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Marta T. Hetzer
Administrator/Owner

Arizona Cain Reporters Association

ACRA

MAYES (MAYES Exhibits)

Re:

IBEW LOCAL 1116 (IBEW Exhibits)

Date:

To:

Arizona Reporting Service, Inc.

STATUS OF ORIGINAL EXHIBITS

UNS Gas / Rates
G-04204A-08-0571
August 10 through August 25, 2009
Volumes I through VI Concluded

August 25, 2009

Docket Control

land 2

Court Reporting & Videoconferencing Center

FILED WITH DOCKET CONTRUL

8-m8ilz azrs@az-reportlng.com
www.az-reporting.com
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Su1°te 502
2200 NoM Central Avenue

Phoenix, AZ 85004-1481
MAIN (602) 274-9944

FAX (602) 277-4264
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RUCO (RUCO Exhibits)

1 through 21



STAFF (S Exhibits

1 through 4, 6 through 15

I

UNS GAS (UNSG Exhibits)

1 through 46

ZWICK (Z Exhibits)

1 through 3

EXHIBITS GIVEN TO ACALJ NODES
CONFIDENTIAL

RUCO (RUCO Exhibits)

22, 23

STAFF (S Exhibits)

5

Copy to:
Dwight D. Nodes, ACALJ
Robin Mitchell, Esq. - Staff
Philip J. Dion, III, Esq. - UNS
Daniel Pozefsky, Esq. - RUCO
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3 EXHIBIT

LUBIN & ENOCH, PC.
Nicholas J. Enoch
State Bar No 016473
Jarrett J. Haskovec
State Bar No 023926
349 North Fourth Avenue
Phoenix, Arizona 85003
Telephone: (602) 234-0008
Facsimile: (602) 626-3586
E-mail: nicholas.enoch@azbar.org

HAELQ- l

Attorneys for Intervenor IBEW Local 1116

BEFORE THE ARIZONA

CORPORATION c:ommIssIon

Docket No. G-'04204A-08--105IN THE MATTER OF THE,
APPLICATION OF UNS GAS,
INC. FOR THE ESTABLISHMENT
OF JUST. AND REASONABLE
RATES AND CHARGES DESIGNED
TO REALIZE A REASONABLE
RATE OF RETURN ON THE FAIR
VALUE OF THE PROPERTIES OF
UNS GAS, INC. DEVOTED TO
ITS OPERATIONS THROUGHOUT
THE. STATE OF ARIZONA.

NOTICE OF FILING DIRECT
TESTIMONY OF FRANK GRIJALVA

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

I

23

Pursuant to the. Administrative Law Judge's Procedural

Order (p. 2) dated January 7, 2009, Local Union 1116,

International Brotherhood of Electrical Workers, AFL~CIO,

CLC ("IBEW Local 1116") by and through undersigned counsel,

hereby provides notice of its filing of the attached Direct

Testimony of Frank Grijalva in this docket.

RESPECTFULLY SUBMITTED this 8th day of June 2009.

, E. CH, .p.c.&

24
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Enoch, Esq.
A"tOrney for Intervenor
946885 J.

27

28

l



z
I

I

copies
filed

1

2

3

Original and thirteen (13)
of IBEW Local ll16's Notice
this 8th day of June, .2009,. with :

4

5

Arizona Corporation Commission
Docket Control Center
1200 West Washington Street
Phoenix, Arizona 85007-2996

6
Copies of the foregoing
transmitted electronically
this same date to:

7

8

9

.10

Dwight D. Nodes, Assistant Chief ALJ
Hearing Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

11
200

12

Raymond s. Herman, Esq.
Uri source Energy Corporation
One South Church Avenue, Ste
Tucson, Arizona 85701
Co-counsel for Applicant

13

14
MiChael W. Patten, Esq.
Roshka, DeWulf & Patten, PLC
400 'East Van Buren Street, Ste.
Phoenix, Arizona 85004
Co-counsel for Applicant

800

Janice M. Alvaro, Esq.
Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

15

16

17

18

19

20

21

22

Ernest Johnson, Director
Utilities Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

23
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Daniel W.. Pozefsky, Esq.
Residential  Uti l i ty Consumer Office
1100 West Washington, Suite 220
Phoenix, Arizona 85007
Attorney for Intervenor RUCO II4

5

Cynthia Zwick
1940 East Luke Avenue
Phoenix, Arizona 85016
Intervenor

6

7
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9
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13
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15

16

17

18

19
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22

23

24

25
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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS

y
I

4

I

2 Frank  Gr i ja l va . My business address is 750 South Tucson f
i
I

3 Boulevard, Tucson, Arizona 85716-5689

PLEASE DESCRIBE YOUR RECENT Emp1.oxmE:ntn •
. I

4

I

5 I  am  t h e  B u s i n e s s  Man age r / F i n an c i a l  S e c r e t a r y  f o r  I n t e r v en o r

Loca l  Un ion  1116, I n t e r n a t i o n a l  B r o t h e r h o o d  o f  E l e c t r i c a l6

7

8

9

Workers AFL-CIO, CLC ("IBEW Local 1116") . The posi t ion o f

Business Manager/Financial Secretary is an elected union

posit ion and, due to the ret irement of my predecessor, I  was

10 appointed by our Executive Board to my present posit ion in

October 2007. Because al l  IBEW local unions also have a11
l l

12

13

14
That is

15 not the case.

person holding the posit ion of  "President, it :Ls common for

persons outside of  our organizat ion to bel ieve that  the

"Pres ident "  i s  the pr inc ipa l  o f f i cer  o f  the Loca l  .

Art ic le  17,  §§ 4 and 8 o f  the Const i tu t ion o f

the Internat ional Brotherhood of Electrical Workers, AFL-16

17

18

CIO, c l e a r l y  s t a t e s  t h a t  t h e  B u s i n e s s  Man age r / F i n an c i a l

S e c r e t a r y  i S t l e  " p r i n c i p a l  o f f i c e r "  o f  a n y  I B E W  l o c a l

19 union |

20

21

22

23

24

25

26

Pr i or  t o  my  becoming Bus i ness  Manager /F i nanc i a l

Secretary~for  IBEW Local  1116, I  was  employed by  the

Tucson E lect r i c  Power Company ("TEP") f o r  twen ty - two

122) y e a r s  i n  a  v a r i e t y  o f  b a r g a i n i n g  u n i t  p o s i t i o n s ,

t h e  l a s t  o f  wh i c h  was  a s  a  De s i gn e r  f o r  T r an sm i s s i on

an d  D i s t r i bu t i on  Con s t r u c t i on . Wh i l e  employed at  TEP,

I  was  a very  ac t i ve  member  of  IBEW Loca l  1116,27

28 including previously serving as the Local 's President

1

a

\

l
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1 and in other positions on the Executive Board.

2 WHAT IS IBEW LOCAL 1116?

3 IBEW Local 1116 is the labor organization which serves as

4

5

6

7

the exclusive representative for, inter alia, approximately

one-hundred and ten (110) employees of UNS Gas. In

particular, IBEW Local 1116 represents all of the UNS Gas

employees holding the following positions :

Construction and Maintenance Crewman,8

9 Customer Service Representative (I & II) ,

10 Dispatcher,

Material Control Technician,11

12 Meter Reader,

13 Planner,

l a Service Technician, and \

15 Utilityperson.

IBEW Local 1116 and UNS Gas have entered .two collective16

17

18

bargaining agreements dating back to June of 2004 concerNing

rates of pay, wages, hours of employment, and other terms

and conditions of employment .19

20

21 In addition to representing the aforementioned employees at

UNS Gas, IBEW Local 1116 also represents hundreds of22

23

24

25

.26

employees »at TEP [a UniSource Energy Corporation

("UniSource") company] / Southwest Energy Solutions (also a

UniSource company) , Trico Electric CoOperative, Inc.

("Trico") and Asplundh Tree Expert Company. To learn more

about IBEW Local 1116, I invite you to visit our website at27

28 www . :Lbew1116 . com.

2
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QS . HAVE YOU TESTIFIED IN OTHER MATTERS BEFORE THE ARIZONA I

2 CORPORATION COMMISSION?

3 AS 1 Yes .

4

On behalf of IBEW Local 1116, I  tes t i f ied  in  support

of the 2008 TEP settlement agreement. See generally 2008

Just last month, I  t e s t i f i e d  i n5 Ariz. PUC LEXIS 201.

6

7

8

support of Trice's pending rate application, Docket No. E-

01461A-08-0430. As my union firmly believes that our

success is inextricably linked to the success of our

9

10

11

represented companies, we are always willing to voice our

public support for them when it is justif ied, l i k e  i n  t h i s

case, and when it is in our mutually~benefic ial interest to

12 do so.

13 QS . DO YOU BELIEVE UNS GAS IS A RESPONSIBLE CORPORATE CITIZEN?

14 AS O

15

Absolutely. While by no means perfect, the relationship

between IBEW Local 1116 and TEP is one which is mature and

It is  c lear that this  stabil ity has benefitted 'UNS16 stable .

17

18

19

Gas, its employees, and customers. In my opinion, the

importance of the strong and stable relationship between a

public service corporation and its employees cannot be

overstated. I believe that My opinion in this regard is20

21 widely shared.

22 QS. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

23

24

25

AS. As you know) Article xv, §3 of the Ar izonaconstitution

expressly states that the interests of public service

employees are on par with those of patrons.

follows:

t reads a s

26

27

28

The corporation commission shall have full

power to, and shall ... make reasonable

3
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1
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2

rules, regulations, and orders, by which such

[public service] corporations shall be

3 governed in the transaction of business

4 within the State, and • make and enforce

5

7

reasonable rules, regulations, and orders for

the convenience, comfort, and safety, and the

preservation of the health, of the ezzployees

8 and patrons of such corporations[.]

9

10

11

12

13

14

On behalf of its own members, as well as thousands patrons

of UNS Gas, IBEW Local 1116 believes this proceeding

provides it with a unique and timely opportunity to express

to this Commission our qualified support of UNS Gas's

Application and our reasons for doing so.

15 QS . DO YOU BELIEVE THAT UNS GAS IS ENTITLED TO AN INCREASE ITS

16 RATES EFFECTIVE NO LATER THAN DECEMBER 1/ 2009?

17 AS 9 Yes.

18 Qs . PLEASE EXPLAIN WHAT YOU MEI-SN BY "THE INCCJME TRANSFER

19 FUNCTION oF RATEMAKING » ll

20 AB ; At the mcjst generalized level, ratemaking distributes wealth

.21

'22

23

24 utility.

25

from consumers to utility owners. Thus, one. function of Q

ratemaking is to affect the amount of money that is .

transferred from ratepayers tothe shareholders that own the

In other words, ratemaking is not only a form of

price control, it is also a form of profit control.

refer to this dynamic as the "the income transfer function

I will

26

27 of ratemaking.ll

28 29. WHAT DO YOU BELIEVE OUGI-IT TO BE DONE WITH UNS GAS' S PAYROLL

4
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1 EXPENSE AD.Jus:1:1~1En:[;' AND PAYROLL TAX EXPENSE ADJUSTMENT?
¢

2 A9 i

3

4

5

6

7

8

On page 19, lines 20-25, of Dallas Dukes' Direct Testimony,

a reference is made to an "estimated pay rate increase that

will go into effect January 1, 2010" and that "[t]he pay

rate increase as of January 1, 2010, will be known prior to

the close of the record in this proceeding and prior to

rates going into effect based on a decision in this

'proceeding." Because UNS Gas and IBEW Local 1116 just

9

10

11

12
In

13

14

15

16

17

recently concluded their contract negotiations regarding,

inter alia, the year 2010, this should assist the Company in

making any adjustments that may need to be made to the

Payroll Expense and Payrolls Tax Expense adjustments.

particular, if the contractually agreed-upon pay increase is

greater than the estimate set forth in the Application, then

Gas ought to seek, and IBEW Local 1116 would fully support,

a corresponding increase to the Payroll Expense and Payroll

Tax Expense adjustments.

18

19 I know that Dallas Dukes believes that "the rate can be

20 signify cantle

21

22

23

24.

updated if its varies from the estimate"' but,

in my opinion, it ought to be updated irrespective of the

size of the.discrepancy. Otherwise, public service

corporations, like UNS Gas, would not be allowed to

recuperate their actual increases in the cost of doing

business.25

26 Q10.. DO YOU BELIEVE THAT UNS GAS OUGHT To RECOVER A GREATER SHARE

27 OF ITS FIXED COSTS THROUGH A HIGHER FIXED MDNTHLY SERVICE

28 CHARGE '?

5

4

I
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1 A10. Yes I
2 Q11. DOES THIS CONCLUDE YOUR TESTIMQNY? I

3 All . Yes .
P:\N1¢:k\P1eoding.d1r\lM.»-017.'1'e:t1n1onyl1.p1d.wpU
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19

20

21

22

23

24

25

26

27

28

6



l

. I

1 Under thaAgnamuennt,TWwwl61iephnaullId1ed&0miliw!ingdi1iil ld l toUni8w1:einm

2 amnrlmtthultcu|hpii|esm~on&mnT5 pe¢nmto£TE'seamin|p,1mt|'I1i1:M11im=asTE'a equitjr

s mlpauusalu»=unfu¢mm»»4opqr¢==:°fmau1».pa»»1 1l11lld&1iuu,uunnli1E1uuGo'llmdG1ulGN'1r=lpeu=Evs..
4 equiqf mpinaxinnum eqluall to pwnn arm =-pi1-1.-111=y van nm issue &v.aa:nl8! m Holden or

5 U&|iSumc=inm nmoun1t1|a:eun9mi1esmnwt1Im'J'5pnz=mtofE1ecCo'serG1|Co'searning.

6 vgusnnrmapam 1hudurepuluwiIims oftllc SIipruIldnnpmupul3:lh~alini:e'lJniSurl1!c:c's maul.

7 farinlmldmg8ein`Hlir5r'lfi&.Wn'ri1eudtn mlin!hintl1a.in|nniqlh.Bu1'lwf1vgd.lLtad11tilitim. LAsS'mE

s pains: nor, an A-glp=uu~unt':eager suunnua in¢¢uzilt.u¢ an hand annnmaiunus iuqmmd by-prim

9 UumumialiiiumQudursthlthawwhleglpedTW&amlliull]yi:1npuluvuil8d&lfequilgui1id. `Webh1i=we&e.

,lo S=¢:n¢nm:'=i1npuui&u¢1ofdrni1lr¢nuuun1l 'Fm Blwcn nnaG1uac¢ ~»alIh=1;»¢1=»n=¢lm11=b=w. I
'Ll' elwin Wdgaluiliisiumedhy-IlxliSulucsufills|shievcm1ppuruwiaNmiarufdcbt andequity

12 consil=hantvi1i&imm¢=ial1yl1aamyudlit9rconzpmiu.

13 L . ?if»n""» F»=f°f\'F'ttfvi1irmt=

14 1h1aSau1e n|amcnmudmsan|.1mnberofpm'¢vidcmsrelamdtn:naainmaininggsp@eIin1&I|fel5»'.
15 Anma.ga1u»=m=»nn==m¢u1=f°u¢»fn4é f1}unasuum-wwiunur»1nuw;h¢..¢q,miannmai»n|mi¢h
16 Ii8I8!5th¢~"ml9IM8i11tinagvinc1,&d,rm11&¢3,6¢gl8i1§dninth¢,Ngi ¢ 5 g i ! ¥ i 8 § MS ;

IT' (2)UuiSuuroev\f1'lledntinucWmliiHil1flLl13»'ope1l8lnn11cmmt1udin1duHicelht1::NAGD:1nd

.18 SDGD suvinesanentn mainltainqirdit5v'ofsnrvineandanlmepip:Uinle!aM3r;{3)UdBdur¢ewi|1 |

19 mmEmmWHzQDI'¢lJnMprl¢ti~ueqfnnfudmgnumlrwiDIHIBmEI&rpemMmnuulm¢hfnpdlliB4dd

20 maiutmanco funwtiuns nacfzmu1uklwrveysmdvahwma'mtanann¢;(4) z1m°smun¢¢wu1 aa¢p¢-1h=
21 m~uatrecmtvnxiumd8tiz=ni' upmmlim mdmainteunlnluernlmlmgka:nld§m'00udurHlilrlc1!ldiug

22 Ciiilml'Glmrugmnyphnmuudwilmslncruvidunsand1mp.daMe!omlyI:nlecelsa:§lwiMll1éMI18\u'si0mi
23 Ur updates tulb:pmclvid1bd1num Cnmnunid¢m'l &def. f&1e OEM ofPipeijn= la&ql; (5) UniSnrun=e

24 sviJ1nusl:aa11rmannh1¢:Mmmparumenf aagidamiminfhnqunliaynflmvineunnnnanfiitizamagan.

¢m,'m,¢g,;lng{5}'G.lg°wini,m¢;¢Wi4¢m¢1yin.4¢¢¢;uwnltk44mhy¢¢@¢¢,¢;p¢,4m¢1mWang
Zs' inlilllltiummnfnewvrlmVinelinn.|ndmlin4 dom.

Nnputyoppluledtlleupxurvi:inns of the S&pu1sdinm1.amd1vc.Elnd1hdWsymunelunnlhln

as mezmnn mum\=.thalUniSnrumu='a npmsunl win mama w papaaame r=w@¢m»=nv.

1mrammmrsmu~nnl

8 '

25

J

\ 6 E L 0 z
TED

EXHIBIT

DDCICETNU. 8-010325-00--'UTSIET.lllI..

DECISION HO
66028

q

Page 1 of 1

.r 4 r °f1 I 1 1 A 1f"v"1/\1 f\ [1"\T1'\ 1:\ F11-1r~1f1Tr\»1'T1-~ 1 n . '1  A :nnrxn



:==:H T  r1  L 1 . 1:1
* we"

HowSmart Program Page 1 of 1

Midwest Energy, Inc.

Making Energy Work For You

H0w$martsm
Now you can make efficiency improvements and reduce your Midwest Energy bill at the same time,
often without an up-front capital investment. You don't even need to own the property! How$martsm
provides money for energy efficiency improvements such as insulation, air sealing and new heating
and cooling systems. Participating customers repay the funds through energy savings on their monthly
Midwest Energy bills.

How$martsm program features:

•

m art

•

•

No up-front capital is required for qualifying investments. 5
(Customers have the option of "buying-down" the cost of non-
economic improvements when the projected savings will not
cover the entire cost.)
Monthly How$martsm surcharge covers the cost of qualifying improvements. The surcharge is
always less than the projected savings.
The How$martsm surcharge is tied to the location. If you move or sell the property, the next
customer pays the surcharge. (Full disclosure to subsequent customers is required.)

Participating customers must start with an energy audit to determine potential savings. Midwest
Energy will develop a conservation plan with recommended improvements. Customers may choose
the contractor to complete the work. (Contractors must sign a Contractor Master Agreement, and
tenants must have the written consent of their landlord.)

How$martsm is available to all Midwest Energy residential and small commercial customers. Contact
Kay Unruh at 800-222-3121 or 785-625-1474 to obtain complete program details or to start your
How$martsm project.

How$smartsm Brochure

Current Participating Contractors

Frequently asked How$martsm Questions

Midwest Energy is a customer-owned electric and natural gas utility located in central and
western Kansas.
We serve 48,000 electric and 42,000 natural gas customers.
© 2009 Midwest Energy, Inc. 1330 Canterbury Hays, Kansas 67601800-222-3121

EXHIBIT

http://www.mwenergy.com/howsmart.aspx

How

8/14/2009
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EXHIBIT
1

lAc,D»
UNS GAS, INC.'S RESPONSE TO

RUCO'S ELEVENTH SET OF DATA REQUESTS
DOCKET NG. G-04204A-08-0571

July 22, 2009
LJ§§3i

RUCO 11.32 Refer to MI. Dukes' rebuttal testimony at page 5.
a. Admit that UNSG's proposal to fail to offset rate base by the full amount of

Cus tomer  Adva nces  is  s imply incons is t ent  with p r ior -  Commiss ion
decisions, including, but not limited to, Decision No. 7001 l in UNSG's last
rate case. If your  response is  anything but  an unqualified admission,
explain fully and provide supporting documentation.
Admit  tha t  when UNSG receives a  Customer  Advance in the form .of
money,  it  has the use of tha t  non-investor  supplied money. If your
response is  anything but  an unqualified admission,  expla in iillly and
provide supporting documentation.
Admit that Customer Advances are a non-investor supplied source of cost-
f r ee capita l  to the Company. I f  your  r esponse is  a nything bu t  a n
unqualified admission, explain fully and provide supporting documentation.
Admit that UNSG does not reduce the CWIP base to which it applies an
AFUDC rate by the amount of Customer Advances related to CWIP. If
your response is anything but an unqualified admission, explain 1'iL1lly and
provide supporting documentation.
Admit that Commission Rule A.A.C R 14-2-103, Schedule B-1 requires
Customer Advances to be subtracted from rate base. If your response is
a nyt hing b u t  a n  u nqu a l i f ied  a dmis s ion,  ex p la in  fu l ly  a nd p r ovide
supporting documentation.
Admit that Commission Rule A.A.C R 14-2-103, Schedule B-l requires
Customer Advances to be subtracted from rate base, without any exception
for Customer Advances related to CWIP. If your response is anything but
an unqualified admission, explain fully and provide supporting
documentation.
Admit that Customer Advances are non-investor supplied capital when they
are received by the utility. If your response is anything but an unqualified
admission, explain nilly and provide supporting documentation.
Admit that UNSG does not hold Customer Advances in an escrow account.
If your response is anything but an unqualified admission, explain fully and
provide supporting documentation.
Admit that it would be inappropriate for a utility to earn a return on non-
investor supplied capital. If your response is anything but an unqualified
admission, explain fully and provide supporting documentation.

RESPONSE:

b.

c.

d.

e.

f.

g.

h.

i.

a. UNS Gas does not believe that it is inconsistent, as UNS Gas is requesting
only the exclusion of the portion of advances already spent as of the end of
the test year on plant not included in rate base. The Company is arguing
that the portion already spent is not available as zero cost capital as of the
end of the test year, and since the plant it was spent upon is not in rate base,
it is unfair to the Company to reduce rate base.



UNS GAS, INC.'S RESPONSE TO
RUCO'S ELEVENTH SET OF DATA REQUESTS

DOCKET no. G-042.4A-08-0571
July 22, 2009

Yes. UNS Gas has the use until it is invested in the projects it was
specifically advanced to fund. UNS Gas has not attempted to exclude my
portion of customer advances not yet spent or spent on plant included in
rate base.

Please see UNS Gas' response to 11.32.b. above.

UNS Gas does not reduce CWIP by advances prior to calculating AFUDC.

The only suggestion in Rule 103 that Customer Advances should be
deducted from rate base is a line in the form schedule B-l. However, that
schedule does not expressly address the circumstance where the advance is
related to plant that is not yet in rate base. This rule only controls the
general filing fonnat of the rate application, not the final ratemaking
decision by the Commission. (See Ag. Decision No. 69914 (Sept. 27,
2007) approving non-deduction of certain advances from rate base.) The
rule does not -- and should not -- preclude the Commission from exercising
judgment and fairness to insure proper matching and equitable treatment of
the shareholders' capital investments. Deducting advances from rate base
when the advance is related to plant that is not yet in rate base results in a
mismatch and is inequitable because the Company is unable to earn a return
on all of its investment in plant that is in rate base.

Please see UNS Gas' response to 11.32.e. above.

g.

h.

Please see UNS Gas' response to 11.32.b. above.

UNS Gas does not hold customer advances received in an escrow account.

UNS Gas is not requesting any returns on non-investor supplied capital in
this proceeding. As the customer advance reduction in rate base is being
interpreted by Staff and RUCO .- the Company is being unfairly denied a
return on investor supplied capital in rate base.

RESPONDENT: Dallas Dukes

WITNES S :

b.

c.

d.

e.

f.

i.

Dallas Dukes
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7

8

9
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23
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Franklyn D. Jeans, BEUS GILBERT, P.L.L.C
on behalf of Suburban Land Reserve, Inc. and
Fulton Homes Corporation

Brian J. Schulman and Melissa Goldenberg
GREENBERG TRAURIG. on behalf of Trend
Homes

Derek L. Sorenson,
STREICH LANG
Westcor/Surprise, L.L.C., and

QUARLES BRADY
behalf of

Michael W. Patten and Timothy J. Sabo
ROSHKA. DEWULF & PATTEN. P.L.C.. on
behalf of Maricopa County Municipal Water
Conservation District Number One

9 BY THE COMMISSION

PROCEDURAL HISTORY

INITIAL APPLICATION

\

On October ll, 2005, Arizona-American Water Company ("Arizona¢American" or

13 "Company") filed with the Arizona Corporation Commission ("Commission") the above-captioned

14 application. The application requested certain approvals associated with a transaction with the

15 Company's Agua Fria Water District and the Maricopa County Municipal Water Conservation

16 District Number One ("MWD") in order to enable the Company to obtain treatment of a portion of

17 the Company's Central Arizona Project ("CAP") water allocation at a planned regional water

18 treatment facility. The October 2005 application stated that MWD proposed to construct a regional

19 water-treatment facility known as the White Tanks Regional Water Treatment Facility to treat surface

20 water delivered over CAP facilities. In association with the planned transaction wide MWD, the

21 Company requested Commission approval of the issuance of evidence of indebtedness in the amount

22 of approximately $37,414,000 for a 40-year capital lease obligation with an interest rate of 275 basis

23 points over the long-term Treasury Bond rate, approval of the transfer of certain assets to MWD, and

24 approval of proposed increases to and extension of the Company's existing Water Facilities Hook-Up

25 Fee Tariff assessed to new-home construction, In association with the capital lease, the Company

26 so sought Commission approval of its proposed raternaking treatment and recovery method for

27 capital and operating costs, and a prudence finding

28 By Procedural Order issued December 19, 2005, a procedural schedule was set for the

I
i

69914
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1 processing of the application, which included a hearing on the application, public notice

2 i requirements, and intervention deadlines. The Residential Utility Consumer Office ("RUCO")

3 requested and was granted intervention. No other intervention requests were tiled at that time. On

4 February 10, 2006, RUCO tiled direct testimony on the October 11, 2005 application, and the

5 !Commission's Utilities Division Staff ("StaiT") filed a Staff Report on the October 11, 2005

6 application.

7 3 On March 2, 2006, at the Pre-Hearing Conference, the Company indicated that issues had

8 arisen between the Company and MWD, and requested that the procedural schedule in this matter be

9 suspended pending dteir resolution. By Procedural Order issued March 2, 2006, the Company's

10 request to suspend the procedural schedule was granted.

E
12 Following the March 2, 2006, suspension of the procedural schedule, the Company filed

13 several status reports. A Procedural Conference was convened on August l, 2006. The Company,

14 RUCO and Staff attended and discussed procedural issues related to the processing of the Company's

11 B. REVISED APPLICATION

15 application.

16 On September 1, 2006, the Company filed a Revised Application in this docket. The Revised

17 Application indicates that the Company plans to construct a White Tanks Regional Water Treatment

18 Facility ("White Tanks Project"), not in association with MWD. The Revised Application requests,

19 for the Company's Agua Fria District, relief in the form of an adjustment to its e>dsting Water

20 Facilities Hook-Up Fee for new home construction. The Revised Application ds requests

21 .accounting orders related to the planned water treatment facility, and requests that the Company be

22 ordered to make certain associated filings as a part of its previously-ordered 2008 rate case filing for

; On October 27, 2006, Staff tiled a Staiff Report and Stair Recommended Order,

25 i recomxnending approval of the Company's proposed hook-up fee and accounting order as requested

26 'm the Revised Application.

27 Between October 23, 2006 and December 6, 2006, Applications to intervene in this

28 proceeding were Filed by Pulte Homes Corporation ("Pulte"), CHI Construction Company, Inc.

23 5 its Agua Fria District.

24 !

1

al

3 69914
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1 ("CHI"), Courtland Homes, Inc. ("Courtland"), Taylor Woodrow/Arizona Inc. ("Taylor Woodrow")

2 3 Trend Homes, Inc. ("Trend"), Fulton Homes Corporation ("Fulton"), Suburban Land Reserve, Inc

3 ("Suburban"), and Westcor/Surprise, LLC ("Westeor/Surprise") (jointly, "Developers")

4 On November 8, 2006, MWD filed an Application for Leave to intervene. Initially, the

5 3 Company opposed MWD's intervention, but withdrew its opposition in its November 29, 2006

6 Request for Expedited Hearing

The hearing in this matter convened as scheduled on March 19, 2007, before an audmorized

8 i Administrative Law Judge of the Commission, and concluded on March 26, 2007. The parties

9 appeared through counsel, presented testimony, and cross-examined witnesses

10 Following the hearing, on March 28, 2007, MWD filed Late-Filed Exhibits D-52 and D-53

11 :Arizona-American, Pulte, Trend, CHI, Courtland, Taylor/Woodrow, Fulton, Suburban, Westcor

12 !MWD, RUCO, and Staff filed closing briefs, and Arizona-American, CHI, Courtland

13 Taylor/Woodrow, Trend, MWD, and RUCO filed reply briefs. On April 30, 2007, Arizona

14 American filed a Supplement to Reply Bries The matter was subsequently taken under advisement

15 Spending the submission of a Recommended Opinion and Order to the Commission

POSITIONS OF THE PARTIES

ARIZONA-AMERICAN

!
I

I

Q

18 Arizona-American states that continued reliance solely on groundwater in its Agua Fria Water

19 i District would be imprudent due to accelerated groundwater level declines, land subsidence

20 declining well production rates, and the increasing number of wells not meeting Safe Drinldng Water

21 Act water quality standards (Revised Application, Exh. A-2 at 3-4). The Regional Water Supply Plan

22 preleased by WESTCAPS' in April 2001 concluded that the area's water suppliers should maximize

23 use of CAP water and other surface water resources, and recommended the construction of regional

24 itreatrnent facilities to treat that water (Exp. A-2 at 4-5)

25

I | According to the mission statement on its website, "WESTCAPS is a coalition of CAP subcontractors most of whom
serve drinldng water to communities in the west Salt River Valley. WESTCAPS' mission is to develop workable

g alternatives for its members to provide their customers with a cost effective, sustainable, reliable, and high quality water
supply through partnerships and cooperative efforts in regional water resource planning and management, emphasizing
CAP utilization" (Seehttp://www.westcaps.org/public/defaultctin). The website lists Arizona-American as a member of
WESTCAPS. and lists MWD as an advisor to WESTCAPS

26

27

69914
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1 Arizona-American holds a CAP water subcontract for 11,093 acre-feet per year, and has

2 designed the White Tanks Project to treat CAP water for distribution to its customers in its Agua Fria

3 District (Id ). The Company has a construction contract in place for construction of the plant (Direct

4 Testimony of Joseph E. Gross, Exp. A-4 at 4) and permitting of Phase I of the plant is essentially

5 complete (Exh. A-2 at 6). The White Tanks Project is designed to treat 13.5 million gallons per day

6 ("MGD") in Phase I(a). It is expandable to 20 MGD in Phase I(b) with the addition of one more

7 treatment-unit train, and eventually the White Tanks Project can accommodate the addition of three

8 additional 20 MGD phases, for a total treatment capacity of 80 MGD at the 45-acre plant site (Id at

9 5-6). Arizona-American purchased the White Tanks Project site in 2002 after WESTCAPS identified

10 the site for a treatment facility based on its canal location and its proximity to multiple water provider

11 service areas (Id at 5).

12 Arizona-Arnerican's witness testif ied that the Company has spent more than six million

13 dollars for land acquisition, the completed design, permitting, company labor and overhead, and has

14 spent over ten million dollars on a completed thirteen mile long north-south water transmission main

15 which will deliver treated water from the White Tanks Project to other transmission mains located

16 throughout the Agua Fria District service area (Exp. A-4 at 5). Arizona-American projects that the

17 White Tanks Project will be needed in May 2009 to meet expected customer demand for summer

18 2009 (Id at 6). ,

1.

23
Proposed

Water Facilities

Hook-Up Fee

s 3,280
4,920
8,200

16,400
26,240
52,480
82,000

164,000

19 Water Facilities Hook-Up Fee

20 The Company requests that the Commission increase the existing Water Facilities Hook-=Up

21 Fees applicable in the Company's Agua Fria Water District, based on the fair-value finding for the

22 Agua Fria District in Decision No. 67093 (June 30, 2004), as follows:
Existing

Water Facilities
24 Hook-Up Fee

25

26

27

28

Meter Size
5/8 x 3/4-inch

3/4-inch
1 -inch

1 1/2-inch
2-inch
3-inch
4-inch

6-inch or larger

$ 1,150
1,725
2,875
5,750
9,200

18,400
28,750
57,500

5 69914
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Arizona»American believes that its proposal to finance the White Tanks Project with hook-up

fees. which will be treated as contributions in aid of construction ("ClAC"), is equitable because

customer growth is largely driv ing the need for the plant (Surrebuttd Testimony of Thomas M

Broderick, Exh. A-7 at 7). The Company asserts that the amount of the hook-up fee increase it is

requesting is reasonable because it is in line with fees charged by West Valley municipal water

providers (See Exp. A-2 at 9-10, See also Direct Testimony of Mike Brilz, Exh. P-1 at 5 and

attached Exhibit)
Accounting Requests

2

3

4

5

6

7

8

9

10

Post-in-Service Allowance for Funds Used During Construction
("AFUDC")

Arizona-American requests that the Commission authorize the Company to record post-in

serv ice AFUDC on the excess of the construction cost of the White Tanks Project (including

development, site acquisition, design, company labor, overheads, and AFUDC) over the amount of

directly related hook-up fees collected through December 31, 2015, or die date that rates become

14 effective subsequent to a rate case that includes 80 percent (based on estimated cost) of the White

Tanks Project in rate base, whichever comes first. The Company also requests that, in order to avoid

16 depressing the Company's earnings and increasing its revenue requirement, the Company be allowed

17 to defer post in-serv ice depreciat ion expense in excess of  the associated amort izat ion of

contributions. Additionally, the Company requests that it be allowed to propose, in its next rate case

tiling for the Agua Fria Water District, specific accounting entries to meet this objective

The application states that when the plant is completed, there will stil l be a signif icant

shortage between capital expenses and hook-up fees (Exh. A-2 at ll). The Company requests the

ability to book post-in-service AFUDC in order to keep it whole on its investment until such time that

the accumulated hook-up fees are sufficient to fund the entire plant balance. This treatment will not

affect customer rates because the additional post-in-service AFUDC will later be completely offset by

hook-up fee funds

26
Rate Base - Excess Contribution Exclusion

Arizona-American requests authorization to exclude from rate base die contribution balance

I

69914
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1 of hook-up fees directly related to the White Tanks Project collected subsequent to the effective date

2 of a decision in this case over the aggregate of (I) construction expenditures (including development,

3 site acquisition, design, company labor, overheads, and AFUDC) for the same period that are

4 included in rate base and (2) any costs deemed imprudently incurred from contributions used to

5 calculate rate base until December 3 l , 2015.

6 The Company states that because construction work in progress ("CWIP") is not typically

7 included in rate base, the collected hook-up fees should not be considered to be CIAC until a

8 corresponding amount of plant, funded by hook-up fees, enters service (Exh. A-2 at 11). Otherwise,

9 the CMC balance would grow faster than rate base, causing rate base to decline rapidly as hook-up

10 fees are collected, only to then bounce back as plant enters service ( Id ) .

3.

a.

1)

2)

3)

4)

Actual to-date and remaining plant costs,.

The effects of any third-party treatment contracts,

Actual hook-up fee collections,

Revised projected customer additions and meter preferences;
and ..

5) Future Agua Fria Water District capital requirements.

The Company states that this wil l  al low the Commission to reset the hook-up fees as

necessary, based on the best information available at the time.

b. Operation and Maintenance ("O&M") Expense Recovery Mechanism
I

1 I 2008 Rate Filing Requirements

12 Revised Hook-Up Fee Proposal

13 Arizona-American requests that the Commission require Arizona-American, as part of its

14 2008 Agua Fria rate case filing, to include a proposal to adjust the Water Facilities Hook-Up Fee

15 Tariff, based on information known to that date, including:

16

17

18

19

20

21

22

23

24

25

26

27

28

Arizona-American requests that the Commission require Arizona-American, as part of its

2008 Agua Fria rate case filing, to include a proposed mechanism, similar to the Commission's

arsenic cost recovery mechanism ("ACRM") procedure, to defer and subsequently recover O&M

expense incurred for the White Tanks Project until such expenses can be placed in base Fates.

7 69914i
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4.

I

1

I

1 The Company estimates that the O&M costs for the White Tanks Project will be

2 approximately $1 .5 million per year, base on current media, electricity, and other costs.

3 MWD Treatment Facilifv

4 Arizona-American requests that the Commission find that it would be imprudent for Arizona-

5 American, instead of building its own water treatment facility, to purchase treatment services from

6 MWD at die water treatment facility MWD has proposed in this proceeding. Arizona-American

7 disagrees with MWD's assertion that its plant will cost less than Arizona-American's, and believes

8 that MWD's cost estimate is seriously flawed. In addition, Arizona-American states that the

9 proposed MWD plant site would require Arizona-American to construct additional interconnection

10 facilities, which would increase Arizona-American's costs.

l l The Company calculates that MWD proposal to build a treatment plant and have Arizona-

12 American purchase treatment capacity would require a large rate increase (an additional

13 $21.07/month) for all of Arizona-American's customers (Surrebuttal Testimony of Thomas

14 Broderick, Exh. A-7 at 6). Arizona-American argues that if it were to purchase capacity from MWD

15 and construct the additional facilities that would be required to make such a purchase possible, the

16 Company would have to file a rate application in order to recover the increased costs (Id at 7-8), and

17 would experience regulatory lag in the cost recovery.

18 Arizona-American argues that MWD's assertions that building the plant with hook-up fee

19 financing would harm the Company's financial strength are speculative and not supported by the

20 evidence in this proceeding. The Company also disagrees with MWD's opinion that the hook-up fee

21 proposal would violate the fair value requirement of the Arizona Constitution, and points out that the

22 Company is seeking to increase die amount of the current hook-up fee, which was initiated outside a

23 rate case, based on the fair value finding in Decision No. 67093 (June 30, 2004). The Company

24 states that its proposal to finance the White Tanks Project with hook-up fees places the costs on new

25 customers, whose addition to the system is causing the need for die plant. Arizona-American

26 believes this is preferable to placing the costs on both existing and new customers, which it asserts

27 would be the result if Arizona-American were to purchase treatment capacity from an MWD plant

28 (Id at 7).

i

I

8
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1 The Company is also concerned with the possibility that a capacity commitment for a large

2 portion of an MWD plant would require the agreement to be treated as a capital lease, in which case

3 the lease asset would be included in rate base to recover the asset as well as lease costs, further

4 exacerbating the rate burden on customers and the regulatory lag impact on the Company (Co. Br. at

5 20-21).

6 Arizona-American tirrther asserts in support of its position that the proposed MWD plant has

7 yet to be designed; MWD's proposed construction schedule is overly optimistic and unreliable due to

8 the conceptual nature of the proposed plant; Arizona-American would not be the operator of MWD

9 plant; MWD's irrigation wells would not provide back-up water drinking water supplies without

10 extensive additional treatment costs; die proposed MWD plant site would eventually require costly

l l expansion of the Beardsley Canal, MWD lacks experience in designing, operating, or constructing

12 potable water treatment facilities, MWD has not acquired customers for its proposed plant, and

13 MWD has no obligation to construct the plant and is not subject to the Commission's jurisdiction (Id

14 at 21-28).

15 Arizona-American also states that requiring Arizona-American to ded with MWD would put

16 the Company in a disadvantageous bargaining position ( I l l  at 28-29). Arizona-American opposes

17 each item of relief requested by MWD in this proceeding.

18 B.

19 MWD states that it has a demonstrated history of providing essential and reliable water and

20 electric services at low cost, and asserts that it will bring its record of service of more than 75 years to

21 its plans to construct a regional water treatment plant for Phoenix's West Valley. M W D asserts that

22 its service area is rapidly changing, that it must adapt in order to continue to fulfill its purpose of

23 serving its landowners, and that part of MWD's response to the changes in its serv ice area is

24 construction of a regional surface water treatment plant. MWD states that it plans to utilize the plant

25 to treat its own Agua Fria surface water, which must be used for the benefit of die landowners of

2 6  M W D .

27 MWD's witness testified that MWD will build the plant regardless of other customers it may

28 serve (Surrebuttal Testimony of James R. Sweeney, Exh. D-46 at 3). MWD states that it would

MWD

9
69914
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1 provide treatment services to Arizona-American for the Company's CAP allocation if it reaches an

2 agreement with Arizona-American. MWD has not finalized any service contracts, but its witness

3 testified that MWD is in "an advanced state of discussions" with the city of Goodyear, which has

4 given a verbal commitment to the project, subject to working out a satisfactory contract, to treat that

5 city's CAP allocation (Direct Testimony of James R. Sweeney, Exp. D-45 at 5). MWD states that it

6 will contract with odder water providers in the area who desire treatment services (Id ).

7 MWD states that Arizona-American has not provided it with a firm price for treatment of

8 MWD's surface water (MWD Reply Br. at 8), but argues that its planned plant will cost less than the

9 plant proposed by Arizona-American (MWD Br. at 9-11). MWD asserts that its plant will have

10 lower construction costs, lower operating costs, and lower financing costs than Arizona-American.

ll MWD also states that it would provide a "landowner credit" to reduce customers' bills (Id at 9).

12 MWD argues on brief that its proposed larger plant site will allow a larger buffer area than Arizona-

13 American's proposed site (Id at 12-13).

14 MWD disagrees with Arizona-American regarding the rate impact on Arizona-American's

15 customers if Arizona-Arnerican were to purchase capacity from an MWD regional plant as opposed

16 to going forward with its own plans for constructing the White Tanks Project. MWD disputes the

17 assumptions in Arizona-American's analysis regarding MWD recovery of its capital costs (See Tr. at

18 217-218: Tr. at 485), regarding the date MWD plant would come on line (See Tr. at 218-219;

19 Surrebuttal Testimony of James P. Albu, Exh. D-44 at 7), regarding the amount of land costs that

20 MWD would recover in its charges for treatment services (See Tr. at 219; Tr. at 577-78, 221-222,

21 Exh. D-7); and regarding the additional cost to Arizona-American related to use of MWD's plant

22 instead of Arizona-American's White Tanks Project (See Tr. at 222-223, Exh. D-44 at 8, Tr. at 142,

23 Exh D-4, Tr. at 125-128). MWD asserts that access to its Agua Fria surface water will be available

24 only at MWD plant (See Tr. at 55), arid therefore, Arizona-American will be required to build

25 facilities to access MWD's Agua Fria that surface water in any event. In its reply brief; MWD posits

26 that if Arizona-American purchases Agua Fria surface water from MWD, the parties can work

27 together to minimize use of the 60 groundwater wells owned by MWD, but that "[t]he opportunity

28 will be lost if Arizona-American goes it alone and builds a separate plant" (MWD Reply Br, at 9).
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1)

2) Deny Arizona-American's request for an accounting order to accrue AFUDC,

3) Deny Arizona-American's request for an accounting order to delay recognition
of CIAC until related plant is in service;

4) Deny Arizona-American's request that it be ordered to include a proposal for
an O&M Expense Adjustor in its next rate case for its Agua Fda division,

5) Authorize Arizona-American to reflect the margin credit proposed by MWD
on the bills for Arizona-Ame1°ican's Agua Fria Division,

6) Direct Arizona-American to cooperate in developing and administering the
margin credit program,

7) Order Arizona-American to account for all advances and contributions it has
received for off~site facilities beyond those collected through its off-site hook-
up fee after that tariff went into effect,

iI

1 MWD argues that Arizona-American's plan to construct the plant will lower the Company's

2 equity ratio, and will result in high levels of contributed plant (MWD Opening Br. at 14-15). Based

3 on its view that no hook-up fees are necessary, MWD asserts that it would not be just and reasonable

4 to require increased hook-up fees. MWD also argues that the proposed hook-up fee proposal is not

5 revenue neutral, that the hook-up fees are "rates" and that the Commission cannot adopt Arizona-

6 American's proposed hook-up fee without a fair value finding. MWD does not seem opposed to the

7 concept of a hook-up fee, however, as it suggests that the Commission could approve a hook-up fee

8 to cover the extra cost Arizona-American claims it would incur to purchase treatment capacity Hom

9 MWD instead of building its own plant (MWD Reply Br. at 11).

10 In its closing brief, MWD alleges that Arizona-American is violating its existing hook-up fee

tariff when it requires developers to contribute wells or collect advances for offsite projects (Id at

12 19). MWD is also opposed to Arizona-American's requested accounting orders on the grounds that

13 they are "unprecedented" (Ill).

14 MWD requests that the Commission grant it the following relief:

15 Deny Arizona-A1nerican's request to increase its hook-up fee;

16

17

l b

19

20

21

22

2.3

24

25

26

27

28

8) Order Arizona-American to refund all advances and contributions it has
received for off-site facilities beyond those collected through its off~site hook-
up fee after drat tariff went into effect; and
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9) If the Commission grants any of Arizona-American's requests, then 'm the
dtemative, MWD requests that, in order to protect Arizona-American's
customers, the Commission order the following:

A) Any hook-up fees collected by Arizona-American should be subject to
refund, should the Commission determine in a rate case that lower fees are
appropriate, or should the courts find the fee increase to be invalid,

B) To guarantee Arizona-Amenlcan's ability to make the refund, it should be
ordered to post a bond in the amount of the estimated hook-up fee
collections for the next live years;

3
t
I

C) The Commission should mémke clear that O&M costs for Arizona-
American's plant will be evaluated under the Commission's traditional
ratemaking methods;

D) The Commission should mle that no portion of the cost of Arizona-
American's plant will be allowed in rate base; and

E) The Commission should rule that it will not allow an increased cost of
capital due to financial weakness caused by Arizona-American building the
plant.

c. DEVELOPERS

EI
I

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15 1. Stipulation Regarding Paid Hook-Up Fees

16 Courtland, Taylor Woodrow, CHI, Trend, and Arizona-American stipulated that Arizona-

17 American will not impose or seek to impose higher hook-up fees on the following developer projects,

18 for which Arizona-American has entered into Water Facilities Line Extension Agreements ("LXAs")

19 which are at operational acceptance for purposes of the LXAs, and for which the developers have

20 already paid hook-up fees under Arizona-American's existing hook-up fee tariiii Greer Ranch North

21 (Courtland), Sycamore Farms (Taylor Woodrow), Sarah Ann Ranch (CHI), and Cortessa (Trend).

22 The parties further stipulate that any future true-ups to hook-up fees already paid for those developer

23 projects will be based on the Commission-approved tariff dirt existed at the time the original

24 payment was made. The above-described stipulation was admitted to the record in this proceeding as

25 Hearing Exhibit A-1 ("Stipulation").

26 CHI, Courtland, and Taylor Woodrow disagree with the statement in MWD's closing brief

27 that adoption of the Stipulation "will result in hook-up fees not being collected tram many properties

28
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1 - the same properties that will be the first to develop." CHI, Courtland, and Taylor Woodrow assert

2 that MWD's statement is inaccurate, and dirt the Stipulation will not result in Arizona-American

3 foregoing revenue to which it otherwise would have been entitled.

4 Trend also disagrees, stating that the result of the Stipulation would not be to waive collection

5 of hook-up fees, as claimed by MWD, but that it simply provides clarification for developers who

6 have already paid 100 percent of the required hook-up fees.

