oath by me;

11 That the testimony of the witness and all

12 objections made at the time of the examination were

13 recorded stereographically by me and were thereafter

14 transcribed;

15 That the foregoing transcript comprises a

16 true record of the testimony and of all objections

17 made at the time of the examination;

18 That I am in no way related to the parties

19 in this action, nor interested in the outcome

20 thereof.

21. IN WITNESS WHEREOF, I have subscribed my

22 name and affixed my seal this 23rd day of October,

23 1999.

24

25

25

ss.

NAOLA c. THIMESCH, RPR/CSR

NOTARY PUBLIC
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1

(IF THERE ARE NO CHANGES, WRITE NONE.)

WILLIAM s. JOHNSON

SIGNATURE PAGE

2 I, WILLIAM s. JOHNSON a deponent in

3 the matter of Tucson Electric Power v. Cyprus

3 Sierrita, Docket no. E-00000A-99-0243, exercising my

4 right to read and sign my deposition taken on the

4 18th day of October, 1999, place my signature hereon

5 and make the following changes on the day of

5 , 1999.

6

6

7

7

.8

8

9

9

10 PAGE LINE READS

11

12

13

14

15

16.
17

18

19

20

21

22

23

24

25

CHANGE TO REASON
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•

• I

Amendment No. 2
to the

Electric Service Agreement

1. PARTIES AND RECITALS

Dated this 6 day of Novernber, 1996, between Tucson Electric

Power Company (the "Company"), and Cyprus Sierrita Corporation (the "Customer"),

(collectively "Parties"). The Company and the Customer are parties to an Electric

Service Agreement dated February 6, 1991, as amended December 15, 1992, (the

"Agreement"), pursuant to which electric utility service is purchased by and provided to

the Customer for its Sierrita Mine Operations and related facilities. The Company and the

Customer wish to amend the Agreement to provide (i) changes in the pricing for service

to the Customer, (ii) intemxptible service with respect to a portion of the Customer's

load, and (iii) market access for a portion of the Customer's load. Accordingly, upon

satisfaction of the conditions precedent set forth below, the Parties hereby amend the

Agreement as specified herein.

2. AGREEMENT

The Parties amend the Agreement as follows:
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2.1. The Agreement is hereby amended by deleting Exhibit C, which is not

being replaced, and deleting Section VI of the Agreement in its entirety and substituting

therefor the following:

"VI. BRIQIMQ

A. Firm Power. Firm power demand shall be 15 MW. The price for such firm

power shall consist of aDemand Charge of $5.25/kW-Mo. and an Energy Charge of

S0.03748/kWh.

B. Internlptible Power. Interruptible power demand shall be up to 82 MW. The

Company shall provide Customer no less than ten (10) minutes notice of pending

interruption of service. The price for such interruptible service shall consist of a Demand

Charge ofS2.02/kW-Mo. and an Energy Charge of$0.03748/kWh, provided that during

any hours in which the Company's system incremental cost of producing energy exceeds

the Energy Charge, the Customer shall be required to reduce its load to the point where

the Company's incremental cost is equal to the Energy Charge. In the alternative, the

Customer shall have the ability to pay for replacement energy. The sales price to the

Customer for replacement energy purchases shall include, but not be limited to. the

following as applicable:

1. demand charges,

2. energy charges,

3. unit startup costs.

4. minimum run time charges,

-3-
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5. minimum quantity purchase obligation,

6. other expenses charged by suppliers,

7. Company's applicable transmission wheeling andancillary services charges as

ultimately approved by FERC and the ACC in the Company's Open Access Transmission

and Distribution Tariffs, which upon regulatory approval shall be, subject to refund or

increase, $§:§?'i'W'M°' (S0.118/kW-day, $0.007385fkWh) for EI-1'V Point-to-Point

Transmission s¢rvi¢e,ls1..9§1<w-mQ. (80.05/kW-day, S0.003116/kWh) for 138kV Point-

to-Point Distribution Service, S0.054/l<W-Mo. (S0.002/kW-day, $0.001/kWh. subject to a

minimum charge of $200 per schedule) for Scheduling, System Control and Dispatch

Service and s0.54ln<W-m0. ($0.025/kW-day, $0.002/kWh) for Reactive Supply and
f ab = -om ~-°°¢»ll,4

Voltage Control from Generation Sources Service for a total charge of $4.237/kW-Mo.

3~'¢\l8
($0.195/kW-day). The following ancillary services, Regulation and Frequency Response

Service, Energy Imbalance Service, Operating Reserve - Spinning Reserve Service and

Operating Reserve - Supplemental Reserve Service are to be included in the firm energy

product delivered to Company. For tariff purposes only, all of Customers' Delivery Points

are considered to be at l38kv Distribution Service.

8. a handling charge of 10 % of the sum of the above charges I through 6. and

9. cost of transmission losses for delivery to the Company's s°ystem.

Capacity intemxptions shall be limited to 128 hours in any calendar year. or 8 hours in

any calendar day. Following an interruption, permitted capacity interruptions for the

calendar year shall be reduced by the greater of the actual duration of the interruption or

four (4) hours.
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C. Market Pricing, The Customer shall have the ability to designate up to 5 MW

ofdle first 102 MW of demand, and all demand in excess of 102 MW, for purchase by

the Customer at market pricing. In the event the Customer elects to designate power for

market pricing from Company, the Company shall wheel the power to the Customer at a

price based on the Palo Verde Index, which price shall be trued-up in the following

month's billing based on the actual daily Palo Verde Index prices during each previous

calendar month. In addition, a 10% handling charge, 8 well as the applicable

Transmission and Distribution charges specified in VI.B.7. above shall apply. The Palo

Verde Index is defined as the daily quoted price in S/MWh as published in the Wan Street

Journal for prescheduled, firm on-peak and firm off-peak power. Off-peak hours shall be

hours ending (HE)2300 to 0600 Mountain Standard Time (MST) Monday-Sunday. On-

peak hours shall be HE0700-2200 MST Monday-Sunday. Power delivered at market

pricing shall be considered first through the meter.

D. Minimum Payment. The minimum payment obligation shall be $434,000 per

month until December 31, 1997, and thereafter shall be S234,000 per month, through the

expiration or termination of this Agreement.

E. Operating Procedure. Customer and Company shall develop and approve

detailed operating procedures for scheduling replacement energy and market power from

Company. Such procedures shall be consistent with the practical operation of Company's

electrical system and Customer's mine operations, and necessary or convenient for the

implementation of this Agreement.

F. Calculation Qr Energy Charges. Energy Charges shall be indexed to the

Company's system average fuel cost (FERC Account 501 dollars per MWh of net

-5-
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generation). Energy Charges shall be increased or decreased quarterly, but in no event

shall they increase by more than 1% in any calendar year. Quarterly changes shall be

computed using a twelve (12) month rolling period ending three months prior. The hoe

period for the calculation of the index shall be twelve months from July 1995 through

June 1996.

G. Billing Demand. Demand billing calculations hereunder shall be bed on the

average of the three highest 15-minute metered demands during the month.

H. Wire Transfer Notwithstanding Section V of this Agreement, the Customer's

payments for service shall be wire transferred according to the Company's instructions

within ten (10) calender: days of receipt of billing statements.

I . Retail Access. Ii during the term of this Agreement, any regulatory or other

governmental authority renders any decision or order or implements any legislation (other

than a "pilot" or "experimental" program) which permits similarly situated copper mining

customer(s) in Arizona (without limitation, Asarco Mission and Ray,BHP Pinto Valley

and San Manuel, and Cyprus Bagdad and Miami are specifically considered similarly

situated) to purchase electric energy produced by entities other than the electric utility

serving such customers' service tem'tory for use within such service territory ("RetaiI

Access"), and the Customer would have the benefit of such Retail Access but for this

Agreement, the Company shall in good faith with the Customer provide access to the

competitive market comparable to that provided by Retail Access."

2.2. The Agreement is hereby amended by deleting Section VIII of the

Agreement in its entirety and substituting therefor the following:
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"viII. EFFECTIVE DATE ANIS TERM

Subject to Section 2.6 below, this Amendment No. 2 shall be effective •

September 16, 1996, ("Eflfective Date") and shall expire at 12:00 a.m. on January 1, 2003,

subject to earlier termination in the event the Customer elects to close its Stem°ta Mine

operations during the term of this Agreement, provided however, neither Party shall have

any other early termination option."

Upon regulatory approval of this Amendment No. 2 to the Agreement, it is

the intent of the Parties to re-invoice the Customer billing from the Elective Date

forward and credit Customer's next monthly invoice any overpayment for electrical

service.

2.4 The Agreement is hereby amended by deleting Section XVIII of the

Agreement in its entirety and substituting therefor the following:

For purposes of any notification contemplated to be given by or to either party under this

Agreement, the following shall constitute the appropriate address for delivery for such

notice:

2.3

.7-
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To the Company:

Tucson Electric Power Company

c/o Secretary

P.O. Box 711

Tucson, Arizona 85702

To the Customer:

Cyprus Siesta Corporation

Attention: Vice President/General Manager
\

P.O. Box 527

Green Valley, Arizona 85622

with copies to: Cyprus Climax Metals Company

Attention: Legal Department

P.O. Box 22015

Tempe, Arizona 85285

Cyprus Climax Metals Company

Attention: Manager, Power

P.O. Box 22015

Tempe, Arizona 85285

2.5 If the Commission orders any material changes to or modifications of this

Amendment No. 2 which are unacceptable to either Party, the objecting Party shall notify

and:

-s-
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the other Party within five (5) days of receipt of the Commission order and this

Amendment No. 2 shall be void and the Agreement without this Amendment No. 2 shall

be in full force and effect.

2.6 Cfwnclitifvns Precedent. This Amendment No. 2 is subject to the receipt by the

Parties of all necessary regulatory approvals.
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Agreement to be executed as ofdme

IN WITNESS WHEREOF, the Parties have caused this Amendment No. 2 to the

m
8' day of November, 1996. .

TUCSON ELECTRIC POWER COMPANY

By _

Tit le uP
I

CYPRUS SIERRITA CORPORATION

B y 43ééuaf<;8/4>\
Title: Vice President/General Manager

4
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Tucson Electric Power &
Cyprus Sierrita Corporation

Electric Service Agreement Amendment No. 2
Operating Procedure

Tucson Electric Power Company (the "Company") and Cyprus Sierrita

Corporation (the "Customer"), herein referred to as ("Party") or collectively as ("Parties")

hereby agree to the following Operating Procedure Pursuant to Section VI.E of

Amendment No. 2 of the Electric Service Agreement:

1. REPLACEMENT ENERGY

A. During any hours in which the Company's system incremental cost of

producing energy exceeds the Energy Charge (indexed quarterly), the Company shall

have the right to require Customer to reduce its load to a point where the Company's

incremental cost is equal to the Energy Charge, subject to the limitations in I.H below.

When Company requires Customer to reduce load, the Customer shall alternatively have

the ability to pay for replacement energy.

B. Company shall notify Customer when circumstances require either an

interruption of some level of service, or alternatively, the purchase of replacement energy

("Qualifying Event"), as soon as practicable, but in no event shall notice be less than ten

(10) minutes.

C. Notifications to Company or Customer will be made via telephone to the - 4M

designated representative as follows:
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Customer Primary:
Mill Control Room (520)648-8811

Customer Alternate #1 :
Mill Control Room (520) 648-8735

Customer Alternate #2:
Secondary Control Room
Remote Facsimile ("Fax")

(520) 648-8812
(520)648-8730

CQmpany Primary:
Energy Trading Real Time
Energy Trading Fax

(520) 745-3249
(520)571-4065

Company Alternate #1 :
Energy Trading Backup (520) 745-3213

Company Alternate #2:
Generation Dispatch & Control (520) 745-3312

For the purposes of this Operating Procedure, voice messaging shall not constitute

notification.

D. Notwithstanding the notification requirements above, Customer authorizes

Company to purchase replacement energy at prevailing market prices when Company's

system incremental cost of producing energy exceeds the Energy Charge. This

authorization applies to the initial two (2) hours of each Qualifying Event.

E. Normal notification procedure shall be:

1. Company gives Customer a courtesy call to warn of situations existing

which may require either the purchase of replacement energy, or

alternatively, an interruption of some level of service.

2. Should interruption or replacement energy be necessary, the Company

shall provide Customer with the following:

CYP000076
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a. Quantity of energy that interruption or replacement purchases

will require.

b. Whether replacement energy is available or Sierrita will be

required to shed load within 10 minutes.

c. Cost of replacement energy for the first hour and anticipated cost

of replacement energy for the second hour.

d. Expected duration of the Qualifying Event and anticipated cost

of replacement energy for the duration.

3. Within one (1) hour of receipt of the information 'm E.2 above,

Customer shall notify Company of intent to continue to purchase

replacement energy beyond the initial two (2) hours, reduce load or a

combination of the two.

If Customer intends to purchase replacement energy, Customer shall

send Company via fax a signed copy of Exhibit "A", or refer to the

most recent Exhibit "A" on file with the Company, which lists the

Customer's threshold price and duration for purchases.

If Customer intends to curtail load, and does not acmally reduce its load

by the appropriate amount, a penalty will be incurred. For the first

occurrence the penalty will be an additional Firm Power Demand

Charge for the month applied to the quantity of uncunailed load as

measured by the Company's metering equipment, plus the cost of all
.-»-¢.

replacement energy provided, in accordance with Sections VI.A and B

of Amendment No. 2 of the Electric Service Agreement. For
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subsequent occurrences the penalty will include a three month ratchet

applied to die additional Firm Power Demand Charge. This penalty

shall also apply to any reductions required pursuant to I.E.2.b above.

4. Company shall notify Customer when the Qualifying Event has abated.

5. Company will notify Customer via fax by 12:00 noon within two

business days of the actuaI.MWh's and total price of replacement

energy purchased on behalf of Customer.

F. In the event notification cannot be made by either party within the time

constraints specified herein, Company will keep Customer in-service and purchase

replacement energy, even if the replacement cost exceeds those set forth in the most

recent Exhibit "A" on file with the Company.

G. Replacement energy shall be priced in accordance with section VI.B of

Amendment No. 2 to the Electric Service Agreement and at terms as favorable as any

economy energy sale that Company may enter into during, and for delivery in, the same

hours as the replacement energy is delivered.

H. Interruptions or replacement energy purchases, up to 82 MW as necessary or

available, shall be limited to 128 hours in any calendar year, or eight (8) hours in any

calendar day. Following an interruption or replacement energy purchase, the calendar

year hours shall be reduced by the greater of the actual duration of the

interruption/replacement or four (4) hours. TEP's tracking of event hours will be reflected

in attachments to the Customer's bill.
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11. MARKET POWER

Customer shall have the right to designate up to 5 MW of the first 102 MW of

demand, and all demand in excess of 102 MW, for purchase by Customer at market

pricing ("Market Power").

A. Current operating procedure shall be for Company to deliver the appropriate

amount of Market Power, as determined by the monthly Billing Dernatd, at a market

price determined by the Palo Verde Index price as published in the Wall Street Journal

for pre-scheduled, Hun on-peak and firm off-peak power. This Market Power procedure

shall roll over firm month-to-mondm unless customer notifies Company pursuant to

Section II.D below.

B. Oflf~peak hours shall be hours ending (HE) 2300 to 0600 Mountain Standard

Time (MST) Monday-Sunday. On-peak hours shall be HE0700-2200 MST Monday-

Sunday.

C. MarketPower shall be considered first through the meter.

D. In the event Customer desires to act as its own agent for purchasing Market

Power, Customer must notify Company within ten (10) days of the first of the month.

Customer shall be allowed to act as agent for a capacity amount determined by either the

previous month's Billing Demand, or a mutually agreeable capacity amount. Customer

must contact Company to determine the transmission paths available to Customer. The

Company is not required to deliver any Market Power purchases to the Customer on

paths not approved in advance by Company.
4

E. Market Power shall be priced in accordance with section VI.C of Amendment

No. 2 to the Electric Service Agreement.
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111. OPERATING CQMMITTEE

Each Party shall designate up to three (3) persons as its Operating Committee

Representatives. Such Representatives shall be authorized to act on behalf of the Party

designating such Representative in carrying out the provisions of diis Operating

Procedure. Each Party shall notify the other Party within fifteen (15) calendar days after

execution of this Procedure of the designation of its authorized Representatives and shall

promptly notify the other Party of any subsequent changes in such designation. The

Representatives will meet as required to provide coordination with respect to matters

which affect the implementation of this Operating Procedure. However, such

Representatives shall have no authority to modify any of the provisions of this Operating

Procedure.

COMPANY

Electric Operations Contract Administration

Toby Vote Mike DeConcini

Supervisor, Short Term Power Manager, Contracts & \Vholesale Marketing

Phone: 520-884-3976 Phone: 520-884-3964

520-770-2064 520-770-2064

.

Fax:

-6_

Fax:
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CUSTOMER

Electric Operations Contract Administration

Malcolm Spiller Mike McElrath

Supt. Engineering Services Manager, Power

Phone: 520-648-8843 Phone: 602-929-4507

Fax: 520-648-8730 Fax: 602-929-4510

Amendment No. 2 to the Agreement to be executed as of the

IN WITNESS WHEREOF, the Parties have caused this Operating Procedure for

n
/ day of I

1997.

TUCSO EIIECTRIG P beER COMPANY

By

Title

CYPRUS SIERRITA CORPORATION

By /A7 m44
Title V/7 6/4
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`87/11/97 FRI 10332 FAX 520 848 8750 PLLNT DEPARTMENT
@1002

Exhibit "A"

Cyprus Sierrita Threshold Price- Replacement Energy

Fax to: Tucsoo Electric Power Company
Energy Trading Real Time (520) 571-4065

Dgratinn (Hrs) Price 4/*Wh

8

7

6

I

5 2.0

4

3

/5

/5'

/ 6

2 0

If the Threshold Price is the same for all time periods. only the eight (8) hour price is

rcciluir?:d to be filled-inj This Exhibit "A'*t6 rennin in' ét'fecr until superseded bY another' ' °

Exhibit BAD).

CYPRUS SIERRITA COKPORATIUN -

By

Tide

Date

x
kg/

7-»/4-77
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CYP000082

.419





c

I

l

a

Tucson Electric Power Company
Tele copy Transmittal

I

Receiving Tele copy
Number: l <e02> 929-4524

Date:

Time:

September 30, 1996
9:11 AM

Deliver TO: 'ML Michael D. McElrath

Manager, Power

Cyprus Climax Metals Company
73p

From: Leland R. Snook
Phone: (520) S84-3763 Fax: (520) 770-2064

Comments: I  have attached the proforma rate calculations we
discussed. The savings in August would have been approx.
S3lok; savings over the last twelve months approx. $3.5MM.
As wel l  I  have attached the FERC 501 Account information.
If you have any questions please cal l .

Total number of pages including cover sheet: 8

If you do not receive all of the pages. please call Leland Snook at (5°0) 664-3768.

***PRIVILEGE .-\.\°D CONFIDENTIALITY NOTICE***
The information contained in this tele copy is privileged and confidential,

and is intended for the named recipient(s) only. If you have received
this tele copy in error, please notify us immediately by telephone and

return the original message to us via the U.S. Postal Service.

TRD11072

TEP 0194
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OPERATION AND MAINTENANCE EXPENSE ACCOUNTS

1. Pawn Pxonr:c=:or4 Mrsxszs
A.STZAMPOW!!CISIIATION

:':'anapo='1 Tue! :ram :Ne paL:: or l.¢q\;;;;»;¢;-_
no :he alosaiag Paula.

a. Lease or rental :mu c' '.l.'~1?or".;:'c:1
cqtspnent used to 1rL':.spor: 'rel Ira: :ze
-oL.*.t. cf 1cz;1:::1¢n to :ah \:.:.1u:.1:. .»;1..':.:.
9. Cos: of Tue! 1Nc'udL:¢ 1'..'e!g.':t. sw1'::.:- g

ac.°.'nL.*.1"::.;e and outer tmnsporaticn r*1.."1n
IO. Ezcue t.ue:. lnszarxncs. pon:-.-:a1

com::Ls:.1a:.~..l :Lad .11.:;!LI.: 1*r*.;,
11. Szcrrs erpezues to e:°.eo° zppllcabla La

! u: ' .
I" . 1.LLapcr'..zf.1c:: l.:~.d o2:.t ¢:p.:.'.:.1e1 °*

rnovang :rel in s:a:'nge.
13. Took. lubrczzaa Maconus: r:,>p"u.
14. operating lv..-ppllea :Cr nrwnxcu

equipment..
15. Residtul disposal erpezzuu lean my

proceed: !:=::1 sale or rn1c1:.1LI.n.

Harz: Abnormal foe! 1.1.a.'::1l1:; expenses
o-c::u1c:1e:: by c::¢1e:.c;r cczcxxaos shall be
€.ha.1'ed to expense: as la:'.;"':zd.

*lull*

*\»

Operation
S00 Operation fupcrvision and engi-

necring.
This aczounz 5t1=.u include the Oss: of

labor and expense incurred in the zen-
eral save:-vision and dL'::tico of the
onenuon of steam power be"era:!nz
salons. Direct supervsicn of 9e:"'¢
:.c*iv1t1e.<, such as fuel handllnc. boL!e°'-
::o:°. operations. zencrat-or operations.
ate.. shill be charred to the apprcpriaze
uczzoxmt. (See openxinz expense In-
sL*uc=.'on L)
s01 FIlL

A_ This amour: :hall include the cost
of foe! used lo the production of stern
for the teaeratlon or electricity. includ-
1118 cznenses m umoadins fuel from the
shitnlnr media nod hxndllou thereof up
to the Yom: where the fuel enters the
Nm: boiler punt bunker. hopper. bucket.
tank or bolder of the boiler-house struc-
ture. Hazards shall be zndntalned no
*bow the quantity. B.t.u. eautent end
Oss: of each type of fuel used.

B. The cost of fuel shall be chsrxcd
initially Lo account 151. Pull Stock. and
cleared to this uccouot on the basis of
the fuel used. Fuel haodllox expenses
may be Chu-:ea to this account as ln-
curred or crunrzed mxuuly tn ncaounz
152. Fuel Stock Expenses Undistributed.
In f.he.l;tte:' event, they shall be cleared
to this Lcccimt on the basis of the fuel
used. Respective amounts of fuel stock
and fuel stock expense shell be readily
available

Irma
Labor:

r x. Snrpemxlng purchuiot toO handling of
rel.
" All rcutxne foe! noalysu.
3. t7oXnlau4 frenzy xrupptsg f ability nO

l\utt'ng IN iiorage.
4. Moving o! Xue! In storage 11:4 truzsrer-

r::¢ rue! from one station ts onotbu.
5. Handling from stage Cr l:~Jppl:z

ra:'l1:y to Are: bunker. hopper. bucket. tank
Cr holou oz Z:oucf-beau: structure.

c. Operation of .zeeNanxeal cquipnest
xuah u loco.-noxzvu. rum. in. bona
barges, crtnex. uh.

Mer-er1A1.x too hpeaus:
7, O?~\1=1=L xznlnoeno3cz and d¢:e':;l~

axon o=:~=:= and uS man: Loa on 14:1-
i=7-Gvo4o ena.lpor:.u:o== ¢q\.:.';::~.e:.: uu.-<1 to

S02 Steam expcmcs.
This accsuo: :hall 1;-.dude the cost of

labor. materials used and exzaensu 1:-
curred in producion of steam for electric
generxlian. 'Dais Includes Ill avenues
o! handling and preparing foe! begL'1:~'-g
rt. the point where the foe! enters t_':e
fLt:: biller plum: bunker. hopper. tank or
holder of the boiler-house strucsu8e,

Xttx:
Labor:
I. Supcvlstn; suaaa prbciuetlon.
1 Operating fuel e::veyL';;, singe.

weighing and p:o:es.xl:.g emu:p:u:: vial:
biller plant.

a. Opentizg have: 4:4 bout auxilluy
eqWpeu/:at

4. Opcntlrzg boiler feed vote: p'a:1.1=a.::oa
mad treatment equxpzzent.

S. Opeeztlsg ah-eoUe::i:¢ mar! 4L1pcuu
equipment Xocated l:..x!.1e Qc Pu-~

e. Operating hour: pus: ¢lec:".c:1 gqugp.
sneak.
1. Xuplag bale: pin.: lag :an zu:-4: and

pnparizg .r,.,..x on bcuz: pus: cpc:\t.'oz:
a. Te-strs8 boiler www.
o. Tenlzg. checking. and u!lur'..:;; :nun

gauges. ala 4:2441 L:x.."*l:.u Lat rqnip-
m::1t in bcuz: plans.

19. C1e::.L:g boiler ' ;lx:;: equlpr-'t vat:
no: 1n:'*e:Lal to :~_U:Le-x:.. w:ex.

11. Repaskz-g gun Hz: rz;1a:::; gauge
;'a.'.su \v:ae'e the work ':v:'1e¢ LI c' A ::a:or
knur: :ad is pe:'c::~.e' *y :emir op¢'x¥.1:.g
even. W here t.:e :my is  at :  ! :x]or  :*n:-
a : ' e r .  s u r :  as  Na t  pe - ' : : . - za  an  Mg*-
pressure bcuerx. :he Item should be ec:-
:i:1¢r14 l.: :Lust-eaancz.

Materials Ann! £:¢e°.sea'
I". Clzezmxcnlx c*d Mile' izxpefzlcn tea

Page 101-79
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i

500
sao

sap
sao

sop="'5;9

sao
sao
500
sao
sao
sao
500

o .}°2:: _..f .....

sao

500

sot
500

500

She
500
500

She

500

500

ELSCTRIC OPERATION AND mA1nTEt4At4c§ EXPENSE

A(;;v

1. eQvv'5: °=»Qcluc1'\Q~ v>=~:8s

A. 5114.4 ¢Qw'5a<3=>4iaJ\1'1Q~

Q=:=_AT\QN

COAL

Qo==,A1'aQ»4 $q==2vl$IQn AND =»4qln==Qrn/.3

91991 =nn
p

FC.  "r :

FC
N

SPY
SPY

SPY

SP2

s c i
S J
SPY

sci

N

rec
N I

rvz
m
NO
NV
SCI

Set

EW

$02

Erv

ENV

ACCT
cam. A;w

TQc$Qt4 ELEcvR:c PQWER CQMPANY
Q1-SART Qp ACCQur»ft$

SLIB
AC'

ovwmon slrexvssou s eucaumuvc • macros couuou
OFSRAWGNWFMWBIONSBIGIMIIJG-llVW6T9NU»lrrl1
¢F£RA'I1OH snrarunsmon8 tusuesnnac • RV\NG?GN UN!'l' oz
OPERNFIGN arerwwou s enaeanc • nvnuerou UNIT n
0P£RA'l'IO!4 arowunon s8W08B191G -l!v\liG\'ou Curr 14
ovewmou mason s encneowc o auvA.lo
o=snA11ou surezvsaou s eavwmc - srn:uc¢nv1u.s cannon uurr 1
As-uvp all-'l_2»nlIll*» »--gg¢9|-~|»»»»g».;*- » *¢¢¢p ,* ,- .* • ,_ »¢»'\P°ll¢1l»1°

... ... ...... 4 Iv ..» ......v.;,l**...;..;.;. • °____.._.......§ T
ores/mon s enarasmc -snnasnvvux cos von our: 1 EHvlRQH».¢5s?AL
*¢» 1'-l» ¢-9¢--wi r°1irI"l:i4b*b\AI»i°iA4»4'l£h»'b¢han l\'*-r e he!! 4 P p nal- • gl ,Q plus

. v . 4 4n4.=.memawawuvm W ° -> -=w4~> ..v...».°... . . . . . "
lennon wreak. a srnwceavmz common man 1 EN\HRQhM¢k""AL s 2
ovsunou aratvssou s enasems - sranacsavlus counaon unrr 2

".1*'§* - 9 *  [ 1~r*" w§v¢»°pa-in 3-»,o...» - -....-..-»-»,-- -»..
. . -A ..»#. ° .  * .. 2} w£.iv9i Ii¢i°» °;»r *1 eel;8J'0».w.<8.iv ..; .ww..si oo; . - U

opanAnon arawusou a encawwc srnuecenvnu coumou urarr2 am »4s¢=se'A:.

°C2AL~FOlJR CGRHERS
j"1 ¢p¢ *vF¢*ou-p "¢*¢\rf"'ra\A~°n¢-»p 4l») OW r~ l"°*1 »

0p5a.A?1CH $uP£Rv'I$:O¢48 SNGINESRWC - G8~£=.A:.
QPSRATIOM $LP£RV'~$¢Q*4 a £.H8lH£§RInG 4 FOUR CORHSRS
A.rr¢» *-l»'1»¢v¢*~» -l»'»f"*'*¢»»*¢~»~w~~¢v~»--na ¢ ¢¢»-r¢-rf--Hu¢
¢»w¢n¢.4§€ . ' £i&i46"L"i=6i§tn. ¢0=mé§S.E§i'viRoHu§"'A;
OP£RA1"ION $lP£JW!$IOH 1. enouamc • nvmcrou
1.490 q-ur » 0-»u»r\» 41--4 \ • ¢»»-y-»»»-,- "**r ré 4'*¢:»" ¢ »°\lFl¢"*F"»*¢¢

opsaA . .sou a

o¢sp.Anoas1.veRv1slo»4sa<c#~asenn¢c»s»4Ju»4

supenvlslou

SPERVBION
»~ 44-ww ¥i-c»,

a'nRc4M8sT4» set

501

501
501
501
501

COAL
CGAL
COAL
COAL

9
FC
FC
FC
N

ENV
HNG
WAST

COAL
COAL
COAL
COAL
COAL
COAL

&V
N
iv
iv

E r v
ADJ
HUG
STAB
TORP

.. fU£II°é6£nse.i.¥b€in c6niis§3'i". " " onsdéuvn
ruenrwmunoouvass-rounconssns
nss:ouu.w»srz.founconnens
ccAI.-Rvnaronuwra
l"l¢»¢ \¢*¢¢|¢|l P|-*"" °'*1»4'°|.»o¢\ Ip\-|»ao"~'\° : :.

P|4'r$1¢ALawanonvanunvsxr
FL'£I. l-lA!0LI¢GEJO'£NS2 -con.
GAS S7ABL2ATlOll »R\IlnG7¢n con.
CAN. C PITTSIURGH 8 \1nwAv I TAG OR PAY ccs':s
C¢AI.¢lllV&l°

501
501
$01
501
501
501 NV P 4no Ftp*¢u» f.-us iv
k M .

501
501
501

COAL
COAL
COAL
COAL SJ

SJ

TRD11075

w END
NV HNG
w WAST

SJ
SJ
SJ

501
501
S01
=01
S01
$01

COAL
COAL
COAL
COAL
COAL
COAL

SJ
SP

sum
HUG
HEGO
TORP
w A s

¢~¢rp-nv ,____,,_.

