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TUCSON ELECTRIC POWER
COMPANY, UNS ELECTRIC, INC.
AND UNS GAS, INC.'S RESPONSES
TO STAFF'S FIRST SET OF DATA
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IN THE MATTER OF THE GENERIC )
INVESTIGATION OF REGULATORY AND )
RATE INCENTIVES FOR GAS AND ELECTRIC )
UTILITIES )
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)
)
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Pursuant to the request of Staff dated April 1, 2009, Tucson Electric Power Company,

UNS Electric, Inc. and UNS Gas, Inc. hereby respond to Staffs List of Questions and Requests in

the above-mentioned dockets.

RESPECTFULLY SUBMITTED this/5 Rh day of April 2009.
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Michael W. Patten
Jason D. Gellman
Roshka, DeWu1f & Patten, PLC
One Arizona Center
400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004

24 A l
25 Attorneys for Tucson Electric Power Company,

UNS Electric, Inc. and UNS Gas, Inc.
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1 Original and 15 copies of the foregoing
filed this /5 day of April 2009 with:
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Docket Control
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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TUCSON ELECTRIC POWER COMPANY'S, UNS ELECTRIC, INC.'S AND UNS GAS,
INC.'S RESPONSES TO STAFF'S QUESTIONS FOR DISCUSSION IN THE ENERGY

EFFICIENCY WORKSHOP
DOCKET nos. E-00000J-08-0314 / G-00000C-08-0-14

April 15, 2009

Assuming an energy efficiency goal of at least 20% of the total energy resources needed to
meet retail load in 2020:

1. What should the annual percentage be and on what schedule?

RESPONSE : The annual Energy Efficiency percentage and implementation schedule
depends on what mechanism(s) the Arizona Corporation Commission
("Commission") adopts to allow a utility to recover its costs and lost
margin. In addition to the ability to recover those items, any annual
percentage and implementation schedule should factor in circumstances of
an individual utility, such as the differences between electric and natural
gas utilities and the differences between utilities located in larger metro
areas and rural communities.

RESPONDENT: Denise Smith
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2.

RESPONSE:

What are the estimated annual costs of achieving this goal?

The estimated annual costs would depend upon what methodologies the
Commission adopts in determining cost recovery for such a program.

RESPONDENT: Denise Smith
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DOCKET nos. E-00000J-08-0314 / G-00000C-08-0314

April 15, 2009

3. What would be an estimate of the annual savings, in dollars, of achieving
this goal?

RESPONSE: An estimate cannot be provided without a more detailed and utility-
specific situational assessment of UniSource Energy Corporation for
existing and projected Demand-Side Management ("DSM") programs.

RESPONDENT: Denise Smith
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INC.'S RESPONSES TO STAFF'S QUESTIONS FOR DISCUSSION IN THE ENERGY
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4. How and to what extent can energy efficiency help to relieve system
constraints?

RESPONSE : Energy Efficiency can reduce both peak and off-peak demand. The
reduction in peak demand is most effective in relieving system constraints
and deferring capacity additions, since the system is most constrained at
this time. Lowering demand during off-peak periods will typically have
little impact on system constraints.

To most effectively address the issue of capacity constraints, TEP and
UNS Electric believe that rate design programs such as Time-of-Use
("TOU") should be used in conjunction with energy efficiency programs
to most effectively address system constraints and capacity needs. Proper
price signals are the best means to insure that consumers work to reduce
demand during the most critical hours of the day, when demand reductions
are most effective in relieving constraints.

RESPONDENT: Bentley Erdwurm
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April 15, 2009

5.

RESPONSE :

What is an adequate level of funding?

The direct funding level should cover all costs and lost margin incurred
due to implementing a portfolio of programs that will meet the new
Energy Efficiency goal.

RESPONDENT: Denise Smith
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6. What are the best methods for cost recovery?

RESPONSE : UniSource supports a DSM recovery mechanism that fully recovers the
following costs:

( i )

(ii)

DSM Portfolio Spending;

The Performance Incentive, and

(iii) Lost Margin.