7 We find the terms of the Stipulation entered by with CHI, Courtland, Taylor Woodrow,

8 Trend, and the Company to be reasonable, because they provide clarification for the Company and

9 for developers who have already paid 100 percent of the required hook-up fees.

10 z .

11 CHI, Courtland, and Taylor Woodrow are all currently developing projects in Arizona-

12 American's Agua Fria District, and have each entered into LXAs with Arizona-American for die

13 provision of water utility service to their projects. CHI, Courtland, and Taylor Woodrow agree that

14 there is an immediate need and necessity for the proposed surface water treatment plant, but take no

15 position on whether Arizona-American or MWD should construct the plant or operate the plant.

16 CHI, Courtland, and Taylor Woodrow request that the Commission's Decision in this matter

17 reflect that Arizona-American may not charge them new hook-up fees to the extent that they have

18 already paid hook-up fees based upon Arizona-American's existing tariff pursuant to the terms of

19 their respective LXAs or other agreements.

20 CHI, Courtland, and Taylor Woodrow also request that the Commission address, in this

21 DecisiOn, three additional issues related to water supply for developers. They request that the

22 Commission preclude Arizona-American from instituting a new service moratorium and require

23 Arizona-American to set meters in circumstances where the developer has supplied the required

24 water to serve the increased demand of a new project.

25 CHI, Courtland, and Taylor Woodrow also request that the Commission order Arizona-

26 American to use its best efforts to work with MWD to obtain both short-term and permanent water

27 supplies to negate (where possible) the requirement that additional wells must be drilled during

28 consmction of the surface water treatment plant and thereafter.

CHI. Courtland. and Tavlor Woodrow

13 69914



I

DOCKET no. W-01303A-05-0718
i

I

1

2

3

4

Lastly, CHI, Courtland, and Taylor Woodrow request that the Commission order Arizona

American to review its existing LXAs and other agreements in the Agua Fria District which require

developers to drill new wells in order to determine whether the agreements should be amended to

reduce the number of required wells

It is reasonable to require the Company to address the three issues related to water supply

6 raised by CHI, Courtland, and Taylor Woodrow set forth above

5

r

Trend

Trend is currently in the process of building homes on lots located in Arizona-American's

9 Agua Fria District, and has paid hook-up fees in association with its development project. Trend

10 requests that the Commission confirm the terms of the Stipulation. As stated above, we Lind the

I 1 terms of the Stipulation reasonable

12 Fulton. Suburban and Westcor/Surprise

1
I

Fulton is currently developing a portion of a master-planned community known as Prasada

14 located in Arizona-American's Agua Fria District. Suburban and Westcor/Surprise are developing a

15 mix of retail centers, a regional shopping center, an auto mall, office complexes, medical facilities

16 neighborhood grocery and service retail centers, and some medium- to high-density residential

17 components located in Arizona-American's Agua Fria District. Fulton, Suburban and

18 Westcor/Surprise agree that there is an immediate need and necessity for the proposed surface water

19 treatment plant, but take no position on whether Arizona-American or MWD should construct the

20 plant or operate the plant

21 Fulton, Suburban and Westcor/Surprise take the position that regardless of when the plant

22 becomes operational, Arizona-American should be precluded from instituting a new service hook-up

23 moratorium on any project where the developer provides the "wet" water supply for the particular

24 project pursuant to an LXA between Arizona-American and a developer. They make the same

25 request as CHI, Courtland, and Taylor Woodrow that the Commission's Decision iN this proceeding

26 preclude Arizona-American from instituting a new service moratorium in such circumstances, and

27 that die Decision order Arizona-American to continue to set meters at any development that has

28 provided the required water supply for such development pursuant to the terms of die LXA or other
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agreement between Arizona-American and the developer.

2 Fulton, Suburban and Westcor/Surprise join CHI, Courtland, and Taylor Woodrow in their

3 request that the Commission order Arizona-American to use its best efforts to work with MWD to

4 obtain both short-term and permanent water supplies to negate (where possible) the requirement that

5 additional wells must be dril led during construction of the surface water treatment plant and

6 thereafter.

7 Fulton, Suburban and Westcor/Surprise also join CHI, Courtland, and Taylor Woodrow in

8 their request that the Commission order Arizona~American to review its existing LXAs and other

9 agreements in the Agua Fria District which require developers to drill new wells in other to determine

10 if the agreements should be amended to reduce the number of required wells.

11 Fulton, Suburban and Westcor/Surprise further request that Arizona-American be ordered to

12 rev iew, in conjunction with i ts review of existing LXAs and before Arizona-American requires

13 developers to dri l l  new wells, less costly alternatives for the uti l i ty to supply water for new

14 developments to minimize and otherwise supplant the number of new wells dirt will need to be

15 drilled in the Agua Fria District, with such review to include the proposed 3.5 mile contingency

16 pipeline alternative in relation to the requirement for new wells to be drilled iN the southern portion of

17 the Agua Fria District.

18 The witness for Suburban and Westcor/Surprise testified that in order to meet the current

19 requirements of Arizona-American and MWD, it must drill nine new potable wells in an area where

20 there is poor water quality and capacity (Surrebuttal Testimony of Scott Wagner at 4). Suburban and

21 Westcor/Surprise believe this is attributable to the lack of coordinated effort in the region. Fulton,

22 Suburban and Westcor/Surprise request that the Commission order Arizona-American to coordinate

23 with all interested parties in a regional planning process to assist the Commission in addressing

24 groundwater issues in conjunction with construction of the surface water treatment plant.

25 The additional requests made by Fulton, Suburban and Westcor/Surprise in regard to' water

26 supply issues are reasonable, and we will require the Company to address the two additional issues

27 set forth above.

28

1
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Pulte

3

4

5

6

Pulte is developing or building homes 'up several locations in Arizona-American's Agua Fria

Water District. Pulte states that it supports the expedited construction of a surface water treatment

facility in the West Valley. Pulte takes the position that if the hook-up fee request is granted, the

amount should not exceed Staff's proposed graduated fees starting at $3,280 for a 5/8 x 3/4 - inch

meter

I

III
I

i
i

Pulte also requested, on brief, that the Commission require Arizona-American to insert new

8 language in its tariff to indicate that the hook-up fee changes effective in 2007 will not be charged

9 retroactively, and requiring that hook-up fees be offset by the cost of the off-site facilities (non

10 distribution facilities) contributed to Arizona-American. Arizona-American responds that the issue

l l of offsetting hook-up fees by the cost of off~site facilities is presently resolved on a case-by-case

12 basis in each developer's LXA. The Company states that the LXA specifies the amount of hook-up

13 fee credit to be applied, if any, and that the LXA is then submitted to the Commission for approval

14 Arizona-American does not believe that a blanket requirement of a hook-up fee offset is appropriate

15 The Company argues that alteration of the Company's administration of its hook-up fee offsets is not

16 appropriate in this case, because the issue was not noticed in this proceeding and no evidence has

17 been submitted on the issue

18 We agree with Arizona-American that there was not sufficient evidence presented on this

19 issue to inform a determination on whether Pulte's request for mandatory hook-up fee offsets should

20 be granted. We note that processes currently exist to aid parties in coming to a resolution of issues in

21 dispute between Pulte and the Company. If parties to an LXA are unable to come to an agreement on

22 LXA issues, the parties may avail themselves of the Commission's infonnal dispute resolution

23 processes, or may resort to the filing of a formal complaint, if necessary

RUCO supports Commission approval of Arizona-American's hook-up fee proposal oudined

26 in the Revised Application to finance the cost of the White Tanks Project. RUCO believes the

27 proposal is in the ratepayers' best interests and is fair to the Company. In support of its position

28 RUCO states that the Company needs to serve its customers; construction of a treatment plant is
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1 necessary to meet the Company's service requirements, die Company is unable to finance the plant at

2 this time, and financing the plant through hook-up fees, which will be treated CIAC, is a cost-free

3 source of financing, which has the effect of lowering customer rates because CIAC is not placed in

4 rate base.

5 Of the two hook-up fee options proposed by the Company, RUCO prefers the second option,

6 which would start at $4,700 for a 5/8 by 3/4-inch meter, because it would result in smaller accruals of

7 AFUDC, which temporari ly f lows into customers' rates. RUCO does not object to Arizona-

8 American's proposal to seek, in its upcoming 2008 rate case filing, adjustments to the hook-up fees

9 and a mechanism for recovery of.O&M costs, but requests that if the Commission approves this

10 proposal, that the Decision indicate that the Commission is not predetermining the appropriateness of

11 any such hook-up fee modifications or O&M cost recovery mechanism.

12 RUCO states that it has no objection to the issuance of an accounting order as requested by

13 the Company, and that it does not object to the Company seeldng adjustments to the hook-up fees and

14 a mechanism to recover O&M costs for the White Tanks Project in its 2008 rate case.

15 RUCO opposes MWD's request to deny the Company's hook-up fee proposal, arguing that

16 the Company, not MWD, is responsible for building the plant necessary to serve its customers.

17 RUCO states that in the event the Commission grants the Company's hook-up fee requests, RUCO

18 does not object to conditions 9(A) and (B) as proposed by MWD. RUCO objects to the remaining

19 conditions proposed by MWD (9(C-E)) on approval of a hook-up fee, based on RUCO's belief that

20 the Commission should not determine the issues raised by those proposed conditions outside of a rate

21 case. ~.

22 RUCO asserts that MWDs request Mat the Commission compare the Company's and

23 MWD's cost estimates should be rejected as unreasonable and contrary to ratemaddng principles.

24 RUCO states that MWD's request constitutes a request for a prudence determination. RUCO argues

25 that the Commission need not, and should not, determine the prudence of the Company's decision to

26 build the White Tanks Project in this proceeding. RUCO argues that while evidence was presented in

27 this proceeding regarding estimated costs, and regarding the parties' respective motivations for

28 building the plant, it is the Company, and not MWD, which is responsible for serving the Company's

I

I
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1 customers. RUCO is concerned that MWD, as an entity not regulated by the Commission, is not

2 subject to the Commission's oversight, either for the rates it will charge or for future disposal of the

3 plant. RUCO points out that if Arizona-American were to purchase capacity from a plant built by

4 MWD instead of building the plant itself] MWD would have greater bargaining power than the

5 Company, because it would be the sole source of treatment capacity for the area. RUCO states that

6 this situation could lead to l necessarily high rates for Arizona-American's customers

E
!
E

i

3
!

i

1
I

i
i

Staff believes that the Commission needs to decide only a single issue in this matter: whether

9 to grant Arizona-American's application to fund construction of a surface water treatment facility

10 through an increase in hook-up fees for the Company's Agua Fria Water District. The Agua Fria

11 Water District is located in an Active Management Area ("AMA"), which ind<es use of surface water

12 to serve dies territory an attractive option for the Company, prov ided die treatment can be

13 accomplished economically. Staff evaluated the Company's application and determined that

14 Arizona-American's proposal for constructing and financing the plant is a viable proposal. Staff is

15 recommending approval of the Company's requested relief

16 Staff therefore believes it is unnecessary for the Commission to consider the evidence and

17 analysis presented by MWD regarding its estimates of which entity can more economically build a

18 water treatment facility because MWD is not regulated by the Commission. Staff argues that not

19 only is such consideration of  the economic comparison unnecessary, but that i t  would be

20 inappropriate. Stab points out that the current dispute has come about due to non-cooperation

21 between two competing utility interests, one of which is not regulated. Staff argues that under these

22 circumstances. a Commission determination on the basis of waste to the general public finances

23 would be a very dif f icult standard to enforce in a regulatory scheme based upon regulated

24 monopolies

25 Staff argues that a comparison of MWD's proposal with the Company's plan is therefore

26 largely irrelevant. Staff further argues, however, that even if the Commission were to consider such a

27 comparison, Arizona-American's plan is superior, both in design and from a financial standpoint

28 Staff points out that as of the date of the hearing, MWD's proposal lacked specific detail, even as to
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I

1 its proposed size, and that plans for MWD's proposed plant were not available in any firm form. In

2 contrast, Arizona-American's proposal for a 13.5 MGD plant, consisting of three trains at 6.67 MGD

3 each, has already been designed, competitively bid, and awarded to the lowest bidder. Staff argues

4 that because MWD's proposal lacks specifics and has not been finalized, financial comparison is also

5 diff icult. Regarding financing costs, Staff states that the range of interest rates from 3 1/2 to 5

6 percent that MWD claims are available to it would in any event be more expensive than the

7 Company's proposed hook-up fee financing, which is regarded as zero cost capital (See Tr. at 647-

8 648). In further support of its position, Staff points to the inability of MWD's Financial witness to

9 ascertain that the figures he was given to use as inputs to calculate the rates MWD would charge for

10 water treatment are the actual f igures MWD would use in its business dealings with the water

l l companies or with its customers (See Tr. at 368-369).

12 Staff is recommending approval of the Company's requested relief, based on its evaluation of

13 the Company's appl ication and Staf fs determination that Arizona-American's proposal for

14 constructing and financing the plant is a viable proposal. Staff does not believe that it would be

15 appropriate for the Commission to make a determination regarding whether Arizona-American or

16 MWD should build the regional plant. However, Staff recommends that in the event the Commission

17 were to follow MWD's suggestion to compare cost estimates and somehow "allow" only one plant to

18 be btu'lt, Arizona-Arnerican's application should also be approved, based on Staff's evaluation that

19 the evidence supports the plant being built by Arizona-American.

20 III. ANALYSIS

21 No party disputes that MWD is, as it describes itself, "a critical link in the water supply of the

22 west valley region," or that MWD has provided excellent and low cost service for many years. The

23 Commission respects MWD's record of service to its landowners and its continued commitment to its

24 landowners through its ownership of the Beardsley Cana, creation of Lice Pleasant, and ownership

25 of Agua Fria surface water rights.

26 In the context of this case, however, MWD's speculations regarding the costs of the two

27 "competing" plans for surface water treatment plants are not helpful to our determination whether it

28 serves the public interest to approve Arizona-American's financing proposal. As RUCO states in its

o
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American rates for treatment services

II
i
l

1 reply brief, Arizona-American is not requesting authority to build the plant. The request before us is

2 a narrow one. Arizona~Arnerican seeks a grant of authority to institute a method of financing the

3 construction of the White Tanks Project. In no small part due to MWD's participation in this

4 proceeding, we have before us a record that clearly demonstrates the reasonableness and viability of

5 Arizona-American's proposal for constntcting and financing the White Tanks Project.

6 No party to this proceeding disagrees with MWD that it has a long history of low utility rates,

7 a public purpose of serving the landowners of MWD, and a democratic structure. MWD argues that

8 these factors demonstrate that MWD would not charge Arizona-

9 higher than Arizona-Arnerican's cost of service. However, we must take into consideration the facts

10 that MWD's purpose and duty is to serve not Arizona-A1nerican's ratepayers, but its landowners, and

11 that MWD is governed by an elected board not subject to the Commission's jurisdiction. In contrast

12 to MWD's duty to its landowners and self-governance structure, Arizona-American is a public

13 service corporation with a legal duty to provide adequate service to its customers at reasonable rates,

14 while subject to the Commission's ratemaking and regulatory audiority. MWD is not subject to the

15 same legal obligations regarding rates as Arizona-American. In addition, there is no contractual

16 agreement in place to assure either the Company or the Commission of a firm price that MWD would

17 charge for treatment services. We acknowledge MWD's argument that Arizona-American likewise

18 has not provided MWD a firm treatment price. However, the ramifications of the lack of a firm price

19 differ for a non~regulated versus a regulated entity. While the Commission has ongoing oversight

American's facilities and services, if MWD's service rates were to increase in the

American's ratepayers would have a means of insuring

20 over Arizona-

21 future, neither the Commission nor Arizona-

22 the reasonableness of the rates.

23 MWD's assertions and arguments do not provide a basis for denial of Arizona-American'S

24 request or for the grant of  any of the relief  requested by MWD, with the exception of MWD's

25 recommendation that hook-up fees should be subject to refund, should the Commission determine

26 that a refund is appropriate. Similarly, Arizona-American's arguments and assertions do not provide

27 a basis for a finding that it would be imprudent for Arizona-American to purchase treatment services

28 from MWD. Ultimately, it is Arizona American's business decision whether to build its own facility
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1 or purchase treatment services from MWD. As with all business decisions of regulated utilities, the

2 prudence of the Company's decision will be subject to examination, if necessary, in a future rate

3 proceed'mg

4  I v . CONCLUSION

Arizona-American is a public service corporation. As a regulated utility, it has an obligation

6 to provide water utility service to its customers at reasonable rates. The Company has demonstrated a

7 need to build the proposed plant and has presented a sound plan by which to finance its construction

We Lind that it is in the public interest to approve Arizona-American's requests for approval

9 of an increase to its existing Water Facilities Hook-Up Fee, for accounting orders, and for 2008 rate

10 casefiling requirements. The record evidence in this proceeding supports approval. We need not

l l and do not, make a determination here regarding the superiority of one party's plan for a surface

12 water treatment plant over another, or regarding the Company's prudence in exercising its chosen

13 option

14

Having considered die entire record herein and being fully advised in the premises, the

16 Commission finds. concludes and orders that

17 FINDINGS OF FACT

Arizona~American is a public service corporation engaged in providing water and

19 wastewater utility services to the public in portions of Maricopa, Mohave, and Santa Cruz Counties

20 Arizona, pmsuant to various Certif icates of Convenience and Necessity ("CC&Ns") granted to

21 Arizona-American and its predecessors in interest. The Company presently provides utility service to

22 approximately 100,000 water customers and 50,000 sewer customers in Arizona

23 Arizona-American's Agua Fria District is located in the developing western Phoenix

24 metropolitan areabetween the White Tank Mountains and the 101 Expressway, mostly to the north of

25 Interstate 10

26 3 On October ll, 2005, Arizona-American filed the above-captioned application with

27 the Commission

28 4 By Procedural Order issued December 19, 2005, a procedural schedule was set for the
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l

1 processing of the application, which included a hearing on the application, public notice

2 l requirements, and intervention deadlines

3 5 Intervention was granted to RUCO by Procedural Order issued January 10, 2006

4 6 On January 23, 2006, the Company filed a Confirmation of Mailing and Affidavit of

5 Publication indicating that public notice of die hearing was accomplished in accordance with the

6 requirements set forth in the December 19, 2005, Procedural Order

7 On February 10, 2006, RUCO tiled Direct Testimony of its witness on the October

8 12005 application

9 8 Also on February 10, 2006, Staff filed a Staff Report on die October, 2005 application

10 9 On March 2, 2006, a Pre-Hearing Conference convened at the time set by the

11 I December 19. 2005. Procedural Order

12 10. By Procedural Order issued March 2, 2006, the Company's request that the procedural

13 schedule in this matter be suspended, due to issues that had arisen between the Company and MWD

14 was granted

I

On September 1, 2006, after the tiling of several status reports, and following a

16 IProcedura1 Conference held on August 1, 2006, the Company tiled a Revised Application in this

17 locket

18 12. On September 14, 2006, a Telephonic Procedural Conference was held for the purpose

19 lot discussing the appropriate process for a Commission determination in this docket. The Company

20 IRUCO and Stab attended. The parties agreed to confer and either jointly tile a proposed procedural

21 I schedule, or file separate proposals in the event no agreement was reached

22 13. On September 25, 2006, Staff tiled a Joint Request for a Procedural Order on behalf of

23 Staff, RUCO, and the Company. The Joint Request stated that the parties did not believe, at that

24 time, that an evidentiary hearing was necessary. The Joint Request proposed that Staff file a Staff

25 iReport and Staff Recommended Order by October 27, 2006; that the Company and RUCO tile

26 1 responses to the filing by November 6, 2006, and that if there were disputed issues, that a

27 Recommended Opinion and Order be prepared by the Hearing Division

28 14. On October 5, 2006, a Procedural Order was issued generally adopting the parties
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1 recommendations, and stating that the Hearing Division or the Commission might determine that

2 additional information or a hearing may be required in this matter prior to a Commission Decision.

3 15. On October 27, 2006, Staff f iled a Staff Report and Staff Recommended Order,

4 recommending approval of the Company's proposed hook-up fee and accounting order as requested

5 in the Revised Application.

6 16. Between October 23, 2006 and December 6, 2006, Applications to Intervene in this

7 proceeding were f iled by Pulte, CHI, Courtland, Taylor Woodrow, Trend, Fulton, Suburban and

8 Westcor/Surprise. These parties were all granted intervention.

9 17. On November 8, 2006, MWD filed an Application for Leave to Intervene.

10 18. On November 29, 2006, the Company filed a Request for Expedited Hearing. In that

11 filing, the Company withdrew its prior opposition to MWD's Application for Leave to Intervene.

12 The Company's Request included a list of issues for hearing and a proposed hearing schedule.

13 19.

20.14

15 Conference for December 21 , 2006.

16 21. A Pre-Hearing Conference was held as scheduled on December 21, 2006. Arizona-

17 American, MWD, CHI, Courtland, Taylor/Woodrow, Fulton, RUCO and Staff appeared through

18 counsel and discussed several procedural matters relating to the hearing. The parties also addressed

19 die possibility of settling some disputed issues, and were informed of the necessity of providing

20 notice and an opportunity for participation of all parties in any settlement discussions that might be

21 held.

Intervention was granted to the Developers and MWD.

On December 13, 2006, a Procedural Order was issued setting a Prehearing

1
r

I

22 22. On December 21, 2006, a Procedural Order was issued setting a hearing for March 19,

23 2007, and setting associated procedural deadlines.

24 23. On January ll, 2007, the Company filed an Affidavit of Publication verifying that

25 notice of this proceeding was published in accord with the requirements of the December 21, 2006

26 Procedural Order.

27 24. Between January 22, 2007 and March 12, 2007, the parties profiled Direct, Rebuttal,

28 and Surrebuttal testimonies.

69914
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On March 14, 2007, Arizona-American filed an Objection to Data Requests.

On March 14, 2007, MWD tiled a Motion to Strike and Alternative Motion for

i
i

1 25.

2 26.

3 Expedited Discovery.

4 27. On March 15, 2007, Arizona-American filed its Response to Motion to Strike.

5 28. The hearing in this matter convened as scheduled on March 19, 2007, before an

6 authorized Administrative Law Judge of the Commission, and concluded on March 26, 2007. At the

7 hearing, MWD withdrew its Motion to Strike based on the Company's agreement to provide data

8 responses to MWD. The parties appeared through counsel, presented testimony, and cross-examined

9 witnesses.

10 29. Cm March 28, 2007, MWD filed Late-Filed Exhibits D-52 and D-53 n

11 30. Arizona-American, Pulte, Trend, CHI, Courtland, Taylor/Woodrow, Fulton, Suburban,

12 Westcor, MWD, RUCO, and Staff filed closing briefs.

13 31. On April 27, 2007, reply briefs were f iled by Arizona-American, CHI, Courtland,

14 Taylor/Woodrow, Trend, MWD, and RUCO.

15 32. On April 30, 2007, Arizona-American filed a Supplement to Reply Brief.

16 33. Arizona-American requests authorization to record post-in-service AFUDC on the

17 excess of the construction cost of the White Tanks Project (including development, site acquisition,

18 design, company labor, overheads, and AFUDC) over the amount of directly related hook-up fees

19 collected through December 31, 2015, or the date that rates become effective subsequent to a rate

20 case that includes 80 percent (based on estimated cost) of the White Tanks Project in rate base,

21 whichever comes first. The Company also requests that, in order to avoid depressing the Company's

22 earnings and increasing its revenue requirement, the Company be allowed to defer post in-service

23 depreciation expense in excess of the associated amortization of contributions. Additionally, the

24 Company requests that it be allowed to propose, in its next rate case tiling for the Agua Fria Water

25 District, specific accounting entries to meet this objective

26 34. Arizona-American requests authorization to exclude from rate base the contribution

27 balance of hook-up fees directly related to the White Tanks Project collected subsequent to the

28 effective date of a decision in this case over the aggregate of (1) construction expenditures (including
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38.
I
I

1 development, site acquisition, design, company labor, overheads, and AFUDC) for the same period

2 that are included in rate base and (2) any costs deemed imprudently incurred from contributions used

3 to calculate rate base until December 31, 2015. The Company's wording "contribution balance of

4 hook-up fees directly related to the White Tanks Project"seems to presume that there may be, at

5 some future date, a balance of hook-up fees that is directly related to the White Tanks Project, but

6 that is not part of the "contribution balance." While the Company may propose, at some tincture date,

7 some mechanism which may result in such a balance of hook-up fees, there is no such proposal

8 pending, and no Commission determination on such a proposal. Our approval of the Company's

9 request for an accounting order herein should not be viewed as a pre-determination of any future

10 request.

.11 35. Arizona-American requests that the Commission require Arizona-American, as part of

12 its 2008 Agua Fria rate case tiling, to include a proposal to adjust the Water Facilities Hook-Up Fee

13 Tahiti based on information known to that date, including:

14 1) Actual to-date and remaining plant costs;

15 2) The effects of any third-party treatment contracts;

16 3) , Actual hook-up fee collections;

17 4) Revised projected customer additions and meter preferences; and

18 5) Future Agua Fria Water District capital requirements.

19 36. Arizona-American requests that the Commission require Arizona-American, as part of

20 its 2008 Agua Fria rate case tiling, to include a proposed mechanism, similar to the Commission's

21 ACRM procedure, to defer and subsequently recover O&M expense incurred for the White Tanks

22 Project until such expenses can be placed in base rates.

23 37. It is in the public interest to approve Arizona-A1nerican's requests for accounting

24 orders.

25 It is in the public interest to audiorize, but not require, Arizona-American to make the

26 2008 rate case filings it requests.

27 39. Several of  the Developers have paid hook-up fees to Arizona-American under

28 Arizona-American's existing Water Facilities Hook-Up Fee Tariff for development projects.

I

W
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1 40. It is reasonable to require Arizona-American to charge developers for hook-up fees in

2 accordance with the tariffs in erect at the time payment of such fees is required pursuant to the terms

3 of the applicable LXA.

41 .,4 It is reasonable to require that any true-up of hook-up fees which were paid prior to

5 the effective date of the new Water Facilities Hook-Up Fee Tariff approved by this Decision be based

6 on the hook-up fee tariff in effect at the time the hook-up fee payment was made.

7 42. There is a need for a coordinated potable groundwater procurement program in the

8 Agua Fria District. Accordingly, in order to preserve groundwater resources, as well as to negate the

9 necessity and expense of having additional and possibly redundant wells drilled in the Agua Fria

10 District, it is reasonable to require Arizona-American, as the certificated water service provider in the

area, to coordinate with all interested parties in a regional planning process to address groundwater

12 issues in conjunction with the construction of a surface water treatment plant.

13 43. It is reasonable to require Arizona-American to address the water supply issues raised

14 by the Developers, in the manner set forth in the Ordering Paragraphs below.

The Company requests, and Staff recommends approval of, the following Water

11

15 44.

16 Facilities Hook-Up Fee Tariff?

17

18

19

20

21
22 45. RUCO recommends approval of a Water Facilities Hook-Up Fee Tariff which would

23 collect higher fees, begirding with $4,700 for a 5/8 by 3/4-inch meter, because higher fees would

result in smaller AFUDC accruals

Meter Size
5/8 x 3/4-inch

3/4-inch
l-inch

1 1/2-inch
2-inch
3-inch
4-inch

6-inch or larger

$ 3,280
4,920
8,200

16,400
26,240
52,480
82,000

164,000

46. We find the Water Facilities Hook-Up Fee Tariff recommended by the Company and

Staff to be reasonable, andwill adopt it

47. It is in the public interest to approve Arizona-American's request for authorization to

implement the Water Facilities Hook-Up Fee Tariff as discussed herein as a means of financing the
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1

!

White Tanks Project.

2 s 48.

3

A hook-up fee tariff has already been approved for the Agua Fria District in Decision

The funds received from the proposed hook-up fees will be

4

;No. 66512 (November 10, 2003).

separately recorded as CIAC, and therefore Arizona-American will not be entitled to earn a return on

5 the hook-up fees. As such, the hook-up fee funds are revenue neutral and will not increase or

6

7

decrease the Company's revenues or expenses. Hook-up fees accounted for as CIAC are analogous

to funds received from main extension agreements with developers that are treated as advances in aid

8 of construction ("AIAC"). Since no fair value determination is made with respect to AIAC funds, a

9 fair value finding is not required for hook-up fees booked as CIAC.

10 MWD makes a claim that Arizona-American is violating its current hook-up fee tariffs
I

11 1;- MWD's claim was raised for the first time on brief, and is therefore not properly addressed in this

49.

13 i

I
14 requested relief as proposed by MWD.

12 proceeding, which was not noticed as a cornpldnt.
I
I 50. The record in dlis proceeding does not support denial of Arizona-.American's

15 I; It is appropriate, reasonable, and in the public interest to require that hook-up fees
II l • A » n v

16 collected Linder the Water Fac111t1es Hook-Up Fee Tariffapprovedharem should be subject to refund,

51.

17 I should the Commission determine in a iizture proceeding that a retime is appropriate.
i

18 i
!

52. The record 'm this proceeding does not support the grant of any other relief requested

19 by MWD.

20 The record in this proceeding does not support the request by Pulte to require Arizona-

21 American to institute a blanket policy of offsetting hook-up fees by the cost of contributed off-site

22 ifacilides. Pulte is not precluded from raising this issue in either an informal or a formal dispute

53.

iI
23 resolution process available at the Commission.

24 I
I
E
:

CONCLUSIONS OF LAW

25
i
!

1. Arizona-American is a public service corporation within the meaning of ArticleXV of

26 the Arizona Constitution and A.R.S. §§40-281, 40-282, 40-301 and 302.

27 2. The Commission has jurisdiction over Arizona-American and the subject matter of the

i!
I

28 application.

69914
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Notice of the application was given in accordance with the law

Under the circumstances of this case, and pursuant to Article XV, §§ 3 and 14 of the

Arizona Constitution, Arizona-American's proposed Water Facilities Hook-Up Fees, which will be

booked as contributions in aid of construction, do not constitute rates that require a fair value

determination prior to approval

Under the circumstances of this case, and pursuant to Article XV §§ 3 and 14 of the

7 Arizona Constitution, it is just, reasonable, and serves the public interest to approve the new Water

8 Facilities Hook-Up Fee Tariff as a means of financing the proposed White Tanks Project in accord

9 with the discussion herein

10

3

4

5

1

I1
I

8

IT IS THEREFORE ORDERED that the application of Arizona-American Water Company

12 for authority to implement a Water Facilities Hook-Up Fee Tariff in accord with the discussion herein

13 as a means of financing the White Tanks Project shall be, and hereby is, approved

14 IT IS FURTHER ORDERED that funds collected pursuant to the Water Facilities Hook-Up

15 Fee Tariff approved herein are subject to refund in the event that the Commission determines in a

16 future proceeding that a refund is appropriate

17 IT IS FURTHER ORDERED that with the exception of the preceding Ordering Paragraph

18 which partially grants relief requested by the Maricopa County Municipal Water District Number

19 One, the relief requested by the Maricopa County Municipal Water District Number One shall be

20 and hereby is, denied

21 IT IS FURTHER ORDERED that this Decision does not predetermine the appropriateness of

22 any modifications proposed in the iiuture to the Water Facilities Hook-Up Fee Tariff approved herein

23 IT IS FURTHER ORDERED that Arizona-American Water  Company's request for

24 authorization to record post-in-service allowance for funds used during construction on the excess of

25 the construction cost of the White Tanks Project (including development, site acquisition, design

26 company labor, overheads, and allowance for funds used during construction) over directly related

27 hook-up fees collected through December 31, 2015, or the date that rates become effective

28 subsequent to a rate case that includes 80 percent (based on estimated cost) of the White Tanks
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1 Project in rate base, whichever comes first, shall be, and hereby is, approved.

2 IT IS FURTHER ORDERED that Arizona-American Water Company's request for authority

3 to defer post in-service depreciation expense in excess of the associated amortization of contributions

4 approved in the previous Ordering Paragraph, and to propose, as part of its 2008 Agua Fria Water

5 District rate case filing, specific accounting entries to meet this objective, shall be, and is hereby,

6 approved.

7 IT IS FURTHER ORDERED that Arizona-American Water Company's request for

8 authorization to exclude from rate base the contribution balance of hook-up fees directly related to

9 the White Tanks Project collected subsequent to the effective date of this Decision over the aggregate

10 of (1) construction expenditures (including development, site acquisition, design, company labor,

ll overheads, and allowance for funds used during construction) for the same period that are included in

12 rate base and (2) any costs deemed imprudently incurred from contributions used to calculate rate

13 base until December 31, 2015, shall be, and hereby is, approved.

14 IT IS FURTHER ORDERED that Arizona-American Water Company is hereby authorized to

15 file, as part of its 2008 Agua Fria Water District rate case filing, a proposal to adm the Water

16 Facilities Hook-Up Fee Tariff approved herein. If such a proposal is filed, it shall include

17 in.tlormat:ion necessary to allow the Commission to adjust the Water Facilities Hook-Up Fee Tariff as

18 necessary, based on the best information available at the time, including, but not limited to, the

19 following:

20 1) Actual to-date and remaining plant costs;

21 2) The effects of any third-party treatment contracts;

22 3) Actual hook-up fee collections;

23 4) Revised projected customer additions and meter preferences; and

24 5) Future Agua Fria Water District capital reqiurements.

25 IT IS FURTHER ORDERED that Arizona-American is hereby authorized to file, as part of its

26 2008 Agua Fria Water District rate case filing, a proposed mechanism to defer and subsequently

27 recover Operations and Maintenance Expense incurred for the White Tanks Project until such

28 expenses can be placed in base rates.

DECISION NO. 6 9 9 1 4
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IT IS FURTHER ORDERED that this Decision does not predetermine the necessity for or the

2 appropriateness of any mechanism proposed in the future by Arizona-American Water Company for

3 recovery of Operations and Maintenance Expense incurred for the White Tanks Project

IT IS FURTHER ORDERED that the request by Pulte Homes Corporation to require

5 Arizona-American Water Company to institute a blanket policy of offsetting hook-up fees by the cost

6 of contributed off-site facilities shall be, and hereby is, denied

IT IS FURTHER ORDERED that Arizona-American Water Company shall charge

8 developers for hook-up fees in accordance with the tariffs in effect at the time payment of such fees is

9 required pursuant to the terms of the applicable line extension agreement

10 IT IS FURTHER ORDERED that any true~up of hook-up fees which were paid prior to the

l l effective date of die new Water Facilities Hook-Up Fee Tariff approved by this Decision shall be

12 based on the hook-up fee tariff in effect at the time the hook-up fee payment was made

13 IT IS FURTHER ORDERED that Arizona-American Water Company shall be, and hereby is

14 precluded from instituting a new service moratorium on the initial hook-ups in circumstances where

15 the developer has supplied the required water to serve the increased demand of a new project

16 pursuant to a line extension agreement

17 IT IS FURTHER ORDERED that Arizona-American Water Company shall review its

18 existing line extension agreements in the Agua Fria Water District that require developers to drill new

19 wells, in order to detennine whether it is feasible to amend those line extension agreements to reduce

20 the number of required wells, in cooperation with the parties to those line extension agreements

21 IT IS FURTHER ORDERED that, in conjunction with the review of line extension

22 agreements required by the previous Ordering Paragraph, Arizona-American Water Company shall

23 consider whether there exist less costly alternatives for die utility and the developers to supply water

24 for new developments in order to minimize and otherwise supplant the number of new wells that will

25 need to be drilled in die Agua Fria District. In the course of this review, Arizona-American Water

26 Company shall consider a proposed 3.5 mile contingency pipeline alternative in relation to the

27 requirement for new wells to be drilled in the southern portion of the Agua Fria District

28

i
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1 IT IS FURTHER ORDERED that Arizona-American Water Company shall use its best

2 efforts to coordinate with all interested parties, including the Maricopa County Municipal Water

3 District Number One, in a regional planning process to obtain both short-term and permanent water

4 supplies to negate, where possible, the need to drill additional wells during construction of a regional

5 surface water treatment plant to serve the Agua Fria Water District.

6 IT IS FURTHER ORDERED that the Commission shall have complete authority to determine

7 the entitlement and rate making treatment of any proceeds resulting from the sale to third parties of

8 either the White Tanks facility itself, in whole or in part, or of any part of the capacity produced

9 thereby.

10

11

IT IS FURTHER ORDERED that this Decision shall become effective immediately.

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

12
13
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19

20

21

22

23

24

25

26

27
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EXHIBIT

UNS GAS, INC.'S RESPONSE To
RUCO'S ELEVENTH SET OF DATA REQUESTS

DOCKET NO. G-04204A-08-0571
July Hz, 2009

KLICO - 3

RUCO 11.18 Refer to Mr. Hutchens' rebuttal testimony at page 7, concerning the overall
slumping economy.
a. Identify, quantify and explain all steps taken by UNSG in 2008 and 2009 to

reduce costs .
For each cost reduction effort undertaken by UNSG identified in response
to part a, please identify exactly where, and in what amount, each such cost
reduction effort has been reflected in UNSG's determination of the
Company's requested revenue increase.

RESPONSE: See summary of savings realized below:

UNG UNS Gas, Inc
Jul 07 thru

Jun 08
Jul 08 thru

Jun 09
Associated
reduction:

A10 Labor Costs (39,494) Reduced Overtime, reduced FTEs

158 Supplemental Service
162 Repairs 84 Maintenance
A59 Training & Travel
406 Communications
B64 Transportation

10,929,43
9

155,874
263,896
283,462
758,366
652,670

10,889,94
5

28,208
249,701
263,265
535,060
454,440

(127,665)
(14,196)
(20-197)

(223,305)
(198,230)

Meter reading brought in-house

Reduced vehicle maintenance
Company reduction focus
Contract re-negotiation
Vehicle depreciation reduction

These savings are not reflected in the test year. Other increases as reflected
within the overall operating cost are still higher than test year and will be in
2009 and 2010. The Company's cost savings efforts have only resulted in
mitigating the increases and the effect of regulatory lag.

RESPONDENT : Paul Coleman

WITNESS :

b.

a.

b .

David Hutchins
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RUCO'S ELEVENTH SET OF DATA REQUESTS
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July 22, 2009

8 KUlCD» 9

RUCO 11.27 Refer to Mr. Dukes' rebuttal testimony at page 2.

f.
g.
h.

i.
j.
k.

Admit that UNSG provided no supporting calculations with its rebuttal
testimony for its hew over 2000% increase in its claim for cash worldng
capital C897>967 to $2,l83,948). If your response is anything but an
unqualified admission, explain fully.
Provide complete documentation including all Excel files and supporting
calculations showing each payment relating to gas cost purchases from
1/1/2008 through the present.
Provide a copy of each gas purchase invoice from 1/1/2008 through the
present.
Provide all payment documentation for each gas cost invoice from 1/1/2008
through the present. .
Provide a copy of the current and prior gas purchase contracts and all
amendments thereto affecting payment terms.
Identify the "primary purchased gas vendor" referred to on page 2, line 7.
When did the "primary purchased gas vendor" change its payment terms?
Provide all documents relating to the change in gas purchase payment terms
including but not limited to all correspondence, letters, legal documents,
tariff filings, invoices, emails.
Identify all credit limitations, referenced at page 2, line 10.
Provide all correspondence relating to all such credit limitations.
Explain in detail what UNSG could do to address each such "credit
limitation"?
Identify, and provide a copy of, the specific provisions in the contract or
agreement with the "primary purchased gas vendor" that allowed the
vendor to change the payment terms.
Did UNSG contest or object to the change in payment terms? If not,
explain fully why not. If so, provide all documents showing that UNSG
objected to the change in payment terms.
Identify the payment terms that are related to each gas vendor that could
provide gas supply to UNSG.
Identify all conditions that would allow UNSG to pay for purchased gas
from the "primary purchased gas vendor" on a monthly basis.

RESPONSE : UNS Gas provided supporting workpapers and calculations,

This information was provided with workpapers in UNS Gas' response to
RUCO 10.1.

a.

b.

c.

d.

e.

1.

m .

n.

o.

b.

a.

c. Please see RUCO 11.27(c 8; d), Bates Nos. unsG(057t>09887 to
UNSG(0571)10033, on the enclosed CD for the gas purchase invoices and
payment documentation for the period 1/1/2008 through the present. This
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RUCO'S ELEVENTH SET OF DATAREQUESTS

DOCKET NO. G-04204A-08-0571
July 22, 2009

file contains gas purchase invoices for BP Energy, Transwestern Pipeline
and EPNG. The tile also includes a summary of each vendor's invoices
(with payment detail). Mr. Dukes' Rebuttal Testimony included a revision
of payment lag days for gas purchases. The revised payment lag days
calculation included BP Energy invoices for 12/1/08 through 5/16/09
because the payment timing to this vendor changed from thirty (30) days to
every two (2) weeks. The revised payment lag days calculation did not
include additional invoices for Transwestem Pipeline or EPNG because the
payment timing to those vendors did not change, however attached file
includes invoices for Transwestem Pipeline and EPNG for your review, in
addition to BP Energy invoices used in the payment lag days calculation
revised for Mr. Dukes' rebuttal testimony. Invoices for the vendors
included in the lead-lag study as originally filed are identified by Bates
Nos. UNSG057l/01980 through UNSG057l/02063.

Please see UNS Gas' response to RUC() l1.27.c. above.

Current gas purchase contract; Base Contract for Sale and Purchase of
Natural Gas between BP Energy Company and UNS Gas, Inc. dated
September 1, 2008.

First Amendment to Base Contract for Sale and Purchase of Natural Gas
between BP Energy Company and UNS Gas, Inc. dated November 18>
2008.

Prior gas purchase contract: Natural Gas Supply and Transmission
Management Agreement by and between Citizens Communications
Company, Arizona Gas Division and BP Energy Company, dated October
28, 2002, but effective as of October l, 2002.

Pleas see RUCO 11.27(e), Bates Nos. UNSG(0571)10034 to
UNSG(0571)10135, on the enclosed CD.

British Petroleum Energy Company.

g.

h.

January 2008 .- March 2008, and November 2008 - May 2009.

Please see RUCO 11.27(h) (Confidential), Bates Nos. UNSG(057l)10138
to UNSG(0571)10144, on the enclosed CD.

d.

e.

f.

For the winter season 2007/2008, see emails and the Standby Letter of
Credit dated December 28: 2007 .
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For the winter season 2008/2009> see emails, Amendment to Base Contract
dated November 18, 2008, and the Standby Letter of Credit dated October
30, 2008.

UNS Gas' primary purchased gas vendor (BP Energy) provides UNS Gas
with an unsecured credit limit based upon its assessment of UNS Gas'
creditworthiness. If the vendor's total exposure to UNS Gas exceeds that
credit limit, it may decline to enter into additional transactions with UNS
Gas until the exposure is below the credit limit, or it may request some
form of performance assurance to cover the amount of the credit exposure
in excess of the credit limit or to cover proposed new business. Such
performance assurance may be in the form of a prepayment, a standby letter
of credit, a performance bond, or a guaranty by another party.

Because UNS Gas is a winter-peaking gas distribution company, its
exposure to its primary gas supplier is highest during the winter months of
November through April. In each of the last two years, UNS Gas' exposure
to BP Energy exceeded its credit limit. Therefore, UNS Gas negotiated
terms to provide credit support in the form of more frequent payments
(twice monthly) and a standby letter of credit, so that UNS Gas could
continue to enter into new transactions with BP Energy.

j.

k.

Please see UNS Gas' response to RUCO 11.27.11 above.

UNS Gas could make more frequent payments of amounts owed for gas
supplied, could provide a standby letter of credit from a financial
institution, or could curtail doing new business with the supplier, or a
combination of these actions. The decision to provide a letter of credit vs.
make prepayments depends on several factors including available credit
under its revolving credit facility to .issue letters of credit, the cost of
issuing letters of credit, the amount of available cash on hand, and the
interest rate that could be earned on the investment of excess cash.

Please see RUCO ll.27(e), UNSG(0571)10034 to UNSG(057l)lOl35,on
the enclosed CD, and refer to Article W-Security, of the Natural Gas
Supply and Transportation Management Agreement dated October 28,
2002, and to Section 10.1-Financial Responsibility of the Base Contract
dated September l, 2008.

i.

1.

ITS No, UNS Gas did not obi act to the change in payment terms. The vendor's
request was reasonable in view of the size of the credit exposure compared
to the credit limit provided, and therefore UNS Gas was willing to negotiate
terms with the supplier that were agreeable to both parties.
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UNS GAS, Inc.'s RESPONSE TO
RUCO'S ELEVENTH SET OF DATA REQUESTS

DOCKET NO. G-04204A-08-0571
July22, 2009

Please see UNS Gas' response to Staffs first set of data requests, JACK 1-1,
in which all lead-lag workpapers were provided.

As long as the vendor's total exposure to UNS Gas is within the credit limit
es tablished for  UNS Gas,  UNS Gas may pay for  purchased gas  on a
monthly basis.

RESPONDENT :

WITNESS :

n.

o.

Barbara McCormick, Dallas Dukes, Janet Zaidenberg-Schrum (parts c and d)

Dallas Dukes, Kenton C. Grant
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Service Fee Revenues

As discussed below in the Rate Design section of this Order, RUCO witness Marylee Diaz

Cortez recommended that $48,648 should be added to die Company's revenues to reflect RUCO's

claim that the proposed service fees for after-hours establishment and reconnection of service do not

fully reflect the Company's actual costs (RUCO Ex. 8, at 21). UNSE witness D. Bentley Erdwurm

stated that the Company shares RUCO's concerns regarding potential cross-subsidies, but the

Company recommends that service fees be increased more gradually, consistent with the concept of

gradualism (Ex. A~l7, at 17).

We agree with UNSE's more gradual approach to increasing the service fees in question and

therefore do not agree with RUCO's recommendation to adjust revenues.

Expenses

Payroll Expense

UNSE proposes an upward adjustment in its expenses of $339,184 to reflect known and

measurable wage and salary increases that went into effect in 2007. Due to an oversight, the payroll

expense increase proposal was not presented until the Company filed its rebuttal testimony. This

amount includes normalized overtime expenses of $l39,20l, based on a two-year average including

the test year and the year prior to the test year (Ex. A-25, at ll-12). UNSE contends that its

adjustment only accounts for employee levels at the end of the test year and therefore does not create

a mismatch. Company witness Dallas Dukes also claims that the Company's overtime normalization

is consistent with the approach advocated by Staff in the recent UNS Gas case, which method was

accepted by UNS Gas in that case (Ex. A-24, at 20).

Staff witness Ralph Smith testified that Staff opposes the increase recommended by UNSE.

Staff claims that, with respect to the overtime adjustment, Mr. Smith's analysis is consistent with the

position taken in the UNS Gas case, in which he used the lower of two calculations to reduce

In this case, Staff claims that Mr. Smith conducted the sameOvertime costs for UNS Gas.

calculations, one of which resulted in a reduction to overtime and the other showing an increase. Mr.

Smith stated that "my analysis of overtime expense, which is presented in Attachment RCS-9, and

which followed the same analysis format that I used in the UNS Gas case, indicates that the overtime

70360
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expenses in UNS Electric's original filing is within a range of reasonableness (i.e., it was bracketed

by the results of the two alternative calculations I performed). Consequently, no additional

adjustment to overtime for UNS Electric is necessary." (Ex. S-58, at 45-6).