FUEL earrecse nAvA.°o £HV'IROHM'haAL
FUSE.a-waresaw-ease -NAVAJO
RES!-9UI~LW4'l'E .nuvuo

CCN. »$»\8 NAN
pqodl» 1-#hu-\-H# "vs "¢c\l .* |"-.»-» »- a--or-ln0

r»'Cé" e SAM . o~ue»i'1'£.L
ws l-worms wens - we .n.1u~1
Sm :LM con. » REl€G-UTIATE SAY' .rum CUAL C$n'T"=-AcT
so :AH can -S-AHJUA.HCUM.CQ.~rA»<son iv ¢3$7$
n=s:ou»L waiTE »$AH Joni
COAL 9 Snmr4G£R»nLL£ UHF 2 STARTUP

I

s o

s a c

sos

sac

sec

cu

see

a t

FC

SJ

N

s

u

LQC

ENV

:sax

oar

:mt

:aw

vat

ask

:aw

u h :

1

33

SJPSRVSIOW

enwesunc
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94'-12
502
go;

see
502

son
son

Fm

822
502
502
go;

502
502

505

505
sos
sos

5G1
501
501
=01
501

502
see
S02

502

S02

S02
502

502

501
501
501
501
501
501
501
501
501
501
501

502

502

=01

A;,_'r

COAL
COAL
COAL
c oAL
GAS
GAS
GAS
OIL
OIL
OIL
OIL

COAL
C8-I-L
COAL

Fl =<t':'nv- c1aeqgsq

:xi-RM =xp=.~Is=$

COAL
COAL
COAL
COAL
CCAL

c OAL

surf 858

.

Pa

L Q ;

$ 9 1

S m

SPY

5 - ° ' *
SPY

SPY

SPY

SPY

SPY

s = a

SPY

s=>2

s»=2

SPY

SPY

F C

112

N

N

N

w

S J

SJ
SPY
s =-r

SPY

FC
Sc
FC
N
NV
i v

s=2

S331
SC!
s o :

so:
SJ

SPY
SPY

SCI

SPY

FC

s o n

$02

ENV

so:

ENV

aw

Hut ;

ENV
HNG
RSVL
WASH

FIXD

A¢ :T
CN'-'L

ENV
HNG
REVS.
w A s

FIXD

1;'rv

TQCSQP4 8gcvmc =owsa COMPANV
CHART QF ACCOUNTS

*
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.v .v..}:

slsAu EXPSNSES , ruvuo

can • smnaeavruis UM?2 #urn rue; costs
an0. g°-----;*w- . gn-»p° gr ¢»-. 1in--~
we. - s»n&bsmimzzw a .erbbunounsmi
cw.. $FR2N$€RVH.l.£ UNH' : 4 '.loG exrsuss
can . Sn»4GERv1LL£ Curr z-c w . cnsarr:oh nsvsasn Q: Vt: co~n~as~~ ;:A5s;l'l5S
eau. Q $PRlnG€RvlLL£ uurr2oi £ $ 8 4 4  M n
as • rout CQRNERS
u s ulv\v4G7C»4 UNITS I xi
as o nvmcvcuunrrs1 .4
au. u lw4GTD»4 unrrs 1 .4
rusuwaouuc earwesa.cAsA»oolL
on. u »4Avuo
al. o SN4 aw

C54 ¢ $nu46£lvn.l.£ wm I o man FUSL cost
¢».- g°~~--?v-- »~=~»-p I Ru *¢°QI;~»u
con. _ s»nn~cenvu.l.£ burr \ - suvnonuennu
con - Spllu6tM|.E we ! - vwouuc was:
can - srnnucexvuu ur1 . con. cnsnrr ran nsvsssu or vs: CCnfnusast ;n : -
con. I $pnlr4Gt!vl.l.E UNIT 1 . nsszwn. w41t
CSAL. SPRINGEIVILLEUNH' :
man: n~~..¢"-run \ In-vp° »~»~»¢¢~ ~¢v~¢

COAL o Spnn~rGE4v1LLE U'NIT 1
PAY 0°¢»¢¢-» q.,\¢¢n~°P¢ ¢°v ¢-¢¢- **\ ,""u0

>=8Sca1=mon
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EatonE7ed/ic Power Company
220 West Sixth St.reet

RO. Box 7n
Tucson. Arizona 85702

Steven J. Glaser
Vice Ptesksenx

Energy Services

(520) 884-3601
FAX (520) 884.3991

October 9, 1997

a w
Mr. Michael D. Mcgrath
Manager, Power
Cyprus Climax Metals Company
1501 West Pountainhead Parkway, Suite 290
Tempe, Arizona 85282-1846

Pi-g -a t/*'\\-C4_g_0

Dear Mke:

As part oflAmendment No. 2 to the Electric Service Agreement between Tucson Electric Power
Company (TEP) and Cyprus Sierrita Corporation (Cyprus), TEP and Cyprus agreed to index
energy charges under the Agreement to changes in TEP's system average fuel cost as recorded in
FERC Account 501. The purpose of this index was to share the benefit with Cyprus if  TEP
reduced fuel costs. However, subsequent to the ini t ial  calculation of  the index TEP has
implemented an accounting change that has inadvertently impacted the index calculation, and an
adjustment to the original index is necessary to offset this impact.

In July 1996, TEP collapsed its Valencia subsidiary, which was responsible for coal handling at
Springerville. All coal handling costs at Springerville flowed through Valencia (including the lease
expense for the coal handling facilities), which in tum was expensed through FERC Account 501.
When Valencia was collapsed into TEP, these expenses no longer flowed through FERC Account
501, but were stil l very real costs to TEP. Due to the rolling twelve months of data used to
calculate the index the problem is cumulative in nature and regrettably, went undetected for some
time. Through the twelve month period ending August 1997, an approximate adjustment to TEP's
fuel expense of S24.8 million is necessary to true-up the impact of the Valencia accounting

change.

The original index calculation was 98.46% in December 1996, 93.47% in March 1997 and
90.07% in June 1997. The adjusted index calculation is 106.82% in December 1996, 103.56% in
March 1997 and 102.0% in June 1997. Since escalation is capped at 1% per year, the original
September 1996 energy price of $37.48/MWh should have been adjusted in December 1996 to
S37.8548/MWh, and adjusted by 1% in March 1997 to S38.2333. To date this adjustment has
resulted in TEP underbilling Cyprus by approximately S1.5 million dollars through August 1997.

.::---

WIBHNo
CYP000225



September's energy charge will be S382333/M\Vh under the adjusted index, which should also be
a good number for Cyprus to use in estimating its power costs for 1998.

I apologize for this oversight and would like to meet with you at your earliest convenience to
review the details of the accounting change.

-'/S`tlver\ J. Glaser
Vice President
Energy Services
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Union Turk Car rd  Ar i n
ATSF ml w see-vlan
Rt nr rrxalafml
Mba eq-Jprr-'A rerhh
Cr»ma<=.u
Eqiprnnd P¢"~X
5¥19=1'1 pM
Na ow noun clues

351D_9'28
$316.889
s671.4;as
396.540

3786.812
8155280
s31,eoo

$239.505
$70.23

sse7.7o4
5318.848
8151.654

a m
81,241,454

$0.15
so,1a2
$021 s
s0.oa1
$0.892
sense
soma
$0.0T7
$0n23
so.oeo
saws
$0.113
19241
s1.ou

so cos
$0.085
$0.812
so.oo2
s o n s
so.oos
so.oo1
$0.00-4
s:>.oo1
so,co:a
sauce
so.oo6

;0  Do:
soma

3

2
5

q_ 8
vol u

u.:

Eca

p l¢p¢nyTlx Ddcfrrd In: l~'io¢:.a8¢N
Prupe1?yum

s1sa_2on sons /.
§1..:J8 / r
s1:7o*'

xo.ooa
9  e ve
$0.075

Track M 1imarmnca ATSF nliud ma3r1¢e41er¢'.e
SRP railroad rruinlenrnce
VEC rally mxlr r tunanoa

s291.120
sz7s.400

105
s m , 1 z o

$0.094
so.ce9
52.91
: A n n  Q /

sons
sons
8492
511.012

Other Csmrnxiathn  wva¢¢1
DnpneiNlon e¢enu
Guxenl hb8yfPI9peny 'm.
Beats L  pMcienh
Misc.  swans;
Ofhcnkalnhg ~¢wvp1"='4
P un ic  a . licenses
U°.§'ka avenue
Cod sunny aaMeel
T E F  m s
Ponlicn | .  bench
Pnyvdl |. Vahkh aNneuiion
E m p b y u  h e e l  n ¢ g n -

x11.s '74
s m . 3 6 0

s a1 . 4a4
X 715

$90 , 999
$5 . 454
s2.22<1

S1 7 5
s1s.oc:o

s 1 w . 0 0 0
s o

s x s q o o o

1 8 . 9 1 2
s ee2.701

$0.004
$0.057
so.c2o
so.ooo
3 9 . 0 3
w w w
so.oo1
SDDOO
s o n s
s o n s
so.coo
s o u l

2 2 4

s 0 . o o o
s o m a
s o . o o 1
s o . o o o
s o . o o 2
$ 9 . 0 0 0
s o . 0 o o
s o . o o o
: s o o n
s a c k s
5 5 , 0 0 0
5 0 9 0 2

: Q M
s o , 0 1 2

sJ,ssz,J1s

xo 1 z1

§D,DB3

s1.s~a4

ARQONA SALES TAX Q 5.5%

subtotal $98.164,250 8.1111!

:z,152.500 up' so.o:7
<OVIER> UNDER COLLECTED

TOTAL VARIABLE CosTa $100,256,250 I $32,310 l $1.731

CONTINGENT LIAs1LrrY 31,1701771 S8110 $0.022

LEASE lnlcuni a¢enee
Reg u iowq  h i r ed
Deprednllon
Srrfght live amoltiution

ss.a21
lsoncl
sofa

$0.312

(morn
s0.c35

so 07;
s0.>ss

s1 a.os1,s91
(8 3 8 3 7 3 )

: l e m m a
so 356 too

sz1_1u,s4s
so 4:57
s's,u2a

sa\1,171 $0155 $0.015

$0.057$3,296,381 $1.052

TOTAL LEABE COSTS

CONTInENT LeAs:uTv

RETURN ON DEFERRAL

RETURN ON \HVESTMEh'T
Ì 4,'r,L, \{%0

$1,509,000 $0.483 songs

$9,072 so.4ae
TOTAL LEASE cosTs

TOTAL FUELCOKT8

528,1451151

512814D54405 341 :52 s z . z w

PURCHASE BASED ON J,102,uo IMNIMUM COMMITMENT TO LRCC UNDER MOD. 10
EST .  BURN oF  3.2 H1Luor4 eASED O n pnouoo Run m/91

w~¢Q;54Jc,ss12/9aT.u.»¢ee»+.m»,~

OURC

54 ca 143
s4,2s1,>4-a

TDR13302
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7Z/:sonElectric Power Company
220 Wes? Sixth Street, Post Cffice Box 711

Tucson, Arizona 85702

-

Area Code 520
Telephone 571-4000

C b

December 29, 1997

Mr. Michael D. Mcgrath
Manager, Power
Cyprus Climax Metals Company
1501 West Fountai ead Parkway, Su'¢e 290
Tempe, Arizona 85282-1846

Dear Mike:

We had hoped to hear from you several weeks ago regarding the disposition of the
undercoilections associated with the misstated energy index. The undercollected base
amount as of the last letter dated October 30, 1997, was Sl.l million, which represented
underbillings through August 1997. The base amount has now increased to
approximately Sl .5 million as of November 1997.

We are enclosing a bill for Sl ,627,757.29, which includes taxes and assessments.
This represents the unbilled amount through November 1997. We will use the restated
indexed energy figures beginning with the December 1997 bill.

We look forbad to meeting with you on January 7, 1998. We are hopetitl that
this matter can be resolved as soon as possible. If you have any questions, please contact
me at (520) 884-3623 or Joe King at (520) 884-3866.

I

1

1

Sincerely,

James Pignatelli
Senior Vice President,
Energy Services

cc; M. Spiller
5'W'.Ricka.rds 444

'hat 9-/5-47
EXHIBIT NO

ill l I

73
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0 1 >_

DATE OF Eu BILL MONTH 4-\'»;P1luSTDLEDAIEw~»

12-26-97 12-97 01-13-97

nAm;-seF4vx¢:s ADDRESS $ERViCE PERIOD

CYPRUS SIERRITA CORP
6000 w Duv7=.L MINE RD

SAHUARITA AZ 85629

FROMDATE

11-25-97

BILL
von-rn

N O V

TODATE
12-26-97

NUMSER

°'8l§$1

RATE
NO.

METER READINGS
MULTIPLIER KILOWATT

HOURS USED Avou'4T
PRESENT PREVIOUS

90 SEE STATEMENT FOR DETAILS 4,167,436.48

9

'STATE

120, 929. 05
CITY FRANCHISE REGULATDRY Assessment

3, ssh .3.
'ronJ.uxa»ssess~as».1

124, 479. 39

P'UF$Hk$€DFOWER/FUEL COST SURCHARGE |  e l . . * Z '  , `
*I* , .  , . .

m
CENTSPERKWH AMOUNT

01-13-97

s
•
14

i '
K.»

.r

ACCOUNT no. 2326-0009-2

try

T/C50/7 Powe/'Company». ¢  .

8
:if

:.• 0

3¢'\f .4
4

.» . -.-§:.»-.¢;.* .r. - -..1.=-.. - » . , \ »*`°wq_,»g ».;,» .,~,.°~, .s-1.-53 ~,£9 4 .  , ¢ §  » - u ; 1 - ¢m. , ._ ca-|5g_l.S.P8yAB_LE»TQ=.. §»~.~*.3, - -  ~ » .  - ' I
.».¢w~' rw-s- - 44».ad»'3-s"""'§~»* ...x%u;§8
4- »sw.:~a.a¢;:=.:1.--w-oirv~. z- '*7J\1. * f=» . » , f t . "

\q
H .
of

- 4,1677436.48

,Ba.fé' iqformacion Que Le ayuda3'4radg.igir.-sU wentéf le.a.=el l'éveréldde.. eS
sAL=s wt. Arv FRANCHBE TAX AND REGULATORY Assessusnr nauoeo N TIE ams nr Eu.
3- -

220 WEST SIXTH STREET
. p.o. BOX 27827 5

.TUCSON,.AR1ZONA_85726
623-7711. ' ~"

26-00 2326-0009-2

\.~ .- .~~....:`»

232600092

s

4. . \

S SERVICE AT 6000 w novo. MINE RD

0

. :-:.'»€.

4443:

000000000

A

CYPRUS SIERRITA
PO BOX 527
GREEN VALLEY Az

1

0 416743648

¢

DATE OF BILUNG

85622

T/csovv 3eczWcPower Company

0

taqégiria'

r YOUR NMIE s wsspsL1.so on Y(
m a ne s s OR z;p come s mconns

6 .=£=~ 3=°'n.3l°9e'1€
ENVELOFE

I I.w<E cxaecx PAY:(eLE°

0

220 WEST SIXTH STREET
P.O. BOX 27327

TUCSON,ARIZONA 85726
623.7711

12-26-97

PLEASE PAY
THIS AMOUNT

4,167,436.

4
9

Power'

*\v
C
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ACCOUNT
2326-0009-2

DATE OF BILL:
DATE DEUNQUENT:

December 30, 1997
January 13, 1998

TUCSON ELECTRIC P0WER COMPANY
. SERVICES RENDERED

CYPRUS SIERRITA CORPORATION
NOVEMBER 25, 1997TO DECEMBER 26, 1997

15,000 kW FIRM POWER DEMAND
82,000 kW MAXIMUM INTERRUPTIBLE DEMAND

AU. OTHER kW MARKET PRICING DEMAND . .
88,742.9 KW (AVERAGE OF THE THREE HIGHEST 15-MINUTE COINCIDENTAL DEMANDS)
61;364,760 TOTAL KWH .
16,939,240 TOTAL KVARH POWER FACTOR = 96.39 %

MARKET POWER RATE

TRANSMISSION CHARGE
5,000IKw @ S4237 PER KW $21,185.00

FIRM POWER RATE

@

.NTERRUPIBLE POWER RATE

DEMAND CHARGE
15,000 KW S5.25 PER KW 378,750.00

DEMAND CHARGE
68,743 KW @ $2.02 PER KW S138,860.86

MARKET ENERGY CHARGE FIRM ON PEAK _
2,480,000 KWH @ 0.0222429 PER KWH (plus 10% handling charge) 860,678.63

MARKET ENERGY CHARGE FIRM OFF PEAK
1,240,000 KWH @ 0.0155871 PER KWH (plus 10% handling charge) $21 ,260.80

.PER KWH
PER KWH (hew index price difference)

5343,135.13
$33,037.23

ENERGY CHARGE FiRm,;
10,372,104 KWH @ 0.0330825
10,372,104 KWH @ 0.0362677
ENERGY CHARGE INTERRUPIBLE
47,272,656 KWH @ 0.0330825
47,272,656 KWH @ 0.0362677

REPLACEMENT POWER

PER KWH
PER KWH (new index price difference)

SI ,s63.897.64
$150,572.87

$3,821.65

SUBTOTAL (5434,000 MINIMUM) $2,415,199.80

ARIZONA CORPORATION COMMISSION ASSESSMENT
STATE SALES TAX

$3,550.34
5120,929.05

REBILLED MAR'GE~l INDEX AMOUNT

TOTAL AMOUNT DUE
$1527,757.29

54,167,436.48

Page 1



12/31/97  ̀WED 08:20 FAX 1 520 5488718

12430/97 TUE 97:52 1='.1.x 1 sao 884 3934

SIERRITA PLA.1\T PURCH

TEP

@1002
@4102

';. ACCOUNT

2326-0009-2

DATE OF BILL:
DATE DELINQUENT:

December to, 1997
January 13, 1998

TUCSON ELECTRIC POWER COMPANY
SERVICES RENDERED

CYPRUS SIERRITA CORPORATION
NOVEMBER 25, 1997 TO DECEMBER 26, 1997

15,000 kW FIRM POWER DEMAND
a2,0G0 kW MAXIMUM INTERRUPTIBLE DEMAND

ALL OTHER kW MMRKET PRICING DEMAND
85,742.9 KW (AVERIIGE OF THE THREE HIGHEST 15-MINUTE COINCIDENTAL DEMANDS)

61,364,750 TOTAL KWH
15,939,240 TOTAL KVARH POWER FACTOR :' 96.39 %

MARKET POWER RATE

TRANSMISSION CHARGE
s,oo0 Kw @ $4.237 PER KW $21,185.00

FIRM POWER RATE

@

VTERRUPIBLE POWER RILTE

DEMAND CHARGE
15,000 KW $5.25 PER KW 578,750.00

DEMAND CHARGE
58,743 KW @ $2.02 PER KW 5135,850.85

-9

MARKET ENERGY CHARGE FIRM ON PEAK
2,480,000 KWH @ 0.0z22429 PER KWH (plus 10% handling charge) $50,678.63

MARKET ENERGY CHARGE FIRM OFF PEAK
1.240.000 KWH @ 0.0155871 PER KWH (plus 10% handing charge) $21260.80

PERKWH
PER KWH (newIndex price dlffrence)

$343,135.13
($33.037.23)

ENERGY CHARGE FiRM .
10,372,104 KWH @ 0.0330825
10,372,104 KWH @ 0.0362677
ENERGY CHARGE INTEFIRUPIBLE
47,272,656 KWH @ 0.0330825
47,272,656 KWH @ 0.0362577

REPLACEMENT POWER

PER KWH
PER KWH (new index price difference)

S1,583,897.64
(s150_572.a7)

$3,821.65

SUBTOTAL ($434_000 MINIMUM)

ARlzohtA CORPORATION COMMISSION ASSESSMENT
STATE SALES TAX

,aowlm
.0¢5'oa419

421 z3l/S3'7. 4 7 52,4151199.80

315011 I

n/, 73SI.'($ I
$3,550.34

$120,929.05

REBILLED MAR§lN INDEX AMOUNT
7OTALAMOUN'r'UUE

$1 ,627,757.2a

m,167,436.48

/#/ 7v/fn, J~)34L)(»<7f-l"D

Page 1



12/31/97 WED 08:20 FAX 1 520 6488718
1zzsu/sv 'rue 07:53 1=v.x 1 520 854 8934

SIERRITA PLANT PURCH

TEP
@3003

@1003

ACCOUNT
2326-0009-2

DATE OF BILL:
DATE DEUNQUENT:

December 30, 1997
January 13, 1988

TUCSON ELECTRIC POWER COMPANY
SERWCES RENDERED

ENERGY IAErEi2s
SERVICE PT

. POINT A
LESS KWH TO GREeN VALLEY SUB

WATER FARM
SUB G24 MILL
SUB c-as MILL
SUB C-14 MILL
SUB G-13 MILL
SUB c-4 MILL
SUB ca MILL
SUB unlTur4 CANOA
BOOSTER C-1
BOOSTER C-2
SUBC-74 138KV
GREEN VALLEY SUB TO CYPRU:;
TAILINGS RECLAIM SUB
RAW WATER BOOSTER

CYPRUS SIERRITACORPORATION
NOVEMBER 25,1997 TO DECEMBER 26, 1997

METER PRES PREV
NQ . READ READ

APM2000 00724 00705
APM-111 00000 00000
APM2013 00512 00506
Apm-203 03500 03359
APM-225 02118 01539
APM-2.26 18048 17378
APM-201 20176 19405
APM-202 17274 15639
APM~20S 18100 18402
APM2005 03568 03472

WVM10 26807 25819
WVM24 03833 02008

APM-207 09734 09408
APM~123 00000 00000
AF'M2020 08859 08252
APM2019 13718 13359

APM264 00645 00645
APM233 00709 00887

DIFF
18
0
6

141
579
670
771
S35
698
86

988
1 ,825

326
o

617
359

0
22

CONST
1,200

14,400
800

14,000
14,000
14,000
14,000
14.000
14,000

. *."s,600
320
320

2a,ooo
14,400
1,600
2.400
1_e00

300

KWH
22,000

0
4,800

1,974,000
8.106,000
9,380,000

10,794,000
8.890,000
9,772,000

537,600
316,160
s84,000

9,128,000
0

987,200
861,600

0
6800

INTERCEPTOR SUS

ADM PLANT

TOTAL KWH 61,364,760

PREV
READ DIFF

19
0

45
1

21
103

64
132
186

58
905

1 ,441
276

O
350
157

0
54

CONST
1 ,zoo

14,400
800

14,000
14,000
14,000
14,000
14,000
14,000

5,6oo
320
320

28,000
14,400

1,600
2,406
1.600

300

KVARH
z2,e00

0
36.000
14,000

294,000
1,442,000

896,000
1,848,000
2.604,000

324,800
289,600
453,G40

7,728\000
0

ss0,ooo
400,800

0
16,200

REACTNE METERS
SERVICE PT
POINT A sue
LESS KWH TO GREEN VALLEY SUB

WATER FARM

SUB C-24 MILL

SUB c-23 MILL

SUB C-14 MILL

SUB C-13 MILL

SUB C-4 MILL

sue cs MILL

SUB UNIT *4 CALNOA

BOOSTER C-1

BOOSTER Cf2

SUB C-74 138KV

GREEN VALLEY SUB TO CYPRUS

TAIUNGS RECLAIM SUB

RAW WATER BOOSTER

INTERCEPTOR SUB

ADM PLANT

METER
n o

APM2000
APM-111
APM2013
APM-203
Apm-225
Apm~z2e
APM-201
APM-202
APM-205
APMZOOS

WVM1 o
WVM24

APM-207
APM-123
APM2020
APM201S
Apm2e4
APM233

PRES
READ`
00461
OOOOO
01654
00070
00122
03638
02607
o4oa1
05708
02274
98342
34977
08823
ooooo
O5092
06544
00330
01280

00442
o0o0o
01509
00059
00101
03535
02543
03949
05522
02216
97437
33530
08547
00000
04742
06477
00330
01225

_5-
16,939,240TOTAL KVARH

TANGENT = 127604 POWER FACTOR z: 95.39 %

v

n

Page 2



12/31/97
1.21 au/ al

WED 08.20 FAX 1 520 6488718
'rum 07253 FAX 1 520 so 3934

SIERRITA PLANT PURCH
TE?

@1004

£33004

°̀AccounT
2326-0069-2

DATE OF BILL:
DATE DELINQUENT;

December 30, 1997
January 131 1998

TUCSON ELECTRIC POWER COMPANY
SERWCES RENDERED

CYPRUS SIERRITA CORPORATION
NOVEMeER 25, 1997 TODECEMBER26, 1997

DEMAND INFORMATION

\

INDIVIDUAL 15-MINUTE KW DEMAND PEAKS

SERVICE PT

Mine

Q A I E I I M E K W

12-2547 23215 841640.0

Canoa 11.29-97 12:30

Booster 12-1587 16:15

1 ,471.7

2,244.7

7.7W a t e r  F e m 11~25-97 18:00

Raw Water 12-11-97 19:00

Reclaim 12.25-37 03:30

2,215.2

2,067.8

0.0OG-0G-00 80200Interceptor

Point A 11-25-97 15:15 61.9

ADM Plant 'w 12-17-97 12:45 45 . 4

THREE HIGHEST 15-MINUTE COINCIDENTAL KW DEMAND PEAKS

WATER
FARM

RWWATER
polnl'A boosTER RECLAIM

INTER-
CEPTQR

ADATE
BME wexv sun boosTER

12/25/97
23:15 84,640.0 1 ,O62.3 672 . 0 5.7 31.7 1 , 1 0 3 . 0  1 , 3 1 7 . 1 o . o

11/'27/97
22:45 8 3 , 7 6 0 . 0 1 , 082 . 3 732. 5 7_7 31.7 1,229.8 1,B47.0 0 . 0

t1/27/97
20:00 R3.R4Q..Q

2521240.0

L 1 & Q . $

3,285.0

792.9 l l 39.2 mama 1.845.1 .Q.Q

2,137.0 22.1 93.6 3,418.6 5,009.2
SUM CF CDINCIDENTAL DEMAND PEAKS ¢

0.0
256,228.6

aa,742.9O:0O=MlDNIG¥'L_T
.:' AVERAGE OF COINCLDENTAL DEMAND PEAKS =

C A O

Page 3



12/31/97
,LAIJUI al

WED 08:21 FAX 1 520 6488718
,Loa u1:aa FAA .L 520 684 3934

SIERRITA PLANe PURCH

TE?
005

¥Z1 oos
84

0
•

o N N
co Q q
LD 8 P
B 1~ U '

Q Q "iO Q r'
w m m
as 45 0

v m m w
<=="z"~.==:
m mesanno . . -
4 4 4 1
61 v°d5N
M0@\.n
0 440

|"¢5 v~¢\|.!-01

c o . - c s a c a m v
m o r ~ m < r c ~ 4
~n':"'1~=t<~1=fa
W Y " M M Q W

1'-
as

m ax m vi m (0I- 1 |  P |
a» 4>

o  o  N  N
r-  "~_ n. et
g Q 3 ea

P o
Ru 'Q Q to
o ~r m 'T
m <4 no
u - 4 v -e» 0

3
h
Lm

' z
h
N
vs_
1-

r~
== =m1- 3

_v -o  - -
\.. v-
D
D
E  s
v  cu es°  - aD

an
88I-°
o
i'-

u
o
<

Q N  m
q "8 u>_
UP N v-
m co r~
a> ds c>

m r~ m r~
~. "E  Q  q
m N  m n
CD Q ¢") P
N I N ¢~4
as av 4>

'Q"2°=z°Q<=2 Q
v c v m v c n m

¢ 0 6 7 0 $ 0 7 9
et ° c~l I N *
a> Cb 0)- 1

v Ia Q m
1'\ W r- Q
Rh (9 ¢ Cw 0 r~ CbN ` N '
o h <0

ro
n_
N
m
"1
N
Q )

m q r ~ < ~ ' > m. J i -
= 2

" ~ a

a l :
*gm
o n

m
|-
<
D

X
<
1...

'3
F*
w

m r~ m
Lm. r.o_ q
O mco 8 m
q et
N  N  N
cm 0 a>

F) P @ CD
q "2 fr <4
LQ f \  v -  5
m f~ w  m
° . ° .  q  ~ .
m m r~
t o o vb

r~ ¢D m r\

ea Q- N m Q c
l.r> to o ea

4 LD 1- _
m ea '? c> "
4) 40 0

sq r-
m <r

¢ 1-l co m
'W fu °'2 Q
-4- m Lm an
W v-' p' N
Q r  t r  * c >
c w ?  w0 (6

N
°?
co
o
co
N
h

CD N <-
q Q- "n_
Q- Le :-
m  m  o
1- Q  B
r\ nm to
Lm LD v
4 4/> as

s q ¢ ( " ) N
r o o m
n mco

v r o o m
O v ' - * W
© 4 4 4 4
r - l v-Q"
Vu n o

Q - O G D Q Q
'TQYQ Q
mao n ~ n

N -¢'q
¢0€3 I_(\
h m m m
€*44LfJI"

q q m
v - * $ ' ¢ 4
CO1/>I'\

an
sq
m

"2
r~
'e
I-n_

Lu
u
2
LIJ
o:
LL
8
D

F- 1 r*
4) -cm *nu

(D

z
Q
I* -

8
o
o.
re o

go
m

n
Q
r~
r~
h
Ra

4moor~mQ v-
o f \  W  C

N Q- co

».n
v- U)
v- N

N
co m
m  o
r- (O

q)

o
Q84

Et E

L U

u_
a: 8D .

o  ¥
U Jcm Cr

S Q..
L U
m

up

r\<.om
9 * . Q§ 2 r \ m v -

¢") N ¢
Qf\ ~r"\D
O r -

l-r~4¢"'
~.".==z
(W N W
40 4044

@ Q v-v-
c q q q q
m m m . -
f r c o v m

GN1-C'}f\
°¢iQv-U7

m
"8  q
N v-
40 vo

Q - G Q Q Q
='zQ<tzQ~.Qmovcome
WNI- CC!f~~~n~.°
! ° < b v - G ) y ~ 4 b
N N N
<0 Er 10

*L Dr~818 , .
Lm»:

Sm-n
or\ ' G

al_g»-`¢o~f co
0 4 9 6 7
N \-
4 0 v >

> 'Q

o h ca N Vug  w  o  Lm o  o f  o €")

>-
<
D..