The best method of recovery is a mechanism that is forward looking, with
DSM Portfolio spending recovered approximately coincident with the time
that these costs are incurred, with the Performance Incentive recovered in
a timely manner so that there are no opportunity cost losses tied to the
time-value-of-money, and with margin lost to DSM returned at the same
time it would have been earned absent the DSM programs.

Further, a forward looking recovery mechanism that attempts to match
recovery with incurrence supports the type of clear and transparent pricing
necessary for informed decision-making that balances the costs of DSM
with its benefits.

RESPONDENT: Dallas Dukes and Bentley Erdwunn
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7. What would be the bill impact to customers of achieving this goal?

RESPONSE : Due to the uncertainties on Energy Efficiency annual percentages,
implementation schedule, methodologies to determine costs, and ability to
recover costs and lost margin in a timely basis, preparing an estimate of
the bill impact for an average residential customer depends on too many
unknown variables. However, as stated in Tucson Electric Power
Company, UNS Electric, Inc., and UNS Gas, Inc.'s Responses to
Commission Requests filed March 26, 2007, UniSource Energy
Corporation ("UniSource Energy") prepared a table, shown below, that
estimates the approximate bill impacts to an average residential customer
under the various energy efficiency standards that the Commission
identified in the March 6, 2009 Workshop on Energy Efficiency. In
preparing this table, UniSource Energy assumed full recovery of lost
margin, full recovery of Demand-Side Management ("DSM") portfolio
costs, that 100% of the efficiency standard was met, and that a
performance incentive was approved. Further, UniSource Energy
assumed energy efficiency standards of 0.75%, 1% and 1.5% for UNS
Gas.
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UniSource Energy
Percentage Impacts on Average Residential Bills

of Energy Efficiency Standards
(100% Performance Incentive)

Tucson Electric Power Company
Efficiency
Standard

1.00%
1.50%
2.00%

Year 1
0.8%
0.8%
0.8%

Year 5
5.0%
6.5%
6.5%

Year 12
10.2%
14.0%
17.2%

UNS Electric

Efficiency
Standard

1.00%
1.50%
2.00%

Year 1
0.3%
0.3%
0.3%

Year 5
2.6%
3.2%
3.2%

Year 12
6.2%
8.6%

10.5%

UNS Gas
Efficiency
Standard

0.75%
1.00%
150%

Year 1
0.5%
0.5%
0.5%

Year 5
2.0%
2.4%
2.5%

Year 12
3.6%
4.4%
5.8%

(Assumes Full Recovery of Lost Margin,
DSM Portfolio Spending, and 100% Performance Incentive with
no additional assumed rate increases.)

RESPONDENT : Dallas D es and Bentley Erdwurm
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8. What waivers may be necessary for unexpected circumstances?

RESPONSE: By definition, any unexpected circumstance cannot be anticipated, and
therefore, UniSource Energy Corporation cannot recommend any specific
waivers.

RESPONDENT: Denise Smith
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9. What would be the revenue concerns, quantified, for utilities?

RESPONSE : Recovery through rate case adjustments leads to regulatory lag,
characterized by delayed recovery (leading to opportunity costs losses tied
to the time value of money) and loss of recovery between rate case filings.
A quantification of revenue delays and losses will depend on the degree of
regulatory lag, the frequency of rate cases, whether future test-years are
used with respect to the DSM program, and the Commission's position on
portfolio cost recovery, incentive recovery, and lost margin recovery.

Therefore, an exact quantification of revenue concerns is difficult to
determine given existing uncertainties.

RESPONDENT: Dallas Dukes and Bentley Erdwurm
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10. What are the methods that should be used to address the revenue concerns
of utilities?

RESPONSE: The best way to address these concerns is to implement the type of
forward-looking cost recovery mechanism and an incentive mechanism as
outlined in response to question 6.

RESPONDENT: Dallas Dukes and Bentley Erdwurm