Staff also takes issue with the Company's overall proposed payroll adjustment. Staff argues

that the proposed adjustment was not presented until UNSE's rebuttal testimony was filed on August

14, 2007, leaving very little time for Staff to conduct discovery and develop surrebuttal testimony,

which was filed on August 24, 2007. Staff asserts that, in addition to the lateness of the adjustment,

the Company's proposal is also inconsistent with treatment of payroll in the UNS Gas case, in which

payroll was annualized to the end of the year but not beyond.

Although we understand Staff's concern that the Company's proposed adjustment was not

presented until its rebuttal testimony was tiled, we believe UNSE's proposal should be adopted

because it reflects known and measurable payroll changes that went into effect more than a year ago.

Mr. Dukes explained that the failure to include the payroll changes in the initial application was due

to an oversight, and that the changes have been normalized to minimize a mismatch between the test

year and the later payroll increases. We will therefore adopt the Co1:npany's recommendation on this

issue.

Pension and Benefits Expense

UNSE proposed an upward adjustment to test year levels of pension and benefits expense of

$82,965. RUCO witness Rodney Moore recommends removing a portion of these expenses,

$1 i,6l2, because in a data response UNSE described that portion of the expenses as related to "gifts,

awards, employee dinners, picnics and social events" (RUCO Ex. 5, at l2). Mr. Moore stated that

RUCO considers these benefits to be an inappropriate burden on ratepayers (Id.).

UNSE witness Dukes responded that the expenses identified by RUCO are properly included

in rates because they are "primarily related to the recognition of employee service, safety

.accomplis ents and other goal achievements by individual or groups of employees" (Ex, A-25, at

18). He indicated that rewarding employees enables the Company to retain qualified employees and

therefore provides a benefit to customers (Id.).
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Consistent with our finding in the UNS Gas rate case (Decision No. 70011, at 26-27), we

2 believe that Staffs recommendation provides a reasonable balancing of the interests between

3 ratepayers and shareholders by requiring each group to bear half the cost of the incentive program

4 As RUCO points out, the program is comprised of elements that relate to the parent company's

5 financial performance and cost containment goals, matters that primarily benefit shareholders

6 However, 40 percent of the program's incentive compensation is based on meeting customer service

7 goals. This offers the opportunity for the Company's customers to benefit from improved

8 performance in that area. For the same reasons, we also adopt Staffs recommendation to disallow 50

9 percent of the Officer's Long-Term Incentive Program (Ex. S-58, at 32). Given that the arguments

10 raised in the UNS Gas case are virtually identical to those presented in this case, we see no reason to

l l deviate from that recent Decision

12 We also stated in Decision No. 70011 that although we believe, on balance, that the 50/50

13 sharing is reasonable, we share RUCO's concerns that the SRA offered to employees in 2005 may

14 have the effect of undermining the very goals the PEP is intended to achieve (i.e., providing an

15 incentive for participating employees to improve performance and thereby benefit both the Company

16 and its customers). As described by Mr. Moore, despite failing to meet the PEP goals, the UniSource

17 Board of Directors decided nonetheless to provide the affected employees with a surrogate means of

18 compensation. As we indicated in Decision No. 70011, it appears that die SRA sends a signal to

19 employees that they will be compensated regardless of performance, which places the entire premise

20 of the PEP at issue. We expect the program to be scrutinized in the Company's next rate case to

21 determine the appropriateness of providing incentive compensation above base salaries to employees

22 Supplemental Executive Retirement Plan and Stock Based Compensation

UNSE allows select executives to participate in a Supplemental Executive Retirement Plan

24 ("SERP"). The SERP provides to eligible executives retirement benefits in excess of the limits

25 allowed under Internal Revenue Service ("IRS") regulations for salaries in excess of specified

26 amounts. UNSE contends dirt the $83,506 of test year SERP costs are reasonable and that neither

27 Staff nor RUCO have shown that the Company's overall executive compensation.costs are excessive

28 or out of line with industry standards

21 DECISION NO 70360
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1 Staff and RUCO recommend disallowance of the SERP costs, in accordance with the

2 Commission's Decision in the Southwest Gas case (Decision No. 68487, at 18-19). In that case, we

3 disallowed Southwest Gas's SERP costs, finding:

4

5

6

7

8

9

10

[T]he provision of additional compensation to Southwest Gas' highest
paid employees to remedy a perceived deficiency in 'retirement benefits
relative to the Company's other employees is not a reasonable expense
that should be recovered in rates. Without the SERP, the Company's
officers still enjoy the same retirement benefits available to any other
Southwest Gas employee and the attempt to make these executives
"whole" in the sense of allowing a greater percentage of retirement
benefits does not meet the test of reasonableness. If the Company wishes
to provide additional retirement benefits above the level permitted by IRS
regulations applicable to all other employees it may do so at the expense
of its shareholders. (Id. at 19).

11

12

13

14

15

16

17

18

19

20

21

We disagree with the Company's argument that disallowance of the SERP costs effectively

allows the IRS to dictate what compensation costs should be recovered. As was clearly stated in the

passage cited above, and which passage was quoted in the UNS Gas case (Decision No. 70011, at

28), the issue is not whether UNSE may provide compensation to select executives in excess of the

retirement limits allowed by the IRS, but whether ratepayers should be saddled with costs of

executive benefits that exceed the treatment allowed for all other employees. If the Company chooses

to do so, shareholders rather than ratepayers should be responsible for the retirement benefits afforded

only to those executives. We see no reason to depart from the rationale on this issue in the most

recent UNS Gas rate case,9 and we therefore adopt the recommendations of Staff and RUCO and

disallow the requested SERP costs.

For these same reasons, we agree with Staff that test year expenses should be reduced to
22

remove stock-based compensation to officers and. employees. As Staff witness Ralph Smith stated,

24
the expense of providing stock options and other stock-based compensation beyond normal levels of

compensation should be borne by shareholders rather than ratepayers (Ex. S-58, at 34). The
25

26
disallowance of stock-based compensation is consistent with the most recent rate case for Arizona

Public Service Company (Decision No. 69663).
27

28
9 See also Arizona Public Service Co., Decision No. 69663, at 27 (June 28, 2007), and Southwes! Gas Co.,Decision No.
68487, at 18-19 (February 23, 2006), wherein SERP costs were excluded in their entirety.

23
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2

1 Operating Expenses

2008 Wage Increase

In this proceeding, Southwest Gas has included in proposed test year expenses a 3 percent

4 general wage increase that was given to employees in 2008, in addition to a wage increase given in

5 2007. Staff does not oppose recognition of the 2008 wage increase because it is a known and

6 I measurable post-test-year event. RUCO does. not object to inclusion of the 2007 wage increases that

3

7

8

9

became effective in May and June 2007 (after the end of the test year), but proposes to disallow the

2008 increases on the basis that they are too far removed from the end of the test year and would

create a mismatch between rate base, revenues, and expenses at the end of the test year. (RUCO Ex. 3

10 at 23.)

Company witness Randi Aldridge testified that, contrary to RUCO's assertion, the Company

12 included only wage increases for employees who were employed as of the end of the test year, to

13 avoid a mismatch. (Ex. A-10 at 6-7.) She stated that the 2008 wage increase did not apply to any

11

14

15

employee hired after the end of the test year (April 30, 2007), therefore, the number of employees at

the end of the test year is synchronized with customers served during the test year. (Id. at 7.)

We agree with the Company and Staff that the 2008 wage increase expense should be allowed

17 because it is a known and measurable expense that is being incurred by Southwest Gas on a going-

16

18 forward basis. Because the post-test-year wage increase has been applied only to employees who

19 were employed during the test year, there is no resulting mismatch of revenues and expenses. Our

20 conclusion is consistent with the treatment accorded this issue in the Company's prior rate case. (See

21 Decision No. 68487 at 12-13.)

American Gas Association Dues22

The American Gas Association ("AGA") is a national trade association for natural gas

24 distribution and transmission companies. During 2007, Southwest Gas paid to the AGA dues of

25 $401,795, wide the Arizona jurisdictional amount being 56.70 percent of the total ($227,920). (Staff

26

27

28

Final Sched. C-6.) The AGA prov ides serv ices to its members in the fol lowing categories:

Advertising; Public Affairs; Corporate Affairs; General Counsel; General & Administrative Expense;

Policy, Planning and Regulatory Affairs; Operations & Engineering Management; Policy & Analysis;

10 DECISION NO. 70665
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1 I

1 and Industry Finance& Administrative Programs. (Ex. A-1 l, RLA-2.)

In the Company's last rate case.. Southwest Gas requested recovery of 96.36 percent of the

AGA dues, excluding 3.64 percent of the dues related to the AGA's marketing and lobbying

4 functions. In that case, Staff did not oppose the Company's request, but RUCO proposed

5 disallowance of 39.09 percent of the AGA dues, to exclude the Communications and Public Affairs

'v
J

6

7

8

9

10

expense categories. The Commission rejected RUCO's proposed disallowance and adopted the

Company's inclusion of 96.36 percent of the AGA dues, finding that "[a]1though the descriptions of

AGA activities provided by the Company [were] somewhat nebulous," Southwest Gas had satisfied

its burden of showing that the AGA functions provide a benefit to the Company and its customers.

(Decision No. 68487 at 14.) However, the Commission directed Southwest Gas to provide in its next

II g rate case filing "a clearer picture of AGA iimctions and how the AGA's activities provide specific

12 benefits to the Company and its Arizona customers." (id.)

In this case, Southwest Gas seeks recovery of 94.52 percent of its AGA dues, excluding 5.4813

14

15

16

17

18

19

20

percent of the dues as related to marketing and lobbying functions. To satisfy the Commission's

directive in the prior Decision, Company witness Aldridge provided testimony describing the AGA's

ftmctions, as well as several attachments extolling the virtues of various AGA activities. (Ex. A-10 at

21-24, Ex. A-11, RLA-1 and RLA-2.) The Company contends that it has provided ample support for

the functions providedby the AGA and the benefits that accrue to the Company and its ratepayers as

a result of the AGA's activities. Southwest Gas argues that the documentation provided comes

directly from the AGA and that there is no better source of information for analyzing the

21 appropriateness of the AGA's activities. The Company cites to the testimony of Ms. Aldridge who

22 claimed that AGA member benefits amounted to $479 million, compared to only $18 million in total

28

24
I

25

26

27

28

membership dues. (Ex. A~l1. at 9.)

RUCO did not oppose the Company's proposed recovery of AGA dues in this proceeding.

However, Staff recommends disallowance of 40 percent of AGA dues on the basis that Southwest

Gas has not demonstrated how the AGA's activities provide specific benefits to ratepayers. Staff

witness Ralph Smith stated that Southwest Gas failed to substantiate its claims that AGA membership

resulted in $479 million in membersavings in 2006, and that it is not clear if the claimed benefits

r

11 DECISION NO. 70665I
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1

2

3

4

have ever been audited or verified. (Ex. S-12 at 40, Ex. S-13 at 33.) Mr. Smith testified that the

Company failed to demonstrate why ratepayers should fund activities through membership in an

iNdustry organization that would likely be disallowed if they were performed by the Company itself.

(Id) Staff" s 40-percent disallowance recommendation is based on decisions by other state regulatory

5 commissions and audits of the AGA by the National Association of Regulatory Utility

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Commissioners ("NARUC"). Mr. Smith cited to orders issued by other commissions in which AGA

dues were disallowed in the following percentages' Michigan (la. l7 percent), California (25 percent),

and Florida (40 percent), (See Ex. S-12 at 4l-45.) He also cited a 1999 NARUC-sponsored audit of

AGA expenditures that stated, "these expense categories may be viewed by some State commissions

as potential vehicles for charging ratepayers with such costs as lobbying, advocacy or promotional

activities which may not be to their benefit." (Id. at 43.)

Staff claims that its recommended 40-percent disallowance is consistent with a March 2005

NARUC Audit Report that quantified AGA function categories that Staff believes should not be paid

by ratepayers. The categories cited by Staff are: Public Affairs (24.13 percent), Corporate Affairs

and International (10.54 percent), half of General Counsel and Corporate Secretary (2.6 percent), and

Marketing (2.37 percent). (Id. at RCS-2, Sched. C-6.) Staff contends that the 39.64-percent total

represented by these activities supports its recommended disallowance. Moreover, according to Mr.

Smith, based on the 2007 and 2008 AGA budgets, the recommended dues disallowance would be

43.29 percent and 46.19 percent, respectively (Id, Ex. S-14 at 33-34.)

We find that Staffs recommended disallowance of 40 percent of AGA dues represents a

21 reasonable approximation of the amount for which ratepayers receive no supportable benefit. The

22 documentation offered by the Company to justify the AGA dues, including the alleged monetary

23 savings to members, consists primarily of information provided by the AGA itself and must be

24 viewed in that context. As Staff witness Ralph Smith indicated, several other states have disallowed

25 AGA dues in substantially higher amounts than the amount proposed by Southwest Gas. Mr. Smith

26

27

28

also pointed out that Staff's recommended disallowance is approximately the same percentage as that

attained by totaling up AGA activities for Public Affairs, Corporate Affairs, half of General Counsel

expenses, and marketing under a 2005 NARUC audit. Further, application of the 2007 and 2008

12 DECISION no. 70665
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2

AGA dues would result in even greater disallowances under these categories. We therefore adopt

Staffs recommendation to disallow 40 percent of the Cornpanv's AGA dues.

3

4

5

6

7

Injuries and Dara es Expenses

Southwest Gas and Staff continue to dispute the appropriate amount to be allocated for

injuries and damages expenses. The Company has proposed an increase in this expense of

approximately $2,490,000, for a total of $8,l69,000. Staff recommends reducing the Company's

proposed increase to $1,638,000, for a total injuries and damages expense allowance of $77317,000.

Southwest Gas contends that its proposal is consistent with the methodology agreed to by the

9 »palties, and adopted by the Commission, in the Compaliy's last rate case. The Company's proposal

10 ! utilizes claims in all jurisdictions over a l0~year period and includes recognition of a change in the

8

l l Company's self-insurance limits during that period. Company witness Mashes testified that from

12 I January 1998 through July 2004, the Company's insurance policies provided that Southwest Gas was

13 self~insured for up to $1 million of expenses related to a single claim, From August 2004 through

14

15

16

17

18

July 2005, die Company provided self-insurance for the first $1 million per claim, and also for

aggregate claims up to $10 million. In August 2005, Southwest Gas acquired an additional policy

that covers aggregate claims for amounts between $5 million and $10 million. (Ex. A-16 at 3-4.)

According to Mr. Mashes, Southwest Gas hasexperienced only one incident since August

2004 in which the claim exceeded the $1 million per incident self-insured amount. The incident in

19

20

question occurred in May 2005 when a leaking gas fire in Tucson caused several people to be

severely burned, and Southwest Gas paid $10 million in a settlement of claims related to the incident.

21 Southwest Gas argues that Staffs removal of this amount from its 10-year average is inappropriate

22 because prior to August 2004, injuries and damages claims over $1 million would have been

23 indemnified by the Company's insurer and would therefore not have been recorded on the

24 Company's books. (Id. at 5.) Mr. Mashes claims that Staff s 10-year average is therefore skewed and

25 is inconsistent with the treatment afforded injuries and damages expenses in the last rate case.

26 Southwest Gas argues that Staffs exclusion of the $10 million claim does not reflect the level of self-

Z7 insurance that the Company expects to experience during the period rates from this case are in effect.

Staff asserts that the $10 million payment related to the 2005 incident should be excluded28

13 DECISION NO. 70665
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1

2

3

4

5

6

7

RUCO proposes disallowing 50 percent of MIP costs to recognize that both shareholders and

customers receive a benefit from the perfonnance goals included in the MIP. (RUCO Ex. 3 at 29,)

In the last Southwest Gas rate case, as well as several subsequent cases,3 we disallowed 50

percent of management incentive compensation on the basis that such programs provide

approximately equal benefits to shareholders and ratepayers because the performance goals relate to

financial performance and cost containment goals as well as customer service elements. (Decision

No. 68487 at 18.) In that Decision, we stated:

8

10 I

12

14

In Decision No. 64172, the Commission adopted Staffs recommendation
regarding MIP expenses based on Staffs claim that two of the five
performance goals were tied to return on equity and thus primarily
benefited shareholders. We believe that Staffs recommendation for an
equal sharing of the costs associated with MIP compensation provides an
appropriate balance between the benefits attained by both shareholders
and ratepayers. Although achievement of the performance goals in the
MIP, and the benefits attendant thereto, camion be precisely quantified
there is little doubt that both shareholders and ratepayers derive some
benefit from incentive goals. Therefore, the costs of the program should
be borne by both groups and we find Staffs equal sharing
recommendation to be a reasonable resolution.

15

16
(Id) We believe the same rationale exists in this case to adopt the position advocated by Staff and

RUCO to disallow 50 percent of the Company's proposed MIP costs.4
17

Supplemental Executive Retirement Plan
18

Southwest Gas also offers a Supplemental Executive Retirement Plan ("SERP") to select
19

executives. The SERP provides supplemental benefits for high-ranking employees in excess of the
20

limits placed by Internal Revenue Service ("IRS") regulations on pension plan calculations for
21

salaries above specified amounts. (Ex. S~12 at 30-31 .) We explained in the last Southwest Gas case:
22

23
IRS regulations place limits on pension plan calculations for salaries
exceeding $165,000 and deus salaries in excess of that level are not
included in the pension calculation. Mr. Mashes stated that the SERP24

26

27

3 See UNS Gas, Inc., Decision No. 70011 (November 27, 2007) at 27, Arizona Public Service Co,, Decision No. 69663
(June 28, 2007) at 27, and [LE/S Electric, Inc.,Decision No. 70360 (May 27, 2008) at21.
4 On the same basis, we will also disallow 100 percent of the Southwest Gas stock incentive plan ("SlP"). The costs
related to similar incentive plans were recently rejected for APS and UNS Electric. (See Ex. S~l2 at 32-34.) As was noted
in the APS case, stock performance incentive goals have the potential to negatively affect customer service, and

1 ratepayers should not be required to pay executive compensation that is based on the performance of the Company's stock
price. (Decision No. 69663 at 36.)

25

28

13

9
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20

18

17

14

8 at 7-8.) She explained that the SERP is an "unqualified plan," and therefore payments are not

9 I guaranteed. She also stated that contrary to the testimony provided by Staff and RUCO, virtually

10 every odder gas and electric utility offers such employees a SERP, and the costs .of the SERP are

reasonable. Up.)

i i l Staff witness Smith and RUCO witness Moore recommend a total disallowance of SEKP

19

15

16

4 [Decision No. 68487 at 18 (citations omitted).]

5 Company witness Hobbs testified that the MIP, SIP and SERP are "key components of [the

6 Company's] prudently managed total executive compensation expense and are vital to the Company's

7 attraction and retention of highly-skilled employees, which ultimately benefits customers." (Ex. A-8

2
I3 t

1 I

expenses. Mr. Smith cites to the prior Southwest Gas rate case, as well as the subsequent UNS Gas,

APS, and UNS Electric cases, wherein the Commission disallowed SERP costs. Mr. Moore stated

that SERP costs are not a necessary cost for providing service and indicated that the high-ranking

officers covered by the SERP are already fairly compensated for their work and are provided a

comprehensive array of benefits in addition to salaries. (RUCO Ex. 3 at 30.)

We agree with Staff and RUCO that the SERP expenses sought by Southwest Gas should

once again be disallowed. We do not believe any material factual difference exists in this case that

would require a result that differs from the Company's prior case. In that case, we stated:

provides officers with a retirement benefit equal to 50 percent of the
average of the last three years salary provided that they are at least 60
years old and have at least 20 years of service. In addition, IRS
regulations place restrictions on the Company's 401(k) contributions to

the extent that "maximum contribution levels represent a significantly
smaller percentage of an officer's salary compared to other employees."

DOCKET no. G-0155 lA~07-0504

I

21

22

l_
|
E

I

23

24

25

26

27

28

[W]e believe that the record in this case supports a finding that the
provision of additional compensation to Southwest Gas' 'highest paid
employees to remedy a perceived deficiency in retirement benefits relative
to the Company's other employees is not a reasonable expense that should
be recovered in rates. Without the SERP, the Company's officers still
enjoy the same retirement benefits availableto any other Southwest Gas
employee and the attempt to make these executives "whole" in the sense
of allowing a greater percentage of retirement benefits does not meet the
test of reasonableness. If the Company wishes to provide additional
retirement benefits above the level permitted by IRS regulations
applicable to all other employees it may do so at the expense of its
shareholders. However, it is not reasonable to place this additional burden

17 DECISION NO. 70665
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1
on ratepayers.

3

4

2 (Decision No. 68487 at 19.)

In the recent UNS Gas, APS, and UNS Electric cases, we followed the rationale cited above in

disallowing SERP expenses. In Decision No. 70011, we indicated that SERP costs should not be

recoverable and indicated: . ,5

6

7

8

9
I

10

11

[T]he issue is not whether UNS may provide compensation to select
executives in excess of the retirement limits allowed by the IRS, but
whether ratepayers should be saddled with costs of executive benefits that
exceed the treatment allowed for all other employees. If the Company
chooses to do so, shareholders rather than ratepayers should be responsible
for the retirement benefits afforded only to those executives. We see no
reason to depart from the rationale on this issue in the most recent
Southwest Gas rate case, and we therefore adopt the recommendations of
Staff and RUC() and disallow the requested SERP costs.

12 [Id. at 28, (footnote omitted).] For these reasons, we agree with the recommendations of Staff and

13 RUCO that the request for inclusion in rates of SERP expenses should be denied. We therefore adopt

14 the recommendations of Staff and RUCO on this issue.

15 Miscellaneous "Unnecessary" Expenses

Based on his review of data requests, RUCO witness Rodney Moore proposed a disallowance

17 of $185,210 from test year expenses for various miscellaneous expenses that RUCO deems

16

18 I unnecessary for the provision of service to the Company's customers. Mr. Moore testified that

19 RUCO adjusted the Company's proposed operating expenses to remove payments to chambers of

20 commerce and non-profit organizations, donations, club memberships, gifts, awards, extravagant

21 corporate events, advertising, and various meals, lodging, and refreshments. (RUCO Ex. 3 at 27.) In

22 his Surrebuttal Testimony, Mr. Moore cites the following specific miscellaneous expenses as

23 examples of items that should not be recoverable: (1) massages ($2,160), (2) gift certificates to

24 theaters, restaurants, and shopping malls ($18,230), (3) water, ice, coffee, beverages and refreshments

25 for Company offices ($66,422), (4) breakfast, lunch, and dinner for meetings ($71,358); (5) off-site

26 management meetings at various resorts ($8,835), and (6) a Board of Directors meeting at a golf

27 course (§$5865>. (Id. at 28, RUCO Ex. 6 at 7.)

Through her testimony, Company witness Randi Aldridge stated that RUCO had failed to

18 DECISION NO. 70665
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1 We agree with Staff that the 2005 wage increase expense should be allowed because it is a

2 known and measurable expense that is being incurred by the Company on a going-forward basis.

3 Because the post-test year wage increase has been applied only to employees who were employed

4 during the test year, there is no resulting mismatch of revenue and expenses.

5 American Gas Association Dues

6 The American Gas Association ("AGA") is a national trade association for natural gas

7 distribution and transmission companies. During 2004, Southwest Gas paid dues to the AGA

8 (Arizona portion) of $211,934 (RUCO Ex. 5, RLM-9). The AGA provides services to its members in

9 the following categories: Public Affairs; Communications, Corporate Aiffairs and International;

10 General Counsel and Corporate Secretary; Regulatory Affairs; Marketing Development; Operating &

11 Engineering Services; Policy & Analysis; industry Finance & Administrative Programs; and General

12 & Administrative Expense (Ex. A-30, RLA-3).

13 Although Southwest Gas claims that it has removed the amount of the dues that are

14 attributable to the AGA's Marketing and Lobbying functions (1.54 percent and 2.10 percent,

15 respectively), RUCO seeks an additional 39.09 percent disallowance ($75,385) for the Public Affairs

16 and Communications functions performed by the AGA (RUCO Ex. 5, RLM-9). According to RUCO

17 witness Moore, the Communications category of AGA operations promotes the use of gas over other

18 fuels, while the Public Affairs category provides members with information on legislative and

19 regulatory developments, provides testimony, comments, and filings regarding legislative and

20 regulatory activities, and lobbies on behalf of the industry (Id. at 21-22).

21 Southwest Gas witness Aldridge countered that the Communications and Public Affairs

22 categories are appropriate AGA functions that shod be recovered in test year expenses because the

23 Company removed the amounts speciiicdly associated with marketing and lobbying. Ms. Aldridge

24 testified that the Communications limction of the AGA includes developing informational materials

25 for member companies and consumers and coordinating all media activity (Tr. 550). With respect to

26 the Public Affairs function, the AGA described its activities as follows: "The [AGA] monitored and

27 represented the activities of Congress and Federal agencies that affected issues of importance to the

28 natural gas industry and its customers. This division also monitored state and local legislative and

13 68487



A

DOCKET no. G-01551A-04-0876

I

1 its management's compensation at risk. According to Southwest Gas, if the Company put these

2 amounts in the employees' base salary, Staff and RUCO would not claim that there should be a

3 disallowance.

4 In Decision No. 64172, the Commission adopted Staff's recommendation regarding MIP

5 expenses based on Staff"s claim that two of the Eve performance goals were tied to return on equity

6 and thus primarily benefited shareholders. We believe that Staflf's recommendation for an equal

7 sharing of the costs associated with MIP compensation provides an appropriate balance between the

8 benefits attained by both shareholders and ratepayers. Although achievement of the performance

9 goals in the MIP, and the benefits attendant thereto, cannot be precisely quantified there is little doubt

10 that both shareholders and ratepayers derive some benefit from incentive gods. Therefore, the costs

11 of the program should be borne by both groups and we find Staffs equal sharing recommendation to

12 be a reasonable resolution.

13 Supplemental Executive Retirement Plan

14 Southwest Gas offers a Sttpplementd Executive Retirement Plan ("SERP") to the Company's

15 officers. Company witness Mashas testified that the SERP is necessary "to ensure that the retirement

16 and deferred compensation portions of [the officers'] total compensation are on parity with all other

17 employees of Southwest whose retirement distribution is not impacted by certain IRS regulations"

18 (Ex. A-33, at 3). Mr. Mashes claims that recovery of the SERP costs is reasonable due to restrictions

19 on these employees' basic retirement plan ("BRP"), exclusion of deferred compensation from the

20 BRP calculation, and the need to ensure attraction and retention of qualified employees. Mr. Mashas

21 explained that IRS regulations place limits on pension plan calculations for salaries exceeding

22 $165,000 and thus salaries in excess of that level are not included in the pension calculation. Mr.

23 Mashes stated that the SERP provides officers with a retirement benefit equal to 50 percent of the

24 average of the last three years salary provided that they are at least 60 years old and have at least 20

25 years of service (Id. at 5-6). In addition, IRS regulations place restrictions on the Company's 401(k)

26 contributions to the extent that "maximum contribution levels represent a significantly smaller

27 percentage of an officer's salary compared to other employees"(Id. at4-5).

28 RUCO witness Moore proposed a reduction in test year expenses of approximately $2.7

I
I

18 68487
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1 million associated with the SERP. Mr. Moore stated the cost of these supplemental retirement

2 benefits for select executives is not a necessary cost of providing gas service to customers because the

3 Company's officers are already fairly compensated with a wide array of benefits, including a

4 retirement plan. Mr. Moore cited to the Company's most recent rate case before the Nevada Public

5 Utilities Commissions where Southwest Gas' SBRP expenses were excluded from the Company's

6 operating expenses (RUCO Ex. 5, at 28~29).

7 We agree with RUCO's position on this issue. Although we rejected RUCO's arguments on

8 this issue in the Company's last rate proceeding, we believe that the record in this case supports a

9 finding that the provision of additional compensation to Southwest Gas' highest paid employees to

10 remedy a perceived deficiency in retirement benefits relative to the Company's other employees is

l l not a reasonable expense that should be recovered in rates. Without the SERP, the Company's

12 officers still enjoy the same retirement benefits available to any other Southwest Gas employee and

13 the attempt to make these executives "whole" in the sense of allowing a greater percentage of

14 retirement benefits does not meet the test of reasonableness. If the Company wishes to provide

15 additional retirement benefits above the level permitted by IRS regulations applicable to all other

16 employees it may do so at the expense of its shareholders. However, it is not reasonable to place this

17 additional burden on ratepayers.

in Miscellaneous Expenses

19 Through her Direct testimony, Company witness Aldridge indicated that the application

20 included an adjustment to remove certain miscellaneous expenses for items such as gym

21 memberships, donations and meals (Ex. A~29, at 23).

22 Based on his review of data requests, RUCO witness Moore proposed an additional

23 adjustment to remove from test year expenses "payments to chambers of commerce, non-profit

24 organizations, donations, club memberships, gifts, awards, extravagant corporate events and for

25 various meals, lodging and refreshments, which are not necessary in the provisioning of gas service"

26 (RUCO Ex. 5, at 25).

27

28
3 Application of Southwest Gas Corporation for Increase in Rates, Public Utilities Commission of Nevada, Order in
Docket No. 04-3011 (August 30, 2004),at41.

19 68487
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1 BY THE COMMISSION:

2

3

4

On November 10, 2005, the Arizona Corporation Commission ("Comlnission") opened an

inquiry (Docket No. G-04204A-05-0831) into the prudence of the gas procurement practices of UNS

Gas, Inc. ("UNS" "UNS Gas" or "Company") ("Pl'udence Case").

5 On January 10, 2006, UNS filed an application (Docket No. G-04204A-06-0013) with the

6 Commission seeking review and revision of the Company's Purchased Gas Adjustor ("PGA Case").

7 On July 13, 2006, UNS filed an application with the Commission (Docket No. G-04204A-06-

8 0463) for an increase in its rates throughout the State of Arizona ("Rate Case").

9 On July 20, 2006, UNS tiled separate Motions to Consolidate in each of the above~captioned

10 dockets.

On August 14, 2006, the Commission's Utilities Division Staff ("Staff") filed a Letter of

12 Sufficiency indicating that the Compaliy's Rate Case application met the sufficiency requirements

13 outlined in A.A.C. R14-2-103, and classifying the Company as a Class A utility.

14 On August 18, 2006, the Residential Utility Consumer Office ("RUCO") filed an Application

11

15 to Intervene.

16 On September 8, 2006, a Procedural Order was issued consolidating the Prudence, PGA, and

17 Rate Case dockets, scheduling a hearing for April 16, 2007, setting various other procedural

18 deadlines, directing UNS to publish notice of the applications and hearing date, and granting RUCO's

19 request for intervention.

20 On September 20, 2006, Arizona Community Action Association ("ACAA") filed a Motion to

21 Intervene.

22 By Procedural Order issued November 15, 2006, ACAA's Motion to Intervene was granted.

On November 17, 2006, Marshall Magruder filed a Motion to Intervene on his own behalf.

By Procedural Order issued January 10, 2007, Mr. Magruder's request to intervene was

25 granted.

26 with its rate application, UNS tiled its required schedules in support of the application, as

27 well as the direct testimony of James Pignatelli, David Hutchens, Kenton Grant, Dallas Dukes,

28 Karen Kissinger, Gary Smith, Ronald White, and Tobin Vote.

23

24

2 DECISION NO. 70011
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1

3

4

On February 9, 2007, Staff filed the direct testimony of Ralph Smith, David Parcell, Robert

2 Gray, Julie McNee1y-Kirwan, and George Wennerlyn, RUCO tiled the direct testimony of William

Rigsby, Marylee Diaz Cortez, and Rodney Moore, ACAA filed the direct testimony of Miquelle

Scheier, and Mr. Magruder filed his direct testimony.

On February 9, 2007, Staff filed a Request for Extension of Time to file the direct testimony

6 of two of its witnesses.

5

11

7 On February 15, 2007, a Procedural Order was issued granting Staffs extension request, and

8 revising the dates for responsive testimony for the other parties.

9 On February 16, 2007, Staff filed the direct testimony of Jerry Mendl.

10 On February 23, 2007, Staff filed the direct testimony of Steven Ruback.

On March 1, 2007, a Procedural Order was issued rescheduling the prehearing conference to

12

13

14

15

16

17

18

19

20

April 13, 2007.

On March 16, 2007, UNS tiled the rebuttal testimony of D. Bentley Erdwunn, Mr. Grant, Mr.

Dukes, Ms. Kissinger, Mr. Hutchens, Mr. Pignatelli, Gary Smith, and Denise Smith.

On March 30, 2007, ACAA tiled the surrebuttal testimony of Ms. Scheier.

On April 4, 2007, Staff filed the surrebuttal testimony of Mr. Gray, Ms. McNeely-Kirwan,

Mr. Purcell, Mr. Ruback, Mr. Mendl, and Ralph Smith, RUCO filed the surrebuttal testimony of Mr.

Rigsby, Mr. Moore, and Ms. Diaz Cortez, and Mr. Magruder filed his surrebuttal testimony.

On April ll, 2007, UNS filed the rejoinder testimony of Denise Smith, Gary Smith, Mr.

Pignatelli, Ms. Kissinger, Mr. Dukes, and Mr. Erdwurm.

On April 13, 2007, a prehearing procedural conference was conducted to address the order of

22 witnesses and exhibits.

21

23 The evidentiary hearing commenced as scheduled on April 16, 2007, and additional hearing

24 days were held on April 17, 18, 19, 20, 24, and 25, 2007. At the close of the hearing, a briefing

25 schedule was established, with initial briefs due on May 31, 2007, and reply briefs due on June 14,

26 2007.

27

28

On May 30, 2007, Staff filed a Request for Extension of Time to File Initial Brief.

On May 31, 2007, a Procedural Order was issued granting Staff' s extension request and

3 DECISION NO. 70011
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2

4

5

1 directing initial and reply briefs to be filed by June 5 and June 19, 2007, respectively.

Initial briefs were filed on June 5, 2007, by UNS, Staff, RUCO, and Mr. Magruder. Final

3 Schedules were also filed on June 5, 2007, by UNS and RUCO.

On June 6, 2007, Staff filed a Notice of Errata and Revised Initial Brief.

Reply Briefs were filed on June 19, 2007, by UNS, Staff, RUCO, and Mr. Magruder.

On June 21, 2007, Staff filed a Notice of Errata and Additional Authority.6

7 Rate Application

8

9

10

11

12

According to the Company's application, as modified, in the test year ended December 31,

2005, UNS had adjusted operating income of $8,506,168,1 on an adjusted Original Cost Rate Base

("OCRB") of $162,358,856, for a 5.24 percent rate of return. UNS requests a revenue increase of

$9,459,023, Staff recommends a revenue increase of $4,312,354, and RUCO recommends an

increase of $2,734,443. A summary of the parties' positions follows.

13

14
Company Proposed Staff Proposed RUCO Proposed

15

16

17

18

ORIGINAL COST
Adj used Rate Base
Rate of Return
Req'd Operating Inc.
Op. Income Available
Operating Inc. Def.
Rev.Conver. Factor
Gross Rev. Increase

$162,358,856
8.80%

14,284,546
8,506,168
5,778,378

1.6370
9,459,023

$154,547,272
8.12%

12,549,238
9,900,380
2,648,858

1.6370
4,336,098

$144,646,160
8.22%

11,889,914
10,219,499
1,670,416

1.6370
2,734,443

19

20

21

22

23

24

FAIR VALUE
Adjusted Rate Base
Rate of Return

Req'd Operating Inc.
Op. Income Available
Operating Inc. Def.
Rev.Conver. Factor
Gross Rev. Increase

$191,875,209
7.44%

14,284,546
8,506,168
5,778,378

1.6370
9,459,023

$184,063,625
6.81%

12,534,733
9,900,380
2,634,353

1.6370
4,312,3542

$171,189,139
6.95%

11,889,914
10,219,499
1,670,416

1.6370
2,734,443

25

26

27

28

1 The Company's "Final Schedules," which were submitted at the time UNS' initial brief was tiled, are inconsistent with
the revenue requirement recommendations set forth in the Company's brief (compare, e.g., UNS Initial Brief at 5-6 and
Final Schedule A-1), No subsequent filings were submitted to explain the differences between these documents and the
reason for the discrepancy is unknown. For purposes of this Decision, we have used the Company's "Revised
Schedules," (admitted at the hearing as Ex. A-10), and as set forth in its brief.
2 Staffs gross revenue increase was calculated by applying a zero cost value to the "excess" between OCRB and FVRB.
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1

2
REVENUE REQUIREMENT

Rate Base Issues
3

4

5

UNS proposed an OCRB of $162,358,856, Staff recommends an OCRB of $154,547,272, and

RUCO proposed an OCRB of $144,646,160 Each of the disputed issues regarding rate base items is

discussed below.
6

7

8

Construction Work in Progress

Construction work in progress ("CWIP") is a regulatory concept under which, in limited

circumstances, a regulatory body allows recovery in a colnpany's rate base of plant that was under
9

10 construction during the test year but not used and useful for purposes of serving customers. In this

proceeding, UNS Gas seeks inclusion of approximately $7.2 million of CWIP (which would provide

12 In support of its

13 position, UNS argues that CWIP is an accepted aspect of ratemaking that has been used in many

11
the Company with approximately $1.5 million in additional annual revenues).

14

15

16

17

18

19

20

21

22

23

24

25

26

27

states and that the Arizona Supreme Court previously upheld the allowance of CWIP, citing Arizona

Community Action Assoc. v. Arizona Corp. Comm 'n, 123 Ariz. 228, 230, 599 P.2d 184, 186 (1979).

In that case, the Arizona Supreme Court stated that allowing CWIP "appears to be in the public

interest to have stability in the rate structure within the bounds of fairness and equity rather than a

constant series of rate hearings." (Ia'.).

UNS contends that it will not be able to cam its authorized rate of return even if its full rate

request is granted in this case, due to the high rate of growth in its service area, which requires higher

levels of capital investment to serve new customers. According to Company witness Kenton Grant,

because investment in new plant creates additional fixed costs and because growth leads to capital

requirements in excess of the Company's internal cash flow, the impact of regulatory lag on UNS

Gas is more severe than for many other utilities (Co. Ex. 28 at 9, Co. Ex. 27 at 28). Mr. Grant

testified that in 2006 UNS added $17 million in net plant, which resulted in an additional $3 million

in fixed costs (e.g., depreciation, property taxes), but new customers added in 2006 provided only

$1.8 million in new revenues, resulting in a net loss of $1.2 million for UNS associated with serving

growth in 2006 (Co. Ex. 28 at 10, Attach. KCG-10).
28
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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

24

25

26

27

28

Staff and RUCO oppose inclusion of CWIP in the Company's rate base. Staff witness Ralph

Smith stated that, although the Commission has previously allowed CWIP in rate base, the

Commission's general practice has been not to allow CVVIP. In support of Staffs disallowance

recommendation, Mr. Smith claims that absent compelling reasons, which have not been shown by

UNS in this case, there is no valid reason to grant CWIP. Mr. Smith asserts that the Company has not

demonstrated that its test year CWIP balance was for non-revenue-producing and non-expense-

reducing plant. He testified that much of the construction appears to be for mains, services, and

meters related to serving customer growth, which plant is therefore revenue producing. Mr. Smith

stated that, although test year revenues have been annualized to (2005) year-end customer levels,

revenues have not been extended beyond the test year to correspond to customer growth. Thus,

according to Mr. Smith, inclusion of CWIP in rate base, without recognition of the incremental

revenue the plant supports, would cause a mismatch for regulatory purposes (Ex. S-25 at 9-10).

RUCO witness Marylee Diaz Cortez also recommends disallowance of CWIP for many of the

same reasons cited by Staff witness Ralph Smith. Ms. Diaz Cortez stated that the Commission has

previously allowed CWIP only in extraordinary circumstances, which she claims are not present in

this case. She claims that recovery of earnings on CAP plant balances prior to the plant becoming

used and useful is accomplished through an Allowance for Funds Used During Construction

("AFUDC"), through which the Company may accrue interest on the CWIP balances. The AFUDC

accruals are ultimately recovered over the life of the plant through depreciation expense once the

asset becomes used and useful in provision of utility service (RUCO Ex. 5, at 7-9). Ms. Diaz Cortez

testified that regulatory lag has always been a characteristic of rate of return regulation and that such

lag may also provide a benefit to the Company, to the extent that plant retirements, accumulated

depreciation, and expired amortizations allow it to earn a return on those items between rate cases.

She also stated that the growth phenomenon in the UNS service area has a positive aspect due to the

increase of revenues associated with serving new customers (Id at 9-10).

We agree with Staff and RUCO that the request for CW'IP in this case is not supported by the

record. As the Staff and RUCO witnesses indicated, UNS is not faced with an extraordinary situation

that would justify inclusion of CWIP in rate base because the plant required to serve new customers

6 DECISION NO. 70011
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1 will help produce revenues, UNS has a means, through accrual of AFUDC, to mitigate the effect of

2 the CWIP investment, allowance of CWIP would undermine the balancing of test year revenues and

3

4

5

6

7

8

9

10

11

12

13

14

15

expenses, and the regulatory lag inherent in utility regulation may provide benefits to the extent that

items such as plant retirements and accumulated depreciation occur between test periods and thereby

help to mitigate periods of higher plant investment associated with customer growth.

As Staff points out in its brief, one of the few instances in which the Commission previously

allowed inclusion of CWIP in rate base occurred in 1984 in a case involving Arizona Public Set*/ice

Company ("APS"). In that case, the Commission addressed the need for a CWIIP allowance due to

extraordinary circumstances involving the Palo Verde nuclear plant. The Commission allowed

approximately $200 million of APS's $600 million CWTP balance as a means of addressing a critical

cash-flow deficiency, and as a means to lessen the severe rate shock that would be experienced by

customers if the entirety of the nuclear plant were placed in rate base at one tirne.3 Staff argues that

UNS is not faced with a comparable cash-flow crisis, and that the $7 million of CWIP requested by

the Company does not present a rate shock concern that would justify inclusion of CWIP in this case.

We therefore decline the Company's request for rate base recognition of CWIP in this proceeding.

16 Post-Test-Year Plant

17

18

19

20

21

22

23

24

25

26

UNS proposes that, if its request for CWIP is denied, the Commission should alternatively

allow inclusion of post-test-year plant in rate base. The Company argues that the Commission has

approved post-test-year plant in a number of recent cases, and UNS faces faster growth than many

other utilities in Arizona. Therefore, UNS argues that, absent inclusion of CWIP, the Commission

should recognize inclusion of post-test-year plant.

Staff opposes the Company's proposal for reasons similar to the arguments raised on the

CWlP issue. Staff witness Ralph Smith testified that the post-test-year plant arguments suffer from

the same flaws as the request for inclusion of CWIP. He stated his belief that recognition of post-

test-year plant would be imbalanced because it fails to capture post-test-year revenue growth and

decreases in maintenance costs associated with the new plant (Ex. S-27 at 14-15).

27

28 3 Arizona Public Service Co., Decision No. 54247 (November 28, 1984), at 19-20.

7 DECISION NO. 70011



Y 1

DOCKET NO. G-04204A-06-0463 ET AL.

1

2

3

4

5

6

We agree with Staff that post-test-year plant should not be included in rate base for the same

reasons stated above with respect to the Company's request for CWIP. Although the Commission

has allowed post-test-year plant in several prior cases involving water companies, it appears that the

issue was developed on the record in those proceedings in a manner that afforded assurance that a

mismatch of revenues did not occur. For example, in Decision No. 66849 (March 19, 2004), we

stated that "we do not believe that adoption of this method would result in a mismatch because the

7

8

9

10

11

12

13

14

15

16

17

post-test-year plant additions are revenue neutral (i.e., not funded by CIAC or AIAC)" (Id at 5). In

the instant case, however, the Company's request appears to be simply a fallback to its CWIP

position, and there is no development of the record to support inclusion of the post-test-year plant.

The entirety of UNS's argument consists of two questions in Mr. Grant's direct testimony, which

essentially provided that: the Commission has approved post-test-year plant in some prior cases, UNS

is experiencing a high customer growth rate, and therefore the Company is entitled to inclusion of

post-test-year plant if the Commission denies CAP (Ex. A-27 at 28-29). Even if we were inclined to

recognize post-test-year plant in this case, there is not a sufficient basis upon which to evaluate the

reasonableness of the request (i.e., whether a mismatch would exist). We therefore deny the

Company's proposal on this issue.

Deduction of Customer Advances

18

19

20

21

22

23

24

25

26

The final issue raised in UNS's trilogy of CWIP-related issues is its plea that the Commission

should not reduce rate base to recognize funds received for customer advances, if the Commission

rejects UNS's request for CWIP or, alternatively, for post-test-year plant. The Company concedes

that such advances are typically deducted from rate base because they represent customer-supplied

capital. However, UNS contends that it has received approximately $4 million in customer advances

related to the $7 million in CWIP plant investment (Ex. A-28 at 27). Thus, according to UNS, the net

impact on rates (if the requested $7 million of CWIP were to be included in rate base) is $3 million,

based on the net of the $7 million offset by $4 million in advances.

UNS argues that it is inherently unfair to exclude the advances from rate base if the plant

27 associated with those advances is not yet in service and not included in rate base. UNS claims that

28 the purpose of deducting advances (i.e., recognizing customer-supplied capital) is not furthered when
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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

24

25

26

the plant is not in service. The Company also contends that the deduction of advances in this case

would discourage utilities from seeking advances to offset infrastructure capital costs.

Both Staff and RUCO oppose the Company's recommendation. Staff witness Ralph Smith

states that because advances represent non-investor-supplied capital, they should be reflected as a

deduction to rate base. He stated that Staff is not aware of any instance in which CWIP was excluded

for a Maj or utility in Arizona and customer advances were not reflected as a deduction to rate base.

Mr. Smith also cites to A.A.C. R14-2-103, Appendix B, Schedule B-1, which he claims requires

companies to reflect advances as a deduction from rate base (Ex. S-27 at 15-16).

RUCO witness Marylee Diaz Cortez agreed with Staffs recommendation regarding advances.

She testified that the Commission has historically excluded CWIP from rate base and recognized

contributions (advances) as a deduction from rate base and that UNS is being afforded (under

RUCC)'s and Staff" s recommendations) the same rate base treatment as every other utility in Arizona

(RUCO Ex. 6 at 8). Ms. Diaz Cortez claims that it is only the Company's proposal to include CWIP

which creates a mismatch, because UNS failed to include the additional revenues the construction

projects generate (Id at 8-9).

We agree with Staff and RUCO that advances represent customer-supplied funds that are

properly deducted from the Company's rate base. Indeed, the Commission's own rules contemplate

that such a deduction is required, as Staff witness Smith testified. Had UNS not requested the

inclusion of CWIP in rate base, a ratemaking treatment that is only afforded under extraordinary

circumstances (and apparently has not occurred for more than 20 years), there would presumably not

have been an issue raised by the Company with respect to an alleged "mismatch" between exclusion

of CWIP and deducting advances from rate base. The Company's attempt to frame this issue as one

in which it is being treated in a discriminatory manner is unpersuasive.

As we have stated in prior cases, regulated utility companies control the timing of their rate

case filings and should not be heard to complain when their chosen test periods do not coincide with

the completion of plant that may be considered used and useful and therefore properly included in

27 rate base. We believe our conclusions regarding UNS's CWIP-related proposals are entirely

28
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1

2

consistent with the treatment that has been afforded to other utility companies regulated by the

Commission and provide a result that is fair to both the Company and its customers.