8
o 8
M  a n

8 '8 o
o 3o.
o  c m  | -

l.Ll
i - -  o  M
vm - w_
..| no cm

Lu cm
w  3

M
Q.
>-
o

UJ
_.U
oz:n..

fa:
N
o
c a
m
ngo.
o

¥

v- 4' 07
==e Q <4
(D m m
UP Ra m
m_ n_ °=z
¢  m r~
v- w m
N  r -  Q
N  N  1 -
Ev #1 46

' H rgr§QQLr>_

3 " £ ' i " l ' i
Q q s

g m m v co v- conm m vm om
° o < o o ~ ¢ r ~ w

¢ \ - F J F J O
. _ '4/>

w U ) err

w-:comNocraa-no
°r"><:Jr~4n
c»<"}G'3 M¢D
°<r<nr~z.o

e a ¢ o < »
cm</:cD

ea
(q
m

up
z
o
cm
O
D|-

_ J
<
395Qu.
cc
o

1- v-
4 <4

o
of
Q
m
1-

QS
c
m
E
Q44
11
pa¥

o  o  o
N no as
Q  Q  Q
v-' m r~
I- LD Lm
q fu  F '
O W v~
w ID m

°1
m
w E E

ii o <7m
In

Xl.u
o
z
>-
cm
I-Ll
z
m
o
'Ni'
oLU
m
m
O
o

of co
Q Lm_
N Hz'é' w mo `  _

E 8 'Ur
o
u

E
Q.
o

a:

o o o
et co ea
°z Q <4.8 *°ca
Q-_°é'¢r°é'¢v-°é'
r e " c o r \ "W o W M u

u u
_cu .EQ o.
Q uZ 1

m

E
as
u
_co
o.
m
cc

o o
o Q
q q
no Lm
Ln _.¢
Ou c¢.O°E

Q

E EQLD
u
.E
Q
U
Z

Qu
EQ.as
Ar

Qom

/'\
m
m

no
L uPg
<
D_ _ o
|-
m.-

398 >(
3

IJJ
D
D1-S.

383
83
u S
< 4 4

3 8
.J
<l>*o
t -



• n

12/31/97 WED 08;21 FAX 1 520 8488718
Lu.; ul.ui EAT J. ucv toa ala;

SIERRITA PLANT PURCH
4.5!

[8100
iéluuu

Q893
§~°

8=§s2 §§2
* " ' m ' =§ §n.§=

28: 582'
94
as¢:__
s

8

:ES

-
1:

3

_g_"Q
938
So

n
' 1
an

4
Ur'
an

8o1-

an Q IN as
N o ' - i§§

$58
3
3

°-as
e=
S o
m U

8
upn
as
o
q
oanr~

QIaN
N
.-

t-
zIJJ
2DJ
o
<.IQ.m
1

85
a v-

$8"8
5 8 .

o  ¢
Q q

88
~:r̀  QF

-  8
CI

cs
c l

Q .lao
n

go
z
.55

3
: f a

Q
9
a

83
Ag

Q.: v»o 5 o -
'a

.§ S
|- E

G D

viv- 8§

~8: I ..o § v-
D o
: ..
D

oo
64

o
9nN

cc
c .
c .
> \U.

I
¢.l
" »
Co
C l

. :E
s 8.g.

n . § > . .
¢:
l l

l 4 1 983
IJ a n

= : lE n o

,i'é°é°é

e ey o u s
*!.L'.'!.

1 n . ; - 5 . -
E c c o

:EYE
E E E

' h e s

avg85-
vub-"*

,48Hall"

' v s

2
N

Hz

82n-§o.5
up

3 ac
ac u

om
Hz
u

.5"

s..
QI
3-
Cl
CL
*1
oz
41
E:
an
LI
so
: L
ca

m l

E8

88

r~
Q
Q
g



12/31/97 WED 08:21 FAX 1 520 8488718

12'/3D/97 TUE 07:54 FAX 1 520 aa4 3934

SIERRITA PI.ANr PURCH
TOP

@1007
@4107

TUCSON ELECTRIC POWERCOMPANY
sERvicEs RENDERED

CYPRUS SIERRITA CORPORAWATION

DATA SHEET
BILLING DATES FROM: 11/25/97 TO: 12/26/97

MARKET PRICE
5mW'+ ANY OVER 102 mW
0 of hours in day
kph in day
X number bf day in billing period
ti kph for month
On peak kph
price kph on peak
Off peak kph
price kph off peak
Off peak hours
Onpeak hours
Palo Verde Index Prices per kWh

5000 kW
24 hours

120000 kph
31 days

3720000 kph
2480000 kph

0.0u242803 Spar kph
1240000 kvvh

0.015587097 $perkvvh
23:01
7:01

$22.24

7:00
23:00

$15.59

8 hours
16 I'zours

FIRM LOADING FACTOR
15mW always
total kph
hours in billing period
'total kph divided by # hours
average of 3 high coincidental demands
average demand divided by single highest
demand
kph to be billed at firm rate

15000 kW
81,364,760 kph

_ 744 HOURS
82479.52 average demand

88742.9 kw

82.94% load factor
10372104

_5-



Dow Jones Palo Verde Electricity Price lndax

Date Firm on-peak Firm off-peak

$22.24 $15.59

12/31/97 WED 08:22 FAX 1 520 64.88718
42430/97 TUE o7:54 FAX 1 520 884 3934

SIERRITA PLAINT PURCH

TEP

@1008

008

r

11/25/97 12/26/97

25-DeG~97
24-Dec-97
23-Dec-97
22-De0-87
21°D8&97
20-D80-97
19-Deo-97
18-Deo-Q7
17-Dew7
16-De0-97
15-Den-97
14-D85-97
13-De997
12-Deo-97
11-Dec>97
10-Deo-97
9-Dec»97
8-Dec-97
7-Dect97
6~DeG-97
5-Deo-87
4-Deo-97
3-D8D~97
2-Deo-97
1-Deo-97

3D~Nov-97
29-Nov-97
28-Nov-97
27-Nov-97
26~Nov-97
25-Nov-97

$19.55
$22.72
$23.07
$23.88
s2o.7a
$2225
$22.52
$22.07
s22.63
s22.a0
$24.18
s2o.1s
$23.38
$23.94
$23.30
$21.88
$21.75
$21.7a
$19.81
S21 .79
$21 .85
$22.43
$2220
$21.77
$22,86
$20.19
S22.01
$2.77
519.95
$24.47
$24.71

'Q

$18.21
s1a.sa
$16.28
$16.11
$18.19
s15.90
$18.03
$16.49
$16.82
$16.75
$17.30
$16.84
$16.06
$15.56
$21.00
$15.15
$15.62
$15.66
$16.58
$16.36
$15.72
$14.76
$13.aa
$13.69
$13.43
$13.25
$12.85
$13.04
514,83
$14.31
$14.41

AVERAGE 6*T6EER
{1997

3'
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News for
The Energy.People at

Tucson Electric

Power Companyw8,14910\1s June 4, 1996

Book Worms Surface... And Pay Up!
Atteriust the met
day of the week~
long annual TEP
Book Sale, $857.65
had been earned to
benenwcal
domesticvrblence
shatters The

duded $215 from
the e-ma1
Encyclopedia pre~
sale;$566.65 from
M Y  w e
Downtown and $76
hum Ute Downtown
CakeRaftte,whfth
was won by Susan
Wallach. fprtufed;
book Ade volunteer
ma Robles.)

39
E

Va\encia Energy Company Merges Into TEP

73/9
EXHIBITNO

merger of  Vaienc ia and TEP -
average approx imately  $3.4 mi l l ion.
Approx imate ly  $2.2 mi l l i on wi l l  be
saved in June-December 1996.

Prev ious ly ,  Valenc ia could
not  be merged into TEP unt i l
certain prov is ions of  the coal
handl ing lease were modi f ied and
accepted by the debt and equity
part ic ipants  in the coal  handl ing
f ac i l i t i es  l eas es .  S uc h  m od i f i c a t i on  Was *  / 0 ,
were accepted on May31,  1996.

- -  K a r e n  K i s s i n ge r

Valencia Energy Company was merged into
Tucson Electric Power Company effect ive
May31,  1996.  Ef fec t ive wi th the merger,
TEP assumes all of the assets and liabilit ies

of Valencia; the responsibil i t ies for the procurement,
coal transportation and coal handling services at
Springervil le Generating Station, and the responsi-
bilit ies as the lessee of the coal handling facilit ies.

Acer the closing of TEP's f inancial rest luc~
Turing in 1992, Valencia had only one customer, TEP,
thus eliminating the need for a separate entity to
administer the coal handling costs. .

In addit ion, the Arizona Department ot lRevenue
assessed transaction privilege taxes on gross income
received by Valencia 'Nom coal sales, transportation,
and coal-handling services to TEP.

While the merger ot lVaiencia into TEP wi l l  not
reduce the amounts of sales taxes already assessed for
prior periods, the merger will prevent future assess-
ments, thus saving TEP mill ions of dollars on an
annual basis.

I f  the Arizona Department ot lRevenue
prevails in its prior assessments, the annual savings
from the sales tax assessments prevented by the

u
0ur

nm
v
L

CL
m
_c
Ia

2
u

o

...-.... - 1- »

1 \ \ I a I
I I | I I c

>~ >~ M Q F Con Ra an o- Qu is o n Ra nr
E 2 E :E E E

TDR13950

7





ume BALANCE SHEET ITEMS:

:eA:. PURCHASE
.RCS ADJUSTMENT
\TSF FREIGHT cosT
azsmco CAR LEASE
;top RAILCAR LEASE
an PRDPERTY TAXES
112 LEASE a 1/2 DEFERRED LEASE
nm LEASE DEPR

TOTAL

FUEL INVENTORY- ACCT 151

coAL151

LOC
Cum

CNTLACCT SUBLEDGER

FUEL uivsrrronv- ACCT 151
151 COAL PURC

LRCS
TRSP
TRSP
TRSP

SP

leT&DEFR
DEPR

COAL
COAL
COAL

is{
151
151

SP
SP
SP

wLnoAo OPEN e. MAINT. TO
ROTARY CAR BUMPER

FUEL INVENTORY- ACCT 151
151 COAL

SPCOAL151

)P£HATWG COST FROM ROTARY
CAR DUMPER TO COAL $lLo

FUEL INVENTORY- ACCT 151
151 COAL HNG152 SP

au. STABILIZATION FUEL INVENTORY- Accr 151
151 COAL

HNGOIL152 SP

OPERATING EXPENSES OPERATING EXPENSES

THE ABOVE ITEMS ARE ALLOCATED
TO ACCT 501 BASED ON BURN. FUEL EXPENSE ACCT 501

$P1&2
FUEL EXPENSE . ACCT 501

$01 COAL

$P1&2
FUEL EXPENSE . ACCT 501

s o l OIL

Ash HANDLING OUTSIDE oF PLANT FUEL EXPENSE » ACCT 501
sp1a2 ASH

FUEL EXPENSE u Ac¢T 501
s o l COAL

ASH HANDLING INSIDE OF PLANT FUEL EXPENSE ¢ ACCT 501
SP1!¢2 ENV

STEAM EXPENSE » 502
502

1r2 LEASE &1I2 DEFERRED
LEASE EXPENSE
NOTE: TRNSFERED FROM THE
151 ACCT BASED ON BURN

FUEL EXPENSE ¢ ACCT 501
SP1&2 DEPR

FUEL EXPENSE u ACCT 501
501 COAL

Dept expense Jun: thru De: 95
In (OOO) SPY

SP2
SP1&2

301
301

INT&DEFRs01 COAL

Jurualm, Reg In! & Dear expense
thru Dec 95 in (COO) spy

SP2
2,790
2,790

1/2 PROPERTY TAXES FUEL EXPENSE . ACCT 501 TAXES OTHER THAN INCOME I ACCT 403
408 PROP SPV

1/2 LEASE ld/2 DEFERRED

LEASE B(PENSE

FUEL EXPENSE . ACCT 501
SP1&2 DEPR

RENT . ACCT 507

s07

Dept expense Juno Lhru Dec SB
In (000) 301

301
leT&DEFR

SPY
SPY
sp1a2507

Inf, Rag lm 6 Dsfr nxporue - Jun:

thru F ac 96 in (000) spy
SP2

2,790
2,790

1/2 DEFERRED LEASE EXPENSE
s113.0x9.11 A MONTH

FUEL EXPENSE n ACCT 501 AMORT REGUlATORY . ACCT 407
407 SPV

DEPRECIATION ON EOU!PMENT FUEL EXPENSE . ACCT 501 403

DEFERRED TAX GAIN ALLOCATION
so e.10o | month

FUEL EXPENSE . ACCT s01
SPV

AMORT REGULATORY . ACCT 407
407

OPERATING COST FROM SILO TO
PULVERIZERS

FUEL EXPENSE. ACCT 601 STEAM EXPENSE . S02
502 SP1&2 HNG

\lA!NTENANCE COST FROM ROTARY
CAR DUMPER TO THE PULVERIZERS

FUEL exrsnse . ACCT 501

INCOME TAXES ABOVE THE UNE INCOME TAXES v ABOVE THE LINE

1/2 DEPRECIATION ON THE LEASE

s:nEnss'r ON SALES TAX ISSUE

FUEL EXPENSE ¢ ACCT 501

FUEL EXPENSE 9 ACCT 501

0EPREClATION s ACCT!11
1111

SEE BELOW

SPV

OTHER INCOME DEDUCTIONSl o ER INCOME DEDUCTIONS

\ COME TAXES BELOW THE UNE INCOME TAXES . BELOW THE UNE INCOME TAXES - eeLc>w THE UNE

INTEREST INCOME FROM TEP OTHER INCOME

OTHER INCOME OTHER

INTEREST EXPENSE I EREST EXPENSE

INTEREST EXPENSE TO TEP SHORT TERM DEBT ELIMINATED

INTEREST ON SALES TAX ISSUE:

(A) CONTINGENT IN ON COAL SALE LIAB

SEE ABOVE OTHER lNTERE$T EXPENSE u ACCT 43a

431 CSTX

in CONTINGENT IN ON RENTS pAxo
TO THE LESSORS

4814" -LEAS

\CCG I ~n J.' ": '-.Li
/ALENCIA :)l$' J! LT()?§ TO TEP

June LB, 1998

)ESCRlPTiON OF ACTIVITY

OLD (PRE VEC msassm

FIS LINE ITEM

NEW (POST VEC MERGER)

F!S LINE ITEM

MAINTENANCE DF BOILERPLA-NT ¢ ACCT 512
512 SPY &2 HNG

INCOME TAXES v ABOVE THE USE

TE P
EXHIBITNO

144% 1o-'1- 49

ELIMINATED

OTHER

TDRl3911





\ 0cT-2e-1999 16:42 RUSHKQ HEYMQN 8DELdULF P 1 82/85

i ROSHKA HEYMAN 6: DEW ULF, PLC
. AT LAW
I TW O ARIZONA CENTER
: +00 NORTH 5TH STREET
8 SUITE 1000

PHOENXX. ARXZONA 85004-3906
I ~ra1.:r=l4onn no 602-256-6100
z FAcslmxLla 60z.256-6000

ATTGRNEYS

October 20, 1999

VIA FACSIMILE &
FIRST-CLASS MAIL

Thomas D. Ulreich, Esq.
Fennemore Craig, P.C.
3003 N. Central Avenue, Suite 2600
Phoenix, Arizona 85012-2913

Re: Tucson Electric Power Company v. Cyprus Sierriza Corporation
Docket No. E-000001-99-0243

Dear Tom:

Pursuant to your October 19, 1999 letter to Bradley S. Carroll, enclosed is the
Spreadsheet to Calculate the Original and Revised Costs on Cyprus Contract for the
period of September 1997 through June 1999, Bates stamped TDR16194 through
TDR16196. This document is the continuation of Deposition Exhibit B that Mr. Johnson
testified to at his deposition on October 18, 1999.

ncerely,

8 3 al- 's

Raymond S. Heynnan
For the Firm

c c : B r ad l ey S .  C ar r o l l ,  E s q .
u:p/cyprussienita/ltrs/ulreich05.

O C T  2 8  ' 9 9  1 6 : 3 1 PFlGE.@2
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1 BEFORE THE ARIZONA CORPORATION COMMISS ION

Complainant ,

Docket No.

E-00000A-99-0243

Respondent .

Deposition of  RICHARD R. FRANKLIN

taken by the RESPONDENT at One South

Church,  su i t e  1000,  Tucson,  Ar i zona,

commencing a 1:25 p.m. ,  October 22,

1999 u

2

2

3

3 TUCSON ELECTRIC POWER COMPANY, )

4  an  Ar i zona corpora t i on , )

4 )

5 )

5 )

6  v s. )

6 )

7 CYPRUS SIERRITA CORPORATION, )

7 INC.  ,  a Delaware corporat ion, )

8 )

8 )

9 )

9

10

11

12

13

14

15

16

17

18

19

19

20

20

21

21

22 HUNT REPORTING

22 3442 EAST HAWTHORNE STREET

23 TUCSON, ARIZONA 85716

23 TELEPHONE: (520) 326-3371

24 1 (800) 545-6584

24 FAX: (520) 326-0209

REPORTED BY

NAOLA C. THIMESCH

RPR, NOTARY PUBLIC
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0006
1

RICHARD R. FRANKLIN,

having been first: duly sworn upon his oath to

tell the truth, the whole truth, and nothing but

the truth, testified as follows :

BE IT REMEMBERED that pursuant to

2 Notice of Taking Deposition in the above-styled and

3 numbered cause, the deposition of RICHARD R. FRANKLIN

4 was taken upon oral examination at the law offices of

5 Fennemore Craig, One South Church, Suite 1000, in the

6 City of Tucson, County of Pima, State of Arizona,

7 before me, Naola c. Thimesch, a Notary Public in and

8 for the County of Coconino, State of Arizona, on the

9 22nd day of October, 1999, commencing at the hour of

10 1:25 p.m. on said day.

11

12

13

14

15

16

17

18 BY MR. ULREICH:

19 Q- Would you please state your name for to

20 record.

21 A.

22 Q.

23 A.

EXAMINATION

Richard A. Franklin.

And your home address, Mr. Franklin?

11030 East: Tia Linda vista.

FRANKLIN, RICHARD (10/22/99) Page 6



9

16 Q. Okay. Why don't you tell me a little bit

17 about your education, Mr. Franklin?

18 A. I graduated from the University of

19 Arizona with a bachelor's of science in accounting.

20 Q. When was that?

21 A. 1971.

22 Q. Do you have any postgraduate work?

25 A. I've taken classes that -- Tucson

FRANKLIN, RICHARD (10/22/99) Page 9



0010
1 Electric has offered many master's classes .

4

5

Q.

A.

In what areas were those?

Business.

8 Q.

9 Finance?

10 A.

Any particular areas?

Management?

Management .

Accounting?

15 Q.

16 current employer?

17 A. Currently I am a consultant.

18 Q. For whom?

19 A. Arizona Electric Power Coop.

Where do you -- who's your

24 Q. And what do you do? What are your

25 responsibilities for Arizona Power Cooperative?

FRANKLIN, RICHARD (10/22/99) Page 10
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0011
1 A.

2 they give me.

3 Q.

4 What type of financial projects?

5 A. Mainly dealing with the deregulation of

6 the utility industry today.

7 Q- And how long have you worked for Arizona

8 Electric Power Cooperative?

Right at three years.

And before that, who did

I work on various financial projects that

9 A.

10 Q.

11 you work for?

12 A. Tucson Electric Power.

13 Q- I understand you left Tucson Electric

14 Power Company in 1996; is that correct?

15 A. Yes.

16 Q-

17 A.

Do you remember exactly when that was?

June 30.

FRANKLIN, RICHARD (10/22/99) Page 11



I

I
t

r

r
i

7 ,

8 , How long did you work for Tucson

9 Electric Power?

10 A. 20 -- a l i ttle under 25 years.

11 Q. So you made a career of Tucson

12 Electr ic?

13 A.

Q. » r -,.- . 4 .-_,_ J. .1 _- f f

Yes . Yes .

21 Q. Did you go straight from the University

22 of Arizona to Tucson Electric Power Company?

23 A. Yes, sir.

24 Q- When you left: Tucson Electric Power

25 Company in 1996, what was your position there?

FRANKLIN, RICHARD (10/22/99) Page 12



0013
1 A .

2 accounting.

I was manager of plant and operations

5 What exactly does that mean?

6 your responsibilities?

7 A. I was responsible for the accounting of

8 the fixed assets and the accounting of the yearly

9 operation and maintenance of the company.

Q. What were

FRANKLIN, RICHARD (10/22/99) Page 13



10 Q.

15 Was that part of your responsibilities,

16 to what accounts to book certain costs, whether they

17 be costs of fixed assets or operational and

18 maintenance costs?

19 A. Yes.

22 Q- How long were you the manager of plant

23 and operations accounting?

24 A. Three years .

FRANKLIN, RICHARD (10/22/99) Page 14



3

4

Q.

A.

Before that what was your prior position?

Supervisor of plant accounting.

9 Q- And prior to that, prior

10 to being supervisor of plant accounting, did you have

11 any other positions at Tucson Electric?

12 A. I was an accountant in the accounting

13 department.

15 A. Before that I was an internal auditor,

16 and before that I was a cost analyst in the

17 engineering department .

FRANKLIN, RICHARD (10/22/99) Page 15



12 Q.

24 A.

Who did you report to directly?

Karen Kissinger.

l

I
i
L

1

FRANKLIN, RICHARD (10/22/99) Page 17



I
I

r
t

1

7 And the tax return, okay.

B Now, in your department did you have

9 responsibility for f i l l i ng out FERC related forms,

10 like the FERC Form 1?

11 A. yes .

12 Q- Anything of that nature?

1 3 A . yes .

Q.

I

25 Q.

FRANKLIN, RICHARD (10/22/99) Page 19



2 I understand, Mr. Franklin, that you had

3 some involvement with the accounting changes that

4 went on at TEP as a result of the merger of Valencia

5 Energy Company into TEP back in 1996. Do you recall

6 that?

7 A. I recall, yes.

12 Q.

13 TEP?

Do you recall the merger of Valencia into

14 A. I believe that actually happened after I

15 left in June. Either very close or right after I

16 left. So to answer you, I don't recall exactly when

17 that happened.

18 Q. okay. Mr. Franklin, I'm going to ask you

19 to open this booklet up. We'll see if we can refresh

20 your recollection here. If you open the book up to

21 tab number 62. They're over there on the side.

22 A. Okay.

23 Q. This document appears -- do you recognize

24 this document?

25 A. It is the Current Generations. Yeah .

FRANKLIN, RICHARD (10/22/99) Page 20



0021
1 Q. That:'s a newsletter, an internal

2 newsletter at TEP; is that correct?

3 A. Yes .

4 Q- And was this widely distributed during

5 while you worked at TEP was it widely distributed at

6 the company?

7 A. Yes.

17 Does that refresh your recollection about;

18 the timing of the merger of Valencia versus when you

19 left TEP?

20 A. Yes |

21 Q- So it actually happened before you

22 departed at the end of June of l996?

23 A. Yes.

24 Q. If you would turn to Exhibit No. 82 .

FRANKLIN, RICHARD (10/22/99) Page 21



2 Q. Exhibit no. 82 appears to be an e-mail

3 from Karen Kissinger to some individuals. It appears

4 that your name is -- you were copied on this e-mail.

5 Do you recall -- do you recognize this e-mail? Have

6 you seen it before?

7 A. I really don't recall seeing this.

That is your name, though, that appears

Right u

14 Q.

15 on that?

16 A.

17 Q.

18 document is what?

19 A. Is May 31st, 1996.

20 Q. So it's fair to say that this is an

21 electronic mail memorandum essentially announcing the

22 merger of Valencia Energy Corporation into TBP; is

23 that correct?

24 A. Yes.

And the date on that

FRANKLIN, RICHARD (10/22/99) Page 22



17

18 Do you know what the subject matter is

19 over which TEP is suing Cyprus?

20 A. No.

Q.

FRANKLIN, RICHARD (10/22/99) Page 24



10 Q. Well, before I went off on that tangent,

11 we were talking about the merger of Valencia into

12 TEP, and we had established that it occurred on

13 May 31st, 1996, correct?

14 A. Yes.

is Q. And my understanding is that there were

16 some accounting changes that resulted from that

17 merger, and I believe earlier you testified that you

18 recalled that; is that correct?

19 A. Yes, sir.

FRANKLIN, RICHARD (10/22/99) Page 26



17

18 You have a specific recollection of there

19 being a certain effect on certain lease payments on

20 the accounting or booking of those lease payments as

21 a result of the merger of Valencia. You recall

22 having worked with that issue?

23 A. Yes.

24 Q. And, I guess, in a broader sense, you

25 were working to figure out how FERC accounting

Q.

FRANKLIN, RICHARD (10/22/99) Page 27



0g2guidelines would affect the booking of certain

2 charges, including these lease charges as a result of

3 the merger of Valencia?

4 A. Yes.

5 Q. So what I'm understanding is that the

6 costs were going to be booked differently before

7 the -- were booked differently before the merger than

8 they were going to be after the merger; is that

9 correct?

10 A. The issue was to try to understand

11 whether they should be booked differently.

1 3 A .

14. accountant.

I tend to be somewhat: of a FERC

I've done that for 25 years .

16 A . So that: was kind of my expertise was to

17 be sure that what we did was in accordance with FERC

18 accounting guidelines. And to also comply with any

19 generally accepted accounting procedures .

FRANKLIN, RICHARD (10/22/99) Page 28
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Q.16

17 So you said it was your role then to

18 figure out how co conform or comply with FERC

19 guidelines?

20 A.

21 Q.

Yes .

FRANKLIN, RICHARD (10/22/99) Page 29



2 My understanding is that you

3 were researching these particular issues for more

4 than just a couple of years; is that correct?

5 A. Yeah.

22 Q.

FRANKLIN, RICHARD (10/22/99) Page 30



r

Would that be fuel account: -- FERC 501

4 Do you recall where those lease

5 costs were being booked before the merger?

6 A. Well, I recall Valencia paying the lease

7 costs, and Valencia included the lease costs in the

8 price of fuel to Tucson Electric. So if you look on

9 at the books you will see those costs in the fuel

10 account.

11 Q.

12 account?

13 A.

14 Q.

15 Prior to the merger of Valencia, do you

16 recall why TEP was booking all of those costs in its

17 FERC account 501? Was that an issue you ever looked

18 into?

19 A. Yeah. We felt that Valencia was

20 basically a third-party supplier, and any costs that

21 they incurred for fuel would be considered FERC 501

22 costs. No different than if you were to go out into

23 the market and buy fuel and pay the lease costs of

24 the supplier that you get the fuel from. So we felt

25 that they were like a third-party supplier.

Yes . 501.

FRANKLIN, RICHARD (10/22/99) Page 31



2 Q- Do you know who made that initial

3 determination?

4 A. You're probably looking at in the early

5 '80s because Springerville unit one went into service

6 in 1985. So you're probably looking at somewhere

7 around that time. My boss was Carl Frund.

21 Q. Okay. When you took over, it: was
22 already -- when you went: into accounting and would
23 have had that sort of responsibil ity for these costs,
24 the determination had already been made --
25 A. Yes .

FRANKLIN, RICHARD (10/22/99) Page 36
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1 as to how those costs would beQ.

2 treated?

3 A. yes .

FRANKLIN, RICHARD (10/22/99) Page 37



19 ~_

20 Why don' t you open to tab

21 number 23 . This has been previously marked as

22 Exhibit 23 to other depositions. It:'s a memo to file

23 from Leonard Nehrmeyer dated June 18, 1996 .

24 A. Okay.

Q.

FRANKLIN, RICHARD (10/22/99) Page 39



3 Q.

5 The first thing I see under background

6 there it says you were researching the issue, which

7 is what we discussed for the collapse of Valencia,

8 correct?

9 A. Yes.

10 Q. And then it says for the SRP and for the

11 Nevada billing. Do you know what that means?

12 A. I assume it's the effect on the SRP power

13 sale and the Nevada Power sale.

17 Q. I understand that there was some dispute

18 there; is that correct?

19 A. Yes. I'm aware of the dispute with SRP.

20 I'm not sure I'm aware of the dispute with Nevada

21 Power.

22 Q. To the best of your recollection what was

23 the dispute with SRP?

24 A. SRP felt that the lease payment that we

25 were paying Valencia as part of the coal price should

FRANKLIN, RICHARD (10/22/99) Page 41



0042
1 have been booked into a FERC 507 account, which is a

2 demand side of the equation, and excluded from the

3 fuel .

13 Q.

19 My understanding was there was a

20 particular term in their contract that specified that

21 501 account was part of their energy charge for the

22 price of power that they paid. Do you have any

23 recollection of that?

24 A. Yes. Yes.
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10 Q. And how did you learn of this dispute?
11 How'd you first learn of it while you were at TEP; do
12 you remember?
13 A. Well, I believe that SRP came in and
14 audited TEP annually under this power sale agreement .
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18 Q- Number 10 is what's been previously

19 marked as Deposition Exhibit No. 10, and it appears

20 to be a memorandum from Karen Kissinger to various

21 persons, including Ira Adler, Tom Dewalder and

22 others.

23 Do you recognize this document,

24 Mr. Franklin?

25 A. yes. I'm sure I do.

FRANKLIN, RICHARD (10/22/99) Page 44
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1 Q.

2 A.

3 Q.

4 and a colon.

5 A. Yeah.

6 Q. And I see your name .

7 A. Right .

8 Q- And so you were probably copied on this?

9 A. Yes .

Okay.

Yeah.

If you look at the bottom there's a cc

You're sure you've seen it:?

FRANKLIN, RICHARD (10/22/99) Page 45



24 Q.

25 next page.

Why don't; we turn the page and go to the

It appears to be a memo and we're on

FRANKLIN, RICHARD (10/22/99) Page 46



°34Vha.~. been marked TDR -- it's Bates labeled

2 TDR12530, and it appears to be a memorandum from you

3 to Ms. Kissinger.

4 A. Yes.

5 Q- You recognize this document?

6 A. yes.

7 Q. And did you prepare it --

8 A. Yes.

9 Q- ~- the best you can recall?

10 And is that your handwriting? Is that

ll your signature next to your name at the top?

12 A. yes.

13 Q. And the subject matter is entitled FERC

14 fuel accounting Springerville coal. you see that?

15 A. Um-hum. Yes.

16 Q. And it says, "A couple weeks ago you

17 asked my group to do some research in the FERC

18 accounting for the Springerville coal and handling

19 costs if Valencia was folded back into TEP."

20 We're talking about the merger again?

21 Yes.

22 Potential merger.

23 So the date of this document is May 25th,

24 1994, correct?

25 A. Correct.

A.

Q.
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0048
1 Q. So TBP -- to the best: of your knowledge,

2 TEP was considering as early as 1994 the possibility

3 of merging Valencia back into TEP; is that right?

4 A. yes .
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3 Q. So when it says here in your memo that

4 you went and asked brief questions of EEl members in

5 Philadelphia last week, you meant that you went to

6 the plant accounting issue group at one of the EEl

7 conferences; is that correct?

8 A. Yes.

9 Q. And who were some of the participants

10 along with you, TEP? Who else was there? What other

11 utilities? Can you remember generally?

12 A. Generally most of the IRis belong to the

13 EEl. Obviously people like Southern California

14 Edison, Arizona public Service, Mid-west utilities,

15 East Coast utilities, from all over the country.

19 Q-

20 numbers?

21 -A.

22 at each meeting.

23 Q.

Do you know approximately how many in

Are we talking hundreds or --

Usually we had 100 to 150 members show up
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6 So my question to you is really: was

7 there more than one thing going on? Because on the

8 previous page we see some talk about the SRP and

9 Nevada Power billings, and on the next page we're

10 talking about a possible merger of Valencia back into

11 TBP, and I'm wondering how these issues related to

12 each other.

13 Were they interconnected or were they

What is your recollection at that14 separate issues?

15 time?

16 A. My recollection is that the merger or the

17 folding back of Valencia was a separate issue. Now,

18 along with that issue Karen was concerned about the

19 impact of that on the various power sale agreements.

20 Q- Do you know why she was concerned about

21 that?

22 A.

23 Q.

24 So part of Ms. Kissinger's job then was

25 to consider how accounting changes might affect power

I think it's as simple as doing her job.
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0f52ale contracts; is that your testimony?

2 A. As an executive --

3 Q- Okay.

4 A. I believe that's part of her

5 responsibility is to look at the overall impact of

6 anything that's done within the utility, to the

7 overall financial condition of the company.
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I

5 Q.

7 Let me read to you

9 from Ms. Kissinger's direct testimony in this docket.

lo She says on page 3, line 14, "During the

11 course of the early '90s questions were raised within

12 the company as to whether TEP's accounting for

13 Valencia costs was consistent with the accounting at

14 other public utilities with which TEP competed for

15 economy sales to wholesale customers."

16 Do you agree with that statement? Do you

17 recall in the early '90s questions being raised as to

18 the costs -- Valencia related costs?

19 A. I remember TEP's management being

20 concerned that we were competitive with other

21 utilities.

22 Q. Okay.

23 A. So in that vein, I think that kind of

24 ties into what Karen has said.
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16

17 Do you remember

18 anyone from any particular department at TEP raising

19 the issue?

20 A. Tom Dewalder was concerned about

21 comparable costs between Tucson Electric and other

22 utilities within this region.

23 Q. Okay. And at the time you recall him

24 being concerned about this, what was his title at

25 TBP? Do you know what his position was?

Q.
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1 A .

2 production.

I think he was vice president of power

14 Q.

24 Seems to me t:hat:'s just; simply saying

25 what you've told me, is that right, that Tom Dewalder
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Yes .

0356as concerned about how competitive the prices

2 were --

3 A.

4 Q.

5 A. Yes.

6 Q- And in particular, as to Valencia,

7 because Valencia's costs appeared to be a little bit

8 high? Is that your recollection, general

9 recollection of that?

10 A. yes. Let me clarify that, though.

11 Q- Sure.

12 A. When you say Valencia appeared to be too

13 high, well, if you only looked at fuel -- and I know

14 this was an issue that Tom dealt with many times, is

is without Valencia the lease costs were being accounted

16 for in rents.

17 And if you started doing comparisons

18 between utilities, you find that the lease type costs

19 for fuel facilities in other utilities are accounted

20 for as FERC 507.

on the market?
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2 0 Q . So it's f air to say then that, i f I

21 understood you correctly, it was important to at

22 least Tom Dewalder, who you said -- where did

23 was in power production?

24 A. Yes .

25 Q. In that department .

he
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1 It was important for him and his

2 department that there be a correct understanding of

3 the FERC account 501 costs at Valencia as compared to

4 fuel costs at other plants; is that right?

5 A. As compared to fuel demand costs in other

6 plants.

9

10 Not just with respect to TEP but with

ll respect to other utilities; is that right?

12 A. Yeah.

13 Q. And what role at TEP does power

14 production where Tom Dewalder works -- what do they

15 do? what is their responsibility in the power

16 production department, as far as you know, at least

17 as of the time you worked there?

18 A. They produced the -- they generated the

19 power.

20 Q- Okay.

21 A. That is sold by Tucson Electric.

22 Q. So it's in their interest to keep -- as

23 in any other -- as anybody else at TEP, in their

24 interest to keep as much power being sold as

25 possible; is that correct?

Q.
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1 A. Yes .

18 Q- So Ms. Kissinger asked you to do some

19 research on utilities accounting, and what was going

20 on with Valencia's FERC 501 account?

21 A. Yes .

22 Q. Do you recall if this was before or after

23 Tom Dewalder had figured out what was going on?

24 A. I think it's about the same time .

25 Q.

FRANKLIN, RICHARD (10/22/99) Page 59



0060
1 So it may have been then Ms. Kissinger

2 was reacting to what Mr. Dewalder had figured out and

3 asked you to do some research?

4 A. It very well could be, but I don't know.

that you reference

yes .

on TDRl2530?

7 Q. It says, "The manager, " meaning you, I

8 imagine, "attended an Edison Electric Institute plant

9 accounting meeting and asked his peers at other

10 companies how they accounted for the various parts of

ll fuel expense."

12 Do you recall having done that at the

13 meeting that you went to --

14 A. yes.

15 Q.

16 A.

17 Q.

18 A.

19 Q.

Yes .

24 So I imagine that meeting would have

25 taken place sometime about the third week of May of
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1 1994; is that correct?

2 A. Probably.

3 Q. Do you remember who these peers are that

4 you may have talked about with -- would these be the

5 same companies you talked -- where you mentioned

6 earlier, Aps, Southwest Cal Edison and the

7 Mid-western and Eastern power companies? Is that who

8 you would have spoken to about the issue?

9 A. I'm not recalling exactly who, but they

10 could be in that group.

13 Q.

14 asked them?

15 A. I believe the question was, how does your

16 company account for fuel, and what do you do with any

17 lease payments that you have associated with fuel.

18 Q. And what was the general answer to your

19 question, if you can recall?

20 A. Boy, I think the general answer complied

21 with FERC principles. It seemed to me that some

22 companies were doing one thing, other companies were

23 doing another. But the majority of the people or the

24 utilities were complying with FERC accounting.

Do you recall what you did, what you
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5 Q- So when you returned from your little

6 stint there in Philadelphia at this EEl meeting, did

7 you report your findings to anybody?

8 A. Through this memo .

13

14

Q.

A.

So you reported then to Ms. Kissinger?

Yes .
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14 Q. In your conversation with these other

15 utilities, you didn't find anyone who had a similar
16 setup, where an affiliate was -- where the company

17 was purchasing?

18 A. no, I did mc.

\
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19 So this is my question to

20 you. when you asked this question of your peers, did

21 they say, if we had the same setup as TBP, we would

22 be doing what TEP is doing, or did they say something

23 different?

24 A. no. They did not say what TEP is doing

25 because I didn't explain that. All I asked is, if

Q.
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1 you had this situation, what would you do, and their

2 answer was, we would comply with FERC accounting

3 procedures .
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2 Q- So you didn't 'cell them how TEP was

3 accounting?

4 A. No. No.

5 Q- And they didn't tell you how they would

6 account for it, other than to say we would comply

7 with FERC?

8 A. Correct .

FRANKLIN, RICHARD (10/22/99) Page 68



7

8 From EBI you

9 learned that none of your other peers has this

10 situation, the relationship of Valencia to TEP,

11 correct?

12 A. Correct.

13 Q- And they told you, hey, if we had your

14 situation of TBP versus Valencia, what we'd do is

15 comply with FERC, correct?

16 A. Right.

17 Q. And they also said, you know, we

18 usually -- when we're recording our costs, we usually

19 stop recording costs at the rotary dumper. And you

20 testified earlier that that was something you learned

21 from these particular individuals?

22 A. yeah.

23 Q. And that complies with FERC?

24 A. Right .

25 Q. Now, after learning all of this

Q.
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0373nformation, at any time thereafter did you wonder,

2 well, why aren't we billing fuel costs right -- are

3 we stopping fuel costs or stopping recording fuel

4 costs or costs as fuel expenses once they reach the

5 rotary car dumper? Did you ever wonder that? Why

6 aren't we doing that like the other utilities are

7 doing?

8 A. I didn't wonder that because of the

9 ownership of Valencia of those f facilities.

25 Q. So in your mind all the costs were, in
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1 fact, fuel?

2 A. yes.

3 Q- But there were, in fact, lease costs and

4 other capital costs embedded in those costs?

5 A. yes.

6 Q. well, you mentioned earlier that it was

7 important to you, being, as what you considered,

8 practically an expert in FERC compliance, I think you

9 said, from your experience?

10 A. yes.

11 Q. That you considered yourself very

12 experienced in FERC accounting; is that right?

13 A. Yes.

14 Q. And you said it was important to comply

15 with FERC accounting, right?

16 A. Yes.
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25 Q. In your opinion, would TEP have been in
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074compliance with FERC guidelines, even if it had not

2 embedded those lease costs and other capital related

3 expenses in its FERC account 501 prior to the merger

4 of Valencia?

5 A. I think they could have done that, yes.

6 Q. So they could have done it either way; is

7 that your testimony?

8 A. I think so. I think so.

FRANKLIN, RICHARD (10/22/99) Page 74



w

8 Q. So then the substance of the cost, the

9 fact that it was a lease or a capital cost gave way

10 to the concern that there was this other affiliate or

11 a third party that was providing the cost; is that

12 right?

13 A. Yes . Yes .
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1 Q.

11 So I guess because you noted that other

12 people were cutting off their costs at the rotary car

13 dumper and not including handling related charges --

14 is that correct -- you decided or someone decided for

15 you that you should research the issue for them?

16 A. It's vague, but, yeah, I recall that

17 vaguely.

18 Q. And Ms. Kissinger says, line 2, "He

19 informed me, " meaning you, Rick, " informed me that

2o the staff researched through records of FERC audit

21 filings made public by FERC and other available FERC

22 sources, and that we could find no guidance beyond

23 what appeared in the instructions to FERC account

24 501. " Does that sound correct?

25 A. I remember doing that, yes.
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16 Q. Did you make the actual decision __ did

17 you participate in the decision of whether or not TEP

18 should change the structure of how it was making the

19 costs or booking the costs after Valencia was merged?

20 A. I researched the data.

21 -Q. Okay.

22 A. Did I make the decision to do it?

23 don't think so.

24 Q. Who would have made that decision; do you

25 know?

I
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1 A.

2 Karen Kissinger.

3 Q. And the results of your research then are

4 this memo to Ms. Kissinger dated May 25th, 1994?

5 A. Yes.

I think that was more on the level of

i

13 Q. Looking back then, Mr. Franklin,

14 beginning with your memo that's been marked as

15 TDR12530, these are the results of your research,

16 correct?

17 A. Yes.

18 Q- And what you concluded -- you listed

19 current accounting on this page.

20 A. Yes.

21 Q. And all these accounts you listed, this

22 all goes to 501, I imagine; is that correct? FERC

23 account 501?

24 A. Yes.

25 Q. And then if you turn the page to.what's
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°388een marked as TDR12531, it says, "Accounting change,

2 Valencia folded to TEP. " Number one, you have fuel

3 inventory, FERC account 151.

4 A. Yes.

5 Q. what was the purpose of setting up a

6 separate account 151, if you recall?

7 A. Oh, okay. The inventory pile at

8 springerville was previously owned by Valencia. So

9 to properly account for the inventory of fuel at the

10 site, FERC account 151 was necessary.

11 Q- Because TEP would now own fuel inventory;

12 is that correct?

13 A. Yes.

14 Q- And it says under that about midway down,

15 "These costs will be transferred to FERC account 501

16 as the fuel is burned by Springerville units one and

17 two."

18

19 means?

20 A. Well, when TEP would purchase the fuel,

21 the fuel would go into FERC account 151.

22 Q- Okay.

23 A. And as the fuel went into the silos and

24 was burned, there was a transfer from 151 to 501 fuel

25 expense.

Would you explain that to me, what that
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Q- Because it was no longer inventory?

2 A. No longer inventory.

3 Q- It actually became fuel?

4 A. Yes.

5 Q- And then number two, "Fuel stock expenses

6 undistributed FERC account 152, separating and

7 maintenance expenses associated with the fuel

8 handling operation would be charged to FERC account

9 152."

10 Could you explain that to me?

11 A. According to the FERC principles, any

12 handling associated with the fuel, as it goes -- as

13 it is being burned should be accounted for in FERC

14 account 152.

15 Q- Okay.

16 A. And under the same scenario as 151, as

17 the fuel is burned, then a pro rata share of those

18 152 costs will be also charged to 501.

0081
1

22 Q. If you turn the page to what's been

23 marked as TDR12532. It:'s 'the next: page. Lease costs

24 FERC account 507. This is what we talked about

25 earlier; is it: not? It says, "FERC aquiries the
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Ogaiease costs associated with non-transportation

2 equipment for production plant be charged to FERC

3 account 507, rents. " We've previously discussed this

4 issue, correct?

5 A. Yes.

6 Q- And number four, "Property tax,

7 non-transportation equipment, FERC account 408."

8 Would you explain that to me.

9 This is the property tax associated with

10 the -- actually the coal handling facilities,

11 excluding the transportation equipment.

12 Q. Okay. And previously all of these were

13 charged to FERC 50l?

14 A. Yes. Under the Valencia/TEp scenario.

15 Q. But now they would go to FERC account

16 408, correct?

17 A. yes.

A.
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17 Q. And you mentioned earlier you were

18 familiar with the SRP dispute, correct?

19 A. Yes .
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8 Q. -- Mr. Franklin, I believe you actually

9 submitted an affidavit as part of that court case -

10 or not court case, but FERC case.

11 A. FERC case.

12 Q- Do you recall that?

13 A. Yes.

14 Q. And it appears in your affidavit that you

15 basically testified to the fact that you believed TEP

16 was properly accounting for FERC 501 costs the way it

17 was, with Valencia existing the way it did, in

18 relation to TEP at the time; is that correct?

19 A. Yes. I haven't read that in many, many

20 years.
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8 Okay. That's fine.

9 Mr. Franklin, if you would turn to page 5

10 of your affidavit. It's been marked TDR12759. Just

11 above paragraph 18 there. It says, "of the

12 3.9 million dollar amount claimed by SRP, which

13 includes lease payments and property taxes related to

14 all of the coal handling facilities, 1.9 million

15 dollars or S0 percent of such amount relates to the

16 coal transportation equipment."

17 Is that a correct statement?

18 A. Yes.

19 Q- So I gather then there was another

20 so percent -- there must have been -- what was the

21 other 50 percent? If 50 percent was transportation

22 and equipment, was the other 50 percent the lease and

23 handling related charges or --

24 A. Yes. The fuel handling facilities, the

25 rotary car dump, all of the other handling

Q.

FRANKLIN, RICHARD (10/22/99) Page 87



0088
1 f facilities.

2 Q. Sir, are you familiar with the decision,

3 the resolution of this particular case, the SRP case?

4 Do you know how it turned out?

5 A. Yes, I do. In detail, no.

9 Q.

10 happened?

11 A. My understanding is FERC decided not to

12 hear the case as not having merit .

13 Q. As not having merit?

14 A. Yeah.

Well, what is your understanding of what

17 Q. Sir, would you open up to tab 9 in your

18 notebook there. It's what's been previously marked

19 as Exhibit 9 to these depositions.

20 The first page will say Request Number

21 Two of the Third Set, and if you turn the page, this

22 is actually a copy of the SRP decision from the FERC.

23 A. Okay.

24 Q- you see that?

25 A. Yeah.
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7 Q. If you'd turn to -- it looks like there's

8 a f ax page, number 4 at the bottom. It's TDR12578.

9 A couple pages in there.

10 A. Okay.

11 Q- Okay. And if you'll look right below

12 where it says 18cFR101.

13 A. Yeah.

14 Q. It says, "Tucson maintains that all of

15 the costs of Valencia coal handling facilities,

16 including capital lease and financing costs, fall

17 within the account number 501 category of handling,

18 thereof up to the point where the fuel enters the

19 first boiler plant bunker. While Tucson interprets

20 the accounting regulation in a manner which may not

21 be inconsistent with its precise terms and

22 instructions, we find, however, that such a reading

23 would defeat the purpose of account number 501."

24 Do you see that?

25 Yeah, I do.A.
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Q. Well, in fact, Mr. Franklin, this

2 decision goes on to decide that on a going-forward

3 basis Tucson Electric Power Company, had it retained

4 the Valencia relationship that it did, could not

5 continue to account for those certain lease costs and

6 other capital related costs the way TEP had done, as

7 you stated earlier, in compliance with the FERC

8 guidelines.

9 Are you familiar with that, that aspect

10 of the decision?

11 A. No.

12 Q- So all you knew was that SRP's complaint

13 was denied?

14 A.

0090
1

Yes.
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2 Q. From your reading of that portion of the

3 decision -- and do you want' to specify for the record

4 which portion that was?

5 A. I read starting with page 12578 -- starts

6 with 18CFR, that piece that is talking about costs

7 within 501.

8 Q. Okay. And in your opinion from reading

9 this decision, did FERC agree with your

10 interpretation, or TEP's interpretation, of the

11 FERC 501 account and the way it was booking its costs

12 at the time Valencia existed?

13 A. It doesn't look like they did.
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1 Q.

4 After you issued that memo, what

s happened? Did Karen come see you about it, or did

6 she just say, thank you, Rick, I'll deal with it from

7 here?

8 A. Well, the Valencia merger -- I'm not

9 really sure why, but it was postponed.
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7 I'm having you look at what's been marked

8 as Exhibit No. 77 to this deposition. It appears to

9 be an electronic mail memorandum from Nancy Juarez.

10 Do you know who that is, Mr. Franklin?

11 A. yes.

12 Q. who is that?

13 A. Nancy is Karen Kissinger's secretary.

14 Q. And you appear to be one of the

15 recipients of this letter; is that correct?

16 A. yes.

17 Q- Along with a whole host of other people.

18 I see Todd Clark's name, Leonard Nehrmeyer. We know

19 who those individuals are. Who is David Lamoreaux,

20 L-A-m-o-R-E-A-U-x?

21 A. David is one of the attorneys that worked

22 for Tucson Electric during that time.

23 Q.

25 And Dawn Sabers? Who was that?
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1 She was a financial accountant that

3

4 was?

A.

2 worked for Karen Kissinger.

Q. And Dave Bennett? Do you know who he

5 A. He was the fuel manager.

6 Q- Fuel manager. If you know, what does the

7 fuel manager do? What are his responsibilities?

8 A. He procures fuel for the company.

13

14

IS procurement area.

16 Q- And they were -- Karen Kissinger was

17 copied on this. And then it says, "Subject:

18 Valencia Energy Company. " The date is Monday

19 December 4th, 1995.

20 A. Yeah.

Q.

A.

And Theresa Mead?

Theresa worked with Dave in the fuel
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1 Q.

3 It says here, "After reviewing everyone's

4 schedules, it looks like Friday December the 8th will

5 be a good time to have the above-referenced meeting."

6 Do you know what meeting this is

7 referring to?

8 A. I really don't.

9 Q. Okay. You wouldn't know if -_

10 A. It is says Valencia Energy meeting, but

11 other than that I don't know the specifics of what

12 happened.

Dave

The

14 Could I have you turn to Exhibit 73,

15 what ' s been previously marked as Deposition Exhibit

16 No. 73, and it appears to be an electronic mail

17 memorandum from you to Jim Dickens, Leonard

18 Nehrmeyer, Harold Senske, and Karen Kissinger.

19 Bennett and Arie Hoekstra are copied on this.

20 date on the memo is Thursday, April 25th, 1996.

21 Do you recognize this document?

22 I think so.A.

25 Q.
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3 why don't you tell me who those

4 individuals are and what they do at TBP.

5 A. Harold Senske was an accountant assigned

6 at Springerville. He was actually physically located

7 at Springerville.

8 Q. Okay.

9 A. Jim worked in Tucson, but he handled the

10 coordination of the Springerville costs tied into the

11 Tucson accounting system.

12 Q. So he would have dealt with the merger

13 issue then, the change, the accounting change?

14 A. Yeah. He would have dealt with the -- he

15 would have dealt with basically the transfer costs

16 from the Springerville site --

17 Q. Okay.

18 A. -- to TEP's accounting system.

19 Q- And it says here you had a meeting with

20 them to discuss the following accounting items to be

21 completed for the coal handling transfer to TEP.

22 I imagine that means for the Valencia

23 transfer; am I correct?

24 A. Yes.

25 Q- It says, "Jim and Leonard are currently
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0g98orking on the journal entries to transfer balances

2 to TEP books, " correct?

3 A. Correct.

4 Q- Okay. So Jim Dickens and Leonard

5 Nehrmeyer --

6 A.

7 Q.

8 those?

9 A. Yes.

10 Q- And it says, "Yesterday we had a

11 meeting"; so that must have been Wednesday,

12 April 24th?

13 A.

yes .

-- is that: correct, were working on

Must have been.

18 Q. But at: that time, I assume, these various

19 individuals were working on these accounting issues?

20 A. Right .

21 Q- So it appears that it was pretty well

22 known, at least among these individuals, that there

23 were going to be some accounting changes that would

24 affect the FERC account S01 --

25 A. Yes .
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1 Q- -- at this particular time, which would

2 be around late April 1996?

3 A. Yes.

4 Q.

s

6 1994 - -

7 A. yeah.

8 Q. -- to Karen Kissinger, other than Karen

9 Kissinger, at that time was there anyone else that

lo was involved that you can recall who would have known

11 about those issues in 1994 and the results of your

12 conclusions in your memorandum?

13 Do you know of anyone else who you would

14 have shared that information with?

15 A. well, I don't quite understand.

16 Q- I see there's a Bill Elias, Elias,

17 E-L-I-A-S. Do you know that name?

18 A. Yes.

19 Q. Okay. What department did he work in?

20 A. He was in the rate department.

21 'Q- He was in the rate department?

22 A. Yeah.

23 Q. Was Joe King also in the rate department?

24 A. Yes |

25 Q- Was Bill Elias Joe King's boss at the

When you wrote your memorandum back in
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So Bill worked for

0100
1 time, if you know?

2 A. Other way around.

3 Q- Other way around.

4 Joe King in 1994?

5 A. Yes.

6 Q- So as early as 1994 people in the rates

7 department would have been familiar with the

8 accounting changes that would take place in the FERC

9 account if the Valencia merger took place?

10 MR. CARROLL: I object to the form.

11 Go ahead.

12 BY THE WITNESS:

13 A. That's fine.

14 BY MR. ULREICH:

15 Q.

16 Let's move on and just go to the --

17 return to Exhibit 73. Number 2 on your e-mail here

18 says, "Inventory accounting after transfer to TEP

19 will be done by Jim D. " Is that Jim Dickens?

20 A. yes.

21 Q. "Using the same methodology that is

22 currently in place after Valencia."

23 A. Yes;

24 Q. All right. Then it continues there.

25 Item number 3 says, "Jim to set up meeting to discuss

I believe so.
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Roiaw accounts and activities for the Springerville
2 coal facilities."

3 A. yes.

4 Q. Do you know at the time if those new

5 accounts are the same accounts that you referenced in

6 your 1994 memo?

7 A. They were under the same theory, yes.

8 Q. So at that time it appeared, at least,

9 they were going to adopt your recommendations?

10 A. yes.

11 Q. And then there's a parenthesis and it

12 says w. Fasel,

13 . Is that Wayne Fasel?

14 w. Fasel, Wayne Fasel?

15 A. Yes.

16 Q. Who was he, if you know?

17 A. He was an administrative person located

18 at the Springerville plant.

19 Q- Okay.

20 A. I think he worked for Dave Bennett as

21 part of the fuel group.

I s
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19 Q- we've heard testimony from Karen

20 Kissinger, and I think from Leonard Nehrmeyer, that

21 there were some -- there was some confusion in

22 accounting as to what the changes actually were in

23 getting them implemented. Is that the same as your

24 recollection?

25 That the accounting changes that took
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Ooglace as a result of the Valencia merger, that there

2 was confusion in the accounting department as to how

3 to implement those? Do you have any memory of that?

4 A. No, I don't.

5 Q. So there wasn't -- do you know -- did it

6 seem to you that there wasn't any confusion?

7 A. It seemed like it was clear before I

8 let t.
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3 Q. I'm reading from Karen Kissinger's direct

4 testimony in this docket.

s A. Okay.

6 Q- Page 4 beginning on line 15, the question

7 is, "Well, when was Valencia merged into TEP?" And

8 her response, "Valencia was merged into TEP on

9 May 31, 1996, and TEP's books and records reflected

10 that change effective June 1, 1996."

11 Do you understand that to mean that the

12 accounting changes took effect June 1, 1996?

13 A. Yes.

14 Q. And do you have any reason to dispute

15 that?

16 A. No. No, not at all.

17 Q. If you go down to number 6 on your

18 e-mail -- we're on TDR13966, which is Exhibit no. 73.

19 It says, "The following preliminary accounting for

20 expenses was discussed. " Under A it says, "o&M,

21 lease costs, property tax. " It says E-C-T. Is that

22 supposed to be an et cetera, ECT; do you think?

23 A. Yes.

24 Q- "Associated with rail facilities will be

25 a charge to account 152 and allocated to 501 based

FRANKLIN, RICHARD (10/22/99) Page 104



0105
1 upon coal burn."

2 Is that the same as what we discussed in

3 your May --

4 A. Yeah.

5 Q. -- 1994 memo?

6 A. Um-hum.

7 Q. Okay. And B says, "Operation costs of

8 coal inventory area will be charged to account 152

9 and allocated to account 501 based on burn."

lo Is that the same as what you discussed in

11 your May '94 memo?

12 A. Yes.

13 Q. Under c it says, "Operation costs of

14 transferring or moving coal from inventory to silo to

15 be burned will be charged to account 501 directly."

16 was that addressed at all in your --

17 A. I don't believe so.

18 Q- Under D it says, "Lease costs associated

19 with coal handling facilities will be charged to

20 account 507 rents. Also a pro rata portion of the

21 deferred lease costs should be allocated to 507."

22 That was addressed in your May '94 memo;

23 was it not?

24 A.

25 Q.

Yes .

And after E it says, "Maintenance costs
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Oogssociated with coal handling f facilities will be

2 charged to account 512."

3 Do you recall if that was reflected in

4 your memo?

5 A. I don't believe so.

9 Q- Do you have any recollection -- would

10 that be the same accounting as it was under Valencia,

11 or would that have changed?

12 A. That would change.

13 Q- So those costs, prior to the merger of

14 Valencia, the maintenance costs associated with coal

15 handling facilities would have been charged to

16 account 50l?

17 A. Yes.

18 Q. If you'll turn to Exhibit Number 63.

19 It's marked TDR13159, and it's previously marked as

20 Deposition Exhibit 63. It's a memorandum from

21 Leonard Nehrmeyer to Jim Dickens.

22 Have you seen this memo before?

23 A. My name is on it. I don't specifically

24 remember this one.

25 Q. Well, if you read along with me right at
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°3°Zhe top there it says, "As you are aware, we have met

2 several times to discuss the accounting for

3 collapsing Valencia."

4 Is that a correct statement to you, from

5 your recollection?

6 A. Yes.

7 Q. So you had met on several occasions

8 during the spring of 1996, I imagine?

9 A. Yes.

16 Q. And if you go down to the second to the

17 last paragraph on that page it says, "I'm concerned

18 that the Valencia collapse will be here before we

19 know it, and we will have no time to think about the

20 entries; so we need to be as prepared as possible

21 before that day comes. I know that you are busy with

22 other things, but I think, and I hope, that you will

23 agree that the impending Valencia collapse is a high

24 priority that we need to address immediately."

25 A. Um-hum.
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1 Q. My question to you is: In your opinion

2 was the collapse of Valencia a high priority at that

3 time, May 14, l996?

4 A. I think it was, yes.

5 Q. To you or to TEP?

6 A. To TEP.

7 Q. And were the accounting changes that went

8 along with that merger -_ were those also considered

9 a high priority at TEP -_

10 A. yes.

11 Q. -- in May of 1996?

12 A. Yes, in order to make the transaction

13 complete.

14 Q.

15 A.

16 Q.

If you'll turn to Exhibit 81.

Uh-huh.

18 What's been previously marked as

19 Deposition Exhibit 81 is in front of you. It's a

20 Tucson Electric Power Company meeting to discuss

21 accounting issues, VEC merger with TEP, May 15th,

22 1996 agenda. Do you recall having such a meeting?

23 A. Not specifically.
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1 Q. If you'd just take a minute and look at

2 the agenda and tell me if there' s anything you can

3 remember from that meeting, I 'd appreciate it.

4 Is there anything that stands out in your

5 mind?

6 A.

7 specifically, no.

8 Q- I believe if you turn the page you'll see

9 an e-mail. It's got your name at the top. We're

10 looking at TDR13965. It says Franklin, Rick on top.

11 A. Um-hum.

12 Q. And it appears to be an e-mail printed

13 off your printer, is that correct, off your computer?

14 A. Yes.

No . I mean the issues are typical, but
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20 Q. Sure. And I imagine that "yesterday we

21 had a meeting" probably refers to this May 15th

22 meeting? Was that --

23 A. Yeah, it: must.
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Q. If you'll turn quickly to Exhibit 78,

2 what's been previously marked as Deposition Exhibit

3 No. 78, and it appears to be an electronic mail

4 memorandum from Jim Dickens to Leonard Nehrmeyer, but

5 you're copied on this; is that correct?

6 A. Yes.

7 Q. "These items should be cleared up in

8 today's meeting," and that's marked May 15th, 1996.

9 So I imagine those are the same issues that we talked

10 about that are on the agenda as well as referenced in

11 this e-mail?

12 A. Yes.

0112
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16 Q.

23 Okay. In front of you you have what:'s

24 been previously marked as Exhibit No. 61 and Exhibit

25 No. 25. Do you recognize these documents,
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l Mr. Franklin?

2 A. I think so.

3 Q- They appear to be a memo from Leonard

4 Nehrmeyer to you; is that correct?

S A. Yes.

r

13 Q- Is that your handwriting?

14 A. Yes.

15 Q. Okay. Do you have any idea what the okay

16 means, what it refers to?

17 A. I think Leonard is proposing a question,

18 and I think his solution is correct.

19 Q. okay. This would be similar to what we

20 saw in your May 25th, 1994, memo; is that correct?

21 A. Yes.

22 Q. And if you move down, there' s another

23 notation. Is that your handwriting, too?

24 A. Yes.

25 Q- It says, "Not 502."

s

Could you tell me

\
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1 what that's about. It's not a "not: okay." It:'s a

2 "not 502" with a question mark. Do you know what you

3 meant to imply there?

5 A. I don't, other than I don't agree with

6 this FERC account .

7 Q- You don't -- okay.

8 what he's chosen --

9 A. Yeah.

You don't agree with

15 Q- Okay. That:'s all right. If you' l l  turn

16 the page on both of your exhibits, 25 and 61, there's

17 a note that says "inside plant 502" and "disposal

18 501." Is that your handwriting, too?

19 Yes.A.
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8 Q.

l
I

1 1 But: on Exhibit 61 we still have a

12 couple of extra pages .

13 A. Yeah.

14 Q.

16 If you'll skip to the very last page,

17 after the FERC definitions which is marked TDR13957,

18 it says at the top, "Fuel Materials and Supplies."