4

5

6

7

8

3 Geographic Information System

UNS seeks to include in rate base $897,068 for expenses incurred during 2003 and 2004 to

install a Geographic Information System ("GIS"). The GIS is a global positioning system that allows

UNS to locate existing service lines. UNS witness Gary Smith testified that the Company installed

the GIS in response to a Commission Pipeline Safety audit that recommended a complete mapping of

the UNS system. He described several benefits of the GIS, including improved response times, better

informed decisions regarding adding system infrastructure, and increased accuracy for field staff (Ex.9

11

12

13

14

15

16

17

10 A-l5 at 6-7).

According to Staff witness Ralph Smith, the GIS costs should not be included in rate base

because they were non-recurring expenses that were largely incurred outside of the test year. He

explained that, according to internal Company memos, UNS initially decided to treat the GIS as a

capitalized investment, but later determined that capitalization of the costs was inappropriate under

Generally Accepted Accounting Principles ("GAAP"). Mr. Smith stated that, under GAAP, the GIS

costs were required to be expensed during the period in which they were incurred and, since they

were incurred prior to the test year, are not properly includable in rates (Ex. S-27 at 16-18).

RUCO also opposes inclusion of the GIS expenses in rates. RUCO witness Marylee Diaz

19 Cortez stated that because UNS failed to obtain from the Commission an accounting order to treat the

18

20

21

22

23

24

25

26

27

28

GIS expenses as a regulatory asset, which would be eligible for future rate recovery consideration,

the Company is not entitled to recover those costs in this rate proceeding (RUCO Ex. 5 at 11-12,

RUCO Ex. 6 at 9-10). RUCO argues that regardless of the Company's increased productivity claims,

its failure to properly account for the GIS costs precludes recovery in UNS's rate base.

We agree with Staff and RUCO that the GIS costs are not properly recoverable as a regulatory

asset in this proceeding, As described by Staff witness Ralph Smith, the GIS costs were required by

GAAP to be expensed, and the vast Maj rarity of those costs were incurred prior to the test year and are

non-recurring in nature (Ex. S-25 at 12-17). Further, the Company's failure to seek an accounting

order from the Commission when the costs were incurred renders them unrecoverable as a regulatory
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1 asset. As Mr. Smith points out, it is not unusual for investors to be responsible for expenses incurred

2 between test years, just as the utility's investors may benefit from cost decreases and increased

3 revenues during the same period (Ex. S-27 at 16-19). As both Staff and RUCO contend, there is

4 nothing inherently unfair about the treatment afforded to the GIS costs in this case because costs and

5 revenues are ever changing, and moreover, the improved efficiencies touted by UNS as a result of the

6 GIS inure to the benefit of the Company's investors at least as much as to ratepayers. Finally, any

7 blame for UNS's inability to recover those costs through rates lies with the Company's prior failure

8 to properly account for the costs under GAAP accounting standards.

9 Plant in Service

10 Although Staff did not challenge the Company's proposed plant-in-service amounts, RUCO

l l recommends the disallowance of approximately $3.1 million in plant  that  it  considers

12 unsubstantiated. UNS claims that it provided adequate documentation for the plant, but RUCO

13 contends that the Company failed to provide records supporting increased plant balances recorded on

14 the books of Citizens Utilities between the end of the last test year (December 3 l, 2001) and the date

15 the Company acquired the system from Citizens (August ll, 2003).

16 According to RUCO, Citizens' gas plant in service was approximately $234 million at the end

17 of 2001, and UNS has records to support $10.7 million of additional plant in service between the end

18 of 2001 and June 30, 2003 (Ex. A-8 at 2, RUCO EX. 1). RUCO claims that UNS has no records to

19 support  addit ional plant  in service as of the date of the transfer, yet  the Company booked

20 approximately $248 million of plant in service as of the acquisition date of August 11, 2003 (Tr. at

21 192-93). UNS witness Karen Kissinger testified that certain electronic files provided to RUCO

22 supported the higher plant value, but conceded that those files do not provide a means of reconciling

23 the plant balances claimed as of the acquisition date (i.e., $248 million) (Tr. at 194-95, 214). RUCO

24 also disputes the Company's argument that the higher plant balances were approved by the Federal

25 Energy Regulatory Commission ("FERC"), based on Ms. Kissinger's concession that the submission

26 to FERC was not a request for approval of the specific plant amounts, but simply a request for

27 confirmation from FERC that the amounts are recorded to the proper FERC accounts (Tr. at 198).

28 Based on the evidence presented, RUCO requests a decrease of 853,133,264 in the Company's
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1

2

3

4

5

6

7

8

9

10

11

12 adjustments,

13

14

15

16

17

18

19

20

21

22

23

24

proposed plant in service and a corresponding increase in accumulated depreciation of $3,857,413,

(RUCO Ex. 3 at 12).

UNS contends that it provided adequate documentation to support its claimed plant-in-sewice

balances for the period in question. The Company argues that, because Citizens was scrambling to

wrap up its accounting for the final months at the time the sale was being finalized, it is not surprising

that Citizens' records from that period were less extensive than normal (Tr. at 194-97). UNS relies

on the electronic files provided to RUCO to support its position. The Company also points to

testimony by RUCO witness Rodney Moore, who agreed that "records from Citizens are notoriously

inadequate for a determination of the actual value of the pre-acquisition gross plant and accumulated

depreciation" (RUCO EX. 4 at 4). UNS asserts that other companies seeking post-acquisition

approval of plant values based on Citizens' inadequate records have not been subject to downward

and that imposing downward adjustments on UNS would be inequitable. UNS also

claims that the Commission's order approving the sale of the Citizens gas system assets to UNS did

not include record retention requirements, although such requirements had been included in prior

Commission Orders such as those related to the sale of Southern Union Gas Company's assets to

Citizens (Ex. A-7 at 6).5 Another argument raised by UNS is that it directly transferred the final

plant~in-service values from Citizens' books to its own at the time of the acquisition. The Company

contends that FERC's approval of UNS's accounting procedures and a subsequent audit of the

Company's financial statements further support its claim that its proposed plant-in-service value is

appropriate.

We find that UNS has explained adequately the basis for its plant-in service-proposal. As

UNS witness Kissinger indicated in her rebuttal testimony, the acquisition of the Citizens assets was

accounted for by UNS in accordance with applicable accounting standards, and the Company

obtained a clean audit opinion regarding its financial statements from PricewaterhouseCoopers for

25 the applicable period following the acquisition (Ex. A-7 at 2, Ex. A-6, Attach. KGK-l). The

26 Company's accounting treatment was also approved by the accounting entries associated with the

27

28
4 See, e.g., Arizona -American Water Co., Decision No. 67093 (June 30, 2004).
5 Decision No. 57647 (December 2, 1991), at 14.
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1

2

3

4

acquired plant (Ex. A-7 at 4). UNS Gas provided sufficient documentation to support the amount of

plant in service transferred from Citizens, and we therefore reject RUCO's proposed adjustment to

plant in service.

TestYear Accumulated Depreciation

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

RUCO has also proposed increasing the Company's accumulated depreciation by

approximately $2,855,454, due to RUCO's assertion that UNS improperly applied depreciation rates

that were requested in the last rate case (Docket No. G-01032A-02-0598). That case was later

suspended and combined with a joint application between UNS and Citizens for acquisition of the

Citizens assets by UNS. The consolidated dockets ultimately resulted in a settlement agreement that

was approved in Decision No. 66028 (July 3, 2003). RUCO argues that, because the settlement

approved in Decision No. 66028 did not specifically mention new depreciation or amortization rates,

UNS should apply the depreciation rates approved in the prior Citizens gas rate case in Decision No.

58664 (June 16, 1994). RUCO witness Moore cited to A.A.C. R14-2-102(C)(4), which states that

changed depreciation rates shall not become effective until the Commission authorizes such changes.

(RUCO Ex. 3 at 13-14). Accordingly, Mr. Moore proposed that test year accumulated depreciation

should have been calculated as approved in the prior Citizens rate case, resulting in a reduction to the

Company's OCRB of $2,855,454 (Id. at 14).

UNS argues that RUCO's recommendation fails to recognize that the Commission approved

new depreciation rates in Decision No. 66028 which, as noted above, approved the sale of Citizens'

gas system assets to UNS and approved a rate increase pursuant to the terms of a settlement

agreement. Although the Commission did not explicitly approve new depreciation rates in Decision

No. 66028, UNS contends that the settlement agreement contained a specific schedule showing how

the revenue requirement was calculated. UNS witness Kissinger testified that the depreciation rates

that formed the basis of the settlement were approved by the Commission and that no party objected

to the depreciation rates in that case (Ex. A-7 at 9). Ms. Kissinger also attached to her testimony the

schedule that formed the basis of the revenue requirement and explained on cross-examination that

the updated depreciation expense adjustment was subsumed within operating expenses in the

settlement agreement schedule (Id. at Attach. KGK-11 , Tr. at 20l-03).

13 DECISION NO. 70011



I

DOCKET NO. G-04204A-06-0463 ET AL.

1

2

3

4

5

6

7

8

9

We agree with UNS that the depreciation rates contained within the revenue requirement

schedules, and attached to the settlement agreement, were implicitly approved in Decision No. 66028.

Although Decision No. 66028 approved a "black box" settlement, in the sense that the specific

revenue requirement issues were not discussed individually, the basis of the underlying revenue

requirement was attached to the settlement agreement, and no party objected to the individual

components of that revenue requirement. Accordingly, it was reasonable for UNS to apply the

accumulated depreciation rates that were a component of the settlement. Indeed, RUCO witness Diaz

Cortez admitted that the prior Citizens rate case order (Decision No. 58664) contained a specific

discussion of only 2 of the 28 depreciation accounts and that it would thus be necessary to refer to the

10

11

underlying application even in that case to ascertain the specific depreciation rates that were

at 673-74). Weapproved by the Commission in that order (Tr. therefore reject RUCO's

12 recommendation on test year accumulated depreciation.

14

13 Working Capital

As described by UNS witness Karen Kissinger, working capital is generally defined as

"investor funding in excess of the balance of net utility plant reflected in rate base that is required for15

16 The components of working capital include

17

the provision of utility service" (Ex. A-6 at 10).

materials and supplies, prepayments, and cash working capital. The amounts for materials and

18

19

20

supplies, and prepayments, are determined based on test year recorded balances, whereas the cash

working capital component was determined by UNS based on a lead-lag study (Id. at 10-11).

Staff witness Ralph Smith summarized the concept of cash working capital as follows:

21

22

23

24

25

26

Cash working capital is the cash needed by the Company to cover its day-
to-day operations. If the Company's cash expenditures, on an aggregate
basis, precede the cash recovery of expenses, investors must provide cash
working capital. In that situation, a positive cash working capital
requirement exists. On the other hand, if revenues are typically received
prior to when expenditures are made, on average, then ratepayers provide
the cash working capital to the utility, and the negative cash working
capital allowance is reflected as a reduction to rate base. In this case, the
cash working capital requirement is a reduction to rate base as ratepayers
are essentially supplying these funds (Ex. S-25 at 18-19).

27

28
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Based on Staff" s proposed adjustments, Mr. Smith proposed a corresponding adjustment to the

Company's cash working capital requirements. Staffs recommendation results in a cash working

capital requirement of negative $268,272, in accordance with Staff" s other recommendations in this

case (Ex. S-27 at 20, Attach. RCS-2S).

In its initial brief, UNS points out that a number ofratemaldng adjustments will have an effect

on the Company's working capital requirement. UNS also contends that RUCO's proposed working

capital proposal should be rejected because RUCO failed to use a simultaneous equation to compute

two elements of cash working capital: synchronized interest and current income taxes (Ex. A-7 at 12).

In its reply brief, RUCO responded that its schedules did account for synchronized interest in

both the working capital and income tax calculations. RUCO cites to Mr. Moore's schedules to

support its claim (RUCO Ex. 3, Sched. RLM-3, Line 15, Sched. KLM-14, Lines 3, 8, and 18, and

Sched. RLM-6, Line 8).

13

14

15

16

It does not appear from the record that the parties are in disagreement with regard to the

underlying working capital requirements, subject to the various adjustments that necessarily How

from the revenue requirement established in this Decision. The working capital requirement has been

determined in accordance with the revenue requirement established in this Order.

17 Accumulated Deferred Income Tax

18

19

20

21

22

Based on its recommendations in this case, Staff adj used rate base by $195,336 to account for

removal of accumulated deferred income tax ("ADIT") related to the GIS deferral issue, removal of

ADIT related to the Supplemental Executive Retirement Plan, and removal of 50 percent of the ADIT

related to incentive compensation (Ex. S-25 at 19). Staff claims that UNS did not contest these ADIT

adjustments, which Staff asserts are necessary to reconcile rate base with the components of

24

25

26

27

23 operating income adjustments.

In its brief, UNS does not address the ADIT issues raised by Staff, which are reconciliation

adjustments flowing through from several operating income issues and are addressed below.

However, the Company does take issue with RUCO's alleged failure to make corresponding

adjustments to ADIT and deferred income tax expense (Ex. A-7 at 11-12). Because RUCO did not

address this issue in its briefs, presumably, it does not oppose the Company's position.28
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2

3

4

Based on the record before us, we agree that the appropriate reconciliation adjustments should

be made to reflect the effect on ADIT and income tax expense in accordance with this Decision.

Summary of Rate Base Adjustments

Based on the foregoing discussion, we adopt an adjusted OCRB of $154,604,408 and a Fair

Value Rate Base ("FVRB") of$l84,l20,76l .5

6 Commission Approved

7 ORIGINAL COST:

8

9

10

11

$271,980,463
(72,006,708)
199,973,755
(30,709,738)
(1376,981)
(2g_832_7577
171,140,998

12

13

14

15

(7,283,595)
(3,040,484)
(6,289,473)

(211,136)
(19,721)

(16,844,409)
16

17

Gas Plant in Service
Less: Accumulated Depreciation
Net Plant in Service
Citizens Acquisition Discount
Less: Acc um. Amory. - Citizens Acq. Disc.
Net Citizens Acq. Discount
Total Net Utility Plant
Deductions:
CIAC
Customer Deposits
Acc um. Deferred Income Taxes
Allowance for Working Capital
Regulatory Liabilities

Total Deductions
Additions:
Regulatory Assets
Total OCRB

307,819
$154,604,408

18
RCND6 RATE BASE:

19
Gas Plant in Service

20 Less: Accumulated Depreciation
Net Plant in Service

$367,054,190
(97,114,865`)
269,939,325

21

22

23

(41:822,562)
(2,560,308)

(39,262_254)
230,677,071

24

25

26

(7,786,962)
(3,040,484)
(6,289,473)

(211,136)
(19,721)27

Citizens Acquisition Discount
Less: Acc um. Abort..- Citizens Acq. Disc.
Net Citizens Acq. Discount
Total Net Utility Plant
Deductions:
CIAC
Customer Deposits
Acc um. Deferred Income Taxes
Allowance for Working Capital
Regulatory Liabilities

28 6 Reconstruction New (less) Depreciation
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1
(17,347,326)

2

Total Deductions
Additions:
Regulatory Assets .
Total RCND

307,819
$213,637,114

3

FAIR VALUE RATE BASE:
4

Gas Plant in Service
5 Less: Accumulated Depreciation
6 Net Plant in Service

$319,517,327
(84,560,787)
234,956,540

7

8

(36,266,150)
2,218,645

(34,047,505)
200,909,035

9

10

11

(7,535,279)
(3,040>484)
(6,289,4733

(211,l36)
(19,721>

(17,096,093)
13

14

Citizens Acquisition Discount

Less: Acc um. Abort. - Citizens Acq. Disc.

Net Citizens Acq. Discount

Total Net Utility Plant

Deductions:

C I A C

Customer Deposits

Acc um. Deferred Income Taxes

Allowance for Working Capital

Regulatory Liabilities

Total Deductions

Additions1

Regulatory Assets

Total FVRB

307,819
$184,120,761

15

16 In the test year, the Company's reported operating revenues were $47,l69,528, with reported

17 adjusted test year operating expenses of $38,740,547, and test year net operating income of

18 $8,428,98l. As reported in its Surrebuttal Schedules, Staffs proposed adjusted test year operating

19 revenues were $47,273,923, with adjusted test year operating expenses of $37,373,543, resulting in

20 test year net operating income of $9,900,380 RUCO's Final Schedules show proposed adjusted test

21 year operating revenues of $50,014,877, with adjusted test year operating expenses of $38,l24,962,

22 yielding test year net operating income of $11,889,914. The disputed expense adjustments are

23 discussed below.

24 Revenues

25 Customer Annualization

26 UNS has proposed in this case to calculate customer revenue annualization based on a

27 cyclical growth pattern, which the Company contends more accurately reflects its actual experience

28

Operating Income Issues

12
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2

3

4

1 in its service territory. Company witness D. Bentley Erdwurm described the traditional approach of

customer annualization as a comparison of customer counts in each month of the test year to the end

of test year level of customers. Under this approach, the additional customers attributable to each

month are multiplied by the average revenue per customer for each month to obtain the additional

5 revenue attributable to the additional customers (Ex. A-20 at 2). Mr. Erdwurm testified that the

6 traditional method works well when growth is steady and additional customers are similar in size to

7 existing customers, but breaks down when a company, such as UNS, experiences cyclical seasonal

8 growth (Id). He conceded that the Commission has never before adopted a revenue annualization

9 method such as the one advocated by UNS. However, he contends that the Company's proposed

10 methodology is appropriate in this case because "in cases of cyclical growth, the mathematics break

l l down and...[the traditional method] will often give you a totally counterintuitive result, where you

12 would actually have a negative customer adjustment on a growing system" (Tr. at 447).

13 Staff and RUCO oppose adoption of the Colnpany's annualization proposal. RUCO argues

14 that although the Company's customer levels are somewhat seasonal, they do not exhibit a degree of

15 seasonality or produce an aberrational result that would make the traditional method inappropriate.

16 Ms. Diaz Cortez pointed out that the customer base for UNS's largest rate schedule, RIO, increased

17 from month to month for every month except April, May, and July, and that the decreases in those

18 months ranged from .09 percent to .28 percent (RUCO Ex. 6 at 12, Sched. MDC-1). RUCO asserts

19 that these changes do not exhibit an extreme level of seasonality that would justify departure from the

20 traditional method advocated by RUCO and Staff.

21 Staff witness Ralph Smith testified that the traditional method of customer annualization has

22 been effective in coordinating the revenue element of the ratemaking formula with other components,

23 such as rate base, and that many of the Company's arguments are without merit (Ex. S-27 at 19-21).

24 According to Mr. Smith, any method for determining an amiualization adjustment should be

25 transparent and straightforward to allow replication and verification of the results. He contends that

26 while the traditional method satisfies these criteria, UNS's proposal to apply percentage growth

27 factors instead of customer bill counts is difficult to follow and replicate and actually appeared to

28 understate growth (Id. at 24).
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2

3

4

5

6

7

8

9

We agree with Staff and RUCO that UNS has not presented a valid case for departing from

the traditional method of calculating customer revenue annualization. Although the Company's

arguments may have some validity in a theoretical sense, adoption of the cyclical methodology is not

warranted in this proceeding. RUCO and Staff highlighted some of the flaws inherent in the

Company's proposal, including the lack of any significant demonstrated seasonality, the complexity

of the formula, lack of transparency, and the claim by the Staff witness that the methodology may

actually result in an understatement of revenues. We therefore decline to adopt UNS's revenue

annualization proposal.

Weather Normalization

10

11

12

13

14

Staff witness Ralph Smith stated that Staffs weather normalization adjustment increases retail

revenue by $l,962, compared to UNS's proposal, because, in Staffs annualization, the weighted

average number of customers exceeded the level reflected in the Company's corresponding

annualization. Mr. Smith claims that both the Staff and UNS weather nonnalization adjustments

reflect an increase to revenue due to warmer than normal temperatures during the test year (Ex. S-27

15 at 25).

16

18

19

20

21

22

23

24

In its brief, UNS states that the weather normalization adjustment should reflect the other

17 positions taken herein, including the customer annualization adjustment proposed by the Company.

Although RUCO accepts the Company's proposed weather normalization, it proposes a

further adjustment of $900 related to the additional customers/revenue the Company proposes be

recognized as a result of its customer annualization proposal (RUCO Ex. 6 at l6).

It is not entirely clear whether the weather normalization issue remains in dispute given our

determination above that the Company's customer annualization recommendation should not be

adopted. To the extent that there is any remaining disagreement on this issue, we adopt Staffs

weather normalization recommendation in accordance with the discussion above regarding customer

25 annualization.

26

27

28
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2

3

Expenses

Legal Expenses Related to FERC Rate Case

During the 2005 test year, UNS incurred legal expenses of $311,051 related to settlement

4 discussions involving an El Paso Natural Gas Company ("El Paso") FERC rate case. The E1 Paso

case eventually settled, and due to the non-recurring nature of those legal expenses, both Staff and

RUCO recommended removal of that amount from allowable expenses in this case (Ex. S-15 at 30,

5

6

7 RUCO Ex. 5 at 21).

8 UNS witness Dallas Dukes testified that Staffs and RUCO's recommendations would set the

9 Company's legal expenses at an amount well below the expected ongoing level (Ex. A-13 at 17). As

10 an alterative, he proposed an allowance of $430,777 (pre-tax), which represents a two-year average

l l of legal expenses actually incurred by UNS for 2004 and 2005 (Id. at 18). Mr. DO<es stated that the

12 actual legal expenses incurred by UNS were $373,174 for 2004, $488,380 for 2005,3and $425,540 for

13 2006, and that its projected legal expenses for 2007 are $425,208 ( Id, Ex. A-14 at 9).

14 We believe that the Company's allowable legal expenses should be set at a level that reflects

15 more accurately its actual experience, both historical and anticipated. Staff and RUCO make a valid

16 argument that the legal expenses incurred during 2005 were higher than normal due to the

17 Company's participation in the El Paso rate case and that such expenses are likely non-recurring in

18 nature. However, the RUCO and Staff recommendations fail to recognize that even after completion

19 of the El Paso case, UNS incurred legal expenses of more than $400,000 in 2006 and is expected to

20 do so again in 2007, legal expenses of in each year. Thus, even if 2005 is removed as an anomaly,

21 actual legal expenses for 2004 and 2006 and projected legal expenses for 2007 produce an average of

22 slightly more than $400,000 per year We therefore believe it is reasonable, based on the record, to

23 allow legal expenses of $400,000 to UNS in this case.

24 Rate Case Expense

25 UNS initially requested inclusion of $600,000 for rate case expense, amortized over three

26 years. However, in his rebuttal testimony, Mr. Dukes amended the request to $900,000, amortized

27 over three years, based on the Company's claim that UNS had already incurred almost $800,000 in

28 costs related to pursuing its rate case (Ex. A-13 at 34-35). UNS contends that the proposals offered

L
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1

2

3

4

5

6

by Staff and RUCO ($255,000 and $251,000, respectively), which are based primarily on

comparisons to the recent Southwest Gas rate case (Decision No. 68487), are deficient because they

fail to recognize that Southwest Gas used internal personnel and support services, internal costs that

are built into Southwest Gas' rate base. In comparison, UNS does not have in-house legal or rate

departments, but instead relies heavily on the rate and legal personnel of Tucson Electric Power

Company ("TEP") to prosecute its rate cases. Mr. Dukes testified that an allocation from TEP for

7 such costs ensures that TEP customers do not subsidize UNS operations (Id., Ex. A-14 at 9-11). Mr.

8 Dukes added that UNS Gas received more than twice as many data requests as did Southwest Gas

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

9 (Tr. at 632).

RUCO witness Moore stated that RUCO's recommendation in this case is appropriate based

on a comparison to the recent Southwest Gas rate case, in which the approved rates included an

allowance for $235,000 allocated over three years (RUCO Ex. 3 at 25-26). RUCO contends that the

UNS case shares similar characteristics with the Southwest Gas case in that both companies

extensively used in-house staff, both companies requested approval of a decoupling mechanism and

PGA revisions, and both cases covered a comparable number of hearing days (Id., Tr. at 655).

RUCO therefore recommends a rate case expense allowance of $251,000, amortized over three years.

As indicated above, Staff recommends a rate case expense allowance of $255,000, amortized

over three years, based on Staff' s view that the Southwest Gas case raised many of the same issues

addressed in this proceeding. Staff witness Ralph Smith disputed the rationale offered by UNS for its

proposed rate case expense. Mr, Smith stated that although this may be the first rate case for this gas

company under its current ownership, the Company had a number of prior periodic rate cases when it

was owned by Citizens Utilities; He contends that the transfer of ownership to UNS should not be

used as a basis for imposing "excessive" rate case costs (Ex. S-27 at 42-43). Mr. Smith also testified

that because the UNS rate case presents many issues that are similar to those considered in the

Southwest Gas case (such as a proposed decoupling mechanism and revisions to the PGA), the rate

case expense allowed in that case is a useful benchmark for the UNS case (Id). On cross-

examination, Mr. Smith also expressed a concern with the overall allocation methodology used by

TEP for UNS expenses. He testified that the direct allocation methodology used by TEP may result
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1 in a double recovery, to the extent that the same personnel are used for different companies, because

2 "it could potentially result in loading a disproportionate amount of their cost onto each utility to their

3 rate case they are working on" (Tr. at 896-97). He conceded that the Commission should allow an

4 appropriate level of rate case costs, but indicated that "this is a potential cost here that can get totally

5 out of control if some limits aren't placed on it" (Tr. at 898).

6 We agree with Staff and RUCO that the Company's proposed rate case expense of $900,000

7 is excessive and should be reduced significantly. As both Staff and RUCO suggest, the recent

8 Southwest Gas case presented many of the same issues that were raised in this case, and the

9 Southwest Gas case is an appropriate measure of comparison for UNS. In response to the Company's

10 claim that Southwest Gas employed a different method of allocating such costs, and was therefore not

l l comparable to UNS, Staff witness Smith pointed out potential problems with the method used by

12 TEP to allocate costs such as rate case expense. We believe that proposed rate case expense of

13 $900,000 is excessive when compared with similar rate case expense allowances in a long line of

14 cases before the Commission. Although Staff and RUCO present strong arguments in support of

15 their recommendations, given that this is the first UNS Gas rate case since the acquisition of the

16 Citizens assets, and that UNS was required to respond to a substantially higher number of data

17 requests than was Southwest Gas, we allow rate case expense of $300,000, amortized over three

18 years.

19

20

21

22

Customer Call Center Expenses

During the test year, on May 1, 2005, UNS changed its method of responding to customer

calls by implementing a consolidated call center operated by TEP, with a level of costs allocated to

UNS. RUCO witness Moore stated that prior to May l, 2005, UNS Gas operated its call center

23 separately, using 6 customer service representatives at a cost of $17,636 per month (RUCO Ex. 3 at

24 20). After consolidation of the call center, UNS began to incur allocated costs of $76,227 per month

25 ([d.). The Company also subsequently closed walk-in customer service offices in Prescott,

26

27

28
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1

2

3

Cottonwood, Flagstaff, and Show Low, thereby requiring customers in those areas to use "payday

1oan"7 stores if they want to pay their bills in person (Tr. at 418).

UNS witness Dallas Dukes stated that the consolidated call center provides a higher level of

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

service to customers and indicated that the prior individualized system would have required a

significant investment in new systems to respond to rapid growth in the Company's service area. Mr.

Dukes cited a number of benefits of the consolidated operations, including the ability to handle

increased call traffic, which has nearly doubled since the prior individual operations were in place,

expanded service hours, a credit card payment option, call volume tracking ability, arid one number

availability for gas and electric customers in Mohave and Santa Cruz counties (Ex. A-13 at 29-30).

In response to RUCO's claims that customer complaints have increased since the new call center was

put in place, Mr. Dukes stated that the primary driver of the increased call volumes was higher gas

costs that flowed through to customers. He reiterated that the former individual office format could

not have handled the increased volume of calls and that the old system would have required increased

staffing and investment to keep up with service demands (Ex. A-14 at 16).

RUC() witness Moore disagrees with the Company's contention that the consolidated call

center provides increased customer service. He claims that in 2004, prior to the call center

consolidation, 13 percent of the 178 total complaints against the Company related to customer

service, in 2005, when the new call center was introduced, 22 percent of the 172 total complaints

related to customer service, and in 2006, 17 percent of the 143 total complaints related to customer

service (RUCO Ex. 4 at 11, Tr. at 614-15). Based on this data, RUCO argues that UNS is providing

worse customer service under the new call center format, despite a 432 percent increase in costs.

Accordingly, RUCO recommends that the Company's customer service costs should be reduced to

the level incurred prior to the introduction of the consolidated call center.

We do not believe that the record supports the disallowance sought by RUC() on this issue.

25 RUCO's analysis is based on a simple comparison of complaint data and system costs, but does not

24

26

27

28

7 The payday loan store issue is discussed in detail below. UNS currently retains walk-in company offices in Nogales,
Kinsman, and Lake Havasu.
I Mr. Dukes claims that the Company's records reflect 120 UNS Gas complaints in 2005 and 149 complaints in 2006 (Ex.
A-14 at 16).
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1

2

consider the underlying reasons why consolidation to a modernized call center was necessary. The

Company's witness cited a number of advantages associated with the new call center operations and

3 pointed out that RUCO's proposal fails to account for the doubling of call volume since the new

4 system was put in place and does not include recognition of the additional investment that would

5

6

7

8

have been required to update the prior decentralized system of customer service. Although we

believe that the consolidated call center costs should be allowed in the Company's expenses in this

case, we have ongoing concerns regarding UNS's decision to close a number of local offices and

farm out its customer service obligations to payday loan stores, as discussed below.

9

10

11

12

13

14

15

16

17

18

19

Miscellaneous "Unnecessary" Expenses

RUCO witness Rodney Moore presented testimony requesting that the Company's test year

expenses should be reduced by $233,347 for expenses that were "questionable, inappropriate and/or

unnecessary" (RUCO Ex. 3 at 22). Mr. Moore claims that his proposed adjustment is related to

payments made to chambers of commerce and non-profit organizations and for donations, club

memberships, gifts, awards, extravagant corporate events, advertising, and various meals, lodging

and refreshments (Id.). He cites a sampling of the 1,995 questionable expenses, which include

$1,200 for two people to play in a Flagstaff golf toumanient, $5,750 for an employee appreciation

dinner, $1,000 for Toys for Tots, $3,058 for the Flagstaff Chamber of Commerce, and $1,246 for a

chartered air flight (Id. at 23).

In response to RUCO's claims, UNS witness Gary Smith testified that most of the expenses

20 related to travel for "regulatory-mandated functions such as leak surveys, safety audits, and training",

21

22

response testlng",

24

that other expenses included "participation in the annual mandatory Commission Pipeline Safety

audit and required operator qualification training, welder qualification training, and emergency

and that many of the remaining expenses are for "small tools that are necessary for

maintaining the pipeline system" (Ex. A-16 at 5-6). UNS argues that Mr. Moore did not respond to

25 Mr. Smith's explanation but, instead, attacked Mr. Dukes' suggestion that RUC() should limit its

26

27

28

audit to material items because 90 percent of the challenged expenses are under $200 and 65 percent

under $50 (Tr. at 636). The Company asserts that RUCO's demand for a specific explanation of why

each claimed expense is reasonable is "profoundly unreasonable," (UNS Initial Brief at 25), because

23
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1

2

3

RUC() did not consider the cost of preparing such a response and could have pursued alternate means

of verification during discovery. However, in an attempt to appease RUCO, UNS witness Smith

stated in his rejoinder testimony that the Company would agree to a disallowance of $27,968 (Ex. A-

5

6

7

8

9

10

11

12

13

4 17 at 3).

This issue is eerily similar to the position taken by Southwest Gas in its last rate case, wherein

its witness attempted to deflect the burden of proving the reasonableness of Southwest Gas's claimed

expenses for a number of "small ticket" items including jeep tours, balloon rides, club memberships,

charitable donations, sports events, barbecues, flowers, and various food and drinks expenses. In that

case, the Southwest Gas witness agreed to exclude what she perceived to be clearly inappropriate

miscellaneous expenses,  but  indica ted tha t  many of the expenses were too small for  even the

company to determine whether they should be included in cost of service. Southwest Gas's witness

therefore concluded that  RUCO had not  presented sufficient  evidence to suppor t  its  proposed

disallowance. Here,  UNS makes an almost identical argument,  claiming that because the costs

14 individually are too small to track, RUCO's recommendation must fail. In the Southwest Gas

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Decision (Decision No. 68487 at 19-21), we rejected that argument, finding that Southwest Gas had

not met its burden of proof. As we stated in Decision No. 68487, "[i]t is curious that Southwest Gas

seeks to cast the burden of proving the unreasonableness of expenses on RUCO, especially once

RUCO has provided some evidence that  cer ta in cla imed expenses are inappropriate and which

evidence, by the Company's own admission, should result in additional exclusions" (Id. at 21).

Consistent with the Southwest Gas Decision, we find that a portion of the claimed expenses in

this "miscellaneous" category should be disallowed because UNS failed to meet its burden of proof

as to their validity. Recognizing that many of the expenses appear to be legitimate expenses related

to training, safety, and maintenance, however, we disallow half of RUCO's proposed disallowance

($233,347 x 50% = $1 l6,674). While it may seem unfair for a utility company to be required to

come forward with supporting evidence regarding the reasonableness of even small expenses, when

the Company is  seeking to place the burden of such expenses exclusively on the backs of its

customers, it is required to prove that the expenses were reasonably necessary for the provision of

service to those customers. If we were to adopt UNS's rationale regarding these relatively small,
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1 miscellaneous expenses, it would be akin to proclaiming the acceptability of the proverbial "death by

1,000 cuts.572

3

4

Performance Enhancement Program

UNS allows its non-union employees to participate in its parent company's Performance

5 Enhancement Program ("PEP"), which provides eligible employees compensation above their base

6 pay for meeting financial targets (30 percent), cost containment goals (30.percent), and customer

7 service goals (40 percent) (Ex. A-13 at 8-9). Company witness Dukes claims that the PEP is an

8 integral part of its compensation package for employees and that UNS would be required to increase

9 base salaries to attract and retain qualified employees if the program were eliminated (Id.).

10 Staff proposes to adjust the PEP expenses by 50 percent, based on Staffs claimlthat incentive

l l compensation programs benefit both ratepayers and shareholders. Staff cites to the Southwest Gas

12 Decision to support its position. In that case, the Commission adopted Staffs recommendation to

13 disallow 50 percent of a similar program's costs, based on a finding that the Southwest Gas

14 management incentive program benefited both customers and shareholders. Staff witness Ralph

15 Smith stated that there is no relevant distinction between the UNS and Southwest Gas incentive

16 programs and that the 50/50 sharing of costs is equally appropriate in this case (Ex. S-25 at 29).

17 RUCO proposes a complete disallowance of the PEP costs, based on its claim that it is not

18 clear that the program is necessary to achieve the PEP's goals. RUCO witness Moore testified that

19 during the test year (2005), no PEP payments were made because UniSource did not meet the

20 program's financial goals. However, the UniSource Board of Directors authorized payment of a

21 Special Recognition Award ("SRA") in 2005 to the employees eligible for the PEP. As a result, UNS

22 is seeking in this proceeding to recover the average of the 2004 PEP payments and the 2005 SRA

23 costs. Mr. Moore contends that the SRA is unique and does not meet the criteria of a typical and

24 recurring test year expense for which rate recovery should be granted (RUCO Ex. 3 at 16-17). He

25 also stated that 60 percent of the PEP payments are related to financial performance and cost

26 containment, which are goals that primarily benefit shareholders. Finally, Mr. Moore asserts that

27 because the PEP does not apply to 60 percent of its employees (i.e., union employees), it is not clear

28 that the program is necessary or will achieve the stated goals (Id., RUCO Ex. 4 at 8).
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4

5

6

7

8

9

10

11

12

13

14

15

16

17

We believe that Staff" s recommendation provides a reasonable balancing of the interests

between ratepayers and shareholders by requiring each group to bear half the cost of the incentive

program. As RUCO points out, the program is comprised of elements that relate to the parent

company's financial performance and cost containment goals, matters that primarily benefit

shareholders. However, 40 percent of the program's incentive compensation is based on meeting

customer service goals. This offers the opportunity for the Company's customers to benefit from

improved performance in that area. For the same reasons, we also adopt Staff's recommendation to

disallow 50 percent of the Officer's Long-Term Incentive Program (Ex. S-25 at 26).

Although we believe, on balance, that the 50/50 sharing is reasonable, we share RUCO's

concerns that the SRA offered to employees in 2005 may have the effect of undermining the very

goals the PEP is intended to achieve (i.e., providing an incentive for participating employees to

improve performance and thereby benefit both the Company and its customers). As described by Mr.

Moore, despite failing to meet the PEP goals, the UniSource Board of Directors decided nonetheless

to provide the affected employees with a surrogate means of compensation. It appears that the SRA

sends a signal to employees that they will be compensated regardless of performance, which places

the entire premise of the PEP at issue. We expect the program to be scrutinized in the Company's

next rate case to determine the appropriateness of providing incentive compensation above base

19

20

21

22

23

24

18 salaries to employees.

Supplemental Executive Retirement Plan

UNS Gas allows select executives to participate in a Supplemental Executive Retirement Plan

("SERP"). The SERP provides to eligible executives retirement benefits in excess of the limits

allowed under Internal Revenue Service ("IRS") regulations for salaries in excess of specified

amounts. UNS contends that the SERP costs are reasonable and that neither Staff nor RUCO have

shown that the Company's overall executive compensation costs are excessive or out of line with

26

27

25 industry standards.

Staff and RUCO recommend disallowance of the SERP costs ($93,075), in accordance with

the Commission's Decision in the Southwest Gas case (Decision No. 68487, at 18-19). In that case,

we disallowed Southwest Gas's SERP costs, finding:28
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[T]he provision of additional compensation to Southwest Gas' highest
paid employees to remedy a perceived deficiency in retirement benefits
relative to the Company's other employees is not a reasonable expense
that should be recovered in rates. Without the SERP, the Company's
officers still enjoy the same retirement benefits available to any other
SouthWest Gas employee and the attempt to make these executives
"whole" in the sense of allowing a greater percentage of retirement
benefits does not meet the test of reasonableness. If the Company wishes
to provide additional retirement benefits above the level permitted by IRS
regulations applicable to all other employees it may do so at the expense
of its shareholders. (Id. at l 9).

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

We disagree with the Company's argument that disallowance of the SERP costs effectively

allows the IRS to dictate what compensation costs should be recovered. As was clearly stated in the

passage cited above, the issue is not whether UNS may provide compensation to select executives in

excess of the retirement limits allowed by the IRS, but whether ratepayers should be saddled with

costs of executive benefits that exceed the treatment allowed for all other employees. If the Company

chooses to do so, shareholders rather than ratepayers should be responsible for the retirement benefits

afforded only to those executives. We see no reason to depart from the rationale on this issue in the

most recent Southwest Gas rate case,9 and we therefore adopt the recommendations of Staff and

RUCO and disallow the requested SERP costs.

More disturbing than the Company's advocacy on the relative merits of the SERP is the

statement in its initial brief that "[hlad UNS Gas been notified that SERP costs would not be allowed,

it could have restructured its executive compensation package to take that into account. It would not

be fair to hold UNS Gas to this new, unexpected standard." (UNS Initial Brief at 28.) Implicit in the

Company's argument is the concept that "if we don't recover fully what we believe are our

reasonable costs in our preferred manner, we'll simply shift those costs to another account to disguise

the costs and ultimately ensure recovery." The approach to rate recovery seemingly advocated by

UNS can serve only to increase the cynicism often expressed by ratepayers regarding the

reasonableness of a given utility company's proposed rates and, if allowed, would at its essence turn

the ratemaking process into a veritable regulatory version of "Three-Card Monte." We trust that in
27

28
9 See also Arizona Public Service Co., Decision No. 69663, at 27 (June 28, 2007), wherein SERP costs were excluded in
their entirety .
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1 future rate applications, Staff and RUCO will explore thoroughly the merits of individual expenses

sought by UNS, as well as other companies, to ensure that customers are paying rates that include

only the costs necessary to provide quality service.

Fleet Fuel Expense

5 UNS witness Dukes proposed that the Company's fleet fuel expense be established based on

6 an average gasoline cost of $2.48 per gallon (Ex. A-13 at 19). Mr. Dukes stated that the average fuel

7 price used by UNS reflects the Company's actual costs and that lower cost recommendations made

8 by Staff and RUCO should be rejected. He testified that it is not surprising that UNS would have

9 slightly higher fuel costs than some other utilities because the UNS Gas service area is farther from

10 large metropolitan areas like Phoenix and Tucson and covers a larger number of square miles given

l l its more rural location (Ia'.). In response to a proposed disallowance made by Staff witness Ralph

12 Smith, Mr. Dukes reduced the Company's request by $12,657 (pre-tax) (Id. at 23-24).

13 In his surrebuttal testimony, Staff witness Smith agreed with Mr. Dukes' proposed reduction

14 to fleet filet expense (Ex. S-27 at 39). Although Staff appears to have reconciled its recommendation

15 with the Company on this issue, UNS's brief continues to advocate rejection of Staff's position (UNS

16 Initial Brief at 29-30). We assume that the Company failed to notice Mr. Smith's surrebuttal

17 testimony agreeing with Mr. Dukes' rebuttal testimony, and we believe that there is no remaining

18 dispute between UNS and Staff.

19 RUCO agrees that it is appropriate for UNS to annualize its fuel expense to reflect additional

20 employees included in its payroll armualization adjustment. However, RUCO witness Diaz Cortez

21 stated that because gasoline prices were abnormally high in early 2006, the Company's calculation

22 inflated the annualized level of fuel expenses (RUCO Ex. 5 at 14-15). Instead of the proposal to base

23 fuel expenses on an average of $2.48, RUCO recommends using $2.43 per gallon as the average cost

24 (Id. at Sched. MDC-3). In addition, RUCO claims that UNS understated the actual miles per gallon

25 (10.28 mpg) achieved by the UNS fleet (Id. at 15). On cross-examination, Mr. Dukes admitted that

26 the Company did not respond to the second part of RUCO's recommendation (i.e., the UNS fleet

27 miles per gallon) (Tr. at 241-42). Nor did UNS address the miles per gallon issue in its brief.

28
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We ind that the Company has adequately supported the use of $2.48 per gallon as the basis

for determining its fleet fuel costs in this proceeding. However, as Ms. Diaz Cortez pointed out, UNS

did not respond to the second part of the RUCO recommendation dealing with fleet miles per gallon.

We will therefore adopt RUCO's proposal to use the actual 2005 fleet miles per gallon as set forth in

Ms. Diaz Cortez's schedules, adjusted by the inclusion of the $2.48 per gallon gasoline price

recommended by UNS and Staff.

7 Bad Debt Expense

8 In its initial brief, UNS states that although the Company and Staff are in agreement as to the

9 appropriate level of bad debt expense, RUCO's proposal to disallow $100,000 is based on a

10 mismatch and should be rejected (UNS Initial Brief at 29). Ms. Diaz Cortez agreed in her surrebuttal

l l testimony that "the numerator and the denominator of the bad debt ratio would have to be adjusted to

12 remove the NSP and Griffith Plant" (RUCO Ex. 6 at 13). It appears that UNS failed to recognize

13 RUCO's surrebuttal testimony on this issue and, as a result, continues to advocate rejection of a

14 position RUCO conceded before the commencement of the hearing. Since there is no remaining

15 disputed issue, we adopt the Company's recommendation on this issue.

16 Postage Expense

UNS proposed inclusion in operating expenses of $529,380 for postage costs, based on a two-

18 year average (2005 and 2006) and including acknowledgement of a postal increase that became

19 effective May 14, 2007 (from $.39 to $.41) (Ex. A-13 at 19-21).

20 In his surrebuttal testimony, Staff witness Ralph Smith modified an earlier adjustment and

21 agreed with UNS that the postage expense starting point of $445,171 is appropriate, which produces

22 an annualized postage expense of $476,960 to reflect a January 8, 2006 postage increase as well as

23 customer growth that occurred during the test year. In addition, Mr. Smith agreed that the May 14,

24 2007, increase should be recognized, resulting in an overall postage allowance of $503,356 (Ex. S-27,

25 at 39-40). The difference of $26,024 between the UNS and Staff recommendations relates to the

26 Company's proposal to reflect the impact of 2006 postage expense. Mr. Smith stated that customer

27 growth should only be reflected through the 2005 test year because inclusion of customer growth in

28

17
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2006, without considering the commensurate growth in revenues, would result in an inappropriate

mismatch (Id.).

RUCO witness Rodney Moore proposed an adjustment comparable to that proposed by Staff

4 (RUCO EX. 4 at 9). Like that of Staff, RUCO's adjustment is based on the use of historic test year

levels, annualized for increases in customer levels and adjusted for known and measurable postal rate

increases. As reflected in its final schedules (Final Sched. RLM-9), RUCO's recommendation is for

7 an allowance of$502,0l8.

5

6

It is not clear whether the UNS initial brief recognized the adjustments made by Staff and

9 RUCO in their surrebuttal testimonies, because the UNS brief states that the Staff and RUCO

10 positions should be rejected due to "several errors" (UNS Initial Brief at 30). As described above,

11 both Staff and RUCO eventually agreed with all of the Company's arguments on this issue except

12 one: whether customer growth beyond the test year should be recognized in establishing postage

13 expense. UNS did not address in its reply brief the arguments made in the Staff and RUCO initial

14 briefs, so it is possible the Company is now in agreement with the Staff and RUCO recommendations

15 on this issue. We agree with Staff and RUCO that customer growth should be recognized only

16 through the end of the test year because to do otherwise would result in a clear mismatch between

17 expenses and revenues under the Company's proposal. Although the Staff and RUCO

18 recommendations result in slightly different amounts ($1,338 difference), the reason for the

19 difference is not clear. We therefore adopt Staffs postage expense recommendation of $503,356.

20 Depreciation and Property Taxes for CWIP

21 Staff made adjustments to remove the Company's proposed pro forma amounts for

22 depreciation and property taxes related to the request to include CWIP or, alternatively, post-test-year

23 plant (Ex. S-27 at 26). Given our denial of the CWIP and post-test year plant proposals, Staffs

24 adj ustments are adopted.

25 Overtime Pavroll Expense

26 Staff witness Ralph Smith recommended an adjustment to reduce the Company's proposed

27 test year overtime payroll expense by $123,010 (Ex. S-25 at 28). The adjustment relates to Staffs

28 normalization of the overtime payroll expenses (Ia'.). In his Rebuttal testimony, UNS witness Dukes

8
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agreed with Staffs proposal, conceding that Staffs recommendation is more reflective of expected

overtime levels (Ex. A-13 at 17). Staffs recommendation is adopted.

3

4

Pavroll Tax Expense

Staff witness Ralph Smith proposed a reduction to the Company's pro forma payroll tax

expense by $9,348 to reflect Staff" s adjustments to overtime payroll and incentive compensation

expenses (Ex. S-27 at 34). Consistent with Staff s recommendations on the overtime payroll and

7 incentive compensation issues, Staff' s payroll tax expense adjustment is adopted accordingly.

8 Property Tax Expense

9 UNS proposed the use of a property tax rate of 24.5 percent (Ex. A~l3, Attach. DJD-1). Both

10 Staff and RUCO recommend setting allowable expenses for property tax based on a rate of 24.0

l l percent. Staff witness Ralph Smith testified that Staffs recommendation is based on the known and

5

6

12 measurable assessment for 2007, pursuant to legislation passed by the Arizona State Legislature that

13 reduces property tax assessments from a rate of 25 percent in 2005 by .5 percent in each successive

14 year until a rate of 20 percent is achieved in 2015 (Ex. S-27 at 35-36). Mr. Smith stated that the

21

15 Company's proposal fails to recognize the impact of the known tax change. He also indicated that

16 Staff' s recommendation is consistent with the recent Southwest Gas rate case (which had a test year

17 ending August 31, 2004), wherein Southwest Gas, Staff, and RUCO agreed that a 24.5 percent

18 assessment for the 2006 rate was appropriate for the calculation of property tax expense ( Id). RUC()

19 witness Rodney Moore also proposed use of a 24.0 percent assessment rate for UNS in this case,

20 based on the same rationale described by Mr. Smith (RUCO Ex. 4 at 14).