19 Do you see that, Mr. Franklin?

20 Yes .A.
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2 2 Q . It says, "The company used the wrong

23 accounts to record the cost of removing ash from its

24 generating station. The company recorded the cost of

25 removing ash in units 4 and S in account 501 fuel."
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°11§§m later on it says, "The findings were that the
2 company' s accounting for ash handling expenses was

3 not consistent with the following requirements."

4 this referring to Tucson Electric Power Company?

I don't bel ieve so.5 A.

6 So this was never an issue for Tucson

7 Electric Power Company, the ash handling, the

B accounting treatment of ash handling?

9 why it would be attached to this memo to you.

I'm wondering

Mr. Frankl in, let me help you out here .

11 If you'll turn back to the memo in Exhibit No. 61,

10

12 the second page, TDR13953

13 Yes .

-- and i t says about a quarter of the way

15 down, question, "Should the ash removal be charged to

14

16 account 501 or account 502 . II And it says, "I

17 reviewed" and I imagine this is Leonard Nehrmeyer

I t says, "I reviewed the FERC audit issues18 speaking.

19 dated September 1994 . ll Is that what you think this

20 is?

21 A. Yes .

"Which described a company recording cost
\

23 of ash removal to account 501 fuel."

22 Q

24 Okay. So this part i cular  page is

25 probably from that December ' 94 FERC compliance audit

A.

Q.

Q.
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1 issues?

2 A. Probably.

3 Q. And this is probably that case study that

4 he's referring to?

5 A. yes.

6 Q. And it says, "The findings were that the

7 company's accounting for ash handling expenses was

8 not consistent with the following requirements. " And

9 then later on at the bottom of the page just before

10 the carbon copy, the cc there _-

11 A. Yeah.

12 Q.

16 So my question to you is: How did that

17 relate to what was going on with TEP at the time, if

18 you know? was there not an issue about how to deal

19 with ash handling?

20 A. I'm sure that in the merger of TEP and

21 Valencia that was an issue of what to do with the ash

22 handling.

23 Q.

24 A.

25 Q.

Okay.

Before, I don't: think it: was an issue.

So before the merger it was not an issue?
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1 A. Yeah.

2 ash disposal .

3 Q. Right .

4 A. After the merger, TEP would take care of

5 the ash disposal .

6 Q- Okay. so it's your testimony then that

7 TEP was correctly treating its ash handling expenses

8 prior to the merger of Valencia into TEP?
9 A. Yes .

Because Valencia took care of the

Q.18

19 How about -- why don't we skip back to

20 Deposition Exhibit no. 26. It's document number

21 13 -- or TDR13629. It's an electronic mail

22 memorandum from you, it appears, to Frank Cook, Jim

23 Dickens and Leonard Nehrmeyer. Frank appears to be a

24 new name. Who is Frank Cook?

25 A. Frank was an accountant that worked for
a
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1 me that worked on depreciation.

2 Q. with respect to the Valencia merger?

3 A. Well, it was with respect to TEP.

13 Q.

16 It says, "We are going to meet in my

17 office on 6/3 at 8:30" -- I imagine that's a.m. --

18 "to discuss the journals and other issues associated

19 with the Valencia dissolution."

20 This is on June 2nd, and you're talking

21 about a June 3rd meeting; is that correct?

22 A. yes.

23 Q. Other than the journals, do you know what

24 the other issues associated with Valencia dissolution

25 were? Is it the same accounting issues?
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1 A. Well, with Frank being involved, it

2 probably had to do with the transfer of any plant

3 assets --

4 Q.

5 A.

Okay.

-~ into TEP's books .

10

ll Could I have you turn to Exhibit 24.

12 It's just a couple back. I'm having you look at

13 what's been previously marked as Deposition

14 Exhibit 24. It's TDR13271 through 272.

15 This is a memo. It says to you from

16 Leonard Nehrmeyer. It looks eerily familiar. It

17 looks somewhat like what we've seen before.

18 A. Yes.

19 Q.

Q.

21 Can you tell from this whether this is

22 Mr. Nehrmeyer ' s updated memo to you based on your

23 comments on what we saw in Exhibits, I believe, 25

24 and 61?

25 A. I don't know if it is or not.
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Q. Do you have any recollection?

2 A. Yeah, it does look like he has

3 incorporated some of these comments because there is

4 a section over here called disposal.

5 Q. When you say here, do you mean TDR13272

6 at the bottom there?

7 A. Yes. Yeah. Look at page 2, halfway

8 down. There's an area called residual disposal

9 through account 501. And if you look at my comments

10 on TDR13952, that would be that would incorporate

11 those comments.

12 Q- Great. And on that same page, TDR13272,

13 I see some people received courtesy copies of this

14 memo, Todd Clark, Dawn Sabers, Harold Senske and Jim

15 Dickens and Wayne Fasel.

16 A. yes.

0122
1

20 Q. But obviously all these people knew what

21 was going on in the way of accounting changes?

22 A. Yes. To my knowledge .

23 Q.
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2 This is what's been previously marked as

3 Deposition Exhibit No. 28, beginning with the number

4 TDR12511, and it appears to be a memorandum or a

5 letter from Karen Kissinger, I believe, to Mr. Paul

6 Bullis. Have you seen this document before?

A. I don't believe I have. But I'm not7

8 sure.

9 Q. Would you turn to page 3, which is

10 TDR12513, and about two-thirds of the way down you'll

11 see where it says, "Impact on TEP's stand alone and

12 consolidated income statement of the merger."

13 see that?

14 A.

Do you

Yes .

FRANKLIN, RICHARD (10/22/99) Page 123



0124

19 Q. Approximately one-half of the lease

20 costs -- or "one-half of the lease and property tax

21 costs will not qualify as fuel costs pursuant to the

22 FERC Uniform System of Accounts."

23 That seems pretty consistent with your

24 memorandum of May 25th, 1994, and your affidavit in

25. the SRP case; is that correct?
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1 A. Yes; that is correct.

13 Q. Okay. If you turn a few more pages.

14 Let's go past the memo to -- there are some documents

15 that are attached. Begins with TDR12517 and it has a

16 schedule A up at the top. If you'll flip to the very

17 next page marked TDR12518. Do you recognize this

18 document?

19 A. no, I don't.

20 Q. You don't recognize it at all?

21 A. Hum-um. no.

22 Q. But it appears to itemize the various

23 costs before Valencia was merged into TEP versus what

24 happened after Valencia was merged. Is that a fair

25 assessment of what this document reflects?

FRANKLIN, RICHARD (10/22/99) Page 125



0126
1 Yes .

And you have not seen this before?

no.

2

3

A.

Q.

A.

18 Q. That's fine if you don't know. Let me

19 tell you what I'm trying to figure out here is why a

20 June 18th, 1996, document was attached to a June 7th,

21 1996, letter.

22 Do you have any idea how that could have

23 happened from your experience in working with the

24 accounting computer systems at TEP?

2 5 A . no.
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16 And turn to Exhibit no. 17, if you will.

17 You're looking at what's been previously

18 marked as Exhibit No. -- Deposition Exhibit No. 17.

19 It's TDRlo067. And, Mr. Franklin, I can't find this

20 particular document I'm looking for, but in response

21 to some of the data requests we propounded on Tucson

22 Electric Power Company, the response we got was that

23 this particular document, TDR10067 was created under

24 your supervision or your direction.

25 Does that comport with your recollection?

Q.
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4 I'm showing you what is entitled Tucson

5 Electric Power Company's response to Cyprus Sierrita

6 Corporation, Inc. 's third set of data requests in

7 docket EOOOOOA-99-0243. And it says here, "Data

8 request number 1, identify by name, title and current

9 position and duties and last address and telephone

10 number the person or persons who prepared or authored

11 the document Bates labeled TDRl0067 that TEP produced

12 in response to Cyprus' data request R1.9."

13 That is the same document, is it not, as

14 Exhibit 17? They bear the same TDR number right

15 here?

16 A. yes.

17 Q. And in response to this, TBP says, "This

18 document was prepared under the direction of Richard

19 Franklin. Mr. Franklin is no longer employed by

20 TEP."

21 Does that refresh your recollection any?

22 A. No.

23 Q. So this document probably was not

24 prepared under your direction?

25 A. I can't say that, but I sure don't
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1 remember this document.

2 Q. But you think if you'd have been involved

3 in the creation of the document, would that be

4 something you'd remember?

5 A. Well, obviously the general data in

6 here --

7 Q. Right .

8 A. -- came from all the meetings and the

9 memos that we put together. But seriously, I don't

10 remember that particular document.

11 Q.

16 well, if you'll take Exhibit No. 17 or

17 just compare it to TDR12518.

18 A. Okay.

19 Q- Do those look like the same documents to

20 you? Do they look like different documents other

21 than*-- disregarding any of the confidential stamps

22 or the Bates label stamps on there, the information

23 that's conveyed, is there any information on TDR12sl8

24 that isn't on TDR10067 or vice versa?

25 A. It doesn't appear to be. It:'s a little
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1 different: format and things were consolidated over

2 here, on 12518, but I think it's generally the same

3 document.

6 Q. If you look at the bottom of TDR10067,

7 which is Exhibit no. 17, that last row says -- in the

8 first column it says, "Interest expense to TEP,

9 interest on sales tax issue. " And if you go over to

10 the third column well, you go to the second

11 column, it says, "Interest expense, short term debt,

12 see above, total interest expense, " and 431 is

13 account number 431 appears in the third column.

14 Do you see that information anywhere on

15 TDRl2s18?

16 A. No, I do not.

19 Q. How about -- go five items up from the

20 bottom. It says, "Maintenance costs from rotary car

21 dumper to pulverizers. "

22 A. Yes .

23 Q. And if you go over the next column it

24 says, "Fuel expense account 501 old pre-vEC merger."

25 And then the third column, "Maintenance of boiler
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1 plant, account 512."

2 TDR125l8?

3 A. No, I don't.

4 Q. If you look at the top of this document,

5 Exhibit no. 17, it bears the same date, June 18th,

6 1996; is that correct?

7 A. Yeah.

8 Q. Can you explain why there would be two

9 different documents on the same date reflecting the

10 expenses pre-vEC merger and post-vEC merger? Do you

11 have any idea what that might be about?

12 A. I really do not know.

Do you see that anywhere on
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25 Q.
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1 Did Leonard Nehrmeyer play a pretty big

2 role in these accounting changes, in implementing

3 them?

4 A. Yeah. There was a lot of conversation

5 between Karen and Todd and Leonard.

17 Q. Well, Mr. Franklin, you testified

18 earlier, right, that this was a high priority in

19 accounting, at least?

20 A. Yes I

21 Q. Are you aware of any conversations that

22 accounting may have had with people outside of

23 accounting with respect to these accounting changes

24 that took place?

25 For instance, we saw earlier on your May
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2 that Bill Elias, who you said worked for Joe King,

3 was involved to a certain extent or at least aware to

4 your knowledge of these accounting changes; is that

5 correct?

6 A. That's correct.

7 Q. was he present at any of the meetings

8 that you had?

9 A. No.

10 affected the rates.

11 Q. How it affected rates?

12 A. Yeah.

13 Q- Did Joe King participate in any of those

14 meetings?

1 5 A . A little bit.

16 Q. A little bit?

17 A. A little bit.

18 Q. So he --

19 A. But mainly just to keep him -- you know,

20 overall awareness of what was going on.

21 Q- So did you personally make an effort to

22 keep Joe King aware of what was done?

23 A. We talked, yeah. Joe and I talked about

24 the changes, you know.

His responsibility was mainly how it
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1 A. We sat next to each other. So . .

2 Q. You and Joe King had at least one

3 specific conversation in which you discussed the

4 accounting changes?

5 A. Sure. How it affects the --

6 Q. FERC account 501?

7 A.

8

9 Q-

10 dispute?

11 A. Say that again. I'm sorry.

12 Q. Did you and Joe King discuss the SRP

13 dispute, for instance?

14 A. Sure.

-- rates.

Yeah. And the rate calculation.

Did you and Joe discuss at all the SRP
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3 Q- And you stated that you wanted Joe King

4 to be aware of the effects this accounting change on

5 FERC 501 would have on rates. Did that include how

6 that would affect contractual terms that included the

7 account 501?

8 A. yes.

9 Q. It did? And what is your recollection,

lO what did you talk about with respect to that issue?

11 A. Specifically the SRP contract I think

12 basically the SRP contract. That was one that was

13 before FERC at that time.

14 Q- I'm trying to figure out what you would

15 have discussed about that. My understanding of the

16 SRP contract is that the energy charge formula

17 included, as one of its elements, FERC account 501.

18 A. Right .

19 Q. And that was the origin of the dispute -_

20 A. Correct.

21 Q- -- is that correct?

22 Okay. So you and Joe King discussed the

23 effects these accounting changes would have on that

24 particular term in the SRP contract; is that right?

25 A. yes. And what would happen on an ongoing
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1 basis if Valencia was put back with TEP and the

2 effect on SRP.

To your knowledge were there other

4 contracts that contained similar terms with the FERC

3 Q.

5 account S 01 at that time?

Yeah, there was specifically.

7 probably didn't talk about those.

6 A. we

8 Probably didn't talk about those?

9 But I'm sure Joe used SRP in

Okay.

12 that revenues under that contract: would decrease by

11

10 conversations with me to understand the impact .

And did you, in f act, tell Joe

13 about a million dollars a year as a result of the 501

14 changes after Valencia merged into TEP?

I'm not sure if I told him that .15 I

16 believe Bill Elias calculated that.

Okay.

18 aware, though, of the contractual

17 Q But the rates department was

19 yes .

20 effects that an accounting change as a

21 result of the Valencia merger would have on FERC

22 account 501 to your knowledge?

23 A. Yes .

Do you happen to know -- we heard some

25 testimony from Bill Johnson.

24 Q.

Do you know Bill

A.

A.

Q.

Q.

A.

Q.
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1 Johnson?

2 A. Yes .

3 Q. He was in here on Monday, and he said

4 that to his knowledge FERC account 501 appeared in a

5 lot of the contracts or power sale contracts that TBP

6 had with its large customers. Is that an accurate

7 statement to your knowledge?

8 A. I think so, as long as it was a formula

9 type contract instead of a fixed rate contract.

10 Q. And in your discussions with Joe King, do

11 you recall that he was concerned in the general sense

12 about how the accounting effects would affect other

13 contractual terms similar to those of the SRP

14 contract?

15 A. Yes .
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9 Q.

16 We're looking at what's been previously

17 marked as Deposition Exhibit No. 33 . The first page

18 of the document is marked TEP0194. It's a faxed

19 cover sheet and some attached materials. The fax

20 cover sheet is dated September 30th, 1996, and it's

21 from Leland Snook to Mike McElrath at Cyprus.
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2 I'd like you to turn a few pages back

3 to the page number is 33. It says TEP0197. At

4 the top it says "Chart of Accounts." Do you see

5 that?

6 A. Yeah.

7 Q- Have you seen a document like this

8 before, Tucson Electric Power company Chart of

9 Accounts in your experience at TEP?

10 A. yes.

11 Q. where did this -- where would this come

12 from? Was this a particular computer program? Was

13 this something that was issued regularly? Why don't

14 you tell me what

15 A. Yeah. This is a generated computer

16 program off of the accounting system that runs, you

17 know, probably once a month.

18 Q- Probably once a month?

19 A. Yeah. It reflects all of the accounts in

20 the system.

21 Q. Well, it appears to be two pages long,

22 and at the bottom of page 33 -_ well, the second half

23 of page 33 it looks like fuel account 501, and on 34,

24 the top part is fuel account 501; is that correct?

25 A. Yes.
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Q. Can you tell from this document when it

2 would have been generated? Is there any way of

3 telling?

4 A. I don't see any way to tell, no.

5 Q. Why don't we look at page 34, TEP0198 up

6 at the top, and we're looking at the section applying

7 to FERC account 501.

8 , Would you take a look at those costs

9 under the description column there and tell me if you

10 think that this particular chart of accounts would

11 have originated before or after the merger of

12 Valencia into TEP. Or is there any way of telling?

13 A. I really -- I really can't tell the

14 period of time. I don't know what TEP did after the

15 merger. These look like the ones before.

16 Q. They look like the costs --

17 A. Yeah.

18 Q. -- before the merger?

19 A. Yeah. Whether they used the same

20 accounts afterwards, I can't tell you that.

Ol46
1
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22 Q. Assume for a moment: that, as you answered

23 ear l i er ,  you th ink these are pre-merger costs. I f

24 they are pre-merger costs, as you bel ieve them to be,

25 would then th i s be an accurate chart of  accounts --
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048auld this have been an accurate chart of accounts on

2 September 30th, 1996, the date of this facsimile

3 transmission to Cyprus?

4 A. It could be.

5 Q. How's that?

6 A. It could be that TEP retained the same

7 chart of accounts for fuel before and after.
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4 Q. Mr. Franklin, explain to me again what

5 you mean when you say TEP could have maintained the

6 same chart of accounts.

7 A. Well, what I'm saying is even though this

8 says, "Springerville unit one fixed costs, " the

9 account number coal is still relevant.

10 Q- Okay. I understand that. why don't we

11 go -- we're on page 34. TEpol98. Why don't we go

12 one, two, three, four, five, six, seven lines down

13 from the top in the third column under description.

14 A. Okay.

15 Q- And it says under S01 coal, sp1REvL, it

16 says, "Coal, Springer unit one, coal credit for

17 reversal of VEC contingent liability. " What does VEC

18 refer to?

19 A. Valencia Energy Company.

20 Q. Okay. To your knowledge did Valencia

21 Energy Company exist on September 30th, 1996?

22 A. According to what I've seen today, no.

23 Q- Okay. So would a chart of accounts,

24 including a reference to Valencia Energy Company on

25 September 30th, 1996 -- would that have been accurate
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sot the time given the merger of Valencia in May 31,

2 1996?

3 A. Not specifically, but remember companies

4 do comparable statements.

5 Q. Okay.

6 A. So to be able to do comparisons between

7 one year and another, these accounts have to stay

8 open for 12 months.

Yes.

-- to FERC account: 501?

This
a v

15 Q. Let me understand if I'm following. What

16 you're suggesting is this reference to VEC contingent

17 liabilities on Page 34 here, Exhibit 33, that could

18 be an open account in which TEP was no longer billing

19 costs --

20 A.

21 Q.

22 A. Yes.

23 Q. Now I understand. Thank you.

24 Why don't you turn to Exhibit 56.

25 is what's been previously marked as Deposition
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1 Exhibit as. At the top it:'s entitled Valencia Energy

2 Fuel Transfer Costs 1996. Do you see that,

3 Mr. Franklin?

4 A.

5 Q.

6 before?

Yes .

Have you ever seen a document like this

7 A. Yes ,

8 Q. Okay. And what would be the business

9 purpose of producing this document to your

10 recollection?

1 1 A . well, I believe this is done for

12 budgeting purposes at the end of each year.

13 detailed its costs to come up with a transfer price

14 or a purchase price of coal or fuel that it would

15 sell TEP.

Valencia
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4 Q.

7 Do you have any idea from your experience

8 at TEP -- you said this was generally created for

9 budgeting purposes.

lo A. Right.
11 Q. When would a document entitled Valencia

12 Energy Fuel Transfer costs 1996 -- would that have

13 been created before or at the beginning of 1996 or

14 sometime after, from your experience?

15 A. Probably at the beginning.

16 Q. Okay.

17 A. Although if costs changed for some

18 reason --

19 Q- Okay.

20 A. -- they would print a new one of these.

21 .Q. Okay. And who would print these?

22 A. I think they came from Theresa Mead,

23 which was the fuel procurement area.

24 Q. Did she work for -- was it Dave Bennett?

25 A. Yes.
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0158
1 C E R T I F I C A T E

2

2 STATE OF ARIZONA )

3 )

3 COUNTY OF COCONINO )

4 I, NAOLA c. THIMESCH, a Notary Public in

5 and for the County of Coconino, State of Arizona,

6 certify:

7 That the foregoing deposition of RICHARD R.

8 FRANKLIN taken before me at the time and place

9 therein set forth, at which time the witness was put

10 under oath by me;

11 That the testimony of the witness and all

12 objections made at the time of the examination were

13 recorded stereographically by me and were thereafter

14 transcribed;

15 That the foregoing transcript comprises a

16 true record of the testimony and of all objections

17 made at the time of the examination;

18 That I am in no way related to the parties

19 in this action, nor interested in the outcome

20 thereof.

21 IN WITNESS WHEREOF, I have subscribed my

22 name and affixed my seal this 24th day of October,

23 1999.

24

25

25

ss.

NAOLA c. THIMESCH, RPR/CSR

NOTARY PUBLIC
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News for
The Energy.People it

Tucson Eledwic

Power CompanyWEPATIONS. -- 1*

June 4, 1996

Book Worms Surface... And Pay Up!
Afterjust thenos:
day of the week-
long annum TED
Book Sale, $857.65
had been earned to
benef?Uo<2I
domestic vrblence
shelters.1T1i$

duded $215 from
the e~ma1
Encydoped7a pre-
sale; $566.65150111
boob sold
Downtown and $76
firm #Le Downtown
CakeRome,vunhich
was won by Susan
Wallach. (Pkiured:
book salevolunteer
Irma Robles.)

E
-3
8

Valencia Energy Company Merges Into TEP
merger of  Valenc ia and TEP -
average approx imately  S3.4 mi l l ion.
Approx imat e l y  S22 m i l l i on  wi l l  be
saved in June-December 1996.

Prev ious ly ,  Valenc ia could
not  be merged into TEP unt i l
certain prov is ions of  the coal
handl ing lease were modi f ied and
accepted by the debt and equity
part ic ipants  in the coal  handl ing
fac i l i t ies  leases.  Such modi f icat ion
were accepted on May 31,  1996.

7j/8/9
E X H I B I T N O

'nd /0429

-  K a r e n  K i s s i n g e r

o.

Valencia Energy Company was merged into
Tucson Electric  Power Company ef fect ive
May31,  1996.  Ef fec t ive wi th the merger,
TEP assumes all of the assets and liabilit ies

of Valencia; the responsibil i t ies for the procurement,
coal transportation and coal handling services at
Springervil le Generating Stat ion, and the responsi-
bilit ies as the lessee of the coal handling facilit ies.

After the closing of TEP's f inancial restruc-
turing in 1992, Valencia had only one castor:ner, REP,
thus eliminating the need for a separate entity to
administer the coal handling costs. .

In addit ion,  the Arizona Department of  Revenue
assessed transaction privilege taxes on gross income
received by Valencia from coal sales, transportat ion,
and coal-handling services to TEP.

While the merger of  Valencia into TEP wi l l  not
reduce the amounts of sales taxes already assessed for
prior periods, the merger iii prevent future assess-
ments, thus saving TEP mil l ions of dollars on an
annual basis.

I f  the Arizona Department of  Revenue
prevails in its prior assessments, the annual savings
from the sales tax assessment prevented by the

0 3 1 4 8 / 4 - - - - ' I * ..

1 4 1 / 4 - - - - - - - - "o - - -
| I \ | I

r ' C3* °g r EW, G e F w F o - F " ra 9E t * i n i n £ 4 1 E N 2 2

'G

i i

TDRl3950



r



Nehrmeyer, Leonard

From:
To:
Cc: Franklin, Rick; Clark, Todd; Nehrmeyer, Leonard, Nichols,

Subject:
Date:
Priority:

Kissinger, Karen
Offs<:ers~OH; Officers-SC; Hansen, Tom; Officers-DT
Kassamali, Abdul;
Catherine; Sabers, Dawn; Dabelstein, Carl; Bennett, Dave
Merger of Valencia into TEP
Friday, May 31, 1996 3:32PM
Hi gh .

Co. no longer exist; they are a part of TEP. If the Arizona Department of Revenue prevails in its sales tax
assessments,
the June - December '96 period would be approximately $2.2 million.

Valencia filed its articles of merger at the ACC today. As of today, Valencia and Gallo Wash Development

this saves the company approximately $3.4 million annually going forward. The savings for

\

Page 1 EXH\B\T NO
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MEMQ TO:
FROM:
DATE:
SUBJECT:

FILE
LEONARD NEHRMEYER
JUNE 18, 1996
1/2 Lease Cost and 1/2 Property Tax Included in Fuel

EXHIBIT No 3 .

am* 9-/44 99

The following will help clarify questions concerning why Springerville does include 1/2
lease cost and 1/2 property tax 'm fuel and why Irvington does not.

Background:
Rick Franklin originally researched this issue for the collapse of VEC, for the SRP, and for
the Nevada Power billing.

SRP has taken the position that ifTEP did not acquire coal from Valencia, certain costs
would not be accounted for in Account 50l-Fuel but 'm other accounts. Furthermore, SRP
maintains that the following items should not appear in 501-Fuel:

Shipper car lease
Property tax
Lease
Return on investment
AZ sales tax

TEP has taken the position that the property taxes and lease payments associated with the
coal-handling facilities but not transportation cost would be removed from 501-Fuel.
Coal-handling facilities that do represent transportation cost will continue to be included in
501-Fuel.

In Rick Franklin's analysis, he compared the original cost otlthe coal handling facilities to
the railroad facilities and determined the percentage to be 50% to railroad facilities and
50% to coal and oil handling facilities (see attachment). It was determined that the
railroad facilities ended at the rotary car dumper.

Research:
FERC Account 151, Fuel Stock, states:

"Lease or rental cost of trarugportation equgnment used to tramportfuelfrom
the point of acquisition ro the unloading point including ad valorem taxes on
transportation equipment" canbe included in Account 151 and transferred to Account
501 as fuel is burned, Attached are the FERC account descriptions.

Conclusion:
In view of this information, one half or 50% of the lease cost including the deferred lease
and one half or 50% of property taxes will be charged to Account 151 and allocated based
on bum to Account 501-Fuel for Springerville 1 and 2.

Consistency between Irvington and Springerville .
Joe King, Corby Gardiner, and rnyselfmet with Rick Franklin on June 18 to discuss the
above issues and any questions SRP might have in the future. The question came up
concerning consistency between stations relating to property tax and lease cost at the
Irvington plant vs. Springerville. Rick explained that the reason property tax and lease
cost are not included at Irvington is the small amount of railroad facility cost at Irvington.
He estimated that approximately 100 feet otrailroad track is included in the Lrvington
lease.

.
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Tucson Electric Power Company
Percentage of Railroad Facilities of Total Lease

Based on Original Cost of Valencia Leased Facilities

Railroad Facilities:

Land - Railroad
Right of Way - Railroad
Salt River Project Railroad Spur
08 Site Railroad
On Site Railroad

s 227,897
2,048,972

41,173,686
44,094,082
6_720.827

Total Railroad Facilities 94,265,464

Coal and Oil Handling Facilities:

On Site Coal Handling and Oil Facilities 93.953_286
I

Total Valencia Leased Facilities S188 719 750

Percentage oflRailroad Facilities to Total Lease = S94,265,464/ Sl88,218,'750 = 50.08%
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ANNEX 1 TO SCHEDULE 1

DESCRIPTION OF 'EQUIPMENT'

-1.1 hereto utilized to trenton
The Equipment consists of various f facilities and systems, as

generally depicted on Exhibit __
and convey coal and other fuels to the Springerville Project (all
such f facilities being located on a
Apache County, Arizona referrod ,o as
Block' more particularly described on exhibit
described as follows:

parcel of real property in
the 'Springerville Plan;

-1.2 her¢'r.o)

1. Railroad Facilities

The railroad f abilities consist of all railroad track, ties,
glitches, communications equipment, cut, fill, bridges, culverts,
trestles, crossings and all other facilities and equipment
utilized by railroad locomotives and gondola cars to transport
coal, fuel oil and other types of fuels for use at the Springer-
ville Project.

2.

t o
are

I

i

Coal Handling Facilities

The"coa1 handling f facilities consist of various systems
convey coal Fran the coal Car. Unloading area to the units aM
described as ~fo1.1ows: . . "

(a) -_T.zjain.Un1oading System

unit trains using Rotary Car Dumper system.

time into the dumper by an automatic Car Positioned,

(b) Stack out System

1=

i=

4

This system is designed to unload coal from incoming
a When a unit train

arrives on the plant site, it enters the dumper system and is
released to site personnel for unloading. Coal cars are indexed
.one at.a
Individual cars are restrained and rotated 170 degrees allowing
coal to fall into hoppers located under the dumper assembly. The
car then returns, to an upright position and the next car is auto-
matically moved into the dumper for unloading. When the final car
has been unloaded the now empty train is released to its crew and
exits the.site, -

The Stack out system's .function is to transport coal from
the unloading hoppers at the car~dumper to either the Active
Storage or Emergency Storage Piles using a conveyor belt system.
Coal from the dumper hoppers is fed onto one of a pair of belt
conveyors using vibrating feeders to regulate flow rate. It moves
to the Unloading Transfer Tower and there is diverted to either
the Active or EMergency Stack out Conveyors using flop Gates. The
active pile is the primary coal storage during normal operation.
It uses three lowering wells connected by conveyors to deposit
coal,
dusting during stack out.

in an area where it can be readily reused, while controlling
When filled, the active pile has a capa-

city of approximately 661000 tons. The fkuergency Stack out system
is intended as a backup and as. such is used to receive incoming
coal whenever the active stack out or reclaim is out of ae1rvic¢ for

"1on 415 m 538
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prolonged periods. It is also the deposit point for coal intended
for long term storage in the 90 day Dead Storage Pile. A Radial
stacker and Telescopic Chute system is used to deposit coal while
again controlling fugitive dust. Within the stack out system, Belt
scales are used to monitor the weight of coal received end which
area it is stored in. All conveyor belts and major structures are
protected by fire monitoring and sprinkler systems and are
enclosed for dust control. The entire unloading and Stick out
systems are operated from the Car Dumper Building control room
using programmable control systems The stack out system operates
in either automatic or manual mode.

onto
bin. . .
conveyor to the Sample Tow.ér where samples

Yaergbncy Reclaim Hopper located

Ms fire protection throughout.