We agree with Staff and RUCO that the property tax expense allowance in this case should be

22 based on the known and measurable assessment rate currently in effect. The rate for 2007 is

23 currently 24.0 percent, and the rate will continue to decline in subsequent years while the rates

24 established in this case are in effect. The Staff and RUCO recommendations are therefore adopted.

Membership and Industry Association Dues

UNS initially included $41,854 for dues paid to the American Gas Association ("AGA"). In

27 his direct testimony, RUCO witness Moore recommended a partial disallowance of $1,523 of the

28

25

26
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AGA dues based on an AGA/NARUC10 Oversight Committee Report indicating that 1.54 percent of

AGA dues are used for marketing and that 2.10 percent of dues are allocated for lobbying activities

(RUCO Ex. 3 at 26-29). In his Rebuttal testimony, UNS witness Dukes agreed with Mr. Moore's

proposed adjustment and revised the Company's proposed expenses in accordance with RUCO's

recommendation (Ex. A-13, at 18-19).

Staff witness Ralph Smith recommended a larger percentage disallowance of the AGA dues

and also proposed eliminating dues paid by the Company to a number of other organizations

(primarily for dues to a number of local Chambers of Commerce within the UNS service area) (Ex.

S-27 at 37-39, Sched. C-14). Mr. Smith stated that Staffs more aggressive disallowance proposal is

based on language in the Southwest Gas Order, (Decision No. 68487, at 14), which admonished

Southwest Gas in its next rate case to "provide a clearer picture of AGA functions and how the

AGA's activities provide specific benefits to the Company and its Arizona Ratepayers." Mr. Smith

acknowledged that the Southwest Gas Order disallowed only the marketing and lobbying portions of

the AGA dues (3.64 percent), consistent with RUCO's recommendation in this proceeding.

However, he believes UNS should have been on notice to provide additional details regarding AGA

activities, which the Company failed to supply. Mr. Smith based his 40 percent disallowance on

1999 and 2000 NARUC audit reports of AGA expenditures (which appear to indicate that

approximately 40 percent of AGA dues are used for marketing and lobbying efforts) and on a

decision issued by the Florida Public Service Commission disallowing 40 percent of AGA dues from

expenses (Ex. S-25 at 34-37, Sched. RCS-3, Ex. S-27 at 37-39).

Mr. Smith raises a valid point regarding the nature of AGA dues and whether a higher

percentage of such dues should be disallowed as related to activities that are not necessary for the

provision of service to UNS customers. However, we believe it is reasonable, in this case, to allow

$40,331 ($41,854 - $l,523), in accordance with RUCO's recommendation. As we indicated in the

Southwest Gas Order, however, we expect UNS in its next rate case to provide more detailed support

26

27

28 10 National Association of Regulatory Commissioners
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1 for allowance of AGA dues and how the AGA's activities benefit the Company's customers aside

3

4

5

6

7

8

2 from marketing and lobbying efforts.

With respect to Mr. Slnith's proposal to disallow a number of smaller dues to Chambers of

Commerce and similar organizations, we believe these types of expenses are encompassed within

RUCO's recommendation regarding so-called "unnecessary" expenses, which are addressed in a

prior section of this Order. Given that we disallowed 50 percent of those expenses, it is likely that an

additional disallowance under Staffs recommendation would represent a double counting of the

types of expenses identified by RUCO. We therefore decline to adopt Staff" s recommendation on

this issue.9

10 Interest Synchronization

11

12

13

14

There does not appear to be any dispute that an interest synchronization adjustment is

necessary to coordinate the income tax calculation with rate base and cost of capital. As set forth in

Staff witness Ralph Smith's testimony, this adjustment decreases income tax expense and increases

the Company's achieved operating income by a similar amount (Ex. S-27, Attach. RCS-ZS, Sched. C-

15 17).

16 CARES Related Amortization

17 Staff recommended that UNS cease deferral of costs related to the Customer Assistance

18

19

20

21

22

23

24

25

Residential Energy Support ("CARES") program upon approval of the new rates established in this

case. According to Staff witness Ralph Smith, Staff has recognized CARES program discounts in

Staff' s proposed rate design, and Staff recognizes UNS has accumulated some deferred costs related

to the program (Ex. S-27 at 44). Based on Staff witness McNeely-Kirwan's recommendation

regarding the ratemaking treatment for the accumulated deferred CARES costs, Mr. Smith reduced

operating expenses by $441,511 ( Id, Sched. C-20). Given our adoption of staffs recommendation

regarding the CARES program (see discussion below), Staffs proposed adjustment to operating

income is appropriate.

26 Nonrecum'ng Severance Payment

Staff witness Ralph Smith initially proposed an adjustment to remove a nonrecurring

28 severance payment for an employee who was dismissed in 2004, but whose severance payment was

27
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made in 2005 (Ex. S-25 at 27-28). UNS witness Dukes opposed Staffs recommendation, stating in

his rebuttal testimony that because there was never an offsetting expense for this payment posted to

the Company's books in 2005, payroll expense was understated by approximately $52,000 (Ex. A-13

4 at 15). In his surrebuttal testimony, Mr. Smith stated that Staffs prior adjustment was unnecessary

5

6

7

8

9

because the item "was effectively adjusted to zero in the UNS Gas filing" (Ex. S-27 at 33).

In its Initial Brief, Staff contends that it disagrees with the attempt by Mr. Dukes "to revise its

filing to add this nonrecurring severance expense back twice" (Staff Initial Brief at 15). UNS did not

address this issue in either of its Briefs, but it appears from reading Mr. Smith's testimony that the

issue was resolved prior to the hearing, considering Mr. Smith's statement that the prior Staff

10 adjustment was unnecessary.

Nonrecurring Union Training11

12

13

RUCO witness Moore recommended disallowance of $2,584 related to M.A.R.C. (Union)

Training that, according to Mr. Moore, UNS had described as "a one-time only instructional session

14

15

to acquaint Company personnel with working in a Lmionized environment" (RUCO Ex. 4 at 16). Mr.

Moore claims that the expense is nonrecurring and should therefore be disallowed (Id.).

16

17

18

19

20

21

22

23

24

25

26

27

UNS witness Gary Smith stated that while the M.A.R.C. training was a one-time event,

training is an ongoing activity that is required to comply with regulatory mandates. He claims that,

since the end of the test year, another mandatory training program has been established for gas

distribution companies to provide training to both the public and employees (Ex. A-17, at 4). The

Company therefore requests that RUCO's recommendation be rejected. On cross-examination, Mr.

Smith admitted that the M.A.R.C. training was a one-time event and that RUCO had not proposed to

disallow any other training expenses incurred by the Company (Tr. at 416-17).

We agree with RUCO that the specific expense item identified by Mr. Moore is related to a

one-time training cost that will not occur in the future. No other training costs are recommended for

disallowance, and although the Company may face increasing training costs in the future, those costs

will be addressed in a future rate case where all relevant test year revenues and expenses will be

evaluated for inclusion in rates. We therefore adopt RUCO's recommendation on this issue.

28
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New Depreciation Rates

Staff witness Ralph Smith indicated that Staff is in agreement with the Company's proposed

new depreciation rates (Ex. S-25 at 63). However, Mr. Smith recommended that each of the new

depreciation rates proposed by UNS should be clearly broken out by a service life and a net salvage

rate. He indicated that this would allow the depreciation expense related to the inclusion of estimated

future cost of removal in depreciation rates to be tracked and accounted for by plant account (Id.).

There does not appear to be a dispute regarding the new depreciation rates to be employed by UNS.

Further, the Company did not oppose Mr. Smith's suggestions for separating the depreciation rates

for service life and net salvage. Staffs recommendation is therefore adopted.

Net Operating Income

Consistent with the foregoing discussion, we will allow adjusted test year operating expenses

of $37,652,416, which based on test year revenues of $47,273,923, results in test year adjusted

operating income of $9,621,507, a 5.30 percent rate of return on FVRB.

COST OF CAPITAL14

15 UNS Gas recommends that the Commission determine the Company's cost of common equity

16 to be 11.0 percent, with an overall weighted cost of capital recommendation of 8.80 percent. Staff

17 recommends a cost of common equity of 10.0 percent, with an overall weighted cost of capital

18 determination of 8. 12 percent. RUCO proposes adoption of a cost of common equity of 9.84 percent,

19 with an overall weighted cost of capital of 8.22 percent (RUCO Ex. 8 at 2).

20 Capital Structure

At the end of the test year, UNS had a capital structure consisting of 55.33 percent long-tenn

22 debt and 44.67 percent equity (Ex. A-27 at 8). UNS proposes using a hypothetical capital structure of

21

23

24

50 percent debt and 50 percent equity because it is striving to increase its equity ratio to 50 percent

and believes that the rates set in this case should reflect the capital structure that would exist when the

25 rates set in this case are in effect (Tr. 964).

26 According to UNS witness Kenton Grant, "it is reasonable for the Company to target a higher

27 corr non equity ratio due to the Company's small size, large capital spending needs and limited

28 borrowing capacity" (Ex. A-27 at 8~9). He claims that UNS forecasts achieving a 50 percent equity
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4

1 ratio by the end of 2008 ( Id). In support of the Company's improving equity ratio, Mr. Grant points

out that UNS Gas has improved its equity ratio from 33 percent in August of 2003 to 45 percent at

the end of 2005. He stated that this improvement has been achieved by UNS Gas's retaining 100

5

6

percent of its annual earnings and through additional equity investments from its parent, UniSource

Energy. Mr. Grant testified that despite the absence of any dividends being paid by UNS to

UniSource over the past several years, UniSource has invested an additional $16 million of equity

capital in UNS Gas (Id.).

UNS cites to the most recent Southwest Gas Order to support its request for employing a

9 hypothetical capital structure (Decision No. 68487, at 23-25). In that case, the Commission agreed

10 with Staffs request to use a hypothetical capital structure of 40 percent equity, but rejected

l l Southwest Gas' request to use 42 percent equity in the capital structure. During the test year in that

12 case, Southwest Gas had an average actual capital structure of 34.5 percent equity, 5.3 percent

13 preferred stock, and 60,2 percent long-term debt (Id. at 23). In this case, Mr. Grant indicated that

14 using the Company's recommended hypothetical capital structure would help alleviate the current

15 weakness in earnings and cash flow in order to offset the negative credit impact of weak cash flows

16 (Id. at 10).

17 RUCO supports the Company's request to use a 50/50 hypothetical capital structure to

18 establish UNS's cost of capital in this proceeding. RUCO witness William Rigsby stated that UNS's

19 capital structure is more heavily weighted with debt than the average of the companies used in his

20 comparable company analysis. He also indicated that the other local gas distribution companies

21 ("LDCs") in his sample group had an average of 48 percent debt and 52 percent equity, compared to

22 UNS at approximately 55 percent and 45 percent, respectively (RUCO EX. 7 at 43). As a result, Mr.

23 Rigsby suggested, the LDCs in his proxy group would have a lower level of financial risk compared

24 to UNS. As discussed below, Mr. Rigsby did not make an adjustment to his cost of equity analysis to

25 account for a higher level of financial risk but, instead, testified that his hypothetical capital structure

26 recommendation gives recognition to this higher risk (Id. at 44).

27 Although UNS and RUC() are in agreement on the employment of a 50/50 capital structure,

28 Staff contends that a hypothetical capital structure is not appropriate in this case. Staff witness David

7

8
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Parcell testified that both UNS Gas and UNS Electric currently have higher equity ratios than either

TEP or UniSource Energy, and the actual UNS equity ratio is comparable to those of other electric

and combination gas and electric utilities (Ex. S-36 at 19-20). Mr. Parcell stated that using a

hypothetical capital structure would have the effect of "increasing the actual return on equity to a

level exceeding that intentionally approved by the Commission" (Id. at 20). According to Mr.

Parnell, adopting the Company's proposed 50/50 capital structure would have the net effect of

increasing the actual authorized return on equity by 50 basis points, or 0.50 percent (Id. at 21).

with respect to the Colnmission's use of hypothetical capital structures in prior cases, Staff

argues that the circumstances are different for UNS. Staff cites to a recent Arizona-American Water

Company (Mohave) case in which the Commission adopted a hypothetical capital structure of 40

percent equity and 60 percent debt, although the company's actual structure consisted of 37.2 percent

equity and 62.8 percent debt (Decision No. 69440, at 13). Staff asserts that the Com:tnission's

Decision in that case was based on its concern that Arizona-American was more highly leveraged

than its comparable companies. According to Staff, UNS's capital structure is in line with other

comparable companies, so no similar concern exists. Staff contends that the same reasoning holds

true with respect to Southwest Gas, which had a highly leveraged capital structure, with more than 60

percent long-term debt during the test year. Staff argues that a hypothetical capital structure should

be employed only where a company's actual capital structure is out of line with comparable

companies, or where the actual capital structure contains higher cost equity capital, which would be

unduly expensive to ratepayers.

Although we understand and appreciate Staffs concerns, we believe the hypothetical capital

structure recommendation recommended by UNS and RUCO is reasonable in this case. We believe

the Company's efforts to improve its equity ratio over the past several years, through retained

earnings and additional equity investment by its parent, should be recognized and encouraged. As

indicated by UNS witness Grant, the Company's equity ratio has improved steadily since 2003, and

UNS anticipates achieving a 50 percent equity ratio by the end of 2008.

While we recognize that, from a capital structure standpoint, UNS is situated differently from

28 Southwest Gas, we believe it is necessary to express the same concern that was indicated in the

27
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Southwest Gas case regarding ongoing use of a hypothetical capital structure for establishing a

company's cost of capital and the rates that flow from that determination. As stated therein, "[a]t

some point, we must send Southwest Gas a signal that it must improve its capital structure up to the

hypothetical level that has been employed for many years or it must live with the results of its actual

capital structure" (Decision No. 68487, at 25). Given the historical and anticipated progress of UNS

in improving its equity ratio, we believe it is likely that use of the Company's actual capital structure

in future cases would produce a reasonable cost of capital result. In this case, however, we find that

the record supports use of the Colnpany's 50/50 capital structure.

Cost of Debt

10

11

All parties in the case agreed that the Company's cost of debt was 6.60 percent during the test

year. Since there is no dispute regarding this issue, we will adopt a cost of debt of 6.60 percent for

12

13

purposes of establishing UNS Gas's weighted cost of capital in this proceeding.

Cost of Common Equity

14

15

16

17

Determining a company's cost of common equity for purposes of setting its overall cost of

capital requires an estimate based on a number of factors. There is no fool-proof methodology for

making this determination, and the expert witnesses rely on various analyses to support their

respective recommendations.

18 UNS Gas

19

20

21

22

23

24

25

26

UNS witness Kenton Grant based his common equity cost recommendation of 11.0 percent

on the results of his common equity models, namely the Discounted Cash Flow ("DCF") and Capital

Asset Pricing Model ("CAPM"). Mr. Grant also examined the risk profile of UNS Gas relative to a

comparable company group to detennine a point in the range produced by those models. The

estimated cost of equity produced by this analysis was then compared to the allowed returns for other

LDCs in the United States to confirm the reasonableness of the Company's estimate. As a final

matter, Mr. Grant examined the financial impact of the recormnended return on equity ("ROE") and

the overall rate request to assess the Company's ability to attract capital on reasonable terms (Ex. A-

27 27at 10-11).

28
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Mr. Grant claims that it was appropriate to use a comparable group of LDCs in his analysis

2 because the cost of equity capital for UNS Gas's parent company, UniSource Energy, which is

3 heavily weighted toward the electric industry, may not be representative of the cost of equity capital

4 for UNS Gas. Mr. Grant's comparable group was based on all 16 LDCs evaluated by Value Line

5 Investment Survey ("Value Line"), from which ll companies were selected based on several criteria

6 that Mr. Grant believes make them comparable to UNS Gas (Id. at 12).

7 Mr. Grant explained that the DCF methodology is based on the theory that the price of a share

8 of stock is equal to the present value of all future dividends. As described by Mr. Grant, the constant

9 growth form of the DCF model recognizes that the return to shareholders consists of both dividend

10 yield and growth. He stated that the constant growth form of the model should not be used for

l l companies with near-term growth rates that are significantly higher or lower than their long-term

12 growth potential. For such companies, Mr. Grant claims that a multi-stage DCF model should be

13 used to incorporate the various growth rates that are expected over time (Id. at 13).

14 According to Mr. Grant, an annual long-term growth rate of 6 percent represents a reasonable

15 estimate of investor expectations for earnings and dividends, which he claims is consistent with the

16 6.1 percent median growth rate in earnings per share ("EPS") for his comparable company group

17 published by Value Line, as well as a five-year estimate of EPS growth reported by Thomson

18 Financial of 5.6 percent for the gas utility industry and 6.4 percent for the broader utilities sector (Id.

19 at 16). Based on his application of a multi-stage DCF model, the estimated cost of equity for the

20 sample companies produced a range of 9.1 percent to 10.5 percent, with a median value of 9.9

21 percent (Id. at 18).

22 Mr. Grant stated that use of the CAPM is premised on the concept that capital markets are

23 highly efficient  and that  investors at tempt  to  opt imize their  r isk/return profiles through

24 diversification. He indicated that the CAPM assumes that risk is comprised of systematic risk (which

25 is unavoidable) and unsystematic risk (which is company-specific and can theoretically be eliminated

26 through portfolio diversification). As a result, Mr. Grant explained that the CAPM is based on the

27 theory that investors should be compensated only for systematic risk (Id.). Applying the CAPM

28 produced a result of 9.9 percent to 11.0 percent. Based on his comparison of the DCF and CAPM

1
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7

8

9
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11

12

results, Mr, Grant selected a range of 9.5 percent to 11.0 percent as the Company's estimate of the

cost of equity for the comparable company group (Id. at 20).

The next step in the Company's analysis was to determine the appropriate return on equity

("ROE") in this proceeding for UNS Gas, based on a comparison of the "risk profiles" of UNS and

the comparable companies. Mr. Grant asserts that an equity investment in UNS Gas is "decidedly

riskier" than an equity investment in the comparable companies due to several factors, including UNS

Gas's smaller size, a higher growth rate in net plant investment, the lack of a decoupling mechanism,

and lower credit ratings for UNS Gas than for most of the comparable companies. Based on these

relative risk factors, Mr. Grant proposes that the ROE for UNS Gas be set at the top of the range for

comparable companies and that the Commission award a ROE of l 1.0 percent in this proceeding (Id.

at 2 l -23).

UNS is critical of the ROE recommendations of both Staff and RUCO based on the

13

14

15

16

17

18

19

20

21

22

23

24

25

Company's claim that Staff and RUCO's use of a geometric means in calculating the market risk

premium of their CAPM models is contrary to sound financial theories. UNS argues that an

arithmetic means is supported by academics and financial professionals. The Company also contends

that RUCO's analysis placed too much emphasis on near-term analyst growth forecasts, a

methodology that UNS contends has been rejected by the Commission in two recent cases. UNS is

also critical of RUCO's use of a single-stage DCF model, which assumes that company growth rates

will continue in perpetuity, and of RUCO's over-reliance on analyst forecasts.

Finally, UNS criticizes Staff' s and RUCO's ROE recommendations based on the Company's

claim that the results fail a basic test of reasonableness. UNS contends that Staff" s (10.0 percent

ROE) and RUCO's (9.64 percent RoE)" recommendations are below ROEs approved by other state

commissions and that UNS Gas bears much greater risk than comparable LDCs due to the factors

cited in Mr. Grant's testimony (UNS Initial Brief at 37-38). Based on the Company's higher risk

assertion, it claims, it must be awarded a higher ROE commensurate with that risk.

26

27

28
ll UNS apparently failed to observe that RUCO made an upward adjustment in its ROE recommendation (to 9.84 percent)
through Mr. Rigsby's surrebuttal testimony filed on April 4, 2007 (RUCO Ex. 8, at 2).
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2

3

4

RUCO

RUCO witness William Rigsby proposes adoption of a ROE of 9.84 percent based on his

analysis using DCF and CAPM methodologies (RUCO Ex. 8 at 2). As noted above, Mr. Rigsby

employed a single-stage DCF analysis, as opposed to the multi-stage version used by UNS. RUCO

contends that Mr. Rigsby's DCF analysis is appropriate because it takes into consideration both short-

term and long-term growth projections that are specific to the LDCs used in Mr. Rigsby's proxy

7 group (RUCO Ex. 7 at 46).

8 RUCO is critical of Company witness Grant's DCF model, which RUCO claims assumes a

9 long-term growth rate for LDCs that would be comparable to an inflation-adjusted growth rate for all

10 goods and services produced by labor and property in the United States in perpetuity. According to

l l Mr. Rigsby, a valid argument could be made that regulated utility company growth rates may not be

12 comparable to national Gross Domestic Product ("GDP") growth rates, and therefore, the multi-stage

13 DCF advocated by UNS is inappropriate (Id). Mr. Rigsby also stated that the multi-stage DCF used

14 by the FERC requires more weight to be given to short-term growth expectations rather than

15 inflation-adjusted estimates of future GDP growth (RUCO Ft. 8 at 9). Mr. Rigsby pointed out that if

16 the Company's DCF inputs (excluding Cascade Natural Gas -- which RUCO claims has a stock price

17 that is affected by a merger proposal) were applied to RUCO's single-stage DCF model, the resulting

18 mean average would be significantly less than even Mr. Rigsby's DCF estimate (RUCO Ex. 7 at 47).

19 With respect to its CAPM analysis, RUCO asserts that the use of both geometric and

20 arithmetic means of historical returns is more reasonable than the Company's exclusive reliance on

21 arithmetic returns (Id. at 28). Similar to the arguments made by Staff (see below), RUCO contends

22 that it is appropriate to use both means in the CAPM analysis, because investors have access to both

23 forms of infonnation regarding historical returns. Mr. Rigsby added that he believes the geometric

24 mean provides "a truer picture of the effects of compounding on the value of an investment when

25 return variability exists" (RUCO Ex. 8 at 12).

26 RUCO also disagrees with UNS regarding the effect that customer growth should have on the

27 Company's return on equity. Contrary to the Company's claim that high growth presents additional

28 risk that must be'reflected through a higher authorized return, RUCO argues that high growth in

5

6
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1 Arizona is a positive factor that should be a selling point to UniSource investors. RUCO cites to

2 UniSource's 2005 Annual Report, in which UniSource's Chairman touted the company's customer

3 growth rate in excess of 4 percent as a positive factor (Id. at Attach. E). RUCO also notes that a

4 Standard & Pools report attached to Mr. Grant's testimony indicates that high customer growth could

5 produce greater profitability or rate stability for an LDC (Ex. A-28, Attach. KCG-12). RUCO claims

6 that it has not ignored the demand for capital that customer growth places on UNS operations, as

7 reflected by RUCO's support for use of the Company's proposed 50/50 hypothetical capital structure.

8 Staff

9 Staff witness David Parcell presented Staff" s ROE recommendation in this case.

10 developing his recommendation, Mr. Parcell utilized DCF, CAPM, and Comparable Earnings

l l Method ("CEM") analyses. He indicated that because UNS Gas is not publicly traded, it is not

12 possible to directly apply cost of equity models. In his analysis, Mr. Parnell employed 2 comparable

13 groups of companies as a proxy for UNS Gas (Ex. S-36, at 21-23). The first sample group was

14 comprised of a group of nine combination gas and electric companies and the second group consisted

15 of the same l l natural gas companies used by the Company's witness.

16 Mr. Parcell's DCF analysis produced a range of 9.25 percent to 10.5 percent for the proxy

17 groups' cost of equity. His CAPM model produced a cost of equity range of 9.5 percent to 10.25

18 percent for the sample groups (Id. at125-28). Mr. Parcell also utilized a CEM analysis, which he

19 described as a method designed to measure the returns expected to be earned on the original cost

20 book value of similar risk companies. According to Mr. Purcell, his CEM analysis was based on

21 market data using market-to-book ratios, and is therefore a market test that should not be subject to

22 criticisms leveled at other analyses that are based on past earned returns. He also claims that the

23 CEM uses prospective returns and is therefore not backward-looking (Id at 31-32). Using the CEM,

24 Mr. Parcell concluded that the cost of equity for the proxy companies is "no more than 10 percent"

25 (Id at 33). .

26 Based on the results of the three methodologies, Mr. Parcell found an overall range of 9.25

27 percent to 10.5 percent ROE for the proxy companies. He indicated that the range of mid-points for

28 the three methodologies is 9.88 percent to 10.0 percent. Mr. Parcell concluded that the appropriate

In
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2

3

4

5

6

7

8

cost of equity rate for UNS Gas is in the range of 9.5 percent to 10.5 percent. He recommended that

the Commission adopt the mid-point of the range (10.0 percent) as the ROE in this case.

with respect to the arguments raised by the Company, Staff assents that UNS failed to give

any weight to its own DCF analysis and relied exclusively on its excessive CAPM results. Staff

contends that UNS's CAPM analysis is flawed because it uses a risk-free rate of 5.3 percent, which

Staff claims is outdated and exceeds the current level of U.S. Treasury Bond yields, and the Company

used an inappropriate equity risk premium of 7.1 percent, which is based exclusively on the

arithmetic means of common stock and bond returns from 1926 to 2005.

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

In response to the Company's criticism of Staff" s use of geometric means in its analysis, Staff

cites to Mr. Parcell's surrebuttal testimony, wherein he indicated that investors have access to both

arithmetic and geometric returns in making investment decisions and that many mutual fund investors

rely on geometric returns in evaluating historic and prospective returns of funds (Ex. S-37 at 3). Staff

also points to Mr. Parcell's testimony indicating that Value Line reports show historic returns based

on a geometric or compound growth rate basis (Id.).

Conclusion on Cost of Equitv

Having considered the testimony, exhibits, and arguments, we believe that Staffs

recommended cost of equity capital produces a reasonable result and should be adopted. Staff

witness Parcell's proposed 10.0 percent cost of equity provides a reasonable balance between the

Company's attempt to place the RUE at the very top of the range produced by the Company's

analysis and the results achieved through the methodologies employed by Staff and RUCO.

As noted above, Mr. Parnell's DCF analysis produced a range of 9.25 percent to 10.5 percent

for the proxy groups' cost of equity, his CAPM model produced a cost of equity range of 9.5 percent

to 10.25 percent for the sample groups, and his CEM analysis produced a result for the proxy

companies of no more than 10 percent. Based on his conclusion that UNS Gas has an estimated ROE

of 9.5 to 10.5 percent, Mr. Parcell recommended awarding the Company a ROE at the mid-point of

the range, or 10.0 percent.

We agree with the Staff and RUCO witnesses that it is appropriate to consider the geometric

28 returns in calculating a comparable company CAPM because to do otherwise would fail to give
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3

4

5

6

recognition to the fact that many investors have access to such information for purposes of making

investment decisions. Although there continues to be disagreement regarding the risk effect from

high customer growth, we believe that high growth has the potential for providing benefits through

increased revenues. In any event, our adoption of the hypothetical capital structure proposed by UNS

and RUCO gives recognition to the short-term capital needs associated with growth.

Accordingly, we adopt Staff' s recommended 10.0 percent ROE in this proceeding for UNS

7 Gas, which results in an overall weighted average cost of capital of 8.30 percent.

Percentage8 Cost Av,q.Weighted Cost

9 50.0% 10.0% 5.00%

10

Common Equity

Total Debt 50.0% 6.60% 3.30%

11 8.30%
1

12 Chaparral Calv Decision and Fair Value Rate Base

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

In its application, UNS proposed that the weighted average cost of capital ("WACC") should

be applied to its original cost rate base to determine the required operating income in this case (Ex.

A-10, Sched. A-l). However, in the rebuttal testimony submitted by UNS witness Pignatelli, the

Company suddenly made the claim that its WACC should be applied to FVRB. UNS claims that its

change of position was based on its understanding of a recent Memorandum Decision issued by the

Arizona Court of Appeals in Chaparral City Water Co. v. Ariz. Corp. Comm'n, l CA-CC 05-0002

(Ariz, App. Feb. 13, 2007) ("ChaparraI City"). According to Mr. Pignatelli's rebuttal testimony,

UNS is not requesting that its change of position result in a revenue requirement finding that would

exceed the amount originally requested by the Company (Ex. A-2 at 8).

UNS argues that in the Chaparral City case before the Commission, the Commission adopted

Staffs recommendation to calculate the revenue requirement by multiplying OCRB by the cost of

capital (Decision No. 68179, at 26-28). UNS claims that only after this exercise was completed did

Staff calculate the FVRB for Chaparral City, which resulted in what UNS contends is a "backing-in"

approach because the FVRB calculation is a meaningless exercise that flows from the OCRB arid cost

of capital equation. UNS witness Grant asserted that the approach advocated by Staff in this case is

28
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mathematically equivalent to the methodology used in the Chaparral City case and rejected by the

Court of Appeals (Ex. A-29, at 13).

In support of its argument, UNS cites to Article 15, §l4 of the Arizona Constitution, which

states in part that "[t]he Corporation Commission shall, to aid it in the proper discharge of its duties,

ascertain the fair value of the property within the State of every public service corporation doing

business therein..." UNS cites several cases" in support of its argument that the Commission is

required to determine a company's fair value rate base and use that rate base in establishing the

company's rates. UNS concedes that its proposal to apply the WACC to FVRB is not the only

possible approach to setting rates, but suggests that it is the only approach presented in this case that

complies with the Arizona Constitution. The Company claims that other permissible methods may be

developed in suture cases but, that for now, the UNS methodology is the only available choice for the

Commission to apply.

RUCO argues in its brief that application of the WACC to FVRB, rather than to the OCRB

initially requested by UNS, could be significant if the Commission adopts any of the positions

advocated by Staff or RUCO regarding the Company's rate request. RUCO contends that the

Company's change of position was untimely and, for that reason alone, should be rejected. Ms. Diaz

Cortez stated in her surrebuttal testimony that, had UNS made its request to apply WACC to FVRB

in its original application, RUCO's analysis of the cost of capital would have been entirely different

and would likely have produced different results. She indicated that RUCO did not have sufficient

time to conduct discovery regarding the change of position between the filing of the Company's

rebuttal testimony and the filing of RUCO's surrebuttal testimony, some 13 business days later

(RUCO Ex. 6, at 4-5). RUCO also argues that because Chaparral City was a Memorandum

Decision, it cannot be regarded as precedent or cited. RUCO further asserts, citing Paragraph 17 of

the Decision, that the Court confirmed the Commission is not required to apply a WACC to FVRB .

25

26

27

28

12 US. West Communications, Inc. v. Ariz. Corp. Comm 'n, 201 Ariz. 242, 246, 34 P.3d 351, 355 (2001),Simms v. Round
Valley Light & Power Co., 80 Ariz. 145, 151, 294 P.2d 378, 382 (1956), Scares v. Ariz. Corp. Comm 'n, 118 Ariz. 531,
533-534, 578 P.2d 612, 614-615 (App. 1979), Phelps Dodge Corp, v. Arizona Electric Power Co-op, 207 Ariz. 95, 83
P.3d 573, 586 (App. 2004).
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2

Staff argues that the Company's reliance on the unpublished Chaparral City decision is

misplaced. Staff points out that the Court of Appeals specifically indicated that the Commission was

3 not required to apply the WACC to FVRB in order to set rates. Staff contends that it is still

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

reviewing the Court's remand order, but the methodology proposed by Mr. Grant would result in an

unreasonable and excessive return on equity for UNS. Staff cites to Mr. Parcell's testimony

addressing the Company's amended proposal. Mr. Parcell testified that, under UNS's proposal, the

link between rate base and capital structure would be broken because the "excess" of fair value rate

base over original cost rate base is not financed with investor-supplied funds, and therefore the cost

of capital cannot be applied to the fair value rate base because there is no financial link between the

two concepts (Ex. S-37 at 8-9). Mr. Parcell's proposed solution is to recognize that the difference

between FVRB and OCRB is not financed with investor funds by attributing no cost to the excess

between the two. He stated that this recommendation would provide for a return being earned on all

investor-supplied funds, which is consistent with sound financial and regulatory standards (Id.).

In support of its proposal, Staff cites to decisions rendered in several other states which

recognized the problem of applying the cost of capital to fair value rate base13. Staff contends that,

consistent with the problems identified by Mr. Parcell, application of modem cost of capital models,

such as DCF and CAPM, directly to FVRB would create redundancies and double counting. Staff

cites the case of Railroad Commission of Texas v. Entex, Inc., 599 S.W.2d 292 (Tx. 1980), in which

the Texas Supreme Court discussed the so-called "backing-in" method of determining fair value rate

of return. In that case, the court stated that "[i]n a fair value jurisdiction the rate of return multiplied

by the rate base usually resulted in a higher return to the book common equity than in an original cost

jurisdiction because of the inclusion of the reproduction cost new factor." (Id. at 298). In rejecting

the "backing-in" argument presented by the utility company, the Texas Supreme Court observed that,

in fair value jurisdictions, the return to book common equity is used as a performance indicator by

investors, and that fact could not be ignored by blindly applying a rate of return to fair value rate base

26

27

28

13 In Re Harbour Water Corporation, 2001 WL 170550 (Indiana Utility Regulatory Commission), Gary-Hobart Water
Corp. v. Indiana Utility Regulatory Comm'n, 591 N.E.2d 649, 653 (Ind. App. 1992), State of Norln Carolina ex rel.
Utilities Commission et al. v. Duke Power Co., 285 N.C. 377, 397, 206 S.E.2d 269, 294 (N.C. 1974), State of North
Carolina ex rel. Utilities Commission et al. v. Virginia Electric andPower, 285 N.C. 398, 206 S.E.2d 283 (N.C. 1974).

13
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2

without recognizing the consequences of such a rate of return on the elements of the company's

capital structure. The court also stated:

3

4

5

6

[T]he fairness of the rate base or the rate of return can be measured by the
cash requirements of the utility. All are interdependent and ultimately
need to be reconciled....a return to book common equity which is out of
proportion...connot be ignored since it is more tnarz necessary to attract
capital, and therefore, unfair to ire ratepayer. (Id at 299, emphasis
added).

7

8
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14

15

16

17

18

Staff argues that, as recognized in the Enter case quoted above, the question that must

properly be addressed is whether investors expect an additional return in excess of the return resulting

from application of the financial models used for calculating the appropriate authorized return. Staff

contends that there is no evidence that investors expect such an excess return and that the record

supports an opposite conclusion. Staff asserts that the difference between applying the return to

OCRB and FVRB would be, in effect, a windfall on unrealized paper profits. Staff claims that Mr.

Purcell's proposal to assign no cost to the "excess" between OCRB and FVRB is logical and

consistent with investor expectations. Staff argues that, to the extent that investors may expect a

return on the so-called paper profits, such a return is already incorporated into the cost of capital

models employed by the experts in this case. Staff states that, as an example, forecasted earnings per

share arid dividends per share would be higher if investors expect a utility's assets to grow in value,

and historical EPS and DPS would also incorporate growth between a utility's prior and current rate

19 cases. Staff indicates that it will continue to evaluate how to calculate a fair value rate of return, in

20

21

22

23

24

25

26

27

accordance with the Chaparral City decision, and it is possible that a different mathematical

adjustment may be developed in the future. Staff argues that UNS did not present any evidence as to

how to adjust the cost of capital models in order to detennine an appropriate fair value rate of return

and that adopting the Company's request would create excessive returns for UNS.

We find the Company's eleventh-hour proposal to substantially amend its application on this

issue to be inappropriate, because it is prejudicial to the other parties. Having prepared discovery

based on the original proposal, Staff and RUCO were left with insufficient time to conduct discovery

regarding the Company's amended proposal and were therefore prejudiced by having insufficient

28
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time to adequately prepare for hearing in this matter. If UNS wished to amend its application

regarding a substantial change in the underlying theory of ratemaking upon which it decided to rely,

it should have withdrawn its original application and started the entire process over. Based on the

procedural deficiencies of the Company's amendment torts application and the prejudicial impact on

the opposing parties, its proposal is unreasonable.

UNS attempts to portray its amended proposal as an innocuous placeholder, by claiming that

there is no harm due to its willingness to be limited only to the revenue requirement set forth in its

original application. However, as RUCO succinctly points out, the underlying premise of the

Company's argument is fallacious unless the Commission were to agree with every revenue

requirement position advocated by the Company. As discussed above, we have rejected a number of

the arguments raised by UNS. As a result, the Company's revised position regarding application of

FVRB, if it were adopted, would have a substantial impact on the rates that are established in this

Decision.
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The purpose of the Company's reliance on the cases it cites is unclear, given that no party

disputes the concept that fair value rate base must be determined and applied in setting rates. The

eases cited by UNS do not, however, stand for the proposition espoused by the Company (i.e., that

the Commissionmust apply the Company's WACC to FVRB to determine just and reasonable rates).

In fact, those cases make clear that the Commission, although required to ascertain a company's fair

value rate base and use that fair value rate base in determining rates, has broad discretion in how the

rate-setting formula should be applied.

Even if we were inclined to consider the Company's proposal, its arguments are premature at

best. Through his rebuttal testimony, UNS witness Grant suggests that the Commission must apply

the WACC to fair value rate base pursuant to the Chaparral City decision (Ex. A-28 at 28).

However, Mr. Grant's proposal ignores the explicit language of the Court's decision, which states:

"the Commission asserts that it was not bound to use the weighted average cost of capital as the rate

26 of return to be applied to the FVRB. The Commission is correct....[t]he Commission has the

27 discretion to determine the appropriate methodology." (Chaparral City, supra, at p. 13, 1I17). Despite

28
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this unambiguous explanation, UNS would have us employ the very methodology the Court of

Appeals specifically stated the Commission was not required to apply in setting rates.

Aside from the disingenuousness of the Company's argument, the current posture of the

Chaparral City case is that it has been remanded to the Commission for further consideration. At this

point, the Commission has not held hearings on the issue remanded by the Court, and thus no

decision has been rendered by the Commission on the issue. Once the Commission issues a

subsequent order in the remanded case, the Commission's decision may, or may not, be appealed to

the Court of Appeals for a detennination of compliance with the Court's remand. Thus, entirely

aside from the inappropriateness of citing the unpublished Chaparral City decision as precedent,

using it as the foundation for requiring a specific methodology in another unrelated case is clearly

improper given that the Commission has been given an opportunity to cure the perceived defects in

the Chaparral City case. Until that case has been decided under the Court's remand order, and the

Court of Appeals has determined whether the Commission's Decision on Remand satisfies the

Court's prior order, it is premature for UNS (or any other company) to suggest that the Commission

must apply a particular methodology, especially a methodology that the Court specifically stated the

Commission is not required to adopt.

We also believe that Staff has raised a number of relevant concerns with the Company's

attempt to apply the WACC to FVRB without further modification. As Staff points out, there is no

logical basis for applying such a methodology because investors have no expectation that they will

earn a return on the excess between OCRB, which represents investor supplied funds, and FVRB,

which represents unrealized paper profits. If the Company's proposal were to be adopted, the

underlying basis of the cost of capital analysis would be called into question and would likely require

substantial modification to avoid a result that grants excessive windfall returns to investors at the

expense of ratepayers. We note that UNS states in its reply brief that, pursuant to the holding inAriz.

Corp. Comm 'n v. Arizona Water Co., 85 Ariz. 198, 203, 335 P.2d 412, 415 (1959), the Commission

may not consider the argument raised by Staff regarding investor-supplied funds. TheArizona Water

case is clearly distinguishable from the instant case, however, given the fact that the Court inArizona

Water was asked to consider only whether a recent purchase price paid for the utility company could
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be used by the Commission as the fair value of the utility for setting rates. No such set of facts is

presented in this proceeding, and we do not believe the Arizona Water holding is applicable to the

arguments presented by Staff.

For all of these reasons, we reject the Company's proposal on this issue.

5 AUTHORIZED INCREASE

6 Based on our findings herein, we determine that UNS Gas is entitled to a gross revenue

7 increase of$5,257,468.

8

9

10

11

Fair Value Rate Base
Adjusted Operating Income
Required Rate of Return
Required Operating Income
Operating Income Deficiency
Gross Revenue Conversion Factor
Gross Revenue Increase

$184,120,761
9,621,507

6.97%
12,833,217
3,211,710

1.6370
$5,257,468

12
RATE DESIGN ISSUES

13

14

15

16

17

Customer Charge and Seasonal Rates

UNS Gas

UNS proposes in this case to increase the monthly customer charge for its largest customer

class (Residential -- R10) from $7 to $20 per month during the "summer" months (April through

November) and from the current $7 to $11 per month during the "winter" months (December through

March). The Company also proposes to decrease the current commodity rate for the R10 class from

the current rate of $03004 per then to $0.l862 per therm.14

18

19

20

21

22

UNS claims that its proposed rate design is intended to mitigate the cross-subsidization that

currently exists between customers in colder climates and customers in warmer climates. According

to the Company, it incurs approximately $26 per month in fixed costs to serve a customer, yet the

23 residential customer charge is only $7 per month, with the remaining fixed costs being recovered

24 through volumetric charges. UNS witness Tobin Voge stated that, as an example, a customer in

25 Flagstaff pays substantially more towards the Company's fixed costs (through a higher percentage of

i i volumetric charges) compared to a customer in Lake Havasu (Ex. A-18 at 8, Attach. TVL-1).

28
14 Although the $01862 rate appears in UNS's original schedules (Ex. A-9, Sched. H-4), and in the Company's post-
hearing brief, the Company's Final Schedules reflect a per then rate proposal of $0.l844.
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1

2

3

4

UNS argues that its proposed rate design would allow the Company to recover more of its

fixed costs from all customers and would result in a more equitable policy in an environment of

higher gas commodity costs. In support of the Company's position, UNS witness Grant cited a 2006

report from Moody's, which indicated that the volumetric approach to cost recovery is a faulty

equation for LDCs that should be rectified through ratemaldng (Ex. A-29 at 23). UNS also cites an

AGA report, which suggests that, under a traditional volumetric rate design, a gas company's profits

7 and earnings will decline if customers use less gas (Ex. A-37 at 2). The Company contends that it is

8 time to address these alleged inequities through approval of higher monthly service charges and

9 decoupling mechanisms (see discussion below regarding the Company's proposed "Throughput

10 Adjustment Mechanism").

5

6

11

12

Under the Company's proposal, the monthly customer charge would be increased from $7 to

are average of $17 per month (subject to the seasonal differences described above), which UNS

13 claims would enable it to recover approximately 60 percent of its costs incurred in serving a

Because Staff and RUCO oppose the Company's seasonal14 residential customer (Tr. at 512).

15 customer charge proposal, UNS indicated that it is willing to accept a year~round customer charge of

16 $17 (UNS Initial Brief at 46).

17 UNS asserts that the rate design proposals advocated by Staff and RUCO should be rejected.

18 According to the Company, Staff" s recommendation to increase the fixed monthly customer charge to

19 $8.50, and RUCO's proposal to increase the customer charge to no more than $8.13, are an

20 inadequate means of moving rates closer to the Company's cost of service. UNS asserts that its

21 proposal to increase the customer charge by $10 over current levels is not drastic, will not result in

22 "rate shock," and does not violate the principle of "gradualisrn," given the corresponding request to

23 decrease the commodity charge.

24 UNS witness D. Bentley Erdwurm addressed the inequities between cold weather and warn

25 weather customers and concluded that substantial cross-subsidization by customers in colder climates

26 exists. He testified that the average customer in Flagstaff currently pays $133 more in annual margin

27 costs than an average customer in Lake Havasu City for the same fixed costs (Ex. A-19 at l0). UNS

28
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8

9

10

11

12

13

argues that this inequity is especially unfair because customers in colder areas have little ability to

reduce their overall bills due to the need to use natural gas for heating purposes.

With respect to the avoidance of rate shock and compliance with the principle of gradualism,

UNS contends that the Staff and RUCO rate design recommendations focus too narrowly on the

customer charge and fail to consider the Company's overall rate design proposal. The Company

claims that the increase in the customer charge would be offset by the reduction of the commodity

charge. UNS also asserts that the concepts of rate shock and gradualism must be balanced against

other rate design elements, including rate stability and matching principles.

Finally, UNS argues that its rate design proposal does not eliminate the incentive for

customers to conserve (by the proposal to reduce the commodity charge). According to the

Company, even if its proposed per then charge of approximately 18 cents were adopted, when that

rate is combined with an estimated PGA charge of 60 cents per therm, the overall volumetric charge

would be decreased by approximately 13 percent, which UNS claims is not enough to stifle

14 conservation incentives.

15 Mr. Magruder

16

17

18

19

20

21

22

23

Intervenor Marshall Magruder opposes the Company's request to impose seasonal rates and to

collect a higher percentage of rates from customers in warmer climates. Mr. Magruder claims that

the Company's proposal would discriminate against customers in warmer areas and he suggests that

customers choose whether to live in colder or warmer climates. He also asserts that UNS's proposed

rate structure would send the wrong signal by rewarding high usage customers and penalizing low

usage customers. He recommends instead that Staff' s proposal to increase the customer charge to

$8.50 be adopted.

RUCO

24

25

26

27

28

RUCO opposes the Company's recommendation to increase the monthly customer charge

significantly. RUCO points out that UNS's proposal would shift more revenue to its fixed costs than

it is seeking for its entire rate increase. As UNS witness Erdwurrn admitted on cross-examination,

the Company's entire requested revenue increase is approximately $10 million, yet it is seeking to

recover an additional $16.4 million per year through the fixed monthly charge alone. In order to
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1 remedy this imbalance, UNS proposes to reduce the commodity charge by approximately $6.4

2 million (Tr. at 475-76). As a result, higher usage customers would experience a reduction in their

3 bills, while lower usage customers would see a much higher percentage increase.

4 RUCO contends that some shifting of costs to the customer charge is appropriate and

5 recommends that the current recovery of approximately 26 percent through the monthly fixed charge

6 should be increased to 36 percent (under RUCO's revenue requirement recommendation) (RUCO Ex.

7 5 at 34). RUCO also disagrees with the Company's seasonal customer charge proposal. RUC()

8 asserts that the justification offered by UNS in support of this proposal (to levelize customer bills) is

9 not appropriate because the Company's customers already have a voluntary means to levelize their

10 bills through an existing billing program. Ms. Diaz Cortez stated that if the Company believes more

l l customers would benefit from levelized billing, it should make a greater effort to publicize the

12 existing program's availability rather than seeking to impose a Commission-mandated seasonal rate

13 design (Id. at 30).

14 Staff

15 Staff contends that the Company's rate design proposal in this case is designed to shift almost

16 all of the risk of rate recovery to ratepayers and should therefore be rejected. Staff witness Steven

17 Ruback presented Staff" s rate design recommendation and stated that the UNS rate design would

18 result in a "staggering" increase in the fixed customer charge for all classes of service (Ex. S-23 at 3).

19 For the residential class, Mr. Ruback indicated, the Company's proposal would result in a customer

20 charge increase of 185 percent in the summer period and 57 percent in the winter period (Id.). Mr.