1

tlovrates.
the Units and maintain a total count of tons
Detectors and magnetic separators are used

Fran entering 't'he pulverizer silos.
w
\

Kc) Reclaim System

The Reclaim System is designed to feed coal from the
Active or Emergency Storage piles to the pulverizer silos on an
intermittent basis to maintain preset silo coal volumes. While
being transported the coal is first crushed to the desired pul-
verizer input .size and then sampled to determine fuel charac-
teristics,for°optimum unit performance. The Active Reclaim Pile
is the normal coal supply source. One of two Rotary plow Feeders
located xin a reclaim tunnel Under the lowering wells feeds coal

a.reclaim conveyor for movement to the Crusher Tower surge
The coal is processed'through a secondary crusher and fed by

.n are automatically taken
for later analysis. The coal then moves into the boiler area to
Ha Si1o.Transfer Tower surge bin for distribution to the Unit l
and 2 Coal*silos as required. Each unit uses a tripper conveyor
to feed coal to individual silos one at a time when the silo's
weight f alls below a preset level. All the conveyors from the
Cnmher Tower to the unit trippers consist of redundant paired
bits to assure high system integrity. When the Active Reclaim
pre is out of service, coal can be fed into the system from the

adjacent to the Radial Stacker.
Mal is moved by yard equipment from either the emergency or dead
pres to the hoppers where vibrating feeders regulate flow onto a
twweyor for movement to the Crusher Tower and into the main
qctem. As with the stack out system, the reclaim system is
smlosed and' | It is controlled
hon either the panel located in the Car Dumper Building or a
Mmlicate system in the plant's main control room and uses
Programmable controls. It functions in either automatic or manual
lies using preset silo and surge'bin weights to regulate feeder

Belt Scales monitor the weight of coal being fed to
consumed. Metal

to prevent metallic
Maris

I. riel Oil Handling Facilities

This system
Cars or trucks into storage and deliver it to the

and uamup
tea 'Ystem includes a

a
'»°\he boilers as needed.

lwiror;

krumenta t ion

is designed to unload fuel oil from either rail
main boiler

guns and to the auxiliary boiler as necessary.
storage tank and all divine. pumps, valves,

nd controls to off load fuel oil and deliver it

2 TDR13278
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A parcel of real property located in Apache County_ Arizona
lore par ticularly described es

That portion of Sections 27, be, 29, 32, 33 and 34, Township
11 North, Range 30 East, Gila and Salt River Base and Meridian,
Apache County, Arizona, described as follows: `

Ccnmencing at the Northeast corner of said Section 27 for the
TRUE ponder OF BEGINNING;

THENCE South 89°48'22' West a distance of 5277.34 feet;

THEN¢E South 62°39'31' West a distance of 5881.12 feet;

IHénés South 44=17'01' Fest a distance of 3748.38 feet;

'f » a distance of 2665.05 feet;

£ast a distance of 2656.54 feet;

distancelof 5315.32 feet to the

"';`Ht:r4c€ North 01°l5'S4°' West a distance of 2667.65 feet;

THENCE North 01°27'22' west a distance of 5335.57 feet to the
TRUE POINT OF BEGINNING.

THENCE North 89°42'46" East a
East quarter corner of Section 34;

a .

•

THENCE South 00°42'D5" 'East

THt;ncjr:.r:on~h.89.'41'23"

THENCE'NOr°th 89'42'33" East a distance of 53D8.77 feet;

¢¢14
01

.4
I I  .

Q. .

a |
I

Exhibit __-1.2
(Fuel Handling Facil ities)

Legal Description
for the

Springervil le Plant Block

4'

follows:

on 4.15 m541
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ANN£X 2
TO

SCHEDULE 1F

g

g
t
I
4

'Springerville Spur' shall mean the railroad f facilities

and equipment located within the boundaries of the Springerville

Spur Real Proper Ty (as more specifically described in Annex 3 to

Schedu1e.'2) including, but not limited to, all railroad track, ties,
sw5.tche.s_, communications equipment, cut, f i l l , bridges, culverts,

trestles,"crossings and all other facilities and equipment utilized

by railroad locomotives an.d gondola cars to transport coal,

oi1°'and other 'types of fuels.
fuel

- s

r
* .

. _.- . .

-Q

vi

Q

DI! 475 m542
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ANNEX 3 TO SCHEDULE 1

fill, bridges, culvers, trestles, crossings

CORONADO-SPRINGERVILLE LINE Il".PROVEHER'llS

FUEL TRANSPDRATION AND HANDLING FACILITY

railroad track, ties, switches. communications equipment
¢ and other fa

equipment constituting the Coronado-Springerville Line
including but not limited to the following:

40492.377 cubic yards o' roaChed (slope protection)

131492 linear feet of corrugated metal pipe

39.564 cubic yards of rock slope protection

446 linear feet of under crossing-ellipses

et] lineer feet bridge known as the 'Carrizo Bridge'

| CD",
=11i=1@=

8:29 lines: feet b:id<;e known as the 'Zuni Bridge'

137,600 .c:*ic ya';s'~o' ballast

lI

iszuooo rai1roa£.Cr:ss ties

'v253,0QD"feét.o£ rail - 119 lb. +'DTM + special trackuo'k

16 electrical signalization units.

3 highway. road crossing units

1 ATS? base station

264,000 linear feet of fencing

65 cattleguarCs

3 road crossings

40 cattle crossings

394.480 linear feet of roader

1 track supervisor metal garage

l .radiophone.AT-35302

1 section track AT-34911

mu i 543

¢
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Tucson Electric Power Company
MEMORANDUM

ira Adler, Tom Delawder, Tom Hansen, Norm Johnsen, Susan Wallach
Todd Clark, Steve Glaser, Joe l'Gng

FROM: Karen Kissinger

DATE: May 31, 1994

SUBJECT! Impact of Changes in Valencia on the Billings to SRP and Nev. Power

Over the last couple ofmonlhs I have had meetings viith severe! of you on separate
occasions about the potential impact of having TEP take title to the SpnlngerviHe Station coat directly, and
acquire certain services, such as coal handling facility use and perhaps some other additional services, from
Valencia. One initial benefit of this change would be that sales to claims by the State of Arizona DepL of
Revenue for sales tax, as yet unresolved, would go doom by about $3.3 million per year, going forward. A
cost of this change is that approximately SI million of certain costs vnll no longer be includable in account
501-fuel, and therefore, not billable to SRP and Nevada Power as fuel pursuant to their power purchase
agreements.

.\

SRP has taken the position that if TEP did not acquire the coal from Valencia,
certain costs would be accounted for in accounts other than 501-fuel. Rick Franklin has analyzed the costs
currently included in Valencia's fuel costs and compared them lo the requirements of Use FERC chart of
accounts and the Company's current accounting policies for other generabng stators. SRP is mistaken in
the amount of cost which would be accounted for inaccounts other than 501-fuel. SRP maintains that the
following items would not appear in fuel:

¢ shipper car lease
» np rail car lease
. property tax

I lease
¢ return on investment -
. AZ sales to

The property toes and lease payments associated MM the coal-handling fadlilies that do not represent
transportation costs would be removed from the fuel accounts. This represents about 50% of such property
tax and lease costs, not 100%. In addition, there would be no return calculation included in fuel. All of the
remaining costs would continue to be accounted for as fuel expense in account 501. Having TEP take title to
the coal directly, and incur these accounting reclassifications, would reduce the amounts billable to SRP and
Nevada Power by approximately $1 million per year. Exciuting all of the amounts designated by SRP would
reduce such billings by about $2 million per year.

I have attached a copy of Rick's memo as well as 2 schedule from Bill Elias
illuslfeling SRP's schedule of costs which SRP believes should be excluded, for your informelion.

AtL

cc: Rick Franklin_ Bill Elias E)(HIBrl-no
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TUCSON ELECTRIC powza COMPANY

INTBRQPPICB MEMORANDUM

FROM : Rick Franklin

Karen Kissinger

,7;=./
DATE :

SUBJECT :

May 25, 1994

FERC Fuel Accounting - springerville Coal

A couple of weeks ago you asked my group to do some
research into the FERC accounting for the Springerville Coal
and handling costs if Valencia was folded back into TBP. Our
research was obtained from review of the FERC Uniform -
Systems of Accounts and brief questions of EBI members in
Philadelphia last week. Below is a summary of that research:

Current Aecountinq

A summary of Valencia cost categories as projected for
year 1994 include:

1. Coal
2. Transportation
3. oil Flame Stabilization
4. operations and Maintenance(incl car lease)
.5. Property Tax
6. Depreciation (owned facilities)
7. Track Maintenance
8. other costs (including TEP support,

property insurance, payroll and misc. costs)
9. Arizona Sales Tax 3,773

10. Lease Costs (including contingent
liability, return on deferral, and return on
investment) 29,064

67,638
18,803

206
2,941
4,339
134
720
786

Total 1994 Estimated Costs 128 404r

Note: The above costs are based on 3 million tons

Under current accounting procedures the above costs are
billed to TOP on a monthly basis for year 1994 by Valencia.
TOP will charge account 501 - Fuel, for all of the above
cost categories, based upon the monthly burn for
Springerville Units 1&2 and as reflected in the monthly
billings from Valencia. All fuel inventories are kept on the
books of Valencia.

TO:
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Accountinct Chanqe - Valencia Folded to TBP

1 . Fuel Inventory FERC Account 151 - TBP would set up an
inventory account 151 for the inventory cost of fuel similar
to the current Valencia inventory account. Component items
which would be included in this account would be as follows
using 1994 estimated amounts as an example:

*

a)
b)
C)
d)

67,638
18,803

206

*
e>
f)

2,169
3,773

11

e)

Coal
Transportation
Oi l Flame Stabilization
Property Tax (associated with RR.
(approx. 50% of property tax)
Arizona Sales Tax .
50% of Lease cost)associated
with On-site, Off-site and
SRP Railroad
O&M (rail car lease) 14153M

273
Total Account 151 107 397r

These costs would be transferred to FERC account 501 as the
fuel is burned by Springerville Units 1&2 .

* Per FERC Uniform Systems of Accounts, account 151, "Lease
or rental costs of transportation equipment used to
transport fuel from the point of acquisition to the
unloading point" can be included in FERC account 151 and
transferred to FERC account 501 as fuel is burned including
ad valorem taxes on transportation equipment.

2. Fuel Stock Expenses Undistributed FERC Account 152 -
operating and Maintenance expenses associated with the fuel
handling operation would be charged to FERC account 152.
Component items which would be included in this account
would be as follows using 1994 estimated amounts as an
example:

a)

b)

Operations and Maintenance
Costs (excluding car lease)
Other Costs (incl. survey, payroll,
dust suppression, misc)

3,748

558
Total Account 152 4 306r

These costs would be transferred to FERC account 501
fuel  is burned by springervi l le Units l&2 . as the

TDR12531
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507 - FERC requires that the
non-transportation equipment for

3. Lease Costs FERC Account
lease cost associated with
production plant be charged to FERC Account 507 Rents. The
lease
the point
to
this
amounts as an example:

costs associated with fuel handling f facilities from
of fuel delivery to the hoppers would be charged

account
account would be as follows using 1994 estimated

507. Component items which would be included in

a) 50% of Lease cost associated
with On-site Fuel Handling Facilities

S B m W

¢/¢M

'5 w*/**

4. Property Tax Non-Transportation Equip. FERC Account 408 :

a) . Property Tax associated with
non-transportation f facilities to
FERC Account 408 . 2,169

attachments: copies of FERC account descriptions

'

/
/,M

11, 0
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(C) = (A)-(Bl(B)

$67,637

$18,277
$9
$0

$443
$83

$208

so

$2,940

$4,339

$720

$1,013

$0$21,232

$0$4,991

so$5,446

SUP
ADJ'D
c o s T s

SUP
RECOM'D
EXCLUS.

$127,329 $90,795$36,534

0.451 1.12

$1,331
$799

$3,305
$1,984

' a
1

I I

l

FORECASTED 1 994 VALENCIA FUEL COSTS
AND RELATF ipFscT ON SUP a NPC CONTRACTS

1000.s VALEN.
COSTS

(A)

MINE COSTS $67,637

TRANSP. AGREE.
SHIPPER CAR LEASE
NPC RAIL CAR LEASE

$18.277
$443

$83

OIL STABILIZATION $208

o a M $2,940

\ PROPERTY TAX $4,339

TRACK MAKNT. $720

DTHER $1,013

.EASE $21,232

*ETURN $4,991

KZ. SALES TAX $5,446

\L

i\Vr{ OUTPUT 1993 12ME DEC
8,107,353

'EUVERED TO SUP 1993

295,101
ELIVERED TO NFC 1993

177,144

DTAUMWH OUTPUT (C/KWH) 1.571

FKWH 'SHP DEL'D
'KWH 'NPC DEL'D

$4,535
$2,783

DIFFERENCE:
op vs. VALEN. COSTS
=c vs. VALEN. COSTS
JTAL

$1,331
$799

$2,130

1
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REQUEST NO. 2 OF THE THIRD SET
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V icky  A .  E
w i - l . . a m  L .

Azzoe Mole*. Chair:
at! ay, Jones J Hoeckew
Massey, and Donald F. Sarzca.

T h e  S a l :  R i v e r  p r o j e c t
Agricultural Improvement
a n d  p o w e r  D i s t r i c t

v .

)
)
)
)
)
)
)

Docks: NO. EL96-22-000

'Tucson Electric Power Company

ORDER D8NYING COMP1=AIN'.':', DENYING RL'F'uNDS I
Arm cz.m*?y:nc Acconwrznc PEGUIATION

(Issued June 13, 1997)

Th is o r e * d e n ie s  a  co mp la i n :  se e k in g  r e fu n d s  f r o m e .  u t i l i t y
c h o :  i n c l u d e d  c e r t a i n  f u e l  h a n d l i n g  c o s t s  I n c u r r e d  b y  a n
a:£:1ia:e 'n Account No. 501, Fuel, and recovered them through
i n s  e n e r g y  ch a r g e . we do  so  because  o f  an  amb igu i ty  Io  the
aso l icab le - regu la t ion  and :he  lack o f  Coxmusszoo gu idance .on  Rh 's
3 v 8 € : $ ¢  ' : = u e .
fucu'e,
=01.

The order clarifies, however, thos, in the
i n - , i l i c ies may no t  account :  fo r  these  costs  in  Account  No .

==r¥c*n\vmd

Tucson Electric Power Cc"xggany (Tucson) sells electricity co
:he Sal: River Agricultural Inmprovenment
River) under an agreeneot the Commission accepted to: filia in
'¥\~\°=c='~ F21 -e-:':~'c vowed Co!zxpagg, 46 FERC q 61,053 (1989) ('1!\\r1sn*,
*.1 ee':r*i,r:) . Among other things, the power sales agreement (which
mms through May 31, 2001) obligates Salt River to pay a fixed
cienzazzd charge and

and Pave* D i s t r i c : (Sal:

a f crznula energy charge (which recovers the
actual cost of certain expenses re'ated to fuel and purchased
p o w e r ,  i n c l u d i n g  A cco u n t  N o .  5 0 1 .  F u e l )  f o r  e l e c t r i c  co w s*  t h a t
the customer schedules frczn Tucson. °̀

On December 1, 1995, Sal: River f i led a complain: al lecinc
cho: Tucson had ove:cha*5cd 'c by 'mpropcrly include=na in Account
No. so; and i ts  energy bi l l ings Ce*:aio costs re lated to the coal
handl ing fac i l i t i es  at  Tucson 's  spr ingerv i l l e  generat ing s tat ion .
Those £ac'1inies were leased co and are operated by Valencia

(Valencia), e
Say : River, the costs in quest ion
and f4:a3c::: caste :O ca:'.;:>: be
men be i":luded in Account ho.

ire*:v Cgmgagv subs'dia:'y of Tucson. According to
-- mainly capital lease costs

co::s:*.:.ed as 'fuel costs' cho:
501 o: passed through 'I*.:cso::'s

TDR12576
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Dock-er; 'No. EL96~22-000 0 Q 882872
\

formula energy rate and
demand charge .

must be *eccve:e€3, if an a l l , only in  the

as salt Rive* requests refunds, plus interest., as of the
e&a.e¢»lV€ date of the agreement with Tucson, in addition noP-°spec.1ve adjustment of 'Iucsozl's billings.
Nm-4:5¢. 2§*<w°* 8'1<* (')+-1-»p- 'o1=ar'!~i*<:q

Notice of the cozrnlainc was published in
R e g i s t e r .
a n d  i n t e r v e n t i o n s  d u e  o n  o r  b e f  o * ' e  J a n u a r y  1 6 ,  1 9 9 6

_ . the Federal
60 Fed. Reg. 66.962 (1995): with ccnzneots, protests,

On January 16, 1996, Tucson fi led an answer to and a request
for su.nzzza:'y dismissal of the complaint. Of January 31, 1996,
Salt R1ve:° .f::.1ed a motion for leave co fi le a reply no Tucson's
E.I1SWE*. »

Cm February 27, 1596, TUcson filed a motion to dismiss.
On March 13. 1996, Salt River filed its response. On March 29,
19.96. 'Tucson filed a request for leave to reply no Salt Rive~*'s
answer to the motion no dismiss. and on April 11, 1996, Sal:
River ' i lea an answer in oooosition co Tucsozvs request..
F i n a l l y ,  o n  S e p t z e s t b e r  1 9 ,  1 9 9 6 ,  S a l t R i v e r f i l e d  a  m o t i o n  t o
lodge a report 'Parson submitted to the Securities and Exchange
Cc::~.::xi::°°ox:. -

TU* =("m:<-\ NI 8
1 l D'IIT"?V""?'FP°1 `***.=?'r'r:_<:

:;
l
:

We w i l l  g r a n t  S a l t  R ° ' v a r ' s J a n u a r y 3 1 ,  1 9 9 6  r e t i e s t  f o r
leave to reply to 'l\1cson' s answer co the cc:::8:*ainc. '1"ucson's
answer requests suuuwary. disposition and, in effect, contains '-
motion to dismiss the complaint. __
permit 'parties to -*esocnd to such moticos as Salt River did here,
Se 18 c.r.z. § 38s.213(a) (3) (1996). _

The Ccmnissicn ' s regulations

We w*ll, however, deny 'I`L\cson's March 29, 1996 mozicn co
reply no Sal: Rive~:'s ans we* co the motion to dismiss :he
ccx:.f.1la:n:. Answers no anew-ve*s are gene*al Ly prohibited uncle* cu:
*egulat.ions, he-= 18 C.?.R. § 38=.213(a) (2) (1996). Tucson, which
has had ample opportunity to raise all of its arguments, has no:
show: ccoci c:;use for us :o w;'ve :his gene*al rule.

We will czraor. Salt Rive*'s Septerrbe' 19, 1996 motion no
lodge. The in'or:z~at:ion ccocained in :he submission, concerning
valencia's éissoluzicn and :he apparel: effect. cf :he dissolution
on :he foe" cho~-ces that 'I'.:c:sar: s¢sequen:1y passed :bwuch to
S a l t R: v e ~ ' , i s  r e l e r a n c  t o  a u *  c o * s i d e r a c i c n  c '  t h e  c o m : ~ l a ' : : : .

q
\ .
9.
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The list of items appearing under the Tex: of each account
is intended co be representative (bu: of: exhaustive) of the
types of costs includable in cho: account. since the costs he*e
in question are not among those listed .as includable in Account
No. 501, we must determine whether they are the types of -terra
contemplated for inclusion Io that account .

Of* exa.°ninar.icn discloses than all of the costs listed in
Accsun: No. S01 are o:>e:ac':1g costs assocnatzed w' ch fuel handling
rather than capital costs, l/ such as those oz: issue here. 2/

Tucson maintains that all of the costs of Va1eo<:ia's coal
handling f facilities -- including capital lease and financing
costs Vu
:hereof up to :he point where the fuel enters the first boile*
plant: bunker." 4 . _ _ -
in a manner which may not be incooszstent w1t:h its precise terms
and instructions. we find. however, that such a reading would
defeat the purpose at Account no. 501. .

0

LE C.8l.R. Part *01 (1°96)

The instructions to Acccun: No. S01(A) state *'n Derninenc
oat as follows:

The Ag*ee:ner\.: ac issue here defines the costs includable
"*.;cscnls energy charge co include these properly recordable in
Account No. 5c>1.

utilities co record the capital
~:'. Account No. 501, prospectively from the daze of this order, we
w1l1 not order refunds in this proceeding.

Docket: No. EL96~22-000

Salt River's complain: presents the Co:miss-io:: with a case
of first: imoress'oo.
contains an ambiguity and 'lucho' arguably acted correctly. For
these reasons, although we clarify that we will no: permit public

costs of fuel handling facilities

5.

'Capital costs'
plant. such as ée;::ec~a.:1on,
Ccszs associated w:.'h too's,

This account shall include the cost of fuel used in :ha
production of steam for the generation of elec:ric'ty,
including expenses in unloading fuel from the shipping media
and handlioc thereof up to the point where the fuel enters
the first boiler plant bunker, hopper. bucket, tank or
holder of the boiler-house structure. .

2.

- 9:1 • 1 .• I sn
1 I-» -J 0

fall w* thin :he Account no. 501 category of 'handling

'T\1r19r>'nls M'r1o1w~r.4 v1c f n * a n d ? ° c n v = w R f C a p e  r p m

<'Tnsf:< A==r>c4=r»a w4111-» H-¢= f'na 1 Vav1r11~?r=c: =~8¢4141»-:==

While Tucson intzerprens the accouncioa regulation

re'e: no cuss associate* with ccxrzzaleued
i;.:e*es:, *8zurn and taxes.
labor, :rate-ials, supplies, and

' (cc:::~'*uec§... )

The applicable accounting regulation

4 413

¢

832873
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D<>d<:et No. 8L96-22-000 ¢ in 832674
\

In addition, the Commission nave' has expressly allowed any
capital costs associated with fuel handling -facilities to be
included in Account No. 5o1. In fact, the Uniform System or
Accounts provides other accounts for the recording of capital
costs associated with fuel handling facilities. `-For example.
financing costs associated with plant and equipment are pz~ope*1y
recorded in the lot:e*est expense accounts, and the costs of
leased plant or equipment related to eoez-gy production properties
are properly reco*dec1 in Account: No. 506, Rents.

Therefore, we conclude that excluding the capital costs of
fuel handling facil i ties, including lease and financing costs, is
conslscenc with the purpose. of Account no. 501.

we realize, however, that Tucson's interpretation or the
Uniform System of Accounts arguably has linguistic merit.
Therefore, .we take this opportunity to clar'fy that, with the one
exceotioo for cao'tal costs associated with fuel transportation
eqpment (see =1:p*2 note 2) , uti'ities may record in Account No.
501 only operating costs of 'unloading fuel from the shipping
media and handling thereof up to the point where the fuel enters
the first boiler plant bunker, tank, oz holder of the boiler-
house structure."

o

•

1>;vw*or>*i=z_r,¢= QQ1 gF

- Salt River requests a refund of all of the questioned costs
associated with the syringe:-ville fuel handling 'facilities that
Tucson ::co*ded in Account, no. 501 and collected thrcuch ice
energy charge, plus inceresfz. We will deny char. relief.

We find, for the readens explained above, that Tucso:*.'s
reco*di:*.c: of the can* :al costs associated with fuel bandlioc
f facilities in Acccurzt No. 501
appropriate interpretation of that account.
exercise our discretion act to order refunds.

resulted from an arguably
Given this,-we

Sal: River ackrzcwledges the: Tucson recently s:o8'=Ped
recording the disputed costs 1:1 Account No. 501 and stopped
collecting chase costs through 1:5 energy charge. Therefore,

... co"i:1vef=}
:he like f all under :he category of "coe-ating costs' in
Account No. SD1, ever: though they can be cap* :al'zeci.

2/ Account No. 501 includes capital cos*s, such as deo*=c*a*'o"
and lease costs, associaceé w4 ch spec"ic fuel ° L
cransoorzacion (as opposed no :url handl'ng) ecuiomenc.
Neither Sal: Rive~ o~ Tucson asserts the: the costs 'n
ouescion he*e a'e associated with fuel transportation
ecu'omen:. Acco*d'ncly, than exception does not acolv. 'v

TDR12579
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Nehrmeyer, Leonard

From:
To:

Juarez, Nancy
Franklin, Rick; Clark, Todd; Nehrmeyer, Leonard; Lamoreaux, David; Sabers, Dawn;
Bennett, Dave; Mead, Theresa
Kissinger, Karen .
Valencia Energy Company
Monday, December 04, 1995 1:24PM

Cc:
Subject:
Date:

After reviewing everyone's schedules, it looks like Friday, December 8th will be a good time to have the.
above-referenced meeting. It will be held in the conference room on the 5th floor of the downtown office
beginning at 9:00 a.m. It should lest approximately one hour.

Page 1
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Nehrmeyer, Leonard

From:
To :
Cc:
Subject:
Date:

Franklin, Rick
Dickens, Jim; Nehrmeyer, Leonard; Senske, Harold
Kissinger, Karen; Bennett, Dave; Hoekstra, Arie
Springerviile Coal Handling
Thursday, April 25, 1996 10:39AM

-

Yesterday we had a meeting with Harold Senske and Jim Dickens to discuss the following accounting items
to be completed for the Coal Handling transfer to TEP.

1. Jim and Leonard are currently working on the journal entries to transfer balances to TEP books.
2. Inventory accounting after transferee to TEP will be done by Jim D. using the same metrology that is
currently in place under Valencia. (average unit cost using annualized cost data) Note: annualized costs will
need to be adjusted for change in accounting for various items,
3. Jim to set up meeting to discuss new accounts and activities for the Spring erville coal facilities around
the 1st 2 weeks of May (W. Fasel, Dave Bennett, Leonard N., Harold S., Jim D., Rick F.l
4. Harold will work with Wayne Fasel on the following items at Springerville

a). new work orders
bl- key assignment changes to use TEP accounting
cl- PO. changes needed at Springerville

5. Jim, Harold and Leonard will work on a 1 hour training program for the people at Springerviile to be
presented just before the transition from Valencia to TEP
6. The following preliminary accounting for expenses was discussed

al- O&M , lease cost, prop tax act. associated with rail facilities will be charged to account 152
and allocated to account 501 based upon coal burn

bl- Operations cost of coal inventory area will also be charged to account 152 and allocated
to account 501 based upon burn

cl- Operations cost of transferring or moving coal from inventory to silo to be burned will
be charged to account 501 directly .

dl- Lease cost associated with coal handling facilities will be charged to account 507 rents also
a pro-rata portion of the deferred lease cost cost should be allocated to account 507

el. Maintenence costs associated with coal handling facilities will be charged to account 512

Let me know if you have comments on the above issues or maybe I have left out something we need to
cover ¢

Thanks, Rick

I

gxuuarr no ii
~n<!rf0"I,49
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MEMO TOO
FROM:
DATE:
SUBIECT:

JIM DICKENS
LEONARD NEHRMEYER
MAY 14, 1996
COLLAP SING VALENCIA

As you are awae, we-have met several times to discuss the accounting for collapsing
Valencia. The first few meetings were not very productive except for discussing items
related to coal, such as questions about what the Fuel Department sends VEC relating to
tons burned. Our most recent meetings were more productive after I prepared proforma
entries which reflected the tr msferring of balances to TEP. I provided you with these
schedules and asked you to review and/or provide accounts for TEP. Several weeks have
passed and I have not received a response.

Unanswered questions I have so I can start training:

1) Will the equipment transfer to TEP follow the same subledger and activity as
VEC?

2) Springerville will need separate accounting identification for materials
transferred to them. Please ind out what they want to use.

- Q

3) Who will record the lease, along with the timing differences?

4) Who will record the depreciation entries for equipment and capital lease?

5) Who will record the monthly enLn'es such as AP (Coal, Brown 84 Root)
accruals, property taxes, etc.?

I also asked you to start preparing diarize journals or at least to start thinking about
them. Do you need any help?

I am concerned that the Valencia collapse will be here before we know it and we will have
no time to think about the entries so we need to be as prepared as possible before that day
comes. I know that you are busy with other things but I think, and I hope that you will
agree, that the impending Valencia collapse is a high priority that we need to address
immediately. ,

I hope that you view this as a friendly reminder. I look forward to worldng with you to
complete this collapse of Valencia.

cc:Rick Franklin
Dawn Sabers
Todd Clark

EXHIBIT NO.

who-7-99
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Questions or areas which need to be address:

28> I will set up a repeat diarize for the amortization of the deferred lease balance.

><
+

2) I presume the deferred lease balance return will continue? If so, where will it be
recorded?

3) Who will record the transportation charged to TEP Springerville? What
accounts will be involved? Currently entries are now made on W 321, 322,
323,319, 318 8.l'1d 319.

4) Will I recorghe LRcS.month1yacti(n'ty?
\

, J 6) I will set up a repeat diarize for the amortization of the capital gains tax.

5) I am assuming that Jim will accrue the Coal and Rail parables and Harold will
accrue other parables such as the Brown and Root, SRP, etc..

7) After the prepaid insurance is transferred, Lou will record the monthly entries.

8) Will the A & G cost now charged to VEC be charged to TEP Springerville?

9) Payroll now charged to VEC will have to stop. I spoke to John about this.

10) If the sales tax issue is not resolved, interest will have to continue. Who will
record this?

11) The railcar accrual will now be charged to Coal.

12)

9 : p f € 4 2>

J :
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Tucson Electric Power Company
Meeting to Discuss Accounting Issues

VEC Merger with TEP
May 15, 1996 Agenda

1. Discuss status oflValencia Merger with TEP
Cut over Date? Concerns?

2. Cut over Issues (w is doing these tasks?)
a). PO's / * ' "
b). Lease Payments
c). Inventory - coal, oil
d). M&S inventory
e). Plant assets :
f). Other

3. Inventory/ Bum accounting practice

4. O8cM accounting practice (see attached E-Mail)

5. New Accounts, Activities, RA's

6. Budget Issues

7. Training Classes

8. Other issues

EXHIBIT NO X L
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Franklin, Rick

To:
Cc:
Subject:

Dickens, Jim, Senske, Harold, Nehrmeyer, Leonard
Bennett, Dave, Hoekstra, Arie, Kissinger, Karen
Spring erville Coal Handling

Yesterday we had a meeting with Harold Senske and Jim Dickens to discuss the following accounting items to be
completed for the Coal Handling transfer to TEP.

5% 4

prop tax et. associated with rail facilities will be charged to account 152' 12 T

1 . Jim and Leonard are currently working on the journal entries to transfer balances to TEP books.
2. Inventory accounting after transferee to TEP will be done by Jim D. using the same metrology that is currently
in place under Valencia. (average unit cost using annualized cost data) Note: annualized costs will need to be
adjusted for change in accounting for various items,
3. Jim to set up meeting to discuss new accounts and activities for the Springerville coal facilities around the it
2 weeks of May (w. Fasel, Dave Bennett, Leonard n., Harold s., Jim D., Rick F.)
4. Harold will work with Wayne Fasel on the following items at Springerville

a). new work orders
b). key assignment changes to use TEP accounting
c). pa. changes needed at Springerville

5. Jim, Harold and Leonard will work on a 1 houfWaihlng program for the people at Springewille to be presented
just before the transition from Van '  i i  REP
6. The follow elimin anting for expenses was discussed

a). O&M ,t lease
and alL__-__ -0 account 501 based upon coal bum u p  ' I o

b). Operations cost of coal inventory area will also be charged to account 152 and allocated
to acc co

CC). o atio transferring or moving coal from inventory to silo to be burned will
charged to account 501 directly D_ 1 S '2.-

d). Lease cost asscrciatedwith-coal handling facilities will be charged to account 507 .ants also
l pro-rata portion of the deferred lease cost cost should be allocated to account 501

Maintenence costs associated with coal handling facilities will be charged to account 512

)ant 501 h
ns cost of

asgd up.on sym

Let me know if you have comments on the above issues or maybe I have lai out something we need to cover
Thanks, Rick

Q

Page 1
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Nehrmeyer, Leonard

From:
To:
Cc:
Subject:
Date:

Dickens, Jim
Nehrmeyer, Leonard
Franklin, Rick; Clark, Todd; Sabers, Dawn
RE: Collapsing Valencia
Wednesday, May 15, 1995 9:09AM

Q

Leonard,

These items should be cleared up in today's meeting. There are several people involved in many of these
and they will all have a chance for input into the the final decision.