21 Ruback explained that, although the monthly charge increase would be partially offset by a lower

22 volumetric charge, UNS's proposal presents a "serious front end loading problem, a decoupling issue

23 and gradualism problem" (Id. at 4). He testified that it is not surprising that UNS would seek to

24 increase the fixed customer charges and that such an approach is a common means that utilities use to

25 lessen the risk of recovery (Id. at 6). Mr. Ruback stated UNS's proposal is unusual in that the

26 Company has proposed to recover all of its increase, and some of the volumetric margin, through

27 fixed charges (Ia'.).

28
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According to Mr. Ruback, the Company's proposal represents a step towards a Straight Fixed

Variable ("SFV") rate design, a concept employed by the FERC as a means of rationing pipeline

design day capacity by price. Mr. Ruback stated that SFV rate design is inappropriate for retail

distribution rate design because there is no need to ration retail distribution capacity. He further

testified that UNS's rate design proposal "violates the well-established and long-standing regulatory

principle that a utility should have a reasonable opportunity, not a guarantee to earn its allowed rate

of return" (Id. at 9). Mr. Ruback indicated that he is aware of only one LDC, Atlanta Gas Light

Company, that is permitted to employ the SFV rate design method to recover its distribution revenue

requirement, and that exception to the general rule is mandated by state legislation that precludes the

Georgia Public Service Commission from establishing an alternative rate design. Mr. Ruback stated

that "other jurisdictions allow for reasonable fixed customer charges and reasonable fixed demand

charges, but require that the bulk of the distribution revenue requirement be recovered over

throughput" (i.e., volumetric charges) (Id. at 10).

According to Staff witness Ralph Smith, Staffs rate design recommendation is based on the

consideration of a number of factors, including cost of service, the desire to encourage energy

conservation, the need to use gradualism in cases where rates are being charged, so that customers are

not burdened with large rate increases, customer equity issues within and between rate classes, efforts

to make rates and bills easier for customers to understand, revenue impacts on the Company, and

other policy considerations. He stated that given all of these variables, it is understandable that rate

design is considered more of an art than a science (Ex. S~26 at 2).

Under Staffs proposed rate design, the fixed monthly customer charge would be increased

from $7 to $8.50 for residential customers, with no seasonal difference in the customer charge.

Staffs proposed commodity charge for Rate R10 customers would increase to $03217 per therm,

under Staffs revenue requirement recommendation (Id. at 9). Mr. Smith explained that if Staffs

recommended revenue requirement and rate design were adopted, a residential customer (R10) using

100 terms of gas would experience a total bill increase from $115.48 to $119.11 (3.14 percent) (Id).

Staff asserts that its proposed rate design is reasonable and should be adopted by the Commission.

28

A.
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1 Conclusion

2

3

4

5

6

7

8

9

10

11

12

13

14

Although we understand that UNS would like to recover as much of its margin as possible

through monthly customer charges, we do not believe it is reasonable to adopt a rate design that

would impose a significant increase on customers based on where they live within the Company's

service area. Under the Company's recommendation, residential customers with lower usage (i.e.,

customers typically located in warmer climates) would bear the brunt of the revenue increase due

primarily to the dramatic front-loading increase to the fixed monthly customer charge. As set forth in

the UNS Final Schedules (based on UNS's proposed revenue requirement), in the "summer" months

(April through November), a residential customer (R10) would experience an increase of 146 percent

with 5 therrns of usage, l 18 percent with 10 terms of usage, and 82 percent with 20 terms of usage.

During the "winter" months (December through March), the same customer would incur increases of

40 percent with 5 terms of usage, 28 percent with 10 terms of usage, and 13 percent with 20 terms

of usage (UNS Final Schedules, Sched. H-4). While higher usage customers may realize lower

increases, or even decreases (depending on usage), we do not believe that a dramatic increase

15 imposed on lower usage customers is appropriate in this case. As we stated in the Southwest Gas

16 Decision in rejecting a similar type of rate design proposal, "[such a] rate design would have the

17

18

19

20

21

22

23

24

25

26

effect of encouraging greater usage of natural gas at a time when, by all accounts, an increase in

demand for natural gas is coupled with shortages in supply. We do not believe that it is appropriate

to send a signal to customers of 'the more you use, the more you save,"' (Decision No. 68487, at 37).

As discussed by Staff's witnesses, movement towards cost-based rates is just one of the many

factors that must be considered in designing rates. The goal of moving closer to cost-based rates

must be balanced with competing principles such as gradualism, fairness, and encouragement of

conservation. Based on the testimony and evidence presented in the record, and considering the

arguments raised regarding competing principles of the rate design equation, we believe that Staff' s

rate design recommendation appropriately makes significant movement towards cost-based rates and

provides a reasonable level of protection for the customers who are affected by this base rate

27 increase. Accordingly, we adopt Staffs recommended monthly charges, as set forth in the

28
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1 attachments to Exhibit S-27, with the accompanying commodity charges based on Staff s rate design

2 flowing from the revenue requirement established in this Order.

3 For a residential customer on Rate RIO, the fixed monthly customer charge would increase

4 from $7 to $8.50, and the volumetric charge would increase from $0.3004 to $0.3270 per therm.

5 Based on these rates, a residential customer with 20 terms of usage would experience an increase in

6 monthly base rates of 15.6 percent (from $13.01 to $15.04) and an overall monthly increase

7 (including the cost of gas) from $28.70 to $30.73 (7.1 percent). The same customer with typical

8 January consumption (87 terms) would see an increase in base rates of l l .5 percent (from $33.13 to

9 $36.94) and an overall increase (including the cost of gas) from $101 .37 to $105.18 (3.8 percent).

10 Throughput Adjustment Mechanism

UNS Gas

12 In its application, UNS proposed a Throughput Adjustment Mechanism ("TAM") which

13 would *increase or decrease the collection of volumetric revenues to match anticipated levels. The

14 Company claims that the TAM would allow it to implement energy conservation programs without

15 the concern that its revenues would be diminished if the conservation measures were successful.

16 UNS indicated that under its proposed TAM, under-recovery or over-recovery of revenues during any

17 given period would be trued-up in future periods through the use of a volumetric surcharge or credit.

18 As explained by Company witness Erdwurm, the TAM is a type of decoupling mechanism

19 that has growing support from regulatory and environmental organizations. In his testimony, Mr.

20 Erdwurm stated that organizations such as the Natural Resources Defense Council ("NR.DC"), the

11

21

22

23

24

25

26

27

28

American Council for an Energy Efficient Economy ("ACE"), and the AGA have expressed support

for rate mechanisms that decouple utility retail sales from recovery of fixed costs (Ex. A-19 at 17-

18). He claims that a NARUC Resolution encourages state commissions to adopt rate designs that

include decoupling mechanisms such as the TAM (Id. at 18). The Company also introduced a

newsletter issued by the AGA indicating that decoupling mechanisms have been implemented in 10

states (Ex. A-37).

According to UNS, the Company's return is highly dependent on customer usage because of

the volumetric nature of its rates. UNS witness Tobin Vote's testimony stated that a warmer than
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6

normal winter will cause customer usage, and thus Company revenues, to decline, thereby rendering

UNS unable to collect its full fixed costs (Ex. A-18 at 15). On the other hand, during a colder than

nonna winter, UNS would experience a surge in revenues. The Company contends that the TAM

would make customer bills less volatile by evening out wide fluctuations due to weather.

Mr. Voge's testimony indicates that in order to implement the proposed TAM, a base use per

customer ("UPC") must first be established. Under the Company's proposal, a separate base would

7 be established for residential, small volume commercial, and small volume public authority

8

9

10

11

12

13

14

customers. The UPCs would be calculated by dividing calendar year therm sales by average number

of customers. The difference between the actual and base UPC would then be multiplied by the 2005

base number of customers, and the margin rate for the customer class, to determine the throughput

adjustment in dollars (Id. at 12-13).

The Company asserts that, by minimizing the impact of weather on customer bills, the TAM

would provide a more equitable rate design that ensures that customers do not pay more for the

Company's fixed costs than they would under normal weather conditions (Ex. A-19 at 15). UNS also

15 claims that the TAM would encourage conservation by reducing the conflict between conservation

16 efforts and the Company's financial stake in the volumetric revenues associated with usage (Ex. A-18

17 at 15).

18 UNS dismisses the validity of RUCO's arguments that the TAM would eliminate the

19

20

21

22

incentive for customers to conserve. The Company argues that, under its proposal, all customers

would receive bills with identical TAM adjustments based on cumulative system usage, not personal

household consumption. As a result, UNS claims, each individual customer would continue to

benefit from conservation efforts because the individual customer's actions would represent only a

23 small portion of the usage data reflected in future TAM adjustments.

UNS also disputes arguments made by Staff and RUCO that the TAM would remove the24

25

26

27

28

Company's risk of revenue recovery. The Company claims that the TAM would not alter the ability

or inability to recover base rates established in the rate case, and that rising capital expenditure

requirements associated with customer growth would continue. UNS also argues that its proposed

TAM differs from the "conservation margin tracker" decoupling mechanism that was rejected in the
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Southwest Gas case (Decision No. 68487 at 33-34). According to UNS, the TAM differs from the

decoupling mechanism proposed by Southwest Gas in the following ways: the TAM would cover all

small volume customers, not just residential customers, UNS has provided examples of the

calculations needed to implement the TAM, and UNS is willing to consider the creation of a deferred

adjustment account (Ex. A-18 at 14). Finally, UNS claims that it has pledged to continue supporting

demand-side management ("DSM") programs, regardless of adoption of the TAM. The Company

argues, therefore, that it cannot be accused of attempting to use its TAM proposal as leverage for its

continued support for DSM.

9 RUCO

10

11

12

13

14

15

16

17

18

19

20

21

22

23

RUCO witness Marylee Diaz Cortez testified regarding the reasons for RUCO's opposition to

the proposed TAM. She stated that the TAM would cause customers to pay for a fixed amount of

consumption regardless of their actual usage and would remove any risk to the Company associated

with revenue recovery (RUCO Ex. 5 at 30-31). Ms. Diaz Cortez testified that variations in

consumption are already addressed by the rate case process based on weather normalization of

revenues (Tr. at 706).

RUCO argues that it is not appropriate for the Commission to provide a guarantee of a certain

stream of revenues because the regulatory process is intended to provide only the opportunity for a

company to recover its revenue requirement. Ms. Diaz Cortez stated that UNS already has an

exclusive service territory and a captive customer base, giving it a low business risk. She also

indicated that the authorized rate of return set by the Commission compensates the Company for any

business risk that may exist (RUCO Ex. 5 at 31).

RUCO next argues that approval of the TAM would present a departure from the historic test

year concept, which RUCO claims is required under the Commission's rules and the Arizona

24 Constitution. Finally, RUCO contends that Southwest Gas experiences greater decreases in

25

26

consumption due to conservation than does UNS Gas, yet the Commission previously rejected

Southwest Gas' decoupling mechanism proposal. RUCO points out that the Commission expressed

concern that the decoupling mechanism proposed by Southwest Gas could have resulted in27

28
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1 disincentives for customers to conserve (Decision No. 68287 at 34), and the same concern exists with

2 respect to UNS Gas's proposed TAM.

3

4

5

6

Mr. Magruder

Mr. Magruder opposes adoption of the Company's proposed TAM for many of the same

reasons identified by Staff and RUCO. He argues that UNS should not be insulated from risk and

that customers should not have to pay for gas they have not used.

7 Staff

8

9

10

11

12

13

14

15

16

Staff witness Steven Ruback expressed several concerns with the Company's proposed TAM.

Mr. Ruback stated that the TAM is essentially an automatic adjustment clause and that such adjustors

traditionally are intended to recover volatile costs that, if left unrecovered, could jeopardize a

company's financial health. He indicated three requirements for the types of costs generally allowed

to be recovered through adjustor mechanisms: the costs must be large enough to jeopardize the

utility's financial health, they must be volatile, and they must be substantially beyond a company's

control. He claims that the TAM does not meet these tests because traditional ratemaking has not left

UNS in poor financial condition, non-gas costs are not extremely volatile, and non-gas costs are

within management's control (Ex. S-23 at 16).

17 Mr. Ruback also asserts that UNS already has in place two types of revenue decoupling

18

19

20

21

22

23

24

25

26

mechanisms - the fixed customer charge, which is independent of throughput, and the PGA, which

protects the Company from volatile spikes in the cost of gas (Id. at 16-17). At the hearing, Mr.

Ruback testified that, in his opinion, "the TAM is overly broad because it compensates for reduced

sales from anything .- from weather variation, from economic activity, to loss of costs, to high

commodity charges." (Tr. at 796). He conceded that it is not just UNS Gas's proposal he dislikes,

stating, "I haven't seen a TAM I liked yet." (Id.) However, Mr. Ruback contends that adoption of the

TAM would represent "piecemeal ratemaking" because there is no commensurate opportunity in the

mechanism to consider offsetting adjustments related to cost of service reductions, cost of capital

changes, and changes in customer allocation factors (Ex. A-23 at 14).

Finally, Staff points to the Southwest Gas rate case, in which the Commission rejected a

28 similar proposal. Staff acknowledged that the Commission directed Southwest Gas and interested

27
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1

2

3

4

stakeholder to examine further decoupling mechanisms, and Staff indicated that it is willing to

engage in discussions outside of this case regarding such mechanisms. However, Staff argues that

UNS's proposal should be rejected based on the record in this case.

Conclusion

5 We do not believe the record supports adoption of UNS Gas's proposed decoupling

6

7

8

9

10

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

mechanism in this case. In the Southwest Gas case, we cited a number of concerns with a decoupling

mechanism that was similar to the TAM proposed by UNS Gas in this proceeding. We pointed out in

the Southwest Gas Order that decoupling mechanisms require "customers [to] provide a guaranteed

method of recovering authorized revenues, thereby virtually eliminating the Company's attendant

risk." (Decision No. 68487 at 34) We also noted that, under such a mechanism, customers would "be

required to pay for gas that they have not used in prior years, a phenomenon that could result in

disincentives for such customers to undertake conservation efflorts...[and would be] faced with a

surcharge for not using 'enough' gas the prior year." (Ia'.) We therefore directed Southwest Gas to

find rate design alternatives that truly encourage conservation and to engage in discussions with

affected stakeholders to pursue implementation of a decoupling mechanism through the DSM policy

process or through a proposal in Southwest Gas's next rate case ( Id ) .

Although the Company attempts to distinguish its TAM from the mechanism rejected in the

Southwest Gas case, the differences are insignificant compared to the overall similarities between the

proposals. The first difference cited by the Company, that it is willing to apply the TAM to all small

volume customers, is not persuasive given Southwest Gas's concession that it was also willing to

extend its decoupling mechanism to a broader base of customers (Id. at 31). The next difference

claimed by UNS is essentially that its proposal provided a greater level of detail, by including

examples of calculations that would be used to implement the TAM, than did that of Southwest Gas.

As indicated in the passages quoted above, our primary concern with the Southwest Gas proposal was

not specifically with the lack of implementation details, but rather with a concept that would provide

the utility with a level of risk insulation, while possibly discouraging conservation efforts through

imposition of a surcharge on an entire class of customers if that class did not use "enough" gas the

preceding year. The final difference claimed by UNS is its offer "to consider the creation of a
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deferred throughput adjustment account." (Ex. A-18, at 14) Again, the distinction identified by UNS

is not substantive in nature but instead provides an alternative means of accounting for the proposed

surcharge. The Company's alternative accounting technique does not, however, address the

underlying concerns clearly expressed regarding the Southwest Gas decoupling mechanism. We see

no reason, based on the record in this proceeding, to depart from our finding in the Southwest Gas

Decision regarding a proposed decoupling mechanism.

Having rejected UNS Gas's TAM proposal, we encourage the Company to engage in

discussions with other stakeholders affected by this issue, to participate in the ongoing DSM

workshops before the Commission, and, if possible, to develop a decoupling mechanism that does not

suffer from the types of deficiencies identified by the parties in this case.

Demand-Side Management Programs

12

13
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UNS Gas

UNS Gas proposes to implement several new DSM programs, including a residential furnace

retrofit program, residential new construction home program, commercial HVAC retrofit program,

and commercial gas-cooking efficiency program. The Company claims that these four new programs

will require funding of $916,616 and that a proposed expansion of its low-income weatherization

("LIW") program will cost an additional $l35,000, for a total annual DSM portfolio expense of

$1,051,616 (Ex. A-15 at 13-15).

UNS states that it is largely in agreement with Staff' s DSM recommendations, specifically

with respect to submission of the programs for review by Staff. UNS witness Denise Smith testified

that the Company prefers to have the new programs approved in this case so that they may be

implemented as soon as possible (Tr. at 518). On May 4, 2007, the Company filed its DSM program

proposals in a separate docket for Staff" s review (Docket No. G-04204A~07-0274).

Ms. Smith indicated that the Company has agreed to use Staffs recommended Societal Cost

Test to detennine the effectiveness of the DSM programs, despite her reservations regardinghow that

test would be applied (Ex. A-21 at 4, 7, Ex. A-22 at 2). However, Ms. Smith stated that the other

DSM tests - including the Participant Test, Program Administrator Cost Test, Total Resource Cost

Test, and Rate Impact Measure Test ... should also be utilized, to provide a full analysis of program
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1

2

effectiveness (Ex. A-21 at 7). Ms. Smith also agreed that the Company would continue to provide

semi-annual reports to the Commission, but stated that the Company would seek at a later time to

3 move to an accrual reporting requirement (Ex. A-22 at 14).

With respect to calculation of the DSM adjustor mechanism, Ms. Smith indicated that UNS

5 agrees initially to limit recovery to 25 percent of the new program costs ($230,000) and LIW program

6 costs ($113,400), plus the cost of the baseline study that is needed to evaluate thoroughly the

7 effectiveness of the programs ($82,000). The total amount of $425,400 would translate to a DSM

8 adjustor surcharge of $0.003l per therm, when divided by total test year terms of 138,223,864 (Id. at

9 3).

10

11

4

Mr. Magruder

Mr. Magruder indicates that he is a proponent of DSM programs but believes that additional

12 review of the Company's programs is necessary prior to approval. However, he suggested that all the

13 necessary information regarding the programs should be submitted to Staff as soon as possible so that

14 the programs could be addressed in the Recommended Opinion and Order in this case, to allow the

15 parties an opportunity to comment regarding the findings determined therein. He also suggested that

16 an integration of the UNS Gas and UNS Electric DSM programs could be consolidated in the

17 pending electric rate case for UNS. At the same time, however, Mr. Magruder recommended that

18 UNS Gas's DSM programs should not be funded until after public hearings are held on those

19 programs. He proposed that the Energy Smart Home ("ESH") program should include training of

20 local city/county building inspectors to meet Energy Star requirements, using RESNET personnel.

21 Finally, Mr. Magruder recommended that in-home energy audits should be continued due to their

22 value (Magruder Brief at 38-41).

23 Staff

24 Staff witness Julie McNeely-Kirwan presented Staff" s position regarding the Company's

25 proposed DSM programs. She recommended that the LIW funding (St l3,400) and 25 percent of the

26 new program costs ($229,154) should be included in the initial DSM surcharge, but that UNS Gas's

27 portion of the baseline study costs ($82,000) should not be included in the surcharge initially (Ex. S-

28
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1 40 at 1-2, 8). Based on this recommendation, Staff calculated an initial DSM surcharge of 550.0025

3

4

5

6

7

8

9

10

11

2 which it recommends be established in this case (Id.).

Ms. McNeely-Kirwan also agreed with UNS that the DSM adjustor reset date should require a

filing by April l of each year, with an adjustment date of June l. As indicated above, UNS agreed

with Staff' s recommendation to require semi-annual DSM reports. In her direct testimony, Ms.

McNeely-Kirwan recommended that the Company file a comprehensive DSM portfolio, which UNS

has apparently provided through an attachment to Denise Smith's testimony (Ex. A-23), as well as in

the separate docket cited above. However, Staff opposes approval of specific programs in this

proceeding and recommends approval in a separate docket, consistent with past practice for other

companies (Tr. at 1141).

Conclusion

12

13

14

15

16

17

18

19

20

21

We agree with Staff' s recommendation to set the DSM adjustor surcharge at an initial level of

$0.0025, which reflects exclusion of the baseline cost study. As indicated in Staff' s recommendation,

the costs of the baseline study may be included in a subsequent reset of the adjustor once sufficient

justification of the allocated costs has been submitted for Staff's review. UNS agreed with Staffs

proposal to shift the adjustor filing date to April 1, with an adjustor date of June 1, as well as with

Staff' s recommendation that semi-annual reports be required for the DSM programs. We also agree

with Staff that the appropriate forum for a full review of the specific DSM programs is in the separate

docket in which there is an application currently pending. This approach is consistent with that

required for other companies, including APS and Southwest Gas (See, e_g., Decision No. 68487, at

61-63).

22 Low-Income Customer Programs

23

24

25

26

27

28

UNS Gas currently offers several low-income assistance programs. The Customer Assistance

Residential Energy Support ("CARES") program (Rate Schedule RIZ) provides a per therm discount

to customers meeting eligibility requirements during the months of November through April. Warm

Spirits is an emergency bill assistance program offered to eligible low-income customers. As

discussed above, UNS also offers the LIW program, the costs of which would now be recovered

through the'DSM adjustor mechanism.
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UNS Gas states that, in addition to offering these specific programs, it will continue to work

with the ACAA on low-income customer issues. The Company contends that it is committed to

automatically enrolling customers eligible for the Low-Income Home Energy Assistance Program

("LIHEAP") into the CARES program (Ex. A-16 at 8) and will continue to expand its outreach

efforts. Those outreach efforts include distribution of CARES applications to local assistance

agencies, public libraries, and municipal buildings and promotion of the program through residential

bill inserts (Ex. A-l7 at 4). UNS also contends that it is willing to explore opportunities to increase

the marketing of low-income programs and to increase LIW funds to low-income agencies.

Miquelle Scheier testified on behalf of ACAA regarding various low-income customer issues,

including CARES customers (ACAA Ex. 1). Ms. Scheier opposed the Company's proposal to

increase the customer charge for low-income customers, urged the Commission to increase marketing

efforts for the R12 tariff, requested the Commission to require automatic enrollment of LIHEAP

customers into the CARES program, sought the elimination of payday loan offices as payment

centers for cash-paying customers, requested that bill assistance money be increased from $21,500 to

$50,000, asked that LIW funding be increased to $200,000, arid that $20,000 of that amount be

directed to community volunteer weatherization efforts, and requested that the proposal to reduce the

due date for bills be denied (Id. at 2).

18 CARES Program

19

20

21

22

23

ZN

25

26

27

Customers receiving service under the CARES program currently pay the same basic monthly

charge of $7 as do other residential customers, but CARES customers receive a per therm discotuit of

$0.15 on the first 100 terms of usage during the months of November through April. As described

above in the rate design section of the Order, UNS proposed a seasonal monthly charge increase to

$20 from December through March and to $11 from April through November. The Company also

proposed to decrease the volumetric charge applicable to all customers. For CARES customers,

UNS proposed a year-round customer charge discount of $6.50 per month, along with the reduction

of the commodity charge discussed previously. Under the Company's recommendation, CARES

customers' fixed monthly charge would increase from $7 to $13.50 from April through November,

28
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but would decrease to $4.50 per month from December through March. The same volumetric

charges would apply to all residential customers.

The Company claims that its proposal would increase CARES customers' bills modestly, with

an increase of $1.12 per month during winter months (assumingl00 terms of usage), and $4.21 per

month during summer months (assuming 20 terms of usage) (Ex. A-9, Sched. H-4). UNS contends

that some higher usage CARES customers may actually see a rate decrease due to the Company's

7 proposed commodity charge reduction.

8 Staff recommends that the current monthly charge of $7 be retained for CARES customers

9 and that they continue to receive the current $0.15 per therm discount for the first 100 terms of

10 usage during the months of November through April (Ex. S-40 at 2). Staff contends that its

11 recommendation provides a price signal that would encourage conservation by CARES customers

12 during winter months, because usage over 100 terms during those months would incur a substantial

13 increase. Staff witness la/IcNeely-Kirwan stated that the Company's rate design proposal would

14 provide a disincentive for conservation, given UNS's recommendation to decrease the volumetric

15 charge for all terms of usage (Id. at 3).

16 Given our prior rejection of UNS's seasonal customer charge and across-the-board volumetric

17 rate reduction recommendation, the application of the Company's proposal to CARES customers is

18 effectively a moot point. We agree with Staff that keeping the current customer charge in effect for

19 CARES customers, and retaining the current winter volumetric discount for the first 100 therrns, wit]

20 help mitigate the effects of the rate increase approved in this case and will continue to provide a rate

21 structure for the low-income customers enrolled in the program that offers an opportunity to reduce

22 their overall bills through conservation efforts. We therefore adopt Staffs recommendation on this

23 issue.

24 Warm Spirits Program

25 Warm Spirits is a program, funded by customer contributions, that provides emergency bill

26 payment assistance to low-income customers. UNS witness Gary Smith testified that UniSource

27 Energy promotes the program through bill inserts aNd bill messages encouraging customers to

28 contribute to the program (Ex. A-15 at 10-1 l). The proceeds of the contributions are distributed to
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local service agencies, which assist qualified low-income customers in paying their bills, most often

during the winter heating season. Mr. Smith stated that UNS Gas matches customer donations dollar-

for-dollar with funds provided by UniSource shareholders. He indicated that UniSource made a one-

time donation of $50,000 to the program in 2004 and that UNS matched $24,000 in donations in

2005. Mr. Smith testified that the Company would continue to match customer contributions on a

dollar-for-dollar basis (Id.). As indicated above, ACAA proposes that the Commission require UNS

to provide funding for Warn Spirits in the amount of $50,000 per year (ACAA Ex. l at 2).

The Company originally proposed that the Low-Income Weatherization Program include

$21,600 in emergency bill assistance, separately and in addition to that already available through

Warm Spirits. The $21,600 would have been part of the UNS Gas DSM portfolio and funded

through the DSM adjustor. Staff objected because emergency bill assistance is not DSM and should

12 not be funded as DSM. Staff proposed, and the Company agreed, that the $21,600 be moved into

13 Warm Spirits and funded though base rates. We agree that the $21,600 in additional emergency bill

14 assistance should not be funded through the DSM adjustor and that this amount should be moved into

15 Warm Spirits and funded through base rates.

16 We believe that the Company's matching contributions to the Warm Spirits program, which

17 currently amount to approximately $20,000 to $25,000 per year, are a reasonable commitment at this

18 time. However, we encourage the Company to continue to promote the existence of the program and

19 the ability for customers to make voluntary contributions.

20 It is not clear in the record whether UNS Gas currently has a section on customer bill payment

21 stubs that allows customers to check a box to indicate that they would like to make a contribution at

22 the time they write out their payment checks. This issue was raised in the Southwest Gas case,

23 wherein we directed Southwest Gas to modify its billing statements to allow voluntary contributions

24 (Decision No, 68487, at 59-60). In that Order, we pointed out that a contribution line is offered to

25 APS customers and that "inclusion of a line on customer bills is preferable to [relying solely] on a bill

26 insert, which may be discarded when customers open their bills." (Id at 60) Therefore, if UNS Gas

27 does not currently have in place a bill statement contribution option, it shall implement the change

28 within 60 days of the effective date of this Decision.
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Payments at Pavday Loan Stores

In 2006, UNS closed local offices in Prescott, Cottonwood, Flagstaff, and Show Low15 (Tr. at

3 434-35). These closings coincided with the Company's consolidation of its Tucson call center

4 operations for all of the UniSource operating affiliates, which UNS claims was intended to improve

5 customer service while at the same time cutting the Company's operating costs (Tr. at 436-40). At

6 the time these offices were being closed, customers were notified that future payments could be made

7 at various ACE Cash Express locations and other specified "cash only" stores (Ex. A-16, Attach.

8 GAS-3). For payments made at these so-called "payday loan" stores in areas where UNS does not

9 have a local office, UNS pays the fee charged by the payday loan stores, but customers who pay at

10 such stores in an area that has a local office (i.e., Kingman, Lake Havasu, and Nogales) must pay a 81

l l fee in order to make a payment at the payday loan stores (Id. at 8).

ACAA witness Scherer expressed concern that cash paying customers, especially low-income

13 customers, could be vulnerable to predatory lending practices at the payday loan stores. She testified

14 that ACAA objects to the use of such stores because "it places already vulnerable customers in a

15 more vulnerable situation." ( AC AA EX. 1 at 13) Ms. Scheier also stated that she did not understand

16 why the Company could not place "ATM-like kiosks" that accept cash payments in local areas (Id.).

17 She further claimed that some low-income clients had been encouraged to take out loans when they

18 made payments at the payday loan stores (ACAA EX. 2, at 2).

19 Mr. Magruder also opposes use of payday loan stores for taking payments. He suggested that

20 other payment agents should be found by the Company or, alternatively, that a Company employee

21 may need to be on-location at the payday loan stores during weekdays (Magruder Brief at 37).

22 UNS witness James Pignatelli testified that UNS does not send customers to predatory lenders

23 by its acceptance of payments at payday loan stores. He indicated that customers could obtain loans

24 from payday loan stores even if the Company had not closed its local offices or had in place ATM-

25 like kiosks (Ex. A-3 at 1). Mr. Pignatelli stated that the decision to close some branch offices and

26

12

27

28 15 UNS continues to operate local offices in Kinsman, Lake Havasu, and Nogales.
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Z5

26

27

28

offer alternative locations for cash-paying customers was made to keep down costs for all customers,

including low-income customers (Id).

UNS witness Gary Smith claims that Ms. Scherer's comments regarding customers' being

encouraged to take out loans from the payday loan stores is not consistent with information the

Company has received from payday loan store managers (Ex. A-17 at 5). He contends that UNS is

not encouraging customers to utilize payday loan services at these locations (Ex. A-16 at 9). During

the hearing, Mr. Smith testified that APS also utilizes payday loan stores for acceptance of cash

payments, as does Citizens Frontier Communications (Tr. at 343). He indicated that UNS contacted

grocery stores and local banks in the Prescott and Chino Valley areas about their willingness to

accept payments, but was turned down. Mr. Smith stated that UNS was looking into a joint

arrangement with APS under which a payday loan store in Flagstaff would have a dedicated window

available for payment of utility bills, separate from the store's main counter. He also testified that the

Company was discussing with APS the possibility of using a non-payday loan store site for

acceptance of payments (Tr. at 344-47).

Although we encourage UNS to seek out cost-cutting opportunities, we are concerned when

those efforts result in the diminution of service to customers. We understand the Company's call

center consolidation decision was intended to provide consistency between the UniSource affiliates

and to reduce costs in the long-term. On cross-examination, the Company's witness sought to justify

the office closings on the basis that not enough people used the local offices to justify their

continuation, and that more customers use the payday loan stores due to their convenience (Tr. at

342-43). However, the closing of a number of local offices, especially in northern Arizona,

represents not just the elimination of a nearby location for making payments, but also the loss of an

office where customers could talk to a representative of the Company face-to-face to work out

payment arrangements or receive assistance in signing up for available programs.

We believe that additional efforts should be undertaken by UNS to explore fully all available

alternatives for the provision of service to customers. We therefore direct the Company to make

every reasonable effort to determine whether other payment locations may be utilized either in

addition to, or in lieu of, the payday loan stores currently used by UNS. These efforts should include,
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but not be limited to, joining with other utilities to enlist alternative agents, such as banks or grocery

stores, to accept cash payments and to explore of opening joint local offices to offset costs and any

other alternatives that may enhance customer service without exposing customers to the potential of

being solicited by predatory lenders in the course of making a utility payment. UNS shall file a copy

of its recommendations consistent with this directive within 90 days of the effective date of this

6 Decision.

8

9

10

11

12

7 Proposed Changes to Rules and Regulations

UNS proposed a number of changes to its existing Rules and Regulations governing service.

Among those proposed changes are increases to charges for service lines and main extensions and a

proposal to reduce the period, from 15 days to 10 days, that customers have to pay their bills before

the bills are considered past due.

Line and Main Extension Policies

13

14

15

16

17

UNS proposes amendments to its Rules and Regulations (i.e., tariffs) that it claims would

ensure that developers and new customers pay a fair cost for infrastructure associated with

connecting new developments to the UNS Gas system (Ex. A-15 at 19-20). As described by UNS

witness Gary Smith, the Company proposes changes to both its service line and main extension

policies (Id. at Sched. GAS-2). The Company's proposals, as set forth in its brief, are as follows:

18

19

20

21

22

23

24

25

26

27

28

For a new gas service line, the customer would be required to reimburse the
Company at a rate of $16 per foot on the customer's property (the current rate is
$8 per foot). For customers who provide the trench for the service line, the rate
would be $12 per foot (Id. at 19).
Under the Company's proposal, there would be no free footage, so developers
would pay the entire amount up front (subject to refund) (Tr. at 386-87).
In its effort to comply with A.A.C. R14-2-307, UNS prepared an incremental
contribution study ("ICS") to determine an estimate of the costs and benefits of
adding a customer to the system. Under the Company's proposal, the ICS
component would be modified to reduce the credit applied to new customers or
developers per service line or main extension (thereby increasing the required
advances from new customers and developers). According to the Company, this
change would ensure that the cost burden is initially placed on new customers and
developers for main extensions or line extensions, subject to refund over a tive-
year period (Tr. at 384-87, 919, Ex. A-35).
For line extensions over $500,000, UNS would add a gross-up amount equal to
the Company's estimated federal, state, and local income tax liability in advance
(Ex. A-15, Sched. GAS-2).

4.

2.

3.

1.
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UNS estimated that the changes described above would result in an additional $3.6 to $3.8

million per year in contributions, on average (Ex. A-30, Tr. at 915). The changes would result in an

increased contribution from new customers/developers, from the current amount of approximately

$300 to more than $500 per connection (Id). In response to questions from Commissioner Mayes,

UNS later offered the following two additional alternative proposalslé:
6

7

8

9

Eliminating of the ICS and retaining tariff language requiring new customers to
pay for the entire length of the new service line to their property, resulting in an
additional estimated $1.2 million in contributions (Ex. A-31 , Tr. at 916), and
Requiring that new customers/developers pay for excess flow valves
(approximately $250 each), which will become a mandatory requirement for new
service lines beginning in July 2008 (Ex. A-32, Tr. at 1067).

10

11

12

13

14

UNS points out that Staff witness Ralph Smith testified that the Company's line extension and

main extension proposals (not including the alternatives) appear to be reasonably supported by the

Company (Ex. S-25 at 64-67, Ex. S-27 at 44). Mr. Smith indicated that the Company's proposal

appears to provide a feasibility study in compliance with Commission requirements (Tr. at 869-71).

Therefore, Staff does not oppose the Company's tariff change requests on these issues. UNS also
15

16
argues that its proposed ICS helps the Company specifically tailor a new customer's or developer's

up-front contribution requirement rather than flat one-size-fits-all contribution
17

18

imposing a

requirement. UNS adds that because not all developments become fully built-out within the allotted

five-year term of advance refunds, the balance of advances would become contributions after that
19

20

21

22

23

five-year period (Tr. at 1055). UNS asserts that its proposals seek to hold developers and new

customers responsible for a fair share of costs associated with serving growth.

We find that the Company's line and main extension proposals are a reasonable means of

increasing the up-front contributions required from new customers and developers to connect to the

UNS Gas system. However, we also believe that one of the alternatives suggested by the Company,
24

25

26

27

28

is UNS witness Gary Smith testified that the Company does not advocate adoption of these alternatives because he
believes the Company's proposal, if combined with the alternatives, would require a significant increase M contributions
by new customers and developers, from the current average of approximately $310 per connection to nearly $1,000 per
connection. He stated that requiring substantial increases in required contributions could put UNS Gas at a competitive
disadvantage, relative to the construction of homes using all electric or propane, and thereby lessen the Company's ability
to add new service connections (Tr. at l069-72).

2.

1.
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the charge for excess flow valve installation, should be implemented by UNS to further increase the

amount required for system connections. Since the excess flow valves will become mandatory in

2008, it is reasonable that the costs to install those devices should be included in the contributions, i.e.

non-refundable, required from new customers/developers.

As set forth in Exhibit A-30, it is estimated that institution of these combined measures would

6

7

8

9

10

11

cause the average contribution per service line to increase from the current amount of approximately

$300 to $383 in 2007, $635 in 2008, and $760 in 2009 and beyond. The net result is that new

customer/developer contributions would more than double within the next year and would continue to

increase in the following year. Although the contributions are actually advances that are refundable

within the first live years, to the extent a development is not built out within that five-year period, the

balance of the up-front contributions would become nonrefundable and would not be includable in

12 rate base.

13 We believe that our finding on this issue achieves a result that is consistent with the rate

14

15

16

17

18

19

20

21

22

23

24

25

26

27

design concept of gradualism because, although it represents a significant increase in the up-front

contribution required to be financed by new customers/developers, it keeps intact the ability of

developers to recapture all or part of the initial investment. At the same time, as described by the

Company's witnesses, approval of this modified proposal avoids the potential competitive

disadvantage that would be faced by UNS Gas if a fully nonrefundable hook-up fee were to be

implemented suddenly. We recognize that, over the long-term, increasing the number of customers

on the system and the revenues associated with those customers should provide a benefit to all

customers. While we believe the extension measures approved in this Order are reasonable at this

time, we direct UNS Gas to investigate fully the issue of developer contributions and present in its

next rate case viable alternatives to the proposal adopted herein, including but not limited to

nonrefundable hook~up fees and other measures that would hold harmless existing customers and

require greater contributions to ensure that growth pays for itself

Reduction of Bill Payment Due Date

UNS proposes to modify its billing terms in its tariffs by reducing from i5 days to 10 days

28 (from the time the bill is rendered) the time for customers to pay bills before the bills are considered
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1 past due. The Company's proposed change would make its billing practices consistent with the

2 requirements of the Comlnission's Rules, as set forth in A.A.C. R14-2-3l0(C). UNS witness Gary

3 Smith contends that even under the proposed billing change, customers would have plenty of time to

4 pay bills before late payment charges would apply or termination of service would be implemented

5 (Ex. A-l6 at 4). According to Mr. Smith, after the 10-day payment period, customers would have an

6 additional 15 days before a late payment charge would be imposed, for a total of 25 days. At that

7 point, the bill would be considered delinquent, but termination-of-service procedures (i.e., notice of

8 termination) would not commence for an additional 5 days, and several additional days would likely

9 pass before actual termination occurred. Mr. Smith indicated that the Company would be able to

10 waive the late fee if a customer presented good cause for late payment (Id.).

RUCO, ACAA, and Mr. Magruder oppose the Company's proposal to reduce the time to pay

12 a  bill. RUCO argues that, although the Company's proposal is consistent with the minimum

13 requirements of the Commission's Rules, the only advantage identified by UNS is that the proposed

14 tariff change would bring consistency to the three affiliated utility companies that are served by the

15 UniSource consolidated call center (Tr. at 355). RUCO claims that the proposed payment dates are

16 so short that a customer could go on vacation and return home to find the gas service shut off (RUCO

17 EX. 5 at 35). RUCO witness Diaz Cortez stated that RUCO has received calls from customers

18 opposing the proposed changes and that a more flexible payment schedule should be retained. Ms.

19 Diaz Cortez stated that the Company is already compensated, through the working capital calculation,

20 for the delay that exists between the rendering of bills and the receipt of payment from customers (Id.

21 at 36). RUCO also contends that the call center consistency rationale offered by the Company does

22 not support the proposed changes because the call center representatives must be trained regarding

23 gas-specific issues anyway. RUCO asserts that the payment schedule change would provide only a

24 minimal benefit to the Company, but customers would bear the burden of the proposed changes.

25 Staff did not oppose the Company's proposal, but recommended a six-month waiver of the

26 late payment penalty charge. Staff argues that during this initial six-month period, the penalty should

27 be waived from day 10 to alleviate the hardship on customers from the proposed billing change.

28

11
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According to UNS witness Gary Smith, the Company agrees with Staff's recommended six-month

waiver period before the billing changes go into effect (Ex. A-16 at 3-4).

We agree with UNS that the proposed billing changes are reasonable. The billing changes

would make the Company's tariffs consistent with the Commission's Rules and would remove an

inconsistency among the billing tariffs currently in effect for the UniSource affiliates. The proposed

change would also allow the customer call centerrepresentatives to have a single set of rules in place

for all of the UniSource affiliates, which should minimize potential errors that may occur when

8 information regarding delinquent bills and/or termination of service is provided to customers. In

9

10

11

12

13

14

15

16

addition, as the UNS witness pointed out, a bill would not be subject to a late payment charge until at

least 25 days after the bill is rendered, and a termination of service notice for nonpayment could not

occur sooner than 30 days following issuance of a bill. We believe that these timeframes provide an

adequate period for customers to either pay a bill or seek alternative payment arrangements prior to

being subjected to a penalty or termination of service. We therefore approve the Company's

proposed changes to its billing tariffs. However, in accordance with the Company's agreement to

abide by Staffs six-month waiver recommendation, we direct UNS Gas not to implement the

approved billing change for a period of six months following the effective date of this Decision.

17 Prudence of Gas Procurement Practices and Policies

18

19

20

21

22

23

24

25

26

As described above, this consolidated proceeding includes Docket No. G-04204A-05-0831

(the Prudence Case), which relates to an audit conducted by Staff of UNS Gas's natural gas

procurement practices and policies during the period of September 2003 through December 2005 (Tr.

at 761). Staff retained Jerry Mendl, President of MSB Energy Associates, Inc., and George

Wennerlyn, President of Select Energy Consulting, LLC, to conduct the Prudence Case audit.

Based on his review of the Company's procurement practices during the audit period, Mr.

Mendl concluded that the Co1:npany's procurement strategy during the audit period was reasonable

(Ex. S-20 at l). He reiterated at the hearing that "[UNS Gas's] natural gas procurement strategy that

was set forth in the price stabilization policies was reasonable over the review period." (Tr. at 761)

Mr. Wennerlyn reached the same conclusion regarding the Company's practices during the

28 2003-2005 audit period. He stated that the Company's gas procurement practices and policies during

27
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that period "achieved appropriate objectives of a purchasing strategy which balances reliability, cost,

and price stability. The purchases were reasonable and prudent." (Ex. S-18 at 4-5)

There is no dispute on the issue of prudence during the identified audit period. We therefore

agree that the Company's natural gas procurement practices and policies during the audit period of

September 2003 through December 2005 are deemed prudent.

Price Stabilization Policy

7

8

9

This piece of the prudence equation relates to the request by UNS Gas for the Commission to

approve its current "Price Stabilization Policy" ("PSP"). The basis for UNS Gas's request for what is

effectively prudence pre-approval was described as follows by Company witness David Hutchens as

10 follows:

11

12

13

14

15

We believe that instead of the Commission attempting to second guess,
after the fact, the individual acts that UNS Gas transacted in connection
with gas procurement and hedging, it is more productive and beneficial to
customers that the Commission review the policies and approve them
Prospectively. That way the Company will know the clear direction of the
Commission and act accordingly. If the Company acts within the
approved policies, its transactions will be conclusively prudent (Ex. A-4,
at 7).

16

17

18

19

20

21 at 106).
22

23

24

25

26

27

In his rebuttal testimony, Mr. Hutchens responded to Staffs concern that approval of the PSP in this

ease would put the Company on "autopilot" with respect to its procurement practices by indicating

that such a practice would be inconsistent with the Company's past behavior and with the PSP itself

(Ex. A-5 at 10). Mr. Pignatelli testified at the hearing that UNS sought the PSP approval in this case

in order to avoid second-guessing during "the heat of a rate case three or four years after the fact" (Tr.

He indicated that while the Company would keep adequate documentation of its

procurement practices, he feared "a political decision down the road" (Tr. at 122).

Staff opposes the Company's request for approval of the PSP, arguing that approval of UNS

Gas's hedging policy would insulate 45 percent of its gas purchases from a subsequent prudence

review and is not necessary if the Company retains adequate documentation. Staff argues that UNS

Gas and Staff have a fundamental disagreement regarding the purpose of the hedging plan. Staff

claims that, as indicated by Mr. Hutchens, UNS views the hedging policy only as a means of reducing

28
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5

6

7

8

9

10

the volatility of natural gas prices (Tr. at 129, 157), whereas Staff believes that hedging policies

ensure price stability, reliability, and competitiveness to achieve the lowest possible cost (Tr. at 744-

45). Staff asserts that elimination of traditional prudence reviews in favor of the "compliance

review" process sought by the Company would deprive Staff of the ability to properly employ its

three-prong standard.

Staff witness Mendl also expressed concern with the higher burden of proof that would exist

for Staff under the Company's proposal. He stated that if pre~approvaI of a particular plan is given,

the Company may seek to abide by that plan instead of responding to market conditions, because

adherence to the prior plan would be deemed presumptively reasonable (Tr. at 772). Staff argues that

pre-approval is not necessary because, as pointed out by Mr. Mendl, prudence is judged based on

11 what was known at the time decisions were made, not on a retrospective analysis (Id.). Staff

12

13

14

contends that UNS can protect itself from future prudence disallowances by maintaining proper

documentation regarding the decisions that were made and that the Company has not presented any

evidence that the current standard is unfair.

15

16 Indeed, Mr.

17

We agree with Staff that the Company's request is simply unnecessary because there has been

no evidence presented to suggest that the current process is unfair or unreasonable.

Hutchens conceded that there has been no indication that "there would be some unfair or biased after-

18

19

20

21

22

23

24

the-fact analysis based on ...[the] Staff recommendations" (Tr. at 140). Mr. Hutchens also admitted

that the only benefits to be gained from granting UNS's request are to the Company and that the

purpose of seeking the Commission's approval of the PSP is to insulate the Company from risk (Tr.

at 778). As Staff indicates, UNS Gas can avoid future prudence disallowances by properly

documenting its procurement practices and policies. Moreover, in spite of Mr. Pignatelli's cynical

assertion that pre-approval is necessary to avoid politically based decisions in the future, the record

suggests that just the opposite is true. As discussed above, two outside Staff consultants conducted a

25

26

comprehensive audit of the Company's procurement practices from September 2003 through 2005

and found that UNS

27 recommendations.

Gas's practices and policies were prudent. We agree with Staff's

We do not believe that UNS Gas has presented a sufficient justification for

28 approval of the PSP, and we therefore deny its request.
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1 Purchased Gas Adjustor

2

12

In Docket No. G-04204A-06-0_13 (the PGA Case), which was previously consolidated in the

3 above-captioned proceeding, UNS Gas filed an application seeking approval to revise its current

4 Purchased Gas Adjustor ("PGA"). UNS witness Hutchins testified that the current volatile natural

5 gas market has exposed weaknesses in the Company's existing PGA mechanism, which cause delays

6 in cost recovery, and that such delays impact customer decisions based on the lack of timely price

7 information and impact the Company's cash flows (Ex. A-4 at 7). Mr. Hutchens stated that the

8 deficiencies in the current PGA include: 1) inappropriate price signals to customers, 2) the potential

9 for large bank balances to accumulate 3) a below-market interest allowance earned on bank balances,

10 4) an inappropriately narrow bandwidth, and 5) a potentially adverse impact on the Company's ability

l l to devote capital to necessary investments to serve customers (Id at 7-8).

Based on these claimed deficiencies, Mr. Hutchens made the following recommendations in

13 his direct testimony to improve the Company's PGA mechanism:

14

15

16

17

18

19

20

21

22

Bandwidth.-- The bandwidth should be eliminated or, in the alternative, increased
to $0.25 per therm for an interim period of time and then eliminated.
Base Cost of Gas -. The base cost of gas should be set at zero, and the entire cost
of gas reflected in the PGA.
PGA Bank Interest - The interest earned on the PGA bank balance should reflect
UNS Gas's actual cost of new debt, which is the London Inter-Bank Offering
Rate ("LIBOR") plus 1.5 percent.
Bank Balance Thresholds -- The new threshold level for under-collected bank
balances established in Decision No. 68325 ($6,240,000) should also be adopted
as the threshold level for over-collected bam( balances.
Capital Structure To the extent the PGA bank balances result in long-term
financing, that debt should be excluded from the cost of capital calculation in rate
case proceedings.
Surcharges - When surcharges are required, the Commission should approve a
surcharge large enough to eliminate the bank balance in a reasonable time period
and allow for timely recovery (Id. at 8).23

24

25 In his direct testimony, Staff witness Robert Gray offered seven recommendations regarding

26 the Company's PGA proposals. He stated as follows:

27

28

The base cost of gas should be set at zero,

4.

2.

3.

6.

5.

1.

1.
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2

3

4

5
4.
5.

6

7

8

UNS should provide specific customer education materials to explain the change
(setting the cost to zero), and should represent the cost of gas as a specific and
separate line item on customer bills, noting in a footnote any temporary PGA
surcharge or credit in effect.
During the first 12 months the new PGA bandwidth is in effect, UNS should
provide a comparison of the new monthly PGA rate to the sum of the base cost of
gas and the monthly PGA rate in prior months.
The bandwidth on the monthly PGA rate should be expanded to $0.15 per therm.
The threshold on the PGA bank balance for under-collected balances should be
eliminated.
The threshold on the PGA bank balance forover-colleeted balances should be set
at $10 million.
The currently applicable interest rate for the PGA bank balance should be
retained.

9 UNS claims that the parties are in agreement regarding most of the PGA issues. The

IG Company points out that all parties agree that the entire cost of gas should be reflected in the PGA

11 and that the base cost of gas should be set at zero in order to send proper price signals regarding the

12 actual cost of gas. UNS also contends that all parties have agreed that some widening of the current

13 bandwidth is appropriate, although Staff continues to disagree with the requested level of the

14 widening. In his rebuttal testimony, Mr. Hutchens agreed with Staff" s recommendation that the

15 under-collection threshold for requesting a PGA surcharge should be eliminated and that the over-

16 collection threshold should be set at $10 million (Ex. A-5 at 4). The two remaining disputed PGA

17 issues are the appropriate bandwidth level and the PGA bank interest rate.

PGA Bank Interest Rate18

19

20

21

22

23

24

UNS witness Hutchens testified that the Company is requesting that it be allowed to recover

through the PGA one of two rates, depending on the size of the PGA bank balance. For balances

below twice the PGA threshold (currently $6.24 million), UNS seeks to earn the interest rate based on

LIBOR plus 1.0 percent.17 For balances that exceed twice the PGA bank balance threshold, UNS

seeks to recover a "carrying cost at a rate equal to UNS Gas' authorized rate weighted average cost of

capital as determined in this proceeding" (Ex. A-4 at 14).18

25

26

27

28

17 UNS initially sought interest rate recovery based on LIBOR plus 1.5 percent, but amended the request to LIBOR plus
1.0 percent through Mr. Hutchens's rebuttal testimony, due to a lowering of the interest rate on the Company's short-term
revolving credit facility (Ex. A-5 at 5).
18 As discussed above, the WACC established in this proceeding is 8.30 percent, compared to the LIBOR plus 1.0 percent
rate, which was 5.53 percent at the end of May 2007 (See Ex. A-4 at 13).

2.

6.

3.

7.
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Although RUCO agreed to the LIBOR plus 1.5 percent rate (and would presumably also agree

2 to the modified LIBOR plus 1.0 percent rate), RUCO opposes allowing the WACC rate to be applied

3 to the higher balances requested by UNS (RUCO Ex. 5 at 24-25). RUCO contends that, given its

4 agreement with the Company's proposal to double the current bandwidth and to provide for timely

5 recovery of necessary surcharges, the higher interest rate would not be necessary because UNS would

6 no longer be burdened with large under-collected balances. Ms. Diaz Cortez added that it would be

7 inappropriate to predetermine outside of a rate case the ratemaking treatment to be afforded to the

8 specific debt (Id. at 25-26).

9 Staff also opposes the Company's request to apply the WACC to higher PGA bank balances.

10 Staff witness Robert Gray testified that interest rates for PGA bank balances were originally set in a

l l generic docket (Decision No. 61225, issued October 30, 1998) and applied uniformly to all Arizona

12 LDCs as a result of the consensus of a working group that included LDCs, Staff, and RUCO (Ex. S-

13 41 at 13). The uniform interest established in that generic docket was the monthly three-month

14 commercial nonfinancial paper rate, as established by the Federal Reserve (Id). Mr. Gray stated

15 that the interest rate was later changed in a subsequent generic proceeding (Decision No. 68600,

16 issued March 23, 2006), only because the Federal Reserve was no longer publishing the previously

17 established rate. Therefore, the current generic interest rate for PGA bank balances is the monthly

18 three-month commercial financial paper rate published by the Federal Reserve. The rates are similar,

19 although the current rate is slightly higher, on average, than the prior rate (Ia'.).

20 According to Mr. Gray, the Company's request should be rejected by the Commission for

21 several reasons. He stated that the UNS proposal is unnecessary because it would add a level of`

22 administrative complexity to the process in making the calculations and because the PGA bank

23 balances do not always trend upwards (Id. at 14). Mr. Gray testified that it was unclear which LIBOR

24 rate the Company was proposing to use, that it appears the LIBOR itself would be very close to the

25 interest rate currently in effect, and that it is only the application of an add-on component to the

26 LIBOR rate (i.e., the LIBOR plus 1.0 percent proposed by UNS) that raises the rate above the current

27 rate by a substantial amount (Id. at 14-l5). la/Ir. Gray indicated that the PGA interest rate approved

28 recently for Southwest Gas was the one-year nominal Treasury constant maturities rate, which is

1
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3

4

5

6

comparable to the rate currently in effect for UNS Gas. The same rate is in effect for APS, and Mr.

Gray asserts that UNS has not presented any justification for a different treatment (Id at l 5).

Mr. Gray also stated that Staffs recommendations to expand the PGA bandwidth (see

discussion below) and to expand and eliminate the bank balance thresholds would reduce the

likelihood of UNS Gas's incurring substantial bank balances for long periods of time (Id. at 16). He

therefore recommended that the existing interest rate continue to be applied to UNS's PGA bank

balances or, as an alternative, that the same interest rate applicable to both Southwest Gas and APS

(the one-year nominal Treasury constant maturities rate) be applied (Id). Finally, Mr. Gray

recommended that if the applicable interest rate becomes unavailable (i.e., unpublished) for one or

more months, the prior month's interest rate apply. If the interest rate becomes unavailable on a

7

8

9

10

11 recurrent basis, he recommends that UNS file a request to change to a comparable rate (Id. at 17).

We agree with Staff that UNS has not presented a sufficient basis for altering the PGA baM12

13

14

15

16

17

balance interest rate that currently exists. As Mr. Gray points out, a similar rate is in effect for

Southwest Gas and APS, and we see no reason why UNS should be treated differently from those

companies. In addition, granting a higher interest rate could provide a disincentive for the Company

to reduce bank balances and could cause it to become less focused on taking all possible measures to

reduce the cost of gas for its customers (Id. at 15-16). We therefore adopt Staff' s recommendation to

18 retain the current interest rate for UNS's PGA bank balances.

19 Expansion of Bandwidth

20 Under its current configuration, the Company's PGA bandwidth limits the movement of the

21 monthly PGA rate over a 12-month period. The current bandwidth is $0.10 per therm, which means

22 that when a new PGA rate is calculated each month, the new monthly rate cannot be more than $0. l0

23 per therm different than the monthly PGA rate for any of the previous 12 months (Ex. S-41 at 5). Mr.

24 Gray explained that the PGA bandwidth was initially established in 1999 at a rate of $0.07 per therm

25 for Arizona LDCs during a period of relatively stable gas prices. As prices became more volatile,

26 that bandwidth level often limited the movement of monthly PGA rates for periods of time. In

27 Decision No. 62994 (November 3, 2000), UNS's predecessor was granted a bandwidth increase to

28 $0.10 per therm (id.). Mr. Gray testified that recent bandwidth adjustments were approved for
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2

3

4

5

6

Southwest Gas (to $0.13 per therm) and for Duncan Rural (could change up to $1.20 per therm per

year). However, he indicated that the Commission granted the significant expansion to Duncan Rural

due to that company's small size and considerable financial constraints (Id at 6).

In its application, UNS Gas initially requested that the PGA bandwidth be eliminated or,

alternatively, set at $0.25 per therm for a period of time before being eventually eliminated (Ex. A-4

at l l-12). In his rebuttal testimony, UNS witness Hutchens agreed with RUCO's proposal to increase

7 the current bandwidth to $0.20 per therm (Ex. A-5 at 3-4). Mr. Hutchins stated that setting the

8 bandwidth at an inappropriately low level would fail to send proper price signals to customers

9

10

regarding the actual cost of the gas being consumed (Ex. A-4 at 12).

Staff witness Gray recommended that the bandwidth be increased to $0.15 per therm. He

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

stated that this bandwidth increase would provide the Company with significant additional room for

movement of the monthly PGA rate, while providing a reasonable limit on the exposure of UNS

customers to automatic adjustments without Commission review. Mr. Gray also indicated that Staff

remains open to consideration of further changes to the PGA mechanism, if such changes are

warranted (Ex. S-41 at 7-8). He explained in his surrebuttal testimony that setting a proper

bandwidth level requires a balancing of several policy goals, including "timely recovery of gas costs

by the utility, reduction of price volatility for ratepayers, and the Commission's interest in reviewing

significant changes in rates before they are passed along to ratepayers." (Ex. S-42, at 2) He conceded

that employing a bandwidth could result in the Company's accumulating large bank balances that

must eventually be paid by customers (Tr. at 1133). However, he reiterated that the various policy

goals, including protection of ratepayer interests, must be balanced in setting the bandwidth (Id.).

We agree with Staffs recommendations regarding the PGA issues, including increasing the

Company's bandwidth to $0.15 per therm. The $0.15 per therm bandwidth is higher than the $0.13

bandwidth approved recently for Southwest Gas, and we believe it is reasonable under the facts of

this case. Although UNS attempts to use the Duncan Rural case as a basis for seeking a greater

increase in the bandwidth, Mr. Gray explained that Duncan is a very small natural gas cooperative

with only 80 customers and that it has significant financial issues. UNS Gas is not in a comparable

situation, and we do not believe a comparison with Duncan Rural is relevant for purposes of setting
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an appropriate bandwidth in this proceeding. Indeed, the 50 percent increase over UNS's current

bandwidth is significant and properly balances the policy goals identified in Staff" s testimony. The

rate of $0.15 per therm will provide UNS Gas with a greater degree of flexibility in maintaining its

PGA bank balances at a reasonable level, while also offering to customers a measure of protection

from sudden automatic PGA increases outside of the Commission's purview.

** * * * * * * * *

7 Having considered the entire record herein and being fully advised in the premises, the

8 Commission finds, concludes, and orders that:

9 FINDINGS OF FACT

10

11

12

On November 10, 2005, the Arizona Corporation Commission opened an inquiry

(Docket No. G-04204A-05-0831) into the prudence of the gas procurement policies and practices of

UNS Gas Inc. (the Prudence Case).

On January 10, 2006, UNS Gas filed an application (Docket No. G-04204A-06-00131

14 with the Commission seeking review and revision of the Company's Purchased Gas Adjustor (the

13

15 PGA Case).

16 On July 13, 2006, UNS Gas tiled an application with the Commission (Docket No. G-

17 04204A-06-0463) for an increase in its rates throughout the State of Arizona (the Rate Case).

On August 14, 2006, Staff filed a Letter of Sufficiency indicating that the Company's

19 Rate Case application met the sufficiency requirements outlined in A.A.C. R14-2-103 and classifying

18

21

22

23

20 the Company as a Class A utility.

5. On September 8, 2006, a Procedural Order was issued consolidating the Prudence

Case, PGA Case, and Rate Case dockets, scheduling a hearing for April 16, 2007, and setting various

other procedural deadlines.

6.24

25

Intervention was granted to RUCO, ACAA, and Marshall Magruder.

7 . with its application in the Rate Case, UNS filed its required schedules in support of

26 the application, and the direct testimony of various witnesses.

8. On February 9, 2007, Staff, RUCO, ACAA, and Mr. Magruder filed direct testimony27

28 in accordance with the previously established procedural schedule. Staff filed additional direct
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2

1 testimony on February 16 and February 23, 2007.

9. On March 16, 2007, UNS filed the rebuttal testimony of various witnesses in response

4

13

14

3 to Staff and intervenor testimony.

10. Surrebuttal testimony was filed by ACAA on March 30, 2007, and by Staff, RUCO,

5 and Mr. Magruder on April 4, 2007.

6 11. On April 11, 2007, UNS filed the rejoinder testimony of several witnesses in response

7 to the surrebuttal testimony of Staff and intervenor witnesses.

8 12. The evidentiary hearing commenced as scheduled on April 16, 2007, and additional

9 hearing days were held on April 17, 18, 19, 20, 24, and 25, 2007.

10 13. Initial Post-Hearing Briefs were filed on June 5, 2007, by UNS, Staff, RUCO, and Mr.

11 Magruder. Final Schedules were also filed on June 5, 2007, by UNS and RUCO. On June 6, 2007,

12 Staff filed a Notice of Errata and revised Initial Brief.

Reply Briefs were filed on June 19, 2007, by UNS, Staff, RUCO, and Mr. Magruder.

On June 21, 2007, Staff filed a Notice of Errata and Additional Authority.

15 According to the Company's application, as modified, in the test year ended

16 December 31, 2005, UNS had adjusted operating income of $8,506,168 on an adjusted OCRB of

14.

15.

16.

18 UNS requests a revenue increase of $9,459,023, Staff recommends a revenue increase

19 of $4,312,354, and RUCO recommends a revenue increase of $2,734,443 .

20 18. For purposes of this proceeding, we determine that UNS Gas has an OCRB of

21 $154,604,408 and a FVRB 0f$184,120,761.

22 19. A rate of return on FVRB of 6.97 percent is reasonable and appropriate.

20. The Company's attempt to interject the issue of the Chaparral City decision through

its rebuttal testimony was untimely, prejudicial to the other parties, and its late attempt to apply the

weighted average cost of capital to FVRB is not reasonable and is not supported by the testimony and

17 $162,358,856, for a 5.24 percent rate of return.

17.

evidence in the record.

23

24

25

26

27

28

21.

22.

UNS Gas is entitled to a gross revenue increase of $5,257,468

The Colnpany's proposed decoupling mechanism proposal, the Throughput
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4

5

6

1 Adjustment Mechanism, is not adopted in this proceeding.

23. The class responsibility for the revenue requirement should be allocated using the

3 methodology of Staffs rate design expert witness.

24. For residential customers under Schedule R10, the basic monthly customer charge

should be increased from $7.00 to $8.50, with a commodity charge increase to $03270 per therm,

based on the revenue requirement established herein.

25. For CARES customers (Schedule R12), the current customer charge of $7.00 should

remain in place, with a commodity charge increase to $0.3270 per therm, based on the revenue

7

8

9 requirement established herein.

10 26.

11

12

27.

14 rates in this proceeding.

15 28. Staffs recommendation to set the DSM adjustor surcharge at an initial level of

16 $0.0025, which reflects exclusion of the baseline cost study, is reasonable. In addition, it is

17 reasonable to require UNS to tile semi-annual reports for the DSM programs, to shift the adjustor

18 filing date to April 1 (with an Adjustor date of June 1), and that the appropriate forum for a full

review of the specific DSM programs is in the separate docket in which there is an application

13

The rates for other customer classes should be set based on Staffs rate design

recommendation, with the customer charges for each class established at the level recommended by

Staff and with volumetric charges based on the revenue requirement determined herein.

The billing determinants proposed by the Company should be employed for setting

19

20

21

22

23

24

25

26

27

28

currently pending.

29. In the event that UNS Gas does not currently have in place a bill statement

contribution option, the Company should implement the change within 60 days of the effective date

of this Decision.

30. The Company's natural gas procurement practices and policies during the audit period

of September 2003 through December 2005 are deemed prudent.

31. UNS Gas has not presented a sufficient justification for approval of the Price

Stabilization Plan.

32. with respect to the Company's Purchased Gas Adjustor mechanism, we adopt Staff' s
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I recommendations, including setting the base cost of gas at zero and increasing the current $0.10 per

2

3

therm adj vestment band to $0.15 per therm.

33. The interest rate for the Company's PGA bank balance should remain in place

4

5

(monthly three-month commercial financial paper rate published by the Federal Reserve), in

accordance with Staff's recommendation.

6 34.

7

8

9

10 35.

11

12

13

14

DSM programs should be funded at the level recommended by Staff: LIW funding

($ll3,400) and 25 percent of the new program costs (8229,l54) should be included in the initial

DSM surcharge, but UNS Gas's portion of the baseline study costs ($82,000) should not be included

in the surcharge initially. Staff' s proposed initial DSM surcharge of $0.0025 is therefore adopted.

With respect to the use of payday loan stores for acceptance of customer payments, the

Company should make every reasonable effort to determine whether other payment locations may be

utilized either in addition to, or in lieu of, the payday loan stores currently used by UNS, and the

Company should file a copy of its recommendations consistent with this directive within 90 days of

the effective date of this Decision.

15 36.

16

17

18

19

20

The Company's line and main extension proposals are a reasonable means of

increasing the up-front contributions required from new customers and developers to connect to the

UNS Gas system, subject to inclusion of the addition of a charge for excess flow valve installation,

and subject to the additional requirement that UNS Gas investigate fully the issue of developer

contributions and present in its next rate case viable alternatives to the proposal adopted herein,

including but not limited to nonrefundable hook-up fees and other measures that would hold harmless

22

23

24

25

26

27

21 existing customers and require greater contributions to ensure that growth pays for itself

37. UNS Gas's proposed billing change, to reduce from 15 days to 10 days, the date for

customers to pay bills before the bills are considered past due, is a reasonable modification that will

make the Company's tariffs consistent with the Cornlnission's Rules and would remove an

inconsistency among the billing tariffs currently in effect for the other UniSource affiliates.

However, in accordance with the Company's agreement to abide by Staffs six-month waiver

recommendation, UNS Gas should not implement the approved billing change for at least six months

following the effective date of this Decision.28
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1 CONCLUSIONS OF LAW

1. UNS Gas is a public service corporation within the meaning of Article XV of the Arizona

3 "institution and A.R.S. §§40-250, 40-251, and 40-367.

2

2. The Commission has jurisdiction over UNS Gas and the subject matter of the above-

5 captioned Rate Case, Prudence Case, and PGA Case.

6 3. The fair value of UNS Gas's rate base is $l84,120,76l, and applying a 6.97 percent rate of

7 return on this fair value rate base produces rates and charges that are just and reasonable.

8 4. The rates, charges, approvals, and conditions of service established herein are just and

9 reasonable and in the public interest.

10

4

ORDER

11 IT IS THEREFORE ORDERED that UNS Gas, Inc., is hereby authorized and directed to tile

12 with the Commission, on or before November 30, 2007, revised schedules of rates and charges

13 consistent with the discussion herein and a proof of revenues showing that, based on the adjusted test

14 year level of sales, the revised rates will produce no more than the authorized increase in gross

IT IS FURTHER ORDERED dirt the revised schedules of rates and charges shall be effective

17 for all service rendered on and after December 1, 2007.

18 IT IS FURTHER ORDERED that UNS Gas, Inc., shall notify its customers of the revised

19 schedules of rates and charges authorized herein by means of an insert, in a form acceptable to Staff,

20 included in its next regularly scheduled billing,.

21 IT IS FURTHER ORDERED that UNS Gas, Inc., shall file in its next rate case more detailed

22 support for allowance of AGA dues and an explanation of how the AGA's activities, aside from

23 marketing and lobbying efforts, benefit the Company's customers.

24 IT IS FURTHER ORDERED that UNS Gas, Inc., should engage in discussions with other

25 stakeholders affected by this issue, participate in the ongoing DSM workshops before the

26 Commission, and, if possible, attempt to develop a decoupling mechanism that does not suffer from

27 the types of deficiencies identified by the parties in this case.

28

15 revenues.

16

IT IS FURTHER ORDERED that if UNS Gas, Inc., does not currently have in place a bill
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1 statement contribution option, it shall implement such a change within 60 days of the effective date of

2 this Decision.

3 IT IS FURTHER ORDERED that UNS Gas, Inc., shall set the DSM adjustor surcharge at an

4 initial level of $0.0025, and shall make its DSM adjustor filing by April l of each year.

IT IS FURTHER ORDERED that UNS Gas, Inc., shall file semi-annual reports for its DSM5

6 programs in accordance with Staffs recommendations.

7

8

9

IT IS FURTHER ORDERED that UNS Gas, Inc., shall tile a copy of its recommendations

regarding available alternatives for payment and service center locations within 90 days of the

effective date of this Decision.

10

11

12

13

14

15

IT IS FURTHER ORDERED that UNS Gas, Inc. shall submit, within 30 days of this

Decision, a revised Excess Flow Valve Installation tariff indicating that all new customers/developers

shall pay the full cost of installation and the payment shall be a contribution (i.e. non-refundable) .

IT IS FURTHER ORDERED that UNS Gas, Inc., shall investigate fully the issue of developer

contributions and present in its next rate case viable alternatives to the proposal adopted herein,

including but not limited to nonrefundable hook-up fees and other measures that would hold harmless

16 existing customers and require greater contributions to ensure that growth pays for itself.

17

18

19

20

21

22

23

24

25

26

27

28
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IT IS FURTHER ORDERED that UNS Gas, Inc., shall not implement the approved billing

2 change to reduce the payment due date, for six months following the effective date of this Decision.

IT IS FURTHER ORDERED that this Decision shall become effective immediately.

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

1

3

4

5

6 41/

7

8

1¢eE@c@IssIonER

10

COMMISSIONER COMMISSIONER

2007.

J

IN WITNESS WHEREOF, 1, DEAN s. MILLER, Interim
Executive Director of the Arizona Corporation Commission,
have hereunto set my hand arid caused the official seal of the
Commission to be affixed at the Capitol, in the City of Phoenix,
this 97 day of MUD

INTERIM EXECUTWE DIRECTOR

/ ;
r
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1

2

3

4

We agree with Staff that it is disturbing that APS was not complying with USOA in recording

its lobbying costs. When APS is concerned about timely recovery of its costs, and the time necessary

to process its rate cases, it certainly does not speed up the process or instill confidence in APS' filings

when the Commission learns that Staff auditors must expend extra time and effort to make sure all

5

6

7

8

9

costs have been appropriately accounted for by the Company. Although APS now says that it agrees

with Staff that all future lobbying expenses should be recorded below-the-line and that any recovery

should in the future be expressed as a pro forma adjustment, and that it has made this change to its

accounting system on a going-forward basis, we will order the Company to comply and expect Staff

and other parties to monitor the Company's continued compliance with this requirement.

10 We agree with RUCO's adjustment to reduce lobbying expense by $785,654. APS did

11

12

13

14

15

16

demonstrate some customer benefits that resulted from its lobbying activities, and with the APS

allocated below-the-line costs together with those excluded in the RUCO adjustment, we find that the

remaining costs are reasonable. However, we agree with Staff that it is not desirable to have to

distinguish between "good" and "bad" lobbying activities. To the extent that in future rate cases APS

proposes pro forma adjustments to recover its below-the-line lobbying expenses, APS must provide

the itemized lobbying costs associated with each benefit it alleges resulted from the specific lobbying

Accordingly, we will reduce operating expense by removing $785,654 of lobbying17 activity.

18 expenses.

19

20

21

22

23

24

25

Incentive Compensation

Stock-Based Incentive Compensation

APS requests $4.8 million in TY operating expense related to its employee stock incentive

program, which it asserts is integral in attracting and retaining high quality management personnel.

Staff recommended eliminating costs associated with APS' stock-based incentive plans, but allowing

recovery of TY expenses for APS' cash-based incentive compensation, approximately $17.8 million.

Staff recommends the costs of the stock-based incentive plan not be included in rates because that

26 compensation program is driven by the financial performance of Pinnacle West Capital Corporation

27

28

1.

1.
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1 ("Pinnacle West"), rather than the operational performance of APS as a public uti1ity.26 Staff

2

3

4

5

6

7

recommends the costs of the cash~based incentive plan be included in rates because the TY level of

those costs was tied to performance measures that benefit APS' customers.

APS argues that the issue is whether APS compensation, including incentives, is reasonable.

APS does not believe that the Commission should look at how that compensation is determined or its

individual components, but rather should just look at the total compensation. The Company argues

that the interests of investors and consumers are not in fundamental conflict over the issue of

8

9

financial performance, because both want the Company to be able to attract needed capital at a

reasonable cost.

10

11

12

13

14

15

16

17

18

19

20

21

22

23 2.

24

We agree with Staff that APS' stock-based based incentive compensation expense should not

be included in the cost of service used to set rates. Contrary to APS' argument that we should not

look at how compensation is determined, we do not believe rates paid by ratepayers should include

costs of a program where an employee has an incentive to perform in a manner that could negatively

affect the Company's provision of safe, reliable utility service at a reasonable rate. As testified to by

Staff witness Dittmer and set out in Staffs Initial Brief; "[e]nhanced earnings levels can sometimes

be achieved by short-term management decisions that may not encourage the development of safe

and reliable utility service at the lowest long-term cost, ... For example, some maintenance can be

temporarily deferred, thereby boosting earnings.... But delaying maintenance can lead to safety

concerns or higher subsequent 'catch-up' costs." (Staff kiitial Brief; pp. 31-31) To the extent that

Pinnacle West shareholders wish to compensate APS management for its enhanced earnings, they

may do so, but it is not appropriate for the util ity's ratepayers to provide such incentive and

compensation. Accordingly, we will reduce operating expense by $4,487,657.27

Cash-Based Incentive Compensation

APS incurred approximately $17.8 million of cash-based (variable) incentive expense during

25

26

27

28

26 "Awards are based on the Company's compound annual growth rate in Earnings Per Share over a dirge-year
performance penlod relative to the S&P Electric Utilities Super Composite EPS growth rate over the same period." APS
Exhibit No. 51, Gordon Rebuttal, p. 21.
27 ACC Jurisdictional amount, Staff Initial Brief, Revised Joint Accounting Schedule, Schedule C-13.
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I

2

3

the TY,28 APS' variable incentive program is an "at risk" pay program where a part of an employee's

annual cash compensation is put at risk and expectations are established for the employee at the start

of the year. If certain performance results are achieved, a predictable award will be earned based

4 upon objective criteria. The actual amount of the award depends upon the achieved results. The

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

intent of the plan is to: link pay with business performance and personal contributions to results,

motivate participants to achieve higher levels of performance, cormnunicate and focus on critical

success measures, reinforce desired business behaviors, as well as results, and to reinforce an

employee ownership culture. (APS Exhibit No. 51, Gordon Rebuttal, p. 8) Staf f did not oppose

inclusion of the TY variable incentive expense in cost of service, noting that although corporate

earnings serve as a threshold or precondition to the payout, the TY level of expense is tied primarily

to performance measures that directly benefit APS customers. (Staff Exhibit No. 43, Dittmer Direct,

P- 110)

RUCO proposed an adjustment reducing APS' cash-based incentive program expense by

approximately 20 percent, or $4,563,000. The adjustment is based on a policy recormnendation that

ratepayers should not be expected to shoulder the entire incentive program that allows ANS

employees to earn additional compensation when APS ratepayers have experienced repeated rate

increases over the past two years. APS opposes RUCO's adjustment as arbitrary and without

analysis or justification. In its Reply Brief, RUCO indicates that it is not recommending adoption of

both the RUCO and the Staff adjustment to incentive pay, and that Commission adoption of either

one would be appropriate. We adopted the Staff adjustment for die reasons set forth above, and

believe that adjustment will reflect an appropriate level of incentive compensation. Therefore we will

22

23

not adopt RUCO's adj vestment.

2.

24

Uncontested Operating Adjustments

Spent Fuel Storage

No party has disputed APS' final adjustment to increase purchased power and Riel costs by

26 $10,653,000 to reflect the Company's ongoing ACC Jurisdictional costs for interim storage of spent

25

27

28

Hz Total expense was $2 l ,727,033, but the Company voluntarily eliminated Officers' cash-based compensation in the
amount of $3,895,147, leaving 517,831 ,886 in the proposed TY cost of service. Staff Exhibit S-34, Dittmer Direct p. 107,
footnote 31 .

a.
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DIRECT TESTIMONY OF FRANK W. RADIGAN
EXECUTIVE SUMMARY

1) The Company's proposed cost of service study uses a Commission accepted method to

allocate costs. The Company has proposed to allocate costs on an across the board basis

except for the CARES customers who receive no increase. In these uncertain economic

times an equal sharing of the rate increase is reasonable. The proposed revenue allocation is

shown on Exhibit 3 and summarized below:

Class of Service

Present

Revenue

Proposed

R e ve r e

Proposed

Increase

Proposed

Percent

Increase

Pesidenlial Service 16%

Commercial Gas Service 13%

Industrial Gas Service

$36,600,943 $37,190,974

$9,910,680 $10,076,399

$246,712 $250,038

$590,030

$165,720

$4,125 1 .7%

$29,732 13%

13%

Public Authority Gas Service $1,1':8,118

Special Gas Light Service $66,940

Inigaiion Service $33,865

$1,807,850

$68,059

$34,431

$1,119

$566 13%

Transportation Customers $3,085,270 $49,761 15%

T otal

$3,036,509

$51,673,?67 $52,514,821 $841,054 1 .6%

2) The Company's proposal not to increase the rates for the CARES customers is reasonable

and abides by recent Commission treatment to these customers of holding them harmless

from rate increase.

3) The Company's proposed rate design that would phase in a 71% increase in the residential

customer charge over three years should be rejected. Instead, the proposed increase in the

customer charges for what the Company describes as Year 1 are reasonable as they increase
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rates towards the indicated cost of service but do not overly increase rates. My proposed

customer charges are summarized in the table below.

Present Proposed Increase % Increase

Residential
Small Commercial & Industrial
Large Commerical and Industrial
Irrigation Service

$ 8.50
13.50

100.00
13.50

$ 10.00
15.50

105.00
15.50

$ 1.50
2.00
5.00
2.00

18%
15%
5%

15%

4) The impact for a Residential Customer from this proposed revenue allocation and rate design

is as follows. The customer charge is proposed to increase from $8.50 per month to $10 per

month and the commodity charge is proposed to decrease slightly from $03270 per therm to

$0.3027 per therm. The average bill for the Residential Class is 45 terms per month and a

customer with such average usage will see an increase of 1 .7%, which is die class average

increase. Detailed bill impacts from each class are shown on Schedule H-4 of Exhibit 3 to

my testimony.
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1 and joined the firm of Louis Berger & Associates as a Senior Energy Consultant. In

2 December 1998, I formed my own Company.

3

4 In my 27 years of experience, Shave testified as an expert witness in utility rate

5 proceedings on more than 80 occasions before various utility regulatory bodies

6 including the Arizona Corporation Commission, die Connecticut Department of

7 Utility Control, the Maryland Public Service Commission, the Massachusetts

8 Department of Telecommunications and Energy, the Michigan Public Service

9 Commission, the New York State Public Service Commission, the New York State

10 Department of Taxation and Finance, die Nevada Public Utilities Commission, the

11 Public Utilities Commission of Ohio, the Rhode Island Public Utilities Corrunission,

12 the Vermont Public Service Board, and the Federal Energy Regulatory Commission.

13

14 I  current l y  adv ise a var ie ty  o f  Regulatory Commiss ions,  consumer advocates,

15 municipal utilities and industrial customers concerning rate matters, including

16 wholesale e lect r i c i t y  ra tes and e lect r i c  t ransmiss ion ra tes.  A  summary of  my

17 qualifications and experience is included as Exhibit 1.

18

19 Q - On whose behalf are you appearing?

20 I am appearing on behalf of the Residential Utility Consumer Cffice of Arizona

21 ("RUCO").

22

23

A.

Q - H a v e  y o u  p r e v i o u s l y testi fied b e f o r e  t h e  A r i z o n a C orpora t i on  C om m i ss i on?
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1 I

2

3

4

5

Y es . I  h a v e  t e s t i f i e d  b e f o r e  t h e  C o m m i s s i o n  p r e v i o u s l y  o n  f o u r  o c c a s i o n s .

t e s t i f i e d  b e f o re  t h e  C o m m i s s i o n  i n  d i e  m o s t  r e c e n t  U N S  E I e c t n l c ,  I n c .  r a t e  c a s e

(D ocke t  N o .  E -042044 -06 -0783 ) ,  t he  m os t  recen t  T ucson  E l ec t r i c  P ow er  C om pany

rate  case (Docket  No.  E-01933A-07-0402),  t he most  recent  Southwest  Gas Company

r a t e  c a s e  ( D o c k e t  N o .  G - 0 1 5 5 1 A - 0 7 - 0 5 0 4 )  a n d  t h e  m o s t  r e c e n t  A r i z o n a  P u b l i c

Serv i ce  Company ra te  case (Docket  No.  E -01345A-08-0172) .6

7 <

8 Q - What is the purpose of the testimony you are presenting?

9 I have been asked to discuss the reasonableness of UNS Gas, Inc.'s (UNS or die

10 Company) proposed cost of service allocation and rate design.

11

12 Q . Could you please summarize your testimony?

13 Yes, based on my review of the filing I have the following conclusions and

14 recommendat i ons :

15 1) The Company's proposed cost of service study uses a Commission accepted

16 method to allocate costs. The Company has proposed to allocate costs on an across

17 the board basis except for the CARES customers who receive no increase. In these

18 uncertain economic times an equal sharing of the rate increase is reasonable.

19

20 2) The Company's proposed rate design that would phase in a 71% increase in the

21 res ident ia l  customer charge over three years should be rejected.  Instead,  the

22 proposed increase in the customer charges for what the Company describes as Year 1

23 are reasonable as they increase rates towards the indicated cost  of  service but  do not

24

A.

A.

A.

overly increase rates.
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1

2

1.

Q-

INTRODUCTION
Please state your name, position and business address.

3 Frank W. Radigan. I am a principal in the Hudson River Energy Company, a

4 consulting firm providing services to the utility industry and specializing in the fields

5 of rates, planning, and utility economics. My office address is 237 Schoolhouse

6 Road, Albany, New York 12203.

7

8 Q - Would you please summarize your education and business experience?

9 I received a Bachelor of Science degree in Chemical Engineering from Clarkson

10 College of Technology in Potsdam, New York (now Clarkson University) in 1981. I

11 received a Certificate in Regulatory Economics from the State University of New

12 York at Albany in 1990. From 1981 through February 1997, I served on the Staff of

13 the New York State Public Service Commission in the Rates and System Planning

14 sections of the Power Division and in the Rates Section of the Energy and Water

15 Division. My responsibilities included resource planning and the analysis of rates,

16 deprec ia t i on  ra tes  and t a r i f f s  o f  e l ec tn ' c ,  gas ,  water  and  s team ud l i des  i n  t he  S ta te

17 and encompassed rate design and performing embedded and marginal  cost  of  serv ice

18 studies as well as depreciation smdies.

19

20 Before leaving the Commission, I was responsible for directing all engineering staff

21 during major proceedings including those re lat ing to rates,  integrated resource

22

A.

A.

planning and environmental impact sMdies. In February 1997, I left the Commission
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1 3) The Colnpany's proposal not to increase the rates for the CARES customers is

2 reasonable and abides by recent Commission treatment to these customers of holding

3 them harmless from rate increase.

4

5 Q - Could you please comment on the Company's cost of service study and revenue

6 allocation?

7 Yes. The Cost of Service Study was prepared and presented by Company Witness

8 Bentley Erdwurm and is described in his pre-filed testimony at pages 9-14. Mr.

9 Erdwurm performed a traditional embedded cost of service study using the

10 Proportional Responsibility method. This method uses the respective class' share

11 of total load in each of the twelve months for the test-year to develop an

12 allocation factor to assign costs. (Erdwunn PFT, page 17) The Proportional

13 Responsibility method drives many significant costs in the class cost-of-service

14 study model (Ibid). The Proportional Responsibility Method has been used in other

15 recent rate case tilings before the Commission including the Company's last rate

16 case (Ibid). Shave reviewed the allocation factors used in the study and the

17 supporting data used to develop them. The results of the cost of service study are

18 presented below:

19

20

21

22

23

A.
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1

UNS Gas, Inc.
Cost of Service Study Results

Rate of
Return

Indexed
Rate of
Return

2

Residential

Total Commercial

Total Industrial

Total Public Authority

Special Gas Light Service

Irrigation

Total Company

5.6%

11.5%

1.4%

7.4%

32.3%

9.2%

6.4%

0.87
1.80
0.23
1.16
5.08
1.44
1.00

3

4

5

6

Even though there is some disparity amongst classes in the indicated rates of retain,

the Company has proposed to allocate revenues on an across-the-board basis. Mr.

Erdwurrn argues that this allocation helps mitigate the adverse rate impact on any

class (Erdwurm PFT, page 17). I agree and support his allocation.

7

8 Q . Could you please comment on the Company's proposed rate design?

9

10

11

12

13

14

15

16

17

18

19

A. Yes, as noted by Company Witness Erdwurm the Company's primary objectives in

rate design is to more equitably collect its fixed costs (Erdwunn PFT page 18).

UNS proposes an increase in monthly customer charges to levels that better match the

true customer-related costs, as indicated by the class cost-of-service study (Ibid). As

Mr. Erdwurm he is seeldng to move the customer costs towards the "bare-bones"

customer charge. "Bare-bones" customer charges restrict the customer classification

to metering, meter-reading, service (service drop) to the specific customer, customer

service and billing (ibid). According to the study, the "bare bones" monthly customer

charges are calculated to be $18.15 for residential service, approximately $19.00 for

small conunerciaVindustrial customers and approximately $220.00 for large

commerciaVindustrial customers (Ibid).
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1

2

3

4

5

6

7

8

9

10

Under Mr. Erdwurm's proposal for residential service, the increases will be phased-in

over three years. Upon approval of this rate case the customer charge will increase

from $8.50 per month to $10 per month. One year after rates are approved the

customer charge will automatically increase from $10 to $12 per month and two years

after rates are approved in this case the customer charge will automatically increase

from $12 to $14 per month. Even after the three year phase in Mr. Erdwurm argues

that the residential customer charge will still be below the "bare-bones" customer

charge of $ l8.15. Customer charges for non-residential classes generally also are

raised closer to levels indicated by the class cost-of-service study but there is no

automatic phase in of cost increases. (Erdwurm PFT pages 18-19).

11

12

13

Q - Do you agree  w i th  M r .  Erdwurl n 's  proposal  on  the  Resi dent i a l  Customer

C h a r g e ?

14 No. While the proposed customer charges are cost-based, the company has ignored

15 the rate design principles of rate stability. Automatic rate increases are generally not

16 apprec ia ted by customers and th i s  i s  especia l l y  t rue when i t  comes to  ra te  increases

17 that can be viewed as a large increase. Mr. Erdwurm's automatic rate increase in the

18 second and third year will increase a small customer's bill by 40%. Outside of a rate

19 case this large of an increase will undoubtedly cause an increase in customer

20 complaints.

21

22 Q - M r .  E r d w u r m argues  tha t  the  very  na tu re  o f U N S ' serv i ce  terr i to ry  causes

23 prob l em s that  m ust  be  addressed  though  the  custom er  charge ,  can  you

24

A.

co m m en t  o n  th a t?
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1 A. Yes. In his testimony Mr. Erdwurm states given that natural gas usage is largely

2 driven largely by weather, the Company's current rates have resulted in customers in

3 cooler areas (i.e., districts with more heating degree days like Flagstaff)

4 subsidizing those living in warmer areas (i.e., districts with less heating degree

5 days like Lake Havasu City). He states that customers in the coldest comers of

6 t he  se rv i ce  t en * i t o ry  -  t hose  a f f ec t ed  m os t  by  r i s i ng  cos t s  on  t he  vo l um e t r i c ,  gas

7 commodity portion of their bills during home heating season .- have borne the

8 additional burden of subsidizing the fixed cost of serving customers who spend their

9 winters in far more moderate climates (Erdwurm PFT pages 20 and 21). This

10 argument is a red herring. Mr. Erdwurm's analysis only looks at the net margin

11 f r o m  s a l e s  f r o m  s m a l l  a n d  l a r g e  c u s t o m e r s  a n d  n o t e s  t h a t  a  l a r g e  c u s t o m e r

12 contributes more than a small. Large customers, however, also are served by large

13 mai ns  and  can  con t r i bu t e  more  t o  peak  i nd i ca t i ng  f l a t  i t  cos t s  more  t o  se rve  t hem.

14 This can only be done through a cost of service study. If Mr. Erdwunn truly

15 believes that UNS should have District rates, then he should present a study which

16 actually studies if there are cost differences to serve the two Districts.

17

18 Q - M r .  E r d w u r m  a r g u e s  t h a t  r e c o v e r y  o f  f i x e d  c o s t s  i n  t h e  c u s t o m e r  c h a r g e  a s

19 compared to the volumetric charge is preferred,  do you disagree?

20 From the utility perspective that is true as they want to be able to recover most of

21 their fixed costs up front. That said, however, in the rate case the Company's rates

22 are designed to recover die total revenue requirement. Thus, the only risk to the

23

A.

Company is between rate cases if customer usage changes to due warmer than
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1 normal weather or customer conservation. On the other hand, there can be colder

2 than average weather and customer growth can occur and this would help the

3 Company. Thus,  a balance m ust  be reached that  t reats the Com pany and the

4 customer fairly.

5

6 Q- What do you recommend be done with the customer charges?

7 A. A reasonable balance is one that recognizes 1) the customer cost indicated by the

8 cost of service study, 2) rate stabil i ty for customers and 3) increasing the amount of

9 money recovered though the fixed charge. To this end I recommend that the

10 Company's proposed customer charge for year one allowed to become effective with

11 no automatic increases allowed. Any further changes to the customer charge would

12 be analyzed again in the next rate case. A summary of the present and proposed

13 customer charges are presented in the table below.

14

Present Proposed Increase % Increase

Residential
Small Commercial & Industrial
Large Commerical and Industrial
Irrigation Service

$ 8.50
13.50

100.00
13.50

$ 10.00
15.50

105.00
15.50

$ 1 .50
2.00
5.00
2.00

18%
15%

5%
15%15

16

17 While the percentage increase appears relatively high given the RUCO is

18 recommending a 1.6% overall increase, the dollar increases are low, however, with a

19 residential custolner's bill increase by only $1.50 per month. In addition, for each

20 class the average customer receives a reasonable increase. For example, the average

21 usage for a residential customer 45 terms per month and this customer will see an
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1 increase in their bill of 1.7% which is almost equal to the overall average increase

2 being given to the Company of 1.6%.

3

4 Q . Please discuss the bill impact of your proposed rates for the Residential Class.

5 A. The customer charge is proposed to increase from $8.50 per month to $10 per month

6 and the commodity charge is proposed to decrease slightly from $03270 per therm

7 to $03027 per therm. The average bill for this class is 45 terms per month and a

8 customer with such average usage will see an increase of 1.7% which is due class

9 average increase. Typical bills for the full range of residential usage are included in

10 E>d1ibit 3 (RUCO UNS Gas Schedule H, Schedule H-4, page 1).

11

12 Q- Please discuss the bill impact of your proposed rates for the Small Commercial

13 Class (C~20).

14 The customer charge is proposed to increase 80m $13.50 per month to $15.50 per

15 month and the commodity charge is proposed to decrease slightly from $02638 per

16 then to $02600 per therm. The average bill for this class is 214 thorns per month,

17 and a customer with that usage will see an increase of 1.7% which is the class

18 average increase.

19 .,\

20 Q- Please discuss the bill impact of your proposed rates for the Large Volume

21 Industrial (I-32).

22 The customer charge is proposed to increase from $100.50 per month to $105.00 per

23

A.

A.

month and the commodity charge is proposed to increase slightly from $0.0952 per
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1 therm to $0.0966 per therm, The average bill for this class is approximately 20,000

2 terms per month, and a customer with that usage will see an increase of 1.7%,

3 which is the class average increase.

4

5 Q- Please discuss the bill impact of your proposed rates for the CARES Residential

6 Customers (R-12).

7 A. The Company has proposed to retain the CARES pricing plan, and proposes to

8 hold the customer charge and the non-commodity volumetric charges at the

9 current levels (Erdwurm PTF page 26). I agree this has been the adopted

10 method in the recent TEP rate case and what staff proposed in the ongoing

11 Arizona Public Service rate case. As shown on Exhibit 3, Schedule H-4, page

12 2, these customers will see no increase.

13

14 Q , Does this conclude your testimony?

15 A. Yes.

16

17

18
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FRANK w. RADIGAN

B.S., Chemical Engineering -- Clarkson University, Potsdam, New York (1981)

Certificate in Regulatory Economics -- State University of New York at Albany (1990)

I998-Present Principal, Hudson River Energy Group, Albany,NY - Provide research, technical evaluation,
due diligence, reporting, and expert witness testimony on electric, steam, gas and water utilities. Provide
expertise in electric supply planning, economics, regulation, wholesale supply and industry restructuring
issues. Perform analysis of rate adequacy, rate unbundling, cost-of-sewice studies, rate design, rate
structure and multi-year rate agreements. Perform depreciation studies, conservation studies and proposes
feasible conservation programs.

1997-1998 Manager Energy Planning, Louis Berger & Associates, Albany,NY - Advised clients on rate
setting, rate design, rate unbundling and performance based ratemaldng. Served a wide variety of clients in
dealing with complexities of deregulation and restructuring, including OATT pricing, resource adequacy,
asset valuation in divestiture auctions, transmission planning policies and power supply.

198I~1997 Senior Valuation Engineer, New York State Public Service Commission, Albany,NY .- Starting as
a Junior Engineer arid worldng progressively through the ranks, served on the Staff of the New York State
Department of Public Service in the Rates and System Planning Sections of the Power Division and in the
Rates Section of the Gas and Water Division. Responsibilities included the analysis of rates, rate design
and tariffs of electric, gas, water and steam utilities in the State and performing embedded and marginal
cost of service studies. Before leaving the Commission, was responsible for directing all engineering staff
during major rate proceedings.

Electric power restructuring, wholesale and retail wheeling rates, analysis of load pockets and market power,
divestiture, generation planning, power supply agreements and expert witness testimony, retail access, cost of
service studies, rate unbundling, rate design and depreciation studies.