Thanks, Jim

From: Nehrmeyer, Leonard
To: Dickens, Jim
Cc: Franklin, Rick; Clark, Todd; Sabers, Dawn
Subject: Collapsing Valencia
Date: Tuesday, May 14, 1996 2:07PM

< <File Attachment: COLAVEC1.DOC> >

4
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MEMO TO:
FROM:
DATE:
SUBJECT;

RICK FRANKLIN
LEONARD NEHRMEYER
MAY 17, 1996
FERC ACCOUNTS

The following will help clarify the FERC accounting questions brought up in our meeting

May 16.

Question: Where should the cost of transferring or moving coal from inventory to silo to
be burned be charged?

FERC account 152 prowldes for expenses incurred from the shipping medium and in the
handling thereof prior to its use.

The instructions to Account 152, Fuel Stock Expenses, state 'm part:

"Handling Eorn storage or shipping facility to first bunker. hopper, bucket,
tank or holder of boiler house structure."

Answer: Under these instructions, cost from the coal reclaim pile or the emergency pile to
the coal silo should be charged to Account 152.

-97 Question: Where should operating costs associated with coal handling facilities be

charged?

FERC account 502 provides for expenses incurred for handling and preparing fuel
beginning at the point where the fifi enters the first boiler plant bunker, hopper, tank or
holder of the boiler-house structure. .

The instructions to Account 502, Steam Expenses, state in part:

"This account shall include the cost of labor, material used and expenses
incurred in production of steam for electric generation. This includes all
expenses of handling and preparing fuel beginning at the point where the fuel
enters the first boiler plant bunker, hopper, tank or holder ofdae boiler-house
structure." - .

Answer.
feeder to the pulverizer and the primary and forced draft fans, should be charged to
Account 502.

. Under these instructions, operating costs firm the coal silo, including the coal/Z

?
"

Question: Where should maintenance costs associated with coal handling facilities be
charged?

FERC account 512 provides for expenses incurred in the maintenance of steam plant.

9
EXHIBITN .QL

714% M449

TDR13952



1

The instructions to Account 512, Maintenance of boiler plant, state in part:

"This account shall include the cost of labor, material used and expenses
incurred in the maintenance of steam plant, the book cost of which is includible
in Account 312, Boiler Plant Equipment."

Answer: Under these instructions maintenance costs from the coal silo, including the coal
feeder to the pulverizer and the primary and forced draft fans, should be charged to
Account 512

Question: Should the ash removal be charged to Account 501 or account 502?

I reviewed the FERC Compliance Audit Issues December 1994 which described a
company recording the cost of ash removal to Account 501, Fuel.

The Hading was that the company's accounting for ash handling expenses was not
consistent with the following requirements of the Uniform System of Accounts:

The instructions to Account 501, Fuel, state in part:

"This account shall include the cost of fuel used in the production of steam for
the generation ofle1ectricity....(Emphasis added.)"

> Account 501 provides for the expenses related to the handling of fuel from delivery to
Qs,~* . where the fuel enters the plant for burning.

\i
The instructions to Account 502, Steam Expense, state in part:

~>
I Q-

A
of!/, L

"This account shall include the cost of labor, material used and expenses .
incurred in production of steam for electric generation. This includes adj
expenses of handling and preparing iii el beginning at the point where the fuel
enters the inst boiler plant, bunker,hopper, tank or holder of boiler-house
structure.

...5. Operating ash-collection and disposal equipment located inside the
plant."

Under these instructions, the company should have charged the cost of labor and expenses
for the removal of ash to Account 502, instead of Account 501.

cc:Karen Kissinger
Dawn Sabers
Todd Clark
Harold Senske
Jim Dickens, Wayne Fasel

TDR13953
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FUEL/MATERIALS AND
SUPPLIES

Fuel
\

Accounting Classification of Ash Handling Expenses

The CompaNy used the wrong account to record the costs of
removing ash from its generating station.

The Company recorded the cost for removing ash from Unit Nos. 4
and 5 in Account 501, Fuel. The ash removal cost included the
salaries of plant employees, operation and maintenance of
equipment, emissions monitoring, the cost of gravel and soil
cement, and sweeping and watering driveways.

The Company' s accounting for ash handling expenses was not
consistent with the following requirements of the Uniform System
of Accounts:

The instructions to Account 501, Fuel, state in part :

This account shall include the cost: of fuel used in the
production of steam for the generation of electricity.
(Emphasis added.)

Account 501 provides for expenses related to the handling of fuel
from delivery to where the fuel enters the plant for burning.

I
The instructions to Account 502, Steam Expenses, state in part :

This account shall include the cost of labor, materials used
and expenses incurred in production of steam for electric
generation. This includes all expenses of handling and
preparing fuel beginning at the point where the fuel enters
the first boiler plant, bunker, hopper, tank or holder of
the boiler-house structure.

Items
. . . 5. Operating ash-collecting and disposal equipment
located inside the plant.

Under these instructions, the Company should have charged the
cost of labor and expenses for the removing of ash to
Account 502, instead of Account 501.

The Company was required to revise procedures to ensure that it
records the cost of labor and expenses to remove ash from any
generating station in Account 502.

-501- 501 TDR13957
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MEMQ TO:
FROM:
DATE:
SUBJECTs

RICK FRANKLIN
LEONARD NEHRMEYER
MAY 17, 1996
FERC ACCOUNTS

./EW
EXHIBIT NO 45'

-not  9 -m!-99

The following will help clarify the FERC accounting questions brought up in our meeting
May 16.

Question: Where should the cost of transferring or moving coal from inventory to silo to
be burned be charged? .

FERC account 152 provides for expenses incurred from the shipping medium and in the
handling thereof prior to its use. .

The instructions to Account 152, Fuel Stock Expenses, state in part:OV
"Handling 5*Qm storage or shipping facility to Erst bunker, hopper, bucket,
tank or holder of boiler house structure." .

Answer: Under these instructions, cost Eom the coal reclaim pile or the emergency pile to
the coal silo should be charged to Account 152.

- 9 7 Question: Where should operating costs associated with coal handling facilities be
changed?

FERC account 502 provides for expenses incurred for handling and preparing fuel
beginning at the point where the fuel enters the inst boiler plant bunker, hopper, tank or
holder of the boiler-house structure.

The instructions to Account 502, Steam Expenses, state in part:

"This account shall include the cost of labor, material used and expenses
incurred in production of steam for electric generation. This includes all
expenses of handling and preparing fuel beginning at the point where the fuel
enters the first boiler plant bunker, hopper, tank or holder of the boiler-house
structure." l

Answer.
feeder to the pulverizer and the primary and forced draft fans, shod be charged to
Account 502.

' Under these instructions, operating costs from the coal silo, including the coal

»§ Question: Where should maintenance costs associated with coal handling facilities be
charged?

FERC account 512 provides for expenses incurred 'Lm the maintenance of steam plant.

TDR13273
1



V 11111

The instructions to Account 512, Maintenance of boiler plant, state in part:

f'This account shall include the cost of labor, material used and expenses
incurred in the maintenance of steam plant, the book cost of which is includible
in Account 312, Boiler Pla.nt Equipment."

Answer: Under these insimctions maintenance. costs from the coal silo, including the coal
feeder to the pulverizer and the primary and forced drat fans, should be charged to
Account 512

Question: Should the ash removal be changed to Account 501 or account 502?

I reviewed the FERC Compliance Audit Issues December 1994 which described a
company recording the cost of ash removal to Account 501, Fuel.

The ending was that the company's accounting for ash handling expenses we not
consistent with the following requirements of the Uniform System oflAccounts:

The instructions to Account 501, Fuel, state in part:

"This account shall include the cost off hel used in the production of steam for
the generation otle1ectricity....(Emphasis added.)"

Account 501 provides for the expenses related to the handling of fuel from delivery to
M* where the fuel enters the plant for burning.

< Q, I
P¢, I

0/24 L.

The instructions to Account 502, Steam Expense, state in part:

"This account shall include the cost of labor, material used and expenses •
incurred 'm production of steam for electric generation. This includes all
expenses of handling and preparing fuel beginning at the point where the fuel
enters the first boiler plant, bunker,hopper, tank or holder of boiler-house
structure.

...5. Operating a.sh-collection and disposal equipment located inside the
plant."

Under these instructions, the company should have charged the cost of labor and expenses
for the removal of ash to Account 502, instead of Account 501.

CC:K2.II€D Kissinger
Dawn Sabers
Todd Clark
Harold Senske
Jim Dickens, Wayne Fusel

Ar
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Nehrmeyer, Leonard

,'ram:
To:
Subject:
Date:

Franklin, Rick
Cook, Frank; Dickens, Jim; Nehrmeyer, Leonard
Valencia
Sunday, June 02, 1996 11:27AM

We are going to meet in my office 6/3 at 8:30 to discuss the journals and other issues associated with the
Valencia dissolution.

Thanks, Rick

Exwarr NO 4 8

#wt 94441

Page 1
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MEMO TO:
FROM:
DATE:
SUBJECT;

RICK FRANEGIN
LEONARD NEHRMIEYER
IUNE 3, 1996
FERC ACCOUNTS

The following will help clarify the FERC accounting questions brought up 'm our meeting
May 16.

Question: Where should the cost of transfening or moving coal from inventory to silo to
be burned be charged?

.f

FERC account 152 provides for expenses incurred from the shipping medium and in the
handling thereof prior to its use.

The instructions to Account 152, Fuel Stock Expenses, state in part:

"Handling from storage or shipping facility to first bunker, hopper, bucket,
tank or holder of boiler house structure."

Answer: Under these instructions, cost from the coal reclaim pile or the emergency pile to
the coal silo should be charged to Account 152.

Question: Where should operating costs associated with the coal silo and pulverizer be
charged?

FERC account 502 provides for expenses incurred for handling and preparing fuel
beginning at the point where the fuel enters the first boiler plant bunker, hopper, tank or
holder of the boiler-house structure.

The instructions to Account 502, Steam Expenses, state in part:

"This account shall include the cost of labor, material used and expenses
incurred in production of steam for electric generation. This includes all
expenses of handling and preparing fuel beginning at the point where the fuel
enters the first boiler plant bunker, hopper, tank or holder of the boiler-house
structure."

Answer: Under these instructions, operating costs from the coal silo, including the coal
feeder to the pulverizer and the primary and forced draft fans, should be charged to

Account 502.

Question: Where should maintenance costs associated with coal handling facilities be
charged?

FERC account 512 provides for expenses incurred 'Lm the maintenance of steam plant.

789
BG-HBIT NO £8
am!  9 - /4 / -99
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The instructions to Account 512, Maintenance of boiler plant, state in part:

"This account shall include the cost of labor, material used and expenses
incurred in the maintenance of steam plant, the book cost of which is includible
in Account 312, Boiler Plant Equipment."

4

Answer; Under these instructions maintenance costs from the coal silo, including the coal
feeder to the pulverizer and the primary and forced draft fans, should be charged to
Account 512

Question: Should the ash removal be charged to Account 501 or account 502?

FERC account 501 provides for residual disposal expense less any proceeds 6'om sale of
residuals.

The instructions to Account 501, Fuel, state in part:

"Residual disposal expense less any proceeds from sale of residuals."

FERC account 502 provides for operating ash-collection and disposal equipment located
inside the plant.

The instructions to Account 502, Fuel, state in part:

"Operating ash-collection and disposal equipment located inside the plant.as

Answer: Under the above instructions, disposal expenses outside the plant should be
charged to Account 501 and disposal expenses located inside the plant should be charged
to Account 502.

cc:Dawn Sabers
Todd Clark
Harold Senske
Jim Dickens, Wayne Fusel

TDR13272
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COAL PURCHASE
LRCS ADJUSTMENT
ATSF FREIGHT COST
RESIDCO CAR LEASE
SUP RAZLCAR LEASE
1/2 PROPERTY TAXES

TOTAL

p.AluR0Ao OPEN A MAINT. TO
ROTARY CAR OUMFER

CFE?.ATL5 CCST FRQM RQTAAY
CAR DUMPER TO CCAL SILO

OIL sTAs:uzAT\0'4

FUEL EXFENS: . ACCT sox

Fut' £XP£NS' . ACCT 501

FUEL EXPENSE . ACCT 581

FUEL EXPENSE . ACC' 601

OPERATING EXP-NS*S

ACCT
CNTLA: cT SUSLEDGER Lo:

FueL 1rva1rroRy- ACCT 151
151 COAL PURC

LRCS
TbSP
TRSP
TRS?

151

SP

COAL

152

151 COAL

152

SP

CQAL 1-wr.

HNG

SP

TH: A-OVE rams AFT: ALLOCATED 1o'A:cT
AD\ (SEE BELOW) BASED ON BURN.

Sp

OPERATING EXPENSES

OIL Sp

FuE' Exp=~¢$: . ACC' SO!

sus EXPENS' . ACCT 501

FUEL EXPENS: . ACC' 501

FU'L EXPENSE . Acc' 501

Fu=L EXFSNS: . ACC' 501

FUEL EXPENSE . ACCT 501

FUEL EXPENSE . ACCT 501

FUEL EXPEHSE . ACCT 501

FUEL EXPENSE . ACCT so 1

FUEL £XPENSE . Acer 501

ZNCOMETAXES

FUEL EXPENSE . ACCT sol

T¢1AL UPERATTNG EXPENSES

SP\&Z

S?152

FUEL EXPENSE , ACCT 591
501 COAL

Fu=- EJ<p2ns= - Acc? Sam
591 o . .

Sp1&1 ASH

FU" MPENS
sox

-ACCY am
CUAL

yum MPE9S!  .  5"2
s~z SP1L2 ENV

D-PR
l;TL*E

sp1 s2
Sp1 a2

FUE' EXPESS' . ACCT 501
5.1 COAL
5`1 COA'

Ties o'HzR THAN lxcoms .  AccT 4:5
4"5 PHD? s o

R:N°- ACCT 537
507 SPV

Amen: HJUMTSRY . ACCT 497
¢~7 E r v

401

SPV

AJORT REGULATORY . ACCT 407
407

STEAM EXPENSE . 502
Hz sp1 a2 HNG

tM'hTL4ANCE oF Bosser p;A.w - A:cT s 12

512 so\ oz HNG

INCOME TAXES

SEE EELGW

TOtAL ovsufma EXPENSES

NCOME TAXES BELOW THE USE
N'EAEST INCOME FROM TEP
)T`HER INCOME

OTHER INCOME (DEDUCTlON$l

INCOME TAXES
OTHER INCOME
OTHER
TOtAL OTHER INCOME lg5Du¢TIOHS)

OTHER L'iCOM5 (DEDUCTIQNSI

INCOME TAXES
ELIMWATED
UTHER
TOTAL OYHER INCOME (D_DUCTlONS\

wrsnasr FJlpa4sE TO TE?
xrznssr ON SALES TAX ISSUE

INTEREST EXPLNSE
SHORT TERM DEST
SEE ABOVE
TOTAL wzsassr EXPENSE

INTEREST EXPENSE
suvmufao
OTHER lKTER=S7 EXPENSE . ACCT 431

4:1
4:1

TOTAL lemassv D<PEN$E

cs~rx
LEAS

Jun: 18, 1595

;`lé*€?H,§EcTBlc POWER cat.x?Ar4y . .
gulmna MATRIX OE QPERATNG AND MAINTENANCE COSTS

,vA4wcm oxssoLuTlon TO TEP .

bescnrmow Q: ACTIVITY
OLD PR? vs: MERGER)
FIS UNE TTEM

HEN (PCST vs msassm
F/S UN* rTp.1

ASH HAND' :NG ouTs::)s OF PLANT

ASH HANDLING INSDE OF PLAN*

UP LEASE & DEFE?4.48.3 LEASED
EXPENSE

1/2 FADPERTY TAXES

1:2 LEASE axpsnss

1.*2DEFERRED LEASE EXPENSE

:EPI-ZE:1ATION ON §QulpME?\'T

DEFERRED TAX ALLOCATION

DPERATING COST FROM SILO TO
wnvznznsns

AAINTEHANCE COST FRDM ROTARY
CAR DUMPERTO THE PULVEFZIERS

NCOME TAXES ABOVE THE USE

NTEREST ON SALE$ TAX ISSUE

-to
EXHIBIT NO

-not 9-/'/-99
.
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Tucson Electric Power Company
Tele copy Transmittal

Receiving Tele copy
Number: 1 (602) 929-4524

Date:
Time:

September 30, 1996

9:ll AMI

Deliver To: Mr. Michael D. Mcgrath
Manager, Power
Cyprus Climax Metals Company

7z/>
EXHIBITNO .ii
8tlcé' 94447

From: Leland R. Snook

Phone: (520) S84-3763 Fax: (520) 770-2064

Comnnents: I have attached the proforma rate calculations we

discussed. The savings in August would have been approx.

S:3lok; savings over the last twelve months approx. $3.5I\DI.

As well I have attached the FERC 501 Account information.

If you have any questions please call.

5Total number of pages including cover sheet:

If you do not receive all of the pages. please call Leland Snook at (5"0) 864-3763.

*.*pRrv'1LEGB A_\ID CONFIDENTLY-XLITY NOTICE***
The information contained in this tele copy is privileged and confidential,

and is intended for the named recipieot(s) only. If you have received
this tele copy in error, please notify us irnrnediately by telephone and

return the original message to us via the U.S. Postal Service.

TRD11072
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ANCE EXPENSE ACCOUNTS

'h-r

Lr::.spor1 Sue! from :Ne ;<:l:.: or \:;=::s::lc:
La the ulonalag pol:.:.

e. Lease or :canal casa c' °.I~~-or-,.l.;;¢;
cqlupzenr  inc  ro \. I ° ' ;cn fuel :buzz :ah
p-cln: cf a-:q~.::::°lcm to :ah ualalmzg pp::.'.

9. Cos: at rue! l.'ac 14:!:.g I-'==s'1. s1rl::.L°;
e¢:1U11:;c and o9.er truupcrauan ° *~ '¥e1

xo. E.x:ue urea. l :~.n::::.el . Pu- ~ - ~ - g
couzmlsxloax Aar' sL::~.'1L: r ° - ~

ll. Szcrzs exp-eases to cozen: ngpllcable Ra
!uh'.

X". ..r'lpcr'..\:!c: l:4 arc ¢:?c::¢s 1:
movie: is! Ira xi-ar\g:.

13..coLI. lubn:a:.:.s aC other l '¢p"u.
14. Qperatlsg nzpplles :C r  n r . : n : . l : xl

eqlnpxneat.
15. Residual ¢! :'po:a.!  expcua lat l :.y

proeeecls 1.-=== sale of reslclals.

NGTZI Abnormal fuel h4a411z3 ex;:c:s:x
oczaxxened by =:L1=:y csncltlasx :hall be
c:.a:led no upezsn no lscurrzd.

S02 Slum expexucs.

This acsaunt shall induce the yes: of
labor, materials used and ervensa ln-
curred in producion o! st-ezzzl for electric
genenUon. This includes Ll! ezzaerses
or handllnz and preparing Tue! be:L':.L':g
:L the point where Lhe fuel ante: the
lim: boiler plant bunker. Hoover. tank or
holder of the belle:-house strucsrzre.

Xtra:

*Hut

OPERATION AND MAINTEN

1 .  Pawn P l os vc tzox &r ' . : xs :s

A. STZAM rowen CZNZRATZON

Qpgrotion
S00 Opernxion mc;-vision and engi-

neering.
This aczouzz :HaN dude the cu: of

labor and expenses incurred in the gen-
eral supervision and d2:e:"co of the
ape:n"on of steam po'-ver €e'~erat1nz
stations. sires: supervision of s;:e:i$c
:.c'iv1tie.s, such a.s fuel headline. boi-le"-
:corn operations. zenzrator operations.
etc.. shall be clurzea to the appropriate
ncconxot. (See ope:~1""¢ ernense in-
strucdoo 1.)
sox Fuel.

A. This account shall Include the cost
or fuel used to the production of stern
for the generation of electricity, Indud-
ins expenses m unloadlnz fuel from the
s.*Jp~ptn: reside and bxzdlloc thereof up
to Lhe nom: where the fuel enters the
first boiler punt bunker. hooper. bucket.
tank or holder at the boiler-house struc-
twe. Records shell be maintained to
show the quantity. RLU. csotent end
yes: of each type or fuel used.

B. The cost of fuel :hall be charted
initially to account 151, Pull Stock. and
cleared Lo this account on the bass of
Loc fuel used. Fuel haadlzoz expenses
may be cho-:ed pa this account as ln-
curreel or charted loltixlly to :xoum
152. Peel Stock &'pense_s Uodlstributed.
In thektter event, they shall be cleared
to this xccaunt on the basis of the foe!
Mei Respective amounts o! fuel stock
and foe! stack expazsu shell be readily
available.

User:
L Bu'evulng steam pzuauezzoa.
2. Operating Xue! conveying, ssongl.

welgblag and pr~oeesx1:°.5 equlpcaezt max:
boiler Pllilt.

s. Openuag bone: n=4 bona \uz21ll:7
equipment

4. Operxung ballet fee: vie: punicauen
and ernsmeaz equxpzzent.

s. Operating :x1»eal1e:&l we dispasu
equapzaent located laude Ya: plan;

e. Opmntag ballet pies: e1e:t.".a! equip-
rneat.

1.

ors.

hum
Labor:
1. Swpemxlng pureaulag noel b8adUng Er

fuel.
2. All rcuuoe Xue! ualyua.
:. Uola\4L:g from shxpplng hcillty mC

puztlng lo noun.
4. Maven; or Mel in sung: use master-

r::¢ Xue! Ins: hoe saris: to aanuu.
s .  Bu n d l in g  I ran :  syn g e  c :  w w w :

faeillsy to r..-x: bluet. hopper. bucket. in!
Cr holder of holler-hula: IL'u:r.xxe.

c. Opentloo of 5eeaaa:eal equlpsest
nun u 1aeuooszvea. neo. beau
barges. enaex. et.

INtern-lk and hpeaan:
1. Cpnnuag. ualiztnuaee Asa depreca-

tlua ¢a.1l: on uw-
R84 pa

WW! son 14 Mon:
l=7-<=v~al4 f.no.lpor'°.a:!o¢: sqxipzunt

tee-plz; have pkzs in an ne:=¢.l 1.:e
,':z~¢px:L::¢ rupees on have: plant operate:

a. Tests; hole: Inter.
D. Tea"°:1. ezeekzag. uh u.:}ur::.; :nun

:1=e=. 114 eta: k..=r~z::°.l=u ala equip-
ment Lu bel le: that.

xo. Cleaning butler pier.: equlp::~.e:: We:
not lnc1:e::al  to =U:U*e:= 1:21.

ll. Repeekssg gleam me rephc::l r==r=
g'es¢: vvaere the ear! !:~.v:!vea' 21 et A ...:Sr
nature :ad is pe:'¢::~.:.e: Ly regular operating
:ve- . W here tae war!  u at :  major  ebu-
aeser. me as L' :at pertcrzxea ea :agn-
garessure botleu. :Ne ire: would be ee:-
uae:-14 u nnlateuaae.

Matenale and £:;le:~.le.1:
12. Chemicals mad *miles Inspeezlco feel.

Page 101-T9
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ELECTRIC QPERATION AND MAINTENANCS &XP§NS3

A. av;-w =Qw5=1 §=~xiaAnQ~

Q===.ATvQ~

PQwv== =crQQuQnQ»4 EXPWSES

COAL H m
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COAL
COAL
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COAL

COAL
COAL
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NV
NV
NV
SJ
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N
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SPY
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ENV
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2
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an Arizona corporation,
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4
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5

6
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E.-00000 I-.99-0243

7
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INC. ,

SIERRITA CORPORATION,
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9
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12
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22
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1 DEPOSITION OF MALCOLM ROSS SPILLER

2

3

4

5

was taken on September 29, 1999, commencing at

12:29 p.m., at the law offices of Roshka, Herman &

DeWulf, PLC, Two Arizona Center, 400 Nor th Fit Rh

Street, Suite 1000, Phoenix, Arizona, before CECELIA

6

7

BROOKMAN, a Notary Public in and for the County of

Maricopa, State of Arizona.

8

9 APPEARANCES :

10
For the Complainant:

11

12
1000

13

ROSHKA HEYMAN & DEWULF, PLC
By Mr. Raymond s. Heyman
Two Arizona Center, Suite
400 Nor th Fit Rh Street
Phoenix, Arizona 85004-3902

14

15 For the Respondent:

16

17

FENNEMORE CRAIG, P.C.
By Mr. Jay L. Shapiro
3003 Nor Rh Central Avenue, Suite
Phoenix, Arizona 85012-2913

2600

18

19

20

21

22

23

24

25

ARIZONA REPORTING SERVICE,
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ
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1 MALCOLM ROSS SPILLER,

2

3

4

called as a witness herein, having been first duly

sworn by the Notary Public to speak the truth and

nothing but the truth, was examined and testified as

5 follows :

6

7 EXAMINATION

8

9 Q. (BY MR. HEYMAN) Mr. Spiller, would you

10

11

please state your full name for the record.

Full name is Malcolm Ross Spiller.A.

21 Q. Do you work out of the Cyprus Sierrita mine?

22 A. Correct l

23 Q. And you are employed by whom?

24 A.

25 Q.

Cyprus Sierrita Corporation.

What is your position?

ARIZONA REPORTING SERVICE I
Realtime Specialists

INC. (602) 274-9944
Phoenix, As



\

MALCOLM ROSS SPILLER 9/29/1999

5

1 A. I believe my exact title is staff plant

2 engineer.

3 Q.

4 A.

5

6

How long have you worked for Cyprus Sierrita?

This was actually my second tour of duty with

Cyprus Sierrita itself. I'm trying to think of that.

I believe for Sierrita, it would be '86 to eight

7 years.

ARIZONA REPORTING SERVICE I
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ
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15 Q. Then what happened in 1994?

16 A. In 1994, then I went back to the Sierrita

17 I was re-employed by Cyprus Sierrita

18

proper ty.

Corporation.

19 Q. Your position at that time is the same

20

21

position that you hold currently, or was it a

different position?

22 A.

23

24

25

It's the same position. There may have been

some name changes through the years, but basically the

same duties, just a support engineer for the f facility.

What are those duties and responsibilitiesQ.

ARI ZONA REPORTING SERVICE I
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ
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1 that you have, then, currently?

2 A. Well, because we are reduced in force, when I

3 went back there my primary duties are project

4 management.

5 Q. When you say project management, what does

6 that mean, exactly?

7 A. It would primarily be the focal point for

8 Sierrita, I would be the focal point for either

9 management of a maintenance error t or a special

10 project by Sierrita personnel, or I would be the focal

11 point for a Sierrita Corporation, as a manager

12 overseeing engineering work done by an outside agency,

13 if we hired a Fluor or Bechtel or something.

ARI zone REPORTING SERVICE I
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ
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18 Q. You indicated that you've negotiated with

What role does19

20

Mr. Mcgrath some power contracts.

Mr. Mcgrath play in the negotiations of power

21

22

contracts at Cyprus?

You indicated that I negotiated with Mike,A.

23 Mike is, in his

24

and that's not correct terminology.

title, is the lead for any of this, as I understand it

25 the lead for any of the Cyprus proper ties. H e i s the

ARI zone REPORTING SERVICE I
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ
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1 negotiator for power contracts. My duty i s primarily

2 an intern ace to those negotiations for the Sierrita

3 proper ty.

4 Q. What does that mean, intern ace?

5 A. To the point of liaison, a set of ears that's

6 at the negotiations when I am available. I'm at the

7 negotiations with Mike Mcgrath, and I do pass along

8 comments to our management at the Sierrita proper ty.

25 Q. You were involved in the negotiations for the

ARIZONA REPORTING SERVICE,
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ
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1

2

second amendment of the electric service agreement

between Cyprus Sierrita and Tucson Electric Power

3 Company;

4 A.

is that right?

I attended most of those, yes, in Tucson,

5 yes.

14 Q. In addition to meetings with Tucson Electric

15

16

17

Power in connection with the second amendment, did you

perform any other role as a support for Mr. Mcgrath

during the course of the negotiations?

18 A. I would say as a sounding board for his

19 thoughts .

ARI ZONA REPORTING SERVICE I
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ
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12 Q- You indicated that you received a document

13 that contained the FERC Account 501 information; is

14 that correct?

15 A. Correct •

16 Q. And you received that from Mr. Mcgrath?

17 A. Correct. Because when FERC 501 was brought

18 I had never

19

up, I did not know what FERC 501 was.

heard of that before.

20 Q. So did you ask Mike for the FERC 501

21 information?

22 A. Yes.

23 Q. And what was the purpose for you asking him

24 for that information?

25 A. I asked him what it was, and he sent me the

ARI zone REPORTING SERVICE r
Realtime Specialists

INC. (602) 274-9944
Phoenix, As
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1 document furnished to him, I believe, by TEP

2 Q. And when you received that document, what did

3 you do?

4 A. I looked at it.

5 Q.

6

7

And you indicated that you were not aware of

FERC Account 501 prior to it being mentioned in the

context of the negotiations for the second amendment?

8 A. That's correct, I had never heard of that

9 before .

10 Q. When reviewed

11

12

you the information, did you

review it to the extent that you were satisfied that

you felt like you understood what was in FERC

13 Account 50l?

14 MR. SHAPIRO: Object to the form.

15 Q. (BY MR. HEYMAN) You can go ahead and answer.

16 A. No, I did not review it to the point that I

17 understood it. I looked at the document to see what

18 some of the line items were, but I still did not

19 understand all that it contained.

20 Q.

21 A.

Which line items were you looking for?

Basically I was looking to see if fuel was

22 mentioned in there, as I understood, for 501 was

23 supposed to track fuel costs, which was our concern.

24 Q.

25

Were you able to determine whether or not 501

did track fuel costs?

ARI ZONE REPORTING SERVICEI
Realtime Specialists

INC. (602) 274-9944
Phoenix, As



MALCOLM ROSS SPILLER 9/29/1999

21

1 A. There were a lot of line items that mentioned

2 fuel, yes.

19 Q. What was the imper Rance or what was the

20 significance of making sure that fuel cost items were

21 tracked in the Account 501?

22 A.

23

501 was the entity by which the fuel costs

for the contract, I remember, would be tracked.

ARIZONA REPORTING SERVICE,
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ
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25 Listen carefully what I'm asking you.

ARI zone REPORTING SERVICE I
Real time Specialists

Q.

INC. (602) 274-9944
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1

2

3

your understanding that the energy component of the

rates to be charged pursuant to the second amendment

were to be indexed to the costs in the FERC

4 Account 501, and in the event that those costs

5 increased, there would be a cap on the increase in the

6 rates of 1 percent?

7 MR. SHAPIRO: Can I have that question read

8 back, please.

9 (The record was read by the repot tee as

10 requested.)

11 MR. SHAPIRO: Go ahead, Malcolm, can you

12 answer?

13 THE WITNESS:

14 answer ¢

Well, I'm sorry, it's the same

I don't understand the question.

15 in 501 account. 501 account was the index.

Energy is

If the

16

17

price went up, their costs went up on the items in 501

limit of 1 percent perand our price went up with a

18 annum •

19 Q. (BY MR. HEYMAN) What if the prices went down

20

21

for the components in the 501 account, what would then

happen to the rates?

22 A. Then our rates would go down.

23 Q.

24

Why was it important to you to check and see

if the 501 account included fuel costs?

25 A. As I recall, the concerns by TBP were

ARI zone RE PORTING SERVICE I
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ
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1 fuel-related as f ar as unknowns in the future years.

2 The proposal was made during the negotiations to use

3

4

501 as an index for both par ties to understand and be

able to track the changes in our price, and it was a

5 known quantity.

14 Q. (BY MR. HEYMAN) So what you're telling me is

15 if an item that was a cost component of FERC

16 Account 501 was reduced, that Cyprus Sierrita would be

17 entitled to the benefit of that reduction in rates?

18

19 THE WITNESS: I would have to say yeah, if

20 the total 501 account were reduced, yes, Cyprus

21 Sierrita ' s rate would be reduced.

E
ARIZONA REPORTING SERVICE I
Realtime Specialists
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17 Q. Let me be more specific.

18

Didn't Cyprus

intend and desire to benefit from TEP's reduction in

19 its fuel-related costs?

20 A. Cyprus desired to reduce our costs any method

21 w e had.

ARIZONA REPORTING SERVICE,
Real time Specialists

INC. (602) 274-9944
Phoenix, AZ
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4 Q.

5

And your testimony was that in looking at

this information, you were able to determine that at

least some of the items contained in that FERC6

7 Account 501 were fuel-related items?

8 A. Correct v Fuel is listed as some of the line

9 items on several pages.

ARI zone REPORTING SERVICE,
Realtime Specialists

INC. (602) 274-9944
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14 Q. Mcgrath and

15

16

Do you recall a meeting with Mr.

Mr. King in the corporate headquarters of Tucson

Electric Power in which the subject of the FERC

Account 501 and its costs were discussed?17

18 A. I remember being there when FERC 501 was

19 discussed. I don't know that its costs were

20 discussed. I can't recall that.

ARI ZONA REPORTING SERVICE I
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ
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I

14 Q. Let me show you a document that's marked as

15 TEP Deposition Exhibit No. 56. Have you ever seen a

16 document like that before?

17 A. No, sir.

18 Q. You have no recollection of having anybody

19 explain this document to you before?

22 THE WITNESS: I don't recall it, no.

23 Q. (BY MR. HEYMAN)

24

25

Do you recall any meeting or

discussion with Joe King in which he discussed with

you the term Valencia-related costs?

ARI zone REPORTING SERVICE,
Real time Specialists

INC. (602) 274-9944
Phoenix, AZ
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1 A.

2 Q. Do you know what Valencia-related costs are

3 in the context of the dispute between Cyprus and TEP?

4 A. In detail, no.

5 Q.

6 A.

What's your general understanding?

My general understanding, at tee TEP brought

7 fuel

8

it up to us, was Valencia had some costs that had

been in FERC 501 that were no longer in FERC 501.

ARIZONA REPORTING SERVICE,
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ
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15 Q. There's also a component of the second

16

17

amendment that provides a mechanism by which Cyprus

Sierrita ' s rates could be reduced even f at thee based

18

19

upon changes in the energy component; is that correct?

Changes in the, yeah, in the FERC 501 accountA.

20

21 Q. My question was the energy component of the

22 rates I

23 A. Well, the energy component is FERC 501
I

24

25

according to the contract, so changes in 501 will

change the rates, yes.

ARI zone REPORTING SERVICE I
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ



MALCOLM ROSS SPILLER 9/29/1999

36

21 Q. (BY MR. HEYMAN)

22

23

Cyprus is currently

paying TEP for electric service under the second

amendment is lower than what the base rate is in the

24 second amendment?

25 A. What we're now currently paying, yes, is

ARI ZONA REPORTING SERVICE I
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ
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1 lower than what we star Ted at.

2 0. In the second amendment?

3 A. Correct I

4 Q. What do you attribute that reduction in rates

5 to?

6

7 THE WITNESS: Our rates have been adjusted

8 according to the way the contract was written, with

9

10

adjustments occurring quai terry, based upon the FERC

501 account, and with that, our rates change. That's

11 how I know they've changed.

ARI zone REPORT IN SERVICE I
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24

25 statement.

Let me ask you if you agree with another

Would you agree that it is valid to

ARI ZONA REPORTING SERVICE I
Realtime Specialists
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1

2

3

4

assert, as TEP does now, that the cost components used

to calculate the current period's costs should be

directly comparable to the cost components used to

calculate the base period costs unless new actual cost

5

6

components arise or old ones truly disappear pursuant

to the second amendment?

7 A. Do agree or disagree with that is yourI

8 question?

9 Q. That's correct.

10 A. I disagree with that

11 Q. Why?

12 A. Our contract states that we track 501

13 account, the FERC 501 account. TEP's allegations wish

14 to change that.

ARIZONA REPORTING SERVICE,
Realtime Specialists

INC. (602) 274-9944
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10 Q. (BY MR. HEYMAN)

12

13

14

So is it your testimony that

if FERC were to require TEP to include new cost

components into the FERC Account 501, that Cyprus

would be required to pay the rates even if they are

higher as a result of adding those new cost components

15 into 501?

16 A. Sierrita agreed to have FERC 501 as the

17 index. And if the government changes the rules

18

19

regarding what's in the index, yes, we would have to

abide by that.

ARI zone REPORTING SERVICE,
Realtime Specialists
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20 Q. And you're not aware of any difference

21 between or a calculation that demonstrated the

22 difference between the rates of amendment number two

23 and amendment number one?

24 A.

25

In the negotiations TEP, as I recall, gave us

some numbers of what they thought that reduction would

ARIZONA REPORTING SERVICE,
Realtime Specialists

INC. (602) 274-9944
Phoenix, AZ
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1 I can

2

be, what they thought the rates might be.

remember making a calculation. I don't remember the

3 year. I made a

4

5

I believe the month was August.

calculation using the TEP numbers for energy

consumption, and then compared it to what we actually

consumed.6

7 Q.

8 A.

What did you come up with?

As I recall, that calculation, the numbers

9 TEP told us we would be saving was more than what we

10 actually have saved.
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9 Do you recognize Paragraph F of Page 5 to be

the formula in the second amendment that determines10

11 the energy component for the rates?

12 A. Yes.

16 Q. And you helped negotiate the second

17 amendment, is that correct, by providing assistance to

18 Mr. Mcgrath?

19 A. I was a par Ty to the negotiations.

23 Q. You feel like you

24 have an understanding how it is to work and operate?

25 A. I believe so.
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22 Q.

23

24

Is it your understanding that the same cost

components that were used in the base rate would be

used in the comparative period to calculate the energy

.2 5 components?
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2 THE WITNESS: FERC 501 was what was to be

3 used.

5 My question was Was it your understanding

6

7

that the same cost components that were in the base

rate would be used in the comparative period?

9 THE WITNESS: If FERC 501 remained the same,

10 it would be the same.

13 My question was Was it your understanding

14 that the same cost components would be used in the

15 base rate and in the comparative period?

17 THE WITNESS: No.

21 Q.

22

What was your understanding of the cost

components that would be in the base rate in the

23 comparative period?

24 A.

25

My understanding of the cost components would

be those components contained in FERC 501.
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1 Q.

2

And your understanding is based upon what,

And by that I mean conversations,

3

specifically?

documentation? What is the basis for that

4 understanding?

5 A.

6

We agreed that FERC 501 accounts would be the

tracking mechanism. If FERC 501 numbers went up, our

7

8

costs went up; if FERC 501 numbers went down, our

costs went down.

9 Q.

10

And I think you indicated that your

understanding at the time was it was just based upon

the 501 numbers, not related to any fuel cost savings;

12 is that correct?

13 A. It's related to FERC 501 accounts, so you

14 know, whatever makes FERC 501 change.

15 Q. and I want to pin

16

And your understanding

you down a little bit on time frame.

17 Your understanding, at the time that this

18 contract was entered into, was that if the FERC 501

19 account numbers went up or went down, that would be

20

21

22

how the energy charge component would be calculated,

completely independent of whether or not TEP actually

incurred additional costs or reduced costs?

24 THE WITNESS As I understand the question,

25 as FERC 501 numbers changed, our rates changed, so
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1 yes, I agree with that.
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14 Q.

21 star t with Line 2.

22

23

24

Fur thee, answering Paragraph 16:

Cyprus specifically avers that at the time the par ties

entered into the second amendment, Cyprus had no

par ticularized knowledge concerning the individual

25 components of TEP's FERC 501 account
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1 Is that a true statement?

2 A. I can't answer that. You'd have to ask Mike

3 Mcgrath I

4 Q. I'm asking you based upon what you know.

5 A. I did not.

6 Q. Excuse me?

7 A. If I am considered Cyprus, I did not.

8 Q.

9

10

As an employee of Cyprus, did you have a

par ticularized knowledge concerning any of the

individual components of TEP's FERC Account 501?

11 A.

12 Q. Just so that I'm clear, and the record is

13 clear, let's go back to Exhibit No. 2. I want you to

14

15 See that?

16 A.

17 Q.

18

19

20

make sure that you understand the second amendment

that was signed on November 8th, 1996.

Okay.

Is it your testimony that as of November 8th,

1996, you did not have a par ticularized knowledge

concerning the individual components of TEP's FERC

Account 501?

21 A .

22

I saw the document provided by TEP,

but par ticularized knowledge of items in that

23 document, I did not have.
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15 Q. Turn to Page 8 for me, please. If you will

16

17

18

19

look at the sentence that begins on Line 11 with:

Cyprus specifically avers that by entering the second

amendment, Cyprus forfeited significant cost savings

by foregoing its viable cogeneration option.

21 Is that a true

22 statement, the statement we read on Page 8 beginning

23 with Line 10 of the answer?

24 A.

25

A cogeneration option would have provided

lower cost than the agreement states, yes.
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1 Q. I s this a

2

I guess my question to you is:

true statement, the sentence that begins on Line 10

3

4 A.

5

through Line 13, on Page 8?

Cyprus would have paid a lower cost where the

cogeneration plants are, I would say that that's

6

7 0. The question was:

8

Did Cyprus forfeit

significant cost savings by foregoing its viable

9 cogeneration option?

10 A. Can we build that same plant now, no, so

11 that's a correct statement. We gave up the chance to

12 build a plant at that time.
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9 Q. (BY MR. SHAPIRO)

10

11

Mr. Spiller, Mr. Heyman

asked you a bunch of questions regarding a reference

in Cyprus' answer and counterclaim and/or statement in

12 that answer and counterclaim. It included the words

13 par ticularized knowledge What does that term mean to

14

15

you, par ticularized knowledge?

The term par ticularized means to me in-depthA.

16 knowledge .

22 0.

23

24

Were you satisfied personally, you yourself

satisfied, that you and Mr. Mcgrath had determined

that the FERC 501 account of TEP's was the FERC

25 account that tracked fuel-related costs?
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1 A. That's correct.

2 Q.

3

Did you make any error t to determine what

those individual cost components were?

4 A. I did not, no.

5 Q.

6

7

8

Did you believe that it was necessary to

determine each and every cost component of TEP's FERC

501 account to support Mr. Mcgrath's recommendation

to the executive officers?

9 A. No, I did not.

10 Q. Were you aware, sir, whether or not TEP's

11 FERC 501 account included, at anytime prior to the

12 execution of amendment number two, costs related to

13 Valencia Energy Corporation?

20 Q. (BY MR. HEYMAN) Why was it important to you

21 that the FERC 501 account track fuel costs?

23 THE WITNESS: The par ties had discussed the

24 fuel costs could change.

25

We wanted an independent

verifiable means, nor ambiguous, that related to fuel
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1 costs I FERC 501 was brought to the table as that

2 entity.

wanted to know what that was.

Not having known what FERC 501 was before, I

3

4 Does that answer the question?

5 MR. HEYMAN: I t does.
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15 Q. (BY MR. HEYMAN)

16

Is it your testimony that

under the second amendment, if the cost components in

17

18

the FERC 501 account change, whether they are greater

or lesser, that Cyprus would be entitled to either a,

19

20

at tar having to pay a greater rate or a lesser rate,

even though that may not have been caused by an actual

21 cost incurrence or cost reduction by TEP?

22 MR. SHAPIRO: Object to form.

23 THE WITNESS: In that we don't benefit from

24 anything TEP does outside of FERC 501, I would say

that's correct.25
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1 STATE OF ARIZONA
ss.

2 COUNTY OF MARICOPA

)
)
) BE IT KNOWN that the

3

4

5

6

foregoing deposition was taken by me; that I was then

and there a Notary Public in and for the County of

Maricopa, State of Arizona, and by virtue thereof

authorized to administer an oath; that the witness

7

8

before testis Ying was duly sworn by me to testis y to

the whole truth and nothing but the truth; that the

9

10

questions propounded by counsel and the answers of the

witness thereto were taken down by me in shorthand and

11

12

13

thereof tar transcribed into typewriting under my

direction, and that the foregoing pages of typewritten

matter contain a full, true, and accurate transcript

14

15

16

of all proceedings and testimony had and adduced upon

the taking of said deposition, all to the best of my

skill and ability.

17 I FURTHER CERTIFY that I am not related to

18 nor employed by any of the par ties hereto, and have no

interest in the outcome.19

20 DATED at Phoenix, Arizona, this /68844 day of

21 October, 1999.

22

23 @14 ¢
RPR

24
CECELIA BROOKMAN,

Notary Public

25
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Electric Service Agreement
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Tucson Electric Power Company
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Amendment No.2
to the

Electric ServiceAgreement

1. PARTIES AND RECITALS

Dated this 6 day of November,1996, between Tucson Electric

Power Company (the "Company"), and Cyprus Sierrita Corporation (due "Customer"),

(collectively "Parties"). The Company and the Customer are parties to an Electric

Service Agreement dated February6, 1991,as amended December 15, 1992, (the

"Agreement"), pursuant to which electric utility service is purchased by and provided to

the Customer for its Sierrita Mine Operations and related facilities. The Company and the

Customer wish to amend the Agreement to provide (i) changes in the pricing for service

to the Customer; (ii) interruptible service with respect to a portion of the Customer's

load; and (iii) market access for a portion of the Customer's load. Accordingly, upon

satisfaction of the conditions precedent set forth below, the Parties hereby amend the

Agreement as specified herein.

2. AGREEMENT

The Parties amend the Agreement as follows:

-2-
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2.1. The Agreement is hereby amended by deleting Exhibit C, which is not

being replaced, and deleting Section VI of the Agreement in its entirety and substituting

therefor the following:

"VL
PRICING

A. Firm Power. Finn power demand shallbe 15 MW. The price for such fem

power shall consist of a Demand Charge of $5.25/kW-Mo. and an Energy Charge of

30.03748/kWh.

B. InfemIptible PQwer. Interruptible power demand shall be up to 82 MW. The

Company shall provide Customer no less than ten (10) minutes notice of pending

interruption of service. The price for such interruptible service shall consist of a Demand

Chase of$2.02/kW~Mo. and an Energy Chase of$0.03748/kWh, provided that during

any hours in which the Company's system incremental cost of producing energy exceeds

the Energy Charge, the Customer shall be required to reduce its load to the point where

the Company's incremental cost is equal to the Energy Charge. In the alterative, the

Customer shall have 'the ability to pay for replacement energy. The sales price to the

Customer for replacement energy purchases shall include. but not be limited to. the

following as applicable:

1. demand charges,

2. energy charges.

3. unit startup costs,

4. minimum run time charges,
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5. minimum quantity purchase obligation,

6. other expenses charged by suppliers,

7. Company's°app1icab1e transmission wheeling andancillary services charges as

ultimately approved by FERC and the ACC in the Company's Open Access Transmission

and Distribution Tariffs, which upon regulatory approval shall be, subject to refund or

increase, 833;/g<w-mo. ($0.l 18/kW~day, $0.007385/kWh) for EHV Point-to-Point

Transmission s¢rvi¢¢,.s129§1<w-m0. ($0.05/kW-day, S0.003116/kWh) for l38kv Point-

to-Point Distribution service, $0.05/W-Mo. ($0.002/kW-day, $0.001/kWh, subject ro a

minimum charge of $200 per schedule) for Scheduling, System Control and Dispatch

Service and $0.s=8p1<w-m0. ($0.025/kW-day, 30_QQ2/xh) for Reactive Supply and

Voltage Control firm Generation Sources Service for a total charge of $4.237/kW-Mo.

3448
($0.l95/kW-day). The following ancillary services, Regulation and Frequency Response

-as\

Service. Energy Imbalance Service, Operating Reserve - Spinning Reserve Service and

Operating Reserve - Sgpplementad Reserve Service are to be included in the lm energy

product delivered to Company. For tariff purposes only, all of Customers' Delivery Points

are considered to be at l38kv Distribution Service.

8. a handling charge of 10 % of the sum of the above charges l through 6. and

9. cost of transmission losses for delivery to the Company's system.

Capacity interruptions shall be limited to 128 hours in any calendar year. or 8 hours in

any calendar day. Following an interruption, permitted capacity interruptions for the

calendar year shall be reduced by the greater of the actual duration of the interruption or

four (4) hours.
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C. Market Pricing. The Customer shall have the ability to designate up to 5 M W

of the first 102 MW of demand, and all demand in excess of 102 MW, for purchase by

the Customer at maker pricing. In the event the Customer elects to designate power for

market pricing firm Company, the Company shall wheel the power to the Customer at a

price based on the Palo Verde Index, which price shall be tied-up in the following

month's billing based on the actual daily Palo Verde Index prices during each previous

calendar month. In addition, a 10% handling charge, as well as the applicable

Transmission and Distribution charges specified in VI.B.7. above shall apply, The Palo

Verde Index is defined as the daily quoted price in S/MWh as published in the Wan Street

Journal for prescheduled, firm on-peak and firm off-peak power. Off-peak hours shall be

hours ending (HE)2300 to 0600 Mountain Standard Time (MST) Monday-Sunday. On-

peak hours shall be HE0700-2200 MST Monday-Sunday. Power delivered at market

pricing shall be considered first through the meter.

D. Minimum Payment. The minimum payment obligation shall be $434,000 per

month until December 31, 1997, and thereafter shall be $234,000 per month, through the

expiration or termination of this Agreement.

E. Operatirva Procedure. Customer and Company shall develop and approve

detailed operating procedures for scheduling replacement energy and market power from

Company. Such procedures shall be consistent with the practical operation of Company's

electrical system and Customer's mine operations, and necessary or convenient for the

implementation of this Agreement.

F. Calculation of Energv Charges. Energy Charges shall be indexed to the

Company's system average fuel cost (FERC Account 501 dollars per MWh of net

-5-
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generation). Energy Charges shall be increased or decreased quarterly, but in no event

shall they increase by more than 1% 'm any calendar year. Quarterly changes shall be

1

computed using a twelve (12) month rolling period ending three months prior. The base

period for the calculation of the index shall be twelve months from July 1995 through

June 1996.

G. Billing Demand. Demand billing calculations hereunder shall be based on the

average of the three highest 15-minute metered demands during the month.

H. Wire Transfer Notwithstanding Section V of this Agreement, the Customer's

payments for service shall be wire transferred according to the Company's instructions

within ten (IO) calendar days of receipt of billing statements.

I . Retail Access. Ii during the term of this Agreement, any regulatory or other

governmental authority renders any decision or order or implements any legislation (other

than a "pilot" or "experimental" program) which permits similarly situated copper mining

customer(s) in Arizona (without limitation, Asarco Mission and Ray, BHP Pinto Valley

and San Manuel, and Cyprus Bagdad and Miami are specifically considered similarly

situated) to purchase electric energy produced by entities other than the electric utility

sewing such customers' service territory for use within such service temltory ("Retail

Access"), and the Customer would have the benefit of such Retail Access but for this

Agreement, the Company shall in good faith with the Customer provide access to the

competitive market comparable to that provided by Retail Access."

2.2. The Agreement is hereby amended by deleting Section VIII of the

Agreement in its entirety and substituting therefor the following:
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"viii. EFPRCTIVF DATE Ami TERM

Subject to Section 2.6 below, this Amendment No. 2 shall be effective •

September 16, 1996, ("EffectiveDate") and shall expire at 12:00 a.m. on January 1, 2003,

subject to earlier termination in the event the Customer elects to close its Sierrita Mine

operations during the term of this Agreement, provided however, neither Party shall have

any other early termination option."

2.3 Upon regulatory approval of this Amendment No. 2 to the Agreement, it is

the intent of the Parties to re-invoice the Customer billing from the Effective Date

forward and credit Customer's next monthly invoice any overpayment for electrical

service.

2.4 The Agreement is hereby amended by deleting Section XVIII of the

Agreement in its entirety and substituting therefor the following:

For purposes of any notification contemplated to be given by or to either party under this

Agreement, the following shall constitute the appropriate address for delivery for such

notice:

J

-7-
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To the Company:

Tucson Electric Power Company

c/o Secretary

P.O. Box 711

Tucson, Arizona 85702

To the Customer:

Cyprus Sierrita Corporation

Attention: Vice President/General Manager

P.O. Box 527

Green Valley, Arizona 85622

With copies to: Cyprus Climax Metals Company

Attention: Legal Department

P.O. Box 22015

Tempe, Arizona 85285

Cyprus Climax Metals Company

Attention: Manager, Power

P.O. Box 22015

Tempe, Arizona 85285

2.5 If the Commission orders any material changes to or modifications of this

Amendment No. 2 which are unacceptable to either Party, the objecting Party shall notify

and:
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the other Party within five (5) days of receipt of the Commission order and this

Amendment No. 2 shall be void and the Agreement without this Amendment No. 2 shall

be in full force and effect.

2.6 Conditions Precedent. This Amendment No. 2 is subject to the receipt by the

Parties of all necessary regulatory approvals.
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Agreement to be executed as of the

IN WITNESS WI-IEREOF, the Parties havcaused this Amendment No. 2 to the

day of November, 1996.

TUCSON ELECTRIC POWER COMPANY

B y
;
J

Title uP

v

I

CYPRUS SIERRITA CORPORATION

By 434 8

Title: Vice President/General Manager
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Tucson Electric Power &
Cyprus Sierrita Corporation

Electric Service Agreement Amendment No. 2
Operating Procedure

Tucson Electric Power Company (the "Company") and Cyprus Sierrita

Corporation (the "Customer"), herein referred to as ("Party") or collectively as ("Parties")

hereby agree to the following Operating Procedure Pursua.nt to Section VI.E of

Amendment No. 2 of the Electric Service Agreement:

1. REPLACEMENT ENERGY

A. During any hours in which the Company's system incremental cost of

producing energy exceeds the Energy Charge (indexed quarterly), the Company shall

have the right to require Customer to reduce its load to a point where the Company's

incremental cost is equal to the Energy Charge, subject to the limitations in I.H below.

When Company requires Customer to reduce load, the Customer shall alternatively have

the ability to pay for replacement energy.

B. Company shall notify Customer when circumstances require either an

interruption of some level of service, or alternatively, the purchase of replacement energy

("Qualifying Event"), as soon as practicable, but in no event shall notice be less than ten

(10) minutes.

C. Notifications to Company or Customer will be made via telephone to the 4-.

designated representative as follows:
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Customer Primary:
Mill Control Room (520)648-8811

Customer Alternate #l;
Mill Control Room (520)648-8735

Customer Alternate #2:
Secondary Control Room
Remote Facsimile ("Fax")

(520)648-8812
(520)648-8730

Cqmpanv Primarv;
Energy Trading Real Time
Energy Trading Fax

(520)745-3249
(520)571-4065

Ccpmpany Alternate #1:
Energy Trading Backup (520) 745-3213

CQmpany Alternate #2:
Generation Dispatch & Control (520)745-3312

For the purposes of this Operating Procedure, voice messaging shall not constitute

notification.

D. Notwithstanding the notification requirements above, Customer authorizes

Company to purchase replacement energy at prevailing market prices when Company's

system incremental cost of producing energy exceeds the Energy Charge. This

authorization applies to the initial two (2) hours of each Qualifying Event.

E. Normal notification procedure shall be:

1. Company gives Customer a courtesy call to warn of situations existing

which may require either the purchase of replacement energy, or

alternatively, an interruption of some level of service.

2. Should interruption or replacement energy be necessary, the Company

shall provide Customer with the following:
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a. Quantity of energy that interruption or replacement purchases

will require.

b. Whether replacement energy is available or Sierrita will be

required to shed load within 10 minutes.

c. Cost of replacement energy for the first hour and anticipated cost

of replacement energy for the second hour.

d. Expected duration of the Qualifying Event and anticipated cost

of replacement energy for the duration.

3. Within one (1) hour of receipt of the information 'm E.2 above,

Customer shall notify Company of intent to continue to purchase

replacement energy beyond the initial two (2) hours, reduce load or a

combination of the two.

If Customer intends to purchase replacement energy, Customer shall J

send Company via fax a signed copy of Exhibit "A", or refer to the

most recent Exhibit "A" on file with the Company, which lists the

Customer's threshold price and duration for purchases.

If Customer intends to curtail load, and does not actually reduce its load

by the appropriate amount, a penalty will be incurred. For the first

occurrence the penalty will be an additional Firm Power Demand

Charge for the month applied to the quantity of uncurtailed load as

measured by the Company's metering equipment, plus the cost of all
.Ni4.

replacement energy provided, in accordance with Sections VI.A and B

of Amendment No. 2 of the Electric Service Agreement. For
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subsequent occurrences the penalty will include a three month ratchet

applied to the additional Firm Power Demand Charge. This penalty

shall also apply to any reductions required pursuant to I.E.2.b above.

4. Company shall notify Customer when due Qualifying Event has abated.

5. Company will notify Customer via fax by 12:00 noon within two

business days of the actua1.MWh's and total price of replacement

energy purchased on behalf of Customer.

F. In the event notification cannot be made by either party within the time

constraints specified herein, Company will keep Customer in~service and purchase

replacement energy, even if the replacement cost exceeds those set forth in the most

recent Exhibit "A" on file with the Company.

G. Replacement energy shall be priced in accordance with section VI.B of

Amendment No. 2 to the Electric Service Agreement and at terms as favorable as any

economy energy sale that Company may enter into during, and for delivery in, the same

hours as the replacement energy is delivered.

H. Interruptions- or replacement energy purchases, up to 82 MW as necessary or

available, shall be limited to 128 hours in any calendar year, or eight (8) hours in any

calendar day. Following an interruption or replacement energy purchase, the calendar

year hours shaLl be reduced by the greater of the actual duration of the

interruption/replacement or four (4) hours. TEP's tracking of event hours will be reflected

in attachments to the Customer's bill.
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II. MARKET POWER

Customer shall have the right to designate up to 5 MW of the first 102 M W of

demand, and all demand in excess of 102 MW, for purchase by Customer at market

pricing ("Market Power").

A. Current operating procedure shall be for Company to deliver the appropriate

amount of Market Power, as determined by the monthly Billing Demand, at a market

price determined by the Palo Verde Index price as published in the Wall Street Journal

for pre-scheduled, Finn on-peak and firm off-peak power. This Market Power procedure

shall roll over from mond1-to-month unless customer notifies Company pursuant to

Section II.D below.

B. Off-peak hours shall be hours ending (HE)2300 to 0600 Mountain Standard

Time (MST) Monday-Sunday. On-peak hours shall be HE0700-2200 MST Monday-

Sunday.

C. Market Power shall be considered first through the meter.

D. In the event Customer desires to act as its own agent for purchasing Market

Power, Customer must notify Company within ten (10) days of the first of the month.

Customer shall be allowed to act as agent for a capacity amount determined by either the

previous month's Billing Demand,or a mutually agreeable capacity amount. Customer

must contact Company to determine Me transmission paths available to Customer. The

Company is not required to deliver any Market Power purchases to the Customer on

paths not approved in advance by Company. ¢¢

E. Market Power shall be priced in accordance with section VI.C of Amendment

No. 2 to the Electric Service Agreement.
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111. OPERATING COMMITTEE

Each Party shall designate up to three (3) persons as its Operating Committee

Representatives. Such Representatives shall be authorized to act on behalf of the Party

designating such Representative in carrying out the provisions of this Operating

Procedure. Each Party shall notify the other Party within fifteen (15) calendar days after

execution of this Procedure of the designation of its authorized Representatives and shall

promptly notify the other Party of any subsequent changes in such designation. The

Representatives will meet as required to provide coordination with respect to matters

which affect the implementation of this Operating Procedure. However, such

Representatives shall have no authority to modify any of the provisions of this Operating

Procedure.

COMPANY

Electric Operations Contract Administration

Toby Vote Mike DeConcind

Supervisor, Short Term Power Manager, Contracts & Wholesale Marketing

Phone: 520-884-3976 Phone: 520-884-3964

520-770-2064 520-770-2064

. 4

Fax:
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CUSTOMER

Electric Operations Contract Administration

Malcolm Spiller Mike McElrath

Supt. Engineering Services Manager, Power

Phone: 520-648-8843 Phone: 602-929-4507

Fax: 520-648-8730 .Fax: 602-929-4510

Amendment No. 2 to the Agreement to be executed as of the

IN WITNESS WHLEREOF, the Parties have caused this Operating Procedure for

#
/ day of I

1997.

TUCSO EI/ECTRIG P beER COMPANY

By

Title

CYPRUS SIERRITA CORPORATION

L734»am4,»~
MP- 8//1

B y

Title

.-»

CYP000081



' _ `67/11/97 FRI 10:a2 FAI 520 848 svso pLwr DEPARTBEIENT
21002

n u .

Exhibit "A"

Cyprus Sierrita Threshold Price- Replacement Energy

Fax to: Tucson Electric Power Company
EncrgyTrading Real Time (520) 571-4065

Dvrati nm mis) Pica www
I

s

7

6 / 5
I

5 8.0

4

3 2 0

If the Threshold Price is the same for all time periods, only the eight (8) hour price is

reduiréd to 'be Blind-ini 'This Exhibit "A'*I6 reiniiiri i'ri effect until superseded 'ay another '

Eadmibit MA"-

CYPRUS SIERRITA CZOKPORATIUN - H i on C l

By

Tide 5,..,,4¢L..>:.
Date

1

7-»/d- 77
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