Wholesale Commodity Markets

Transmission Expansion Planning- Various Utilities -- Member of Transmission Expansion Advisory Committee
in the New England Power Pool -- the Committee is charged with the study of transmission expansion needs in the
deregulated New England electric market. Ongoing

Locational Based Pricing - Reading Municipal Light Department -- Using GE multi-area production simulation
model (MAPS), analyzed New England wholesale power market to cost differences between various generators and
load centers. 2003
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Merchant Plant Analysis - Confidential client - Using GE multi-area production simulation model (MAPS),
analyzed New York City wholesale power market to determine economics of restructuring PURPA era contract to
market priced contract. 2002

Market PriceForecasting.- EL Paso Merchant Energy .- Analyzed New England power market using MAPS for
purpose of pricing natural gas supply in order to ensure that plant was dispatched at 70% capacity factor as required
under its gas supply contract. 2002

Market Price Analysis - Novo Windpower - Analyzed hourly market price data in New York for each load zone in
State in order to optimize location of new wind power projects. 2002

Gas Aggregation.- Village of Ilion .- Advised client on costs/benefits of aggregating residential gas customers for
purpose of gas purchasing. 2002

Gas Procurement - Albany County, New York - Assisted client in analysis of economics of existing gas purchase
contract, negotiated termination of contract, designing request for proposal for new natural gas supply. 2000

HQ Prudence Review - Selected by Vermont Public Service Board to perform prudence review power supply
contract between Hydro Quebec and Central Vermont Public Service Corporation. 1998

Wholesale Power Supply - Prepared comprehensive RFP to optimize power supply for Solvay municipal utility by
complementing existing low cost power supplies in order to entice new industrial load to locate within Village.
1997

Analysis of Load Pockets and Market Power - Performed analysis of load pockets and market power in New
York State; determined physical and financial measures that could mitigate market power. 1996

Study of APP Contracts and Impacts in New York Performed study to determine rate impacts of power purchase
contracts entered into by investor owned utilities and independent power producers (ImPs), separately measured rate
impacts resulting from statewide excess-capacity, determined level of non-optimal reserves for each utility. 1995

Power Purchase Contract Policies and Procedures - Directed NYSPSC Staff teams in formulation of short- and
long-run avoided cost estimates (LRACs) using production simulation model (PROMOD), forecasted load and
capacity requirements, developed utility buy-back rates; presented expert witness testimony on buy-back rate
estimates and calculation methodologies, thereby implementing curtailment of ImPs as allowed under PURPA.
l990- l994

Integrated Resource Planning- Led NYSPSC Staff team's examination of each utility's IP process and
examination of impacts of processes and regulatory policies influencing the decision malting process. 1994

Intrastate Wheeling Commission Transmission Analysis and Assessment - Chairman of NYSPSC Proceeding to
examine plans for meeting future electricity needs in New York State. Addressed measures for estimating and
allocating costs of wheeling, including embedded cost, short-run marginal cost and long run incremental cost
retrods. 1990

Rate Setting

Rate CaseCost of Service Study -.. Stowe Electric Department, NY - For small municipal electric utility, assisted
in the preparation full cost of service study before the Vermont Public SeMce Board. 2009

Rate Case Cost of Service Study- Village of Greene, NY -- For small municipal electric utility, assisted in the
preparation full cost of service study before the New York Public Service Commission. 2008

Page 3 of ll



Rate Case Cost of Service Stu dy - Village of Bath, NY - For small municipal electric utility, assisted in the
preparation full cost of service study before the New York Public Service Commission. 2008

Rate Case Cost of Service Study - Village of Richmondville, NY .- For small municipal elect*ic utility, assisted in
the preparation full cost of service study before the New York Public Service Commission. 2008

Economic Development Rate._ Messene Electric Department -- For municipal electric utility, developed tariffs for
economic development rates for new or expanded load.

Rate CaseCost of Service Study- Village of Hamilton, NY - For small municipal electric utility, prepared full
cost of service study before the New York Public Service Commission. 2004

Rate Study._ Pascoag Utility District - Reviewed the application of the Power Authority of the State of New York
to increase rates to its wholesale power customers. 2003

Rate Study - Kennebunk Power and Light Department .- Performed rate study of new multi-year wholesale power
contract against existing rates to determine impact on overall revenue recovery and cash Hows of utility. 2003

Rate Case Cost of Service Study - Village of Arcade, NY - For small municipal electric utility, assisted in the
preparation full cost of seMce study before the New York Public Service Commission. 2003

Rate Case Cost of Service Study - Village of Philadelphia, NY - For small municipal electric utility, assisted in
the preparation full cost of service study before the New York Public Service Commission. 2003

Rate Case Cost of Service Study - Village of Hamilton, NY - For small municipal electric utility, prepared full
cost of service study before the New York Public Service Commission. 2004

Rate Case Cost of Service Study - Fillmore Gas Company - For small natural gas local distribution company,
perfomiing cost of service study for internal budget controls and formal rate case before the New York Public
Service Commission. 2003

Rate Case Cost of Service Study - Rowlands Hollow Water Works ... For small water company, performing cost of
service study for internal budget controls and formal rate case before the New York Public Service Commission.
2003

Standby Rates - Independent Power Producers of New York -. Analyzed reasonableness of proposed standby rates
of Niagara Mohawk Power Corporation, proposed alternate rate designs, participated in settlement negotiations for
new rates. 2002

Economic Development Rates - Pascoag Utility District - Designed new cost based economic development rates
charged to large industrial customer contemplating locating within the municipality. 2002

Municipalization Study .- Kennebunk Power and Light Department .- Performed economic analysis of municipal
utility serving remaining portions of Village not already served, performed valuation of the plant currently ovlmed by
Central Maine Power. 200 l

Water Rate Study.- Pascoag Utility Distnlct - Performed cost of service study for water utility, presented alternate
methods of funding revenue requirement. 2001

Pole Attachment Rates.-. Middleborough Gas and Electric Department - Designed cost based pole attachment rates
charged to CATV customers. 2000

ISO Service Tariff -- On behalf of three municipal utilities, analyzed cost basis and proposed rate design of ISO
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Service Tariffs. 2000

Pole Attachment Rates - City of Farmington, New Mexico municipal electric department ,- Designed cost based
pole attachment rates for CATV customers. 1999

OATT Rates - On behalf of four municipal utilities in New England - Developed cost based annual revenue
requirements for regional network transmission rates, represent utilities before ISO New England committees on
transmission rate setting issues. 1998-2004

Consolidated Edison Restructuring- Member NYPSC Staff team - Negotiated major restructuring settlement
with Consolidated Edison, which decreased utility's rates by $700 million over live years; implemented retail access
program, performed rate unbundling, divestiture of utility generation and the allowance of the formation of a
holding company, accelerated depreciation of generation, established customer education programs on restructuring,
established service quality and service reliability incentive to ensure that provision of electric service will diminish
as competitive market emerges. The agreement served as the template for restructuring in New York. 1997

Cost-of-serviee Review and Rate Unbundling.- Performed rateunbundling of retail rates of Orange & Rocldand
Utilities, Inc. to facilitate delivery of New York Power Authority energy to customer located in Orange &
Rocldand's service territory. 1992

Vintage Year Salvage and Study - Managed joint study of staff from Rochester Gas and Electric Corporation and
NYSPSC to determine feasibility of using vintage year salvage accounting for determining future salvage rates.
1985

EnvironmentalIssues

Energy Conservation Study -Pascoag Utility District - Designed energy conservation rebate program based on
cost benefit study of various alternatives. Program funded through State mandated collection of energy
conservation monies from ratepayers. 2002

Clean Air Act Lawsuit - New York State Attorney General .- Investigated modifications made at coal fired
generating units of New York utilities to determine whether Maj or modifications were made with obtaining pre-
construction permits as required by the prevention of Significant Deterioration (PSD) provisions of the Act. 1999-
2002.

Environmental Impact Study and Simulation Modeling Analysis.- Analyzed potential environmental impacts of
restructuring electric industry in NY using production simulation model PROMOD. 1996

Renewable Resources- Project Leader in NYSPSC proceeding regarding development and implementation of
utility plans to promote use of renewable resources. 1995

Environmental and Economic Impacts Study - Directed study of pool-wide power plant dispatch with
environmental adders to determine environmental and economic effects of dispatching electric power plants with
monetized environmental adders. 1994

Clean Air Impact Study - Directed study of effects of die Clean Air Act of 1990. Measured statewide cost savings
if catalytic reduction control facilities were elected to comply wide 1990 Clean Air Act Amendments; installed
components on units in metropolitan NY region. 1994

Environmental Externalities and Socioeconomic Impacts Study .- Managed NYSPSC proceeding to determine
whether to incorporate environmental costs into Long-Run Avoided Costs for the State's electric utilities. Study
purposes: explore the socioeconomic impacts of electric production as compared with DSM, monetize
environmental impacts of electricity. 1993
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Case 08-E-0539 - Consolidated Edison - Electric Rates -- On behalf of County of Westchester testified to the
reasonableness of the Company's proposal to increase retail electric rates by $854 million. 2008

Docket No. 08-07-04 .- United Illuminating - On behalf of due Connecticut Office of Consumer's Counsel examined
the reasonableness of the Company's proposed construction budget. 2008

Docket No. 08-06036 .- Spring Creek Utilities - On behalf of die Nevada Attorney General's Bureau of Consumer
Protection testified on the overall revenue requirement, the cost allocation and amortization of a new financial
accounting system, the appropriate level of rate case expense, allocation of corporate salaries, recovery of property
taxes, and rate design. 2008

D.P.U. 8-35 .- New England Gas Company - On behalf of the Massachusetts Attorney General testified to the
reasonableness of the Company's request to increase rates in light of the terms of a previous settlement, the level of
expenses being charged from the parent Company to the affiliate, the proposed increase in deprecation expense and
the proposed revenue allocation and rate design. 2008

Docket No. 08-96 - Artesian Water Company - on behalf of the Staff of the Delaware Public Service Commission
examined the reasonableness of the Company's cost of service study and proposed revenue allocation and rate
design. 2008

Docket No. E-01345A-08-0172 - Arizona Public Service on behalf of the on behalf of the Arizona Corporation
Commission examined the reasonableness of the Company's embedded cost of service study, proposed revenue
allocation, proposed rate design and proposal regarding demand side management cost recovery. 2009

Docket No. 05-03-l7PH02 - Southern Connecticut Gas Company - on behalf of the Connecticut Office of
Consumer's Counsel examined the reasonableness of the Company's embedded costs of service study and proposed
revenue allocation and rate design. 2008

Docket No. 06-03-04PH02 .-- Connecticut Natural Gas Corporation .- on behalf of the Connecticut Office of
Consumer's Counsel examined the reasonableness of the Company's embedded cost of service study and proposed
revenue allocation and rate design. 2008

Docket No. G-01551A-07-0504 - Southwest Gas Corporation - on behalf of the Alizona Corporation Commission
examined the reasonableness of the Company's embedded cost of service study, proposed revenue allocation,
proposed rate design and proposals regarding revenue decoupling. 2008

Docket No. E-01933A-07-0402 - Tucson Electric Power Company -- on behalf of the Arizona CorporatioN
Commission examined the reasonableness of the Company's embedded cost of service study, proposed revenue
allocation, proposed rate design and proposals regarding mandatory time of use rates. 2008

Docket No. 07-09030 .- Southwest Gas Corporation - on behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed depreciation rates. 2008

Civil Action 05-C-457-1 - Dominion Hope - on behalf of former employee of the utility examined the utility's
hedging and sales for resale practices between affiliates. 2008

Case 07-829-GA-AIR - Dominion East Ohio - on behalf of the Office of the Ohio Consumer's Counsel examined
the reasonableness of the Company's embedded cost of service study, proposed revenue allocation and rate design
and examined the reasonableness of proposals on revenue decoupling and straight fixed variable rate design. 2008
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Case 07-S-1315 -- Consolidated Edison Steam Rates -- On behalf of County of Westchester testified to the
reasonableness of the method of allocating costs between the utility's steam system and its electric system. 2008

Case No. 9134 - Green Ridge Utilities, Inc. - on behalf of the Maryland Office of People's Counsel examined the
reasonableness of the utility's proposed rate application including the appropriate cost allocation and amortization
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting
system project), the appropriate level of rate case expense, the requested rate of return and the appropriate level and
allocation for cannon expenses from the parent company. 2008

Case No. 9135 -- Provinces Utilities, Inc. - on behalf of the Maryland Office of People's Counsel examined the
reasonableness of the utility's proposed rate application including the appropriate cost allocation and amortization
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting
system project), the appropriate level of rate case expense, the requested rate of return and the appropriate level and
allocation for common expenses from the parent company. 2008

Case 07-M-0906 - Energy East and Iberdola - On behalf of Nucor Steel, Auburn, Inc. examined the reasonableness
of the proposed Acquisition of Energy East Corporation by Iberdrola merger. 2008

Case 07-E-0523 - Consolidated Edison - Electric Rates -- On behalf of County of Westchester testified to the
reasonableness of the Company's proposal to increase retail electric rates by over S1 .2 billion or 33%. 2007

Docket Nos. ER07~459-002, ER07-513-002, and EL07-11-002 - Vermont Transco -- on behalf of the Vermont
Towns of Stowe and Hardwick, and the Villages of Hyde Park, Johnson and Morrisville on whether the direct
assignment and rate impacts of a proposed transmission line were with current policy of the Federal Energy
Regulatory Commission 2007

Docket No. 07-05-19 -- Aquarion Water Company - On behalf of the Connecticut Office of Peoples Counsel
examined the reasonableness of the utility's proposed revenue allocation, rate design, weather normalization and
depreciation rates 2007

Docket No. E-04204A-06-0783 .- UNS Electric - On behalf of the Arizona Corporation Commission testified on the
reasonableness of the utility's proposed revenue allocation and rate design. 2007

Docket Nos. 06-11022 and 06-11023 - Nevada Power Company - On behalf of the Staff of the Nevada Public
Utilities Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels.
2007

Case 06-G-1186 - KeySpan Delivery Long Island .- on behalf of the Counties of Nassau and Suffolk analyzed the
Company's proposed rate design and its for amortization of costs for expenditures relating to Manufactured Gas
Plants. 2007

Case 06-M-0878 ... National Grid and KeySpan Corporation -» on behalf of the Counties of Nassau and Suffolk
analyzed the public benefit of the proposed merger, customer service, demand side management programs, rate
relief as it relates to competition and customer choice, the repowering of the existing generating stations on Long
Island, and the remediation of contamination caused by Manufactured Gas Plants. 2007

Docket No. 06-07-08 - Connecticut Water Company ... On behalf of the Connecticut Department of Utility Control
examined the reasonableness of the utility's proposed depreciation rates, revenue allocation and rate design. 2006

Docket No. EL07-11-000 .- Vermont Transco -- on behalf of the Vermont Towns of Stowe and Hardwick, and the
Villages of Hyde Park, Johnson and Morrisville evaluated whether the proposed and subsequently abandoned
allocation of costs for the Larnoille County Project was reasonable and whether the direct assignment and rate
impacts of a proposed transmission line were with current policy of the Federal Energy Regulatory Commission.

Page 7 of 11



4

2006

Case 05-S-l376 - Consolidated Edison .- Steam Rates -- On behalf of County of Westchester testified to the
reasonableness of the method of allocating costs between the utility's steam system and its electric system. 2006

Docket No. 06-48-000 - Braintree Electric Light Department - On behalf of the municipal utility presented an cost
of service study used to calculate the annual revenue requirement for a generating station that was deemed to be
required for reliability purposes. 2006

Case 05-E-1222 -. New York State Electric and Gas Corporation - On behalf of Nucor Steel, Auburn, Inc. examined
the reasonableness of the utility's proposed average service lives, forecast net salvage figures, and proposal to
switch from whole life to remaining life method. 2006

Docket No. 05-10004 - Sierra Pacific Power Company - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed electric depreciation rates and expense levels.
2006

Docket No. 05-10006 .- Sierra Pacific Power Company - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed gas depreciation rates and expense levels. 2006

Docket No. ER06-l7-000 - ISO New England, Inc. - On behalf of a group of municipal utilities in Massachusetts
prepared an affidavit on the reasonableness of proposed changes to the Regional Network Service transmission
revenue requirements rate setting formula. 2005

Case 04-E-0572 .- Consolidated Edison - Electric Rate .- On behalf of the County of Westchester testified to the
reasonableness of the Company's revenue allocation amongst service classes and the company's fully allocated
embedded cost of service study. 2004

Docket No. 04-02-14 -- Aquarion Water Company - On behalf of the Connecticut Department of Utility Control
examined the reasonableness of the utility's proposed depreciation rates, weather normalization proposal and certain
operation and maintenance expense forecasts. 2004

Docket No. U-13691 - Detroit Thermal, LLC -- On behalf of the Henry Ford Health Systems testified on the
reasonableness of the utility's proposed default tariffs for steam service. 2004

Docket No. 04-3011 .- Southwest Gas Corporation - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels. 2004

Docket No. ER03-563-030 -- Devon Power, LLC, et al. - On behalf of the Wellesley Municipal Light Plant filed a
prepared affidavit with FERC with respect the proposal of ISO New England, Inc. to establish a locational Installed
Capability market in New England. 2004

Docket No. 03-10002 .- Nevada Power Company - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels. 2004

Case 03-E-0765 .- Rochester Gas and Electric Corporation - Before the New York Public Service Commission
submitted testimony on rate design, rate unbundling, depreciation, commodity supply and reasonableness and
ratemaldng treatment of proceeds from the sale of a nuclear generating plant. 2003

New York State Department of Taxation and Finance Versus Brooklyn Navy Yard Cogeneration Partners -
Testified on behalf of independent power producer in income tax case regarding tax payments associated with gas
used to produce electricity. Testimony focused on raternaldng policies and practices in New York State. 2003
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Docket No. 2930 -- Narragansett Electric - Before the Rhode Island Public Utilities Commission submitted
testimony on the reasonableness of the utility's proposed shared savings filing and its implications for the overall
reasonableness of the Company's distribution rates. 2003

Docket No. 03-07-01 .- Connecticut Light and Power Company - Before the Connecticut Department of Public
Utility Control testified to the recovery of "federally mandated" wholesale power costs. 2003

Docket No. ER03-1274-000 .- Boston Edison Company ... Before the Federal Energy Regulatory Commission
submitted affidavit on the reasonableness of the utility's proposed depreciation rates and expense levels. 2003

Case 210293 - Coming Incorporated - Before the New York Public Service Commission submitted an affidavit on
certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in New York
and the utility's billing practices as they relate to flex rate contracts. 2003

Case 332311 - Nucor Steel Auburn, Inc. - Before the New York State Public Service Commission submitted an
affidavit on certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in
New York and the utility's billing practices as they relate to flex rate contracts. 2003

Case 6455/03 - Prepared affidavit for consideration by the Supreme Court of the State of New York as to the
purpose, need and fuel choice for the Jamaica Bay Energy Center (Jamaica Bay) as it related to good utility planning
practice for meeting the energy needs of utility customers. 2003

Case 00-M-0504 - New York State Electric and Gas Corporation .... Reviewed reasonableness of utility's fully
allocated embedded cost of service study and proposed unbundled delivery rates. 2002

Docket No. TX96-4-001 - On behalf of the Suffolk County Electrical Agency proposed unbundled embedded cost
rates for wheeling of wholesale power across distribution facilities. 2002

Case 00-E-1208 .- Consolidated Edison: Electn'c Rate Restructuring - On behalf of Westchester County, addressed
reasonableness of having differentiated delivery services rates for New York City and Westchester. 200 l

Case 01-E-0359 - Petition of New York State Electric & Gas - Multi-Year Electric Price Protection Plan .--
Addressed reasonableness of Price Protection Plan (PPP), presented alternative rate plan that called for 20%
decrease in utility's base rates. 200 l

Case 01-E-0011 .- Joint Petition of Co-Ovmers of Nine Mile Nuclear Station - Addressed the reasonableness of the
proposed nuclear asset sale and the ratemaldng treatment of the after gain sale proposed by NYSEG. 200 l

Docket No. EL00-62-005 - ISO New England Inc. - Submitted affidavit on reasonableness of ISO's proposed
$4.75/kW/month Installed Capability Deficiency Charge. June 2001 .

Docket No. EL00-62-005 - ISO New England Inc. - Submitted affidavit on reasonableness of proposed
$0.17/kW/month Installed Capability Deficiency Charge. January 200 l

Docket No. 2861 - Pascoag Fire District: Standard Offer, Charge, Transition Charge and Transmission Charge -
Testified on elements of individual charges, procedures for calculation and reasons for changes from previous filed
rates. 2001

Case 96-E-0891 ... New York State Electric & Gas: Retail Access Credit Phase - On behalf of a large industrial
customer, testified on cost of service considerations regarding NYSEG's earnings performance under the terms of a
multi-year rate plan and the appropriate level of Retail Access Credit for customers seeking alternate service from
alternate suppliers. 2000

Docket No. ER99-978-000 - Boston Edison Company: Open Access Transmission Tariff .- Testified on design,
J
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revenue requirement, and reasonableness of proposed formula rates proposed by Boston Edison Company for
calculating charges for local network transmission service under open access tariff. 1999

Docket Nos. OA97-237-000, et. al..- New England Power Pool: OATT - Testified on design, revenue requirement,
and reasonableness of proposed formula rate for transmission service, testified to proposed rates, charges, terms and
conditions for ancillary services. 1999

Docket No, 2688 - Pascoag Fire District: Electric Rates - Testified on elements of savings resulting from
renegotiation of contract with wholesale power supplier and presented analysis that justified need for and amount of
base rate increase. 1998

New York State Department of Taxation and Finance Versus Zap co Energy Tactics Corporation - Testified on
behalf of independent power producer in income tax case regarding tax payments associated with electric
interconnection equipment. Testimony focused on policies and practices faced in doing business in New York
State. 1998

Docket No. 2516 -- Pascoag Fire District: Utility Restructuring ,- Testified on manner and means for utility's
restructuring in compliance with Rhode Island Utility Restructuring Act of 1996. Testimony presented a
methodology for calculating stranded cost charge, unbundled rates, and new terms and conditions of electric seMces
in deregulated environment. 1997

Case 94-E-0334 - Consolidated Edison: Electric Rates - Led Staff team in review of utility's multi-year rate filing
seeldng increased rates of $400 million. Directed team in review of resource planning, power purchase contract
administration, and fuel and purchased power expenses and testified on reasonableness of company's actions
regarding buy-out of contract with an independent power producer and renegotiation of contract with another
independent power producer. Lead negotiations for multi-year settlement and performance-based ratemaldng
package that resulted in a three-year rate freeze. 1994

Case 93-G-0996 - Consolidated Edison: Gas Rates - Testified on reasonableness of utility's proposed depreciation
rates. 1994

Case 93-S-0997 .- Consolidated Edison: Steam Rates
steam utility system. 1994

.- Testified on reasonableness of utility's resource planning for

Case 93-S-0997 and 93-G-0996 - Consolidated Edison: Steam Rates -- Testified on reasonableness of multi-year
rate plan proposed by the utility. 1994

Case 94-E-0098 - Niagara Mohawk: Electric Rates - Reviewed utility's management of its portfolio of power
purchase contracts with independent power producers for the reasonableness of recovery of costs in retail rates.
1994

Case 93-E-0807 - Consolidated Edison: Electric Rates - Testified on rate recovery mechanism for costs associated
with termination of five contracts with independent power producers. 1993

Case 92-E-0814 - Petition for Approval of Curtailment Procedures -- Testified on methodology for estimating
amount of power required to be curtailed and staff' s estimate of curtailment. 1992

Case 90-S-0938 -. Consolidated Edison: Steam Rates - Testified on reasonableness of utility's embedded cost of
service study, and proposed revenue re-allocation and rate design. 1991

Case 91-E-0462 - Consolidated Edison: Electn'c Rates .- Implementation of partial pass~through fuel adjustment
incentive clause. 199 l

Case 90-E-0647 - Rochester Gas and Electric: Electric Rates -. Analysis and estimation of monthly fuel and
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purchased power costs for use in utility's performance based partial pass-through feel adjustment clause. 1990

Case 29433 - Central Hudson Gas and Electdc: Electric Rates -. Analysis of utility's construction budgeting
process, rate year electric plant in service forecast, lease revenue forecast, forecast and rate treatment of profits from
sales of wholesale power and estimation of fuel and purchased power expenses for use in the utility's partial pass-
dirough fuel adjustment clause. 1987

Case 29674 - Rochester Gas and Electric: Electric Rates - Review of utility's historic and forecast O&M
expenditure levels forecast and rate treatment of profits from wholesale power, and estimation of fuel and purchased
power expenses, and price out of incremental revenues from increased retail sales. 1987

Case 29195 -- Central Hudson Gas and Electric: Electric Rates -- Review of utility's construction budgeting process,
analysis of rate year electric plant in service, forecast and rate treatment of profits from sales of wholesale power,
and estimation of fuel and purchased power expenses. 1986

Case 29046 - Orange and Rocldand Utilities: Electric Rates - Tesdlied on the reasonableness of the utility's
proposed depreciation rates and expense levels. 1985

Case 28313 - Central Hudson Gas and Electric: Electric Rates - Review of utility's construction budgeting process,
analysis of rate year electric plant in service forecast, review of rate year operations and maintenance expense
forecast, forecast and rate treatment of profits from sales of wholesale power, estimation of fuel and purchased
power expenses, 1984

Case 28316 - Rochester Gas and Electric: Steam Rates - Price out of steam sales including the review of historic
sales growth, usage patterns and forecast number of customers. 1984

National Association of State Utility Consumer Advocates Annual Conference, 2008
"Smart Metering"

Speaker on a case study of

Multiple Interveners Annual Conference .- What Will Impact Market Prices? 1998, Syracuse, New York - Speaker
on the impact that deregulation would have on market prices for large industrial customers.

IBC Conference - Successful Strategies for Negotiating Purchased Power Contracts, 1997, Washington, DC -
Speaker on NY power purchase contract policies, ratepayer valuation, contract approval process and policy on
recovery of buyout costs.

Gas Daily Conference -. Fueling the Future: Gas' Role in Private Power Projects, 1992, Houston, Texas - Panel
member addressing changing power supply requirements of electric utilities.

Member Municipal Electric Utility Association, Northeast Public Power Association and New York State ISO.
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Exhibit 2
RUCO Proof of Revenues
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UNS GAS, INC. REVENUE ANNUALIZATIDN
TEST PERIOD TME JUNE 30, 2008

RUCO REVENUE ANNUAL . 1
PAGE 1 OF 2

Line
No. Class of Service

Total TY
Unadjusted
Billing Units

Existing Rates
as of Dec 1,

2007
Unadjusted
Revenues Revenue Annualization

Revenue
Annualization
Adjustment

1 ,507,223
70,723,037

$850
$(),3270

1
2
3

Residential Service (R10)
Customer Charge
Distribution Margin Thermo
TOTAL R10 534,867,289

$12,811 ,395
$23,126,433
$35,937,829 $1 ,070,540

4
5
6
7

80,938
667,584
393,511

2,417,281

$100
$0,3270
$0.3270
$0. 1770

Residential Service Cares (R12)
Customer Charge
Distribution Margin Therms - Summer
Distribution Margin Thermo - Winter
Distribution Margin Therms - Winter
TOTAL R12 $1 ,332,455

$586,566
$2181300
$128,678
$427,859

$1 ,341 ,403 $8,947

137,081
30,119,256

$13.50
$02538

B
g
10

Small Volume Commercial Sewlce (C20)
Customer Charge
Distribution Margin Therms
TOTAL R20 $3,542,274

$1 ,B50,594
$7,945,460
$9v796,053 $253,779

182
1 ,442,578

$100.00
$0.1718

11
12
i s

Large Volume Commercial Service (C22)
Customer Charge
Distribution MarginTherms
TOTAL R22 $258,592

$18,200
$247,835
$265,035 $7,443

125
3,344,634

$100,00
$0.1718

14
15
16

Large Volume Commercial Transportation Service
Customer Charge
Distribution Margin Thermo
TOTAL R22 $562,917

$12,500
$574,608
$587,108 $24,191

212
502,579

$13.50
$02356

16
17
18

Small Volume Industrial Service (I-30)
Customer Charge
Distribution Margin Thermo
TOTAL 130 $119,265

$2,862
$118,408
$121 ,270 $2,005

68
1 ,246,247

$100.00
$00952

19
20
21

Large Volume Industrial Service (I-32)
Customer Charge
Distribution Margin Therms
TOTAL 132 $121,731

$6,800
$118,643
$125,443 $3,712

141
11 ,443,573

$100.00
$00952

22
23
24

Large Volume Industrial Transportation Service
Customer Charge
Distribution Margin Thermo
TOTAL 132 $1,070,974

$14,100
$1 ,0B9,42B
$1,103,528 $32,554

12,747
82

5,797,679

$13.50
$30.00

$02593

25
26
27
28

Small Volume Public Authority (PA-40)
Customer Charge
Customer Charge - CNG
Distribution Margin Therms
TOTAL PA40 $1 ,652,3B2

$172,085
$2,460

$1 ,503,33B
$1,677,883 $25,500

60
1225,072

$100.00
$01198

29
30
31

Large Volume Public Authority (PA-42)
Customer Charge
Distribution Margin Therms
TOTAL PA42 $149,735

$6,000
$145,764
$152,784 $3,029



* 4

UNS GAS, INC. REVENUE ANNUALIZATION
TEST PERIOD TME JUNE 30, 200B

Ruck REVENUE ANNUAL . 1
PAGE 1 OF 2

Existing Rates
as of Dec 1,

2007
Unadjusted
Revenues Revenue Annualizatlon

Revenue
Annualization
Adjustment

$100.00
$01198

Total TY
Line Unadjusted
No. Class of Service Billing Units

Large Volume Public Authority Transportation Service
32 Customer Charge 86
33 Distribution Margin Therms 5,127,210
34 TOTAL PA42 $611 ,520

$B,S00
5514,240
$622,840 $11,320

$15.17
$18.20

35
36
37

Special Gas Light Service (PA-44)
Customer Charge Lighting Group A
Customer Charge Lighting Group B
TOTAL PA44

108
3,585

145,405 $64,425

$1,838
$65,302
$55,940 $2,515

G0
104,267

$13.50
$03192

38
39
40

Irrigation Service (IR-60)
Customer Charge
Distribution MarginTherms
TOTAL INGO $31,451

$810
$33,282
$34,092 $2,641

36
7,564,291

$10090
$0.0B67

41
42
43

T1 Contract Customers
Customer Charge
Distn'bution Margin Therms
TOTAL IR60 $555,957

$3,600
$655,582
$659,182 $225

12
1,151,133

$100.00
$00544

44
45
46

T2 - Customer
Customer Charge
Distribution Margin Themls
TOTAL Ipso $63,777

$1 ,200
$52,652
$63,852 $75

47 Customers 1,7391077

48 Therms 140,998,057

49 Revenue $51,107,743 $52,556,220 $1,448,476
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Exhibit 3
Schedule H - Bill Impacts
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Schedule H-3
Page 1 of 1

UNS Gas, Inc.

Comparison of Present And Proposed Rates
Test Year Ended June 30, 2008

Increase
Present Rate Proposed Rate $ %

Residential Service
Customer Charge
Distribution Margin Therms

$8.50
$03270

$10.00
$0.a027

$1 .50
-$0,D243

17.65%
-7.43%

Residential Service Cares (R12)
Customer Charge
Distribution Margin Therms Summer
Distribution Margin Therms Winter (First 100 Therms)
Distribution Margin Thermo Winter all additional terms

$7.00
$03270
$0.1770
$0.3270

$1.00
$03270
$o.sz70
$0. 1770

$0.00
$0.00
$0.15

-$0.15

0.00%
0.00%

B4_75%
~45_87%

Small Commercial Service (C20)
Customer Charge
Distribution Margin Thorns

$13.50
$0.2e38

$1 s.5o
$02800

$2.00
-$00038

14.81%
-1.45%

Large Commercial Service (C22)
Customer Charge
Distribution Margin Therms

$100.00
$0.1718

$105.00
$0.1742

$s.o0
$0.0024

5.00%
1.42%

Small Volume Industrial Service (l-30):
Customer Charge
Distribution Margin Therms

$1s.50
$02356

$15.50
$02388

$2.00
$00032

14.81%
1.35%

Large Volume Industrial Service (l-32):
Customer Charge
Distribution Margin Therms

$100.00
$0_0952

$105.00
$0.096G

$5.00
$0.0014

5.00%
1 .48%

Small Volume PA (PA-40)
Customer Charge
Distribution Margin Thermo

$13.50
$02593

$15.50
$02598

$2.00
$00005

14.81 %
020%

Large Volume PA (PA-42)
Customer Charge
Distribution Margin Thermo

$100.00
$0.119B

$105.00
$0.1216

$5.00
$0.0018

5.00%
1.53%

Special Gas Light Service (PA-44):
Single Orifice
Double Orifice
Triple Orifice
Quadruple Orifice

$23.72
$39.53
$54.86
$71 .1 s

$18.41
$36.83
$55.24
$7356

-$5.31
-$2.70
$0.38
$2.5o

-22.37%
-8.83%
0.70%
3.51 %

Irrigation Service (IR-60)
Customer Charge
Distribution Margin Thermo

$13.50
$0.3192

$15.50
$g_3235

$2.00
$0.0043

14.81%
1.35%
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Schedule H~4
Page 1 of 6

UNS Gas, Inc.
Typical Bill Comparison - Present And Proposed Rates

Test Year Ended June 30, zoos

Residential Service (R10)
Customer Charge (Sum: Apr - Nov)
Distribution Margin Themls

$8,5o
0.3270

$10.00
0.3027

Average Therms per Month
5

Total Bill
Present Rate

$10.14

Total Bill
Proposed Rate

$11 .51

Proposed
Increase

$
$1 .so

Proposed
increase

%
135%

10 $11.77 $1303 $1 .2e 10.7%

20 $15.04 $18.05 $1_01 6.7%

35 $19.95 $2059 $0.65 3.3%

50 $24.85 $25,13 $0.28 1.1%

75 $33.03 $32.70 ($0.32) -1.0%

100 $41.20 $40.27 ($0.93) -23%

250 $90.25 $B5,67 ($4.58) -5.1%

500 $172.00 $161.35 ($10.55) -6.2%

Residential Service (R10)
Customer Charge (Win: Dec-Mar)
Distribution Margin Thermo

$a.50
0.3270

$10,00
$03027

Average Therms per Month

5

Toiai BEN
Present Rare

$10.14

Total Bill
Proposed Rate

$11 .51

Proposed
Increase

$
$1 .ea

Proposed
Increase

%
13.8%

10 $11.77 $13.03 $1 .2s 10.7%

20 $15.04 $16_05 $1.01 6.7%

35 $19.95 $2059 $0.65 3.3%

50 $24.85 $25.13 $0.28 1.1%

75 $33.03 $3270 ($0_32) -1 .0%

100 $41.20 $40.27 ($0.93) -2.3%

250 $90.25 $B5,67 ($4.58) -5.1 %

500 $172.00 $151.35 ($10.65) -6.2%



/1

Schedule H-4
Page 2 of 6

UNS Gas, Inc.

Typical Bill Comparison - Present And Proposed Rates
Test Year Ended June 30, 2008

Residential Service Cares (R12)
Customer Charge (Summer)
Distribution Margin Therms

$7,00
0.3270

$7.00
0.3270

Average Therrns per Month
5

Total Bill

Present Rale
$8.64

Total Bill
Proposed Rate

$8.64

Proposed
Increase

$
$0.00

Proposed
Increase

%
0.0%

10 $10.27 $10.27 $0.00 0.0%

20 $13.54 $13.54 $0.00 0.0%

35 $1B.45 $18.45 $0.00 0.0%

50 $23.35 $23.35 $0.00 0.0%

75 $31 ,so $31.53 $0.00 0.0%

100 $39.70 $39.70 $0.00 0.0%

250 $88.75 $88.75 $0.00 0.0%

500 $170.50 $170.50 $0.00 0.0%

Residential Service Cares (R12)
Customer Charge (W inter)
Distribution Margin Thermo (1st 100 Therms)

Distribution Margin all additional Thesis

$7.0o
0.1770
0.3270

$7.00
0.1770
0.3270

Average Thermo per Month
5

Total Bill
Present Rate

$7.89

Total Bill

Proposed Rate
$7.89

Proposed
Increase

$
$0.00

Proposed
Increase

%
0.0%

10 $5.77 $a.77 $0.00 0,o%

20 $10.54 $1054 $0.00 0.0%

35 $13.20 $13.20 $0.00 0.0%

50 $15.85 $15.85 $0.0o 0.0%

75 $2028 $20.28 $0.00 0.0%

100 $24.70 $24.70 $0.00 0.0%

2ND $73.75 $7375 $9.00 o.0%

500 $155.50 $15550 $0.00 0.0%



g

Schedule H-4
Page 3 of e

UNS Gas, Inc.

Typical Bill Comparison .. Present And Proposed Rates
Test Year Ended June 30, 2008

Small Commercial Service (C20)
Customer Charge
Distribution Margin Thermo

$13.50
$02638

$15.50
$02600

Average Thermo per Month
50

Total Bill
Present Rate

$28.69

Total Bill
Proposed Rate

$28.50

Proposed
Increase

$
$1 .BI

Proposed
Increase

%
6.8%

100 $39.88 $41 .50 $1.62 4.1%

500 $145,40 $145.49 $o.09 0.1%

1 ,000 $277.30 $275.48 ($1.82) -0.7%

1 .500 $40920 $405.48 ($3.72) -08%

2,500 $573.00 $655.46 ($754) -1.1%

5,000 $1 ,33250 $1 ,315.42 ($17.08) -1.3%

7,500 $1 ,992.00 $1 ,955.38 ($26.62) -1.3%

10,000 $2,651 .50 $2,615.34 ($36.16) -1.4%

Large Commercial Service (C22)
Customer Charge
Distribution Margin Therms

$100.00
$01718

$105.00
$0.1742

Average Therms per Month
10,001

Total Bill
PresentRate

$1 ,81 B

Total Bill
Proposed Rate

$1 ,848

Proposed
Increase

$
$29

Proposed
Increase

%
1.6%

12,500 $2,248 $2,283 see 1 .8%

15,000 $2,677 $2,119 $42 1 .is

17,500 $3,107 $3,154 $48 1.5%

20,000 $3,536 $3,590 $54 1.5%

25,000 $4,395 $4,461 $66 1.5%

30,000 $5,254 $5,332 $7/ 1.5%

45,000 $7,831 $7,946 $115 1 .5%

75,000 $12,985 $13,173 $188 1.5%
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Schedule H-4
Page 4 of 6

UNS Gas, Inc.

Typical Bill Comparison - Present And Proposed Rates
Test Year Ended June 30, 2008

Small Volume Industrial Service (I-30):
Customer Charge
Distribution Margin Thermo

$13.50
$02356

$15.50
$0.23BB

Average Thermo per Month
50

Total Bill
Present Rate

$25.28

Total Bill
Proposed Rate

$27.44

Proposed
Increase

s
$2.16

Proposed
Increase

%
8.5%

100 $37.06 $39.38 $2.32 6.3%

500 $131.30 $134.90 $3.60 z.7%

1 ,too $249.10 $254.29 $5.19 2.1%

1 ,500 $385.90 $373.69 $579 1.8%

2,5o0 $502.50 $612,48 $9.98 1.7%

5,000 $1,191.50 $1209.46 $17.96 1.5%

7,5oo $1,780.50 $1 ,BOG.43 $25.93 15%

10,000 $22369,50 $2,403.41 $33.91 1.4%

Large Volume Industrial Service (I-32):
Customer Charge
Distribution Margin Therms

$100.00
$0.0952

$105,00
$0.D966

Average Therrns per Month
10,001

Total Bill
Present Rate
$1 ,052. 1 o

Total Bill
Proposed Rate

$1 ,071 .20

Proposed
Increase

$
$19.10

Proposed
Increase

%
1 .8%

15,000 $1v528.00 $1,554.15 $28,15 1,7%

20,000 $2,004.00 $2,037.21 $33.21

30,000 $2,956.00 $3,003.31 $47.31 1.6%

50,000 $4,860,00 $4,935.51 $75.51 1.6%

75,000 $7,240.00 $7,350.77 $110.77 1.5%

100,000 $9,520.00 $9,765.03 $146.03 1.5%

125,000 $12,000,00 $12,181.29 $181.29 1.5%

150,000 $14,380.00 $14,596.54 $216.54 1.5%
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Schedule H-4
Page 5 of 6

UNS Gas, Inc.

Typical Bill Comparison - Present And ProposedRates
Test Year Ended June 30,2005

Small Volume Public Authority (PA-40)
Customer Charge
Distribution Margin Therms

$13.50

$02593

$15.50

$02598

Average Thermo per Month

50

Total Bill
Present Rate

$26.47

Total Bill
Proposed Rate

$28.49

Proposed
Increase

$
$2.03

Proposed

Increase
%

7.7%

100 $39.43 $41 .48 $2.05 5.2%

500 $143.15 $145.41 $2.26 1.6%

1 ,000 $272.80 $275.32 $2.52 0.9%

1 ,sao $402.45 $405.24 $2.79 0.7%

2,500 $661.75 $68506 $3.31 O,5%

5,000 $1 ,310.0D $1,314.62 $4.62 0.4%

7,500 $1 ,95B.25 $1,964.18 $5.93 0.3%

10,000 $2,606.50 $2,613.74 $7.24 0.3%

Large Volume Public Authority (PA-42)

Customer Charge
Distribution Margin Therms

$100_00
$O,119B

$105.00
$0.1216

Average Therms per Month
10,001

Total Bill
Present Rate
$1298.12

Total Bi\l
Proposed Rate

$1 ,321 .48

Proposed
Increase

$
$23.36

Proposed
Increase

%
1 ,8%

15,000 $1,897.00 $1 ,929.54 $32.54 1.7%

20,000 $Z,496,00 $2,537.71 $41.71 1.7%

s0,000 $3,894.00 $3,754.07 $60.07 1 .6%

5D,000 $5,090.00 $6,186.79 $96.79 1.6%

75,000 $9,085.00 $9,227.68 $142.68 1.8%

100,000 $12,080.00 $12,268.57 $188.57 1 .6%

125,000 $15_075.00 $15,309.47 $23447 1.6%

150,000 $18,070.00 $18,350.36 $28036 1 .6%
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Schedule H-4
Page 6 of 6

UNS Gas, Inc.

Typical Bill Comparison - Present And Proposed Rates
Test Year Ended June so, 2008

Special Gas Light Service (PA-44):
Customer Charge Lighting Group A
Customer Charge Lighting Group B

$15,17
$18.20

$18.41
$18.41

Average Montly Customers
Annual Bill

Present Proposed

Proposed
Increase

$

Proposed
Increase

%

The following is an annual delivery bill per lamp

Customer Charge Lighting Group A
Customer Charge Lighting Group B

$18204
$218.40

$220.97
$220.97

$38.93
$2.57

21 .4%
12%

Note: There is no longer a Group A and Group B rate. All current customers are applicable to the Single Orifice Rate.

Irrigation Service (IR-60)
Customer Charge
Distribution MarginThermo

$13.50
$03192

$15.50
$o.a2s5

Average Thermo per Month
50

Tata! Bill
Present Rate

$2945

Total Bill
Proposed Rate

$31 .68

Proposed
Increase

$
$2.22

Proposed
Increase

%
7.5%

100 $45,42 97.85 $2.43 5.4%

500 $173.10 $17725 $4.15 2.4%

1 ,000 $332.70 $339.01 $6.31 1.9%

1 ,500 $492.30 $500.76 $8.46 1,7%

2,500 $811.50 $824.27 $12.77 1.6%

5,000 $1,609.50 $1 ,633.05 $23.55 1 ,5%

1,50o $2,407.50 $2,441 .82 $34.32 1 .4%

10,000 $3,205.50 $3,250.59 $4509 1.4%
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UNS Gas Inc
Residential BillCount

Test Year Ended June 30, 2008

Schedule H-5
Page 12 of 18

Number ofBills Themas

Cumulative Bills

Bills Patent of Total

Cumulative Themas

Thermo Percent of Total

262,849

5

10

15

20

25

30

35

40

262,849

1,192,055

1,951,855

2,376,119

2,253,814

2,234,609

2,08B,DOB

2,043,097

1,9B4,B52

1,950,245

2,000,309

1,941,915

1,983,831

1,942,862

1,898,738

1,903,754

1,872,920

1,B9B,794

1,812,495

1,793,949

1,709,035

1,647,042

1,632,328

1,558,532

1,415,846

1,397,071

1,289,503

9.8%

21 3%

32.4%

41 .9%

48.9%

54.5%

5B.9%

82.6%

65.9%

68.7%

71.3%

73.6%

75.7%

77.7%

79.5%

81.2%

B2.7%

84.2%

85.5%

86.8%

B7.9%

89.0%

89.9%

90.5%

91 .S%

92.4%

93.0%

93.7%

94.2%

94.7%

1,270,375

1,179,089

1,101 ,BBL

1,044,501

995,511

924,943

95.2%

95.6%

96.0%

96.4%

96.7%

97.0%

97.2%

97.5%

97.7%

97.9%

99.5%

99.9%

0.4%

2. 1 %

5.0%

8.5%

11.8%

15_ 1 %

18.2%

21.2%

24. 1 %

269%

29.9%

32.7%

35.8%

385%

413%

44. 1 %

48.8%

49.6%

523%

54.9%

57.4%

59.9%

52.3%

54.5%

66.5%

58.7%

70.5%

72.4%

74.2%

75.8%

77.3%

7B.B%

BO. 1 %

B1 .4%

82.6%

53.7%

B4.7%

85.6%

86.5%

B7.3%

95.9%

9B.2%

99.0%

99.3%

99.9%

100.0%I

Usage Range - Thenns

Lower Upper

RESIDENTIAL SERWCE RATE R-10

0 4

9

14

19

24

29

34

39

44

45 49

50 54

55 59

60 54

GO 69

70 74

75 79

B0 B4

85 BE

90 94

95 99

100 104

105 109

110 114

115 119

120 124

125 129

130 134

135 139

140 144

145 149

150 154

155 159

160 164

165 189

170 174

175 179

180 1B4

185 1B9

190 194

195 199

200 299

300 399

400 499

500 999

1,000 1,999

Z 2,000

147,084

171,684

166,473

142,975

104,527

84,218

66,359

55,108

48.05a

42,192

39,056

34.616

3z,491

29,440

20,700

25,101

23,195

22,160

19,995

18,769

17,015

15,534

14,801

13,521

11,779

11 , 170

9,920

9,413

8,420

7,511

5,970

15.445

5,794

5.11 s

4,724

48.10

3,945

3,488

3,211

2,802

25,263

4,674

1,194

BBL

76

17

B41 ,BB7

500,358

751 ,397

7D7,3G4

B42,571

s07/402

543,938

5,859,005

1 ,553,213

518,440

545,180

97,646

44,711

147,084

31B,768

485,241

625,216

732,742

816,961

833,320

939,427

987,485

1,029,677

1,068,764

1,103,379

1,135,871

1,155,311

1,192,077

1,217,178

1,240,373

1,282,533

1,2B2,529

1,301 ,298

1,318,313

1,333,947

1,348,748

1,352,259

1,374,049

1,385,219

1,395,140

1,404,552

1,412,980

1,420,591

1,427,569

1,434,014

1,439,808

1,444,923

1,449,647

1,453,957

1,457,903

1,461 ,391

1,454,602

1,467.404

1,492,668

1,497,342

1,498,536

1,499,419

1,499,495

1,499,512

99.9%

100.0%

100.0%

100.0%

1,454,904

3,406,770

5,782,BBQ

8,036,703

10,271,312

12,359,320

14,402,415

16,387,265

18,337,514

20,337,823

22,279,738

24,263,369

25,206,230

28,104,958

30,008,732

31 ,881 ,652

33,780,445

35,592,943

37,386,892

39,095,825

40,742,969

42,375,297

43,933,829

45,349,675

46,746,747

48,035,349

49,306,724

50,485,813

51 ,5w,695

52,632,195

53,G2B,BDB

54,553,749

55,395,736

56,196,095

56,947,492

57,654,856

58,297,427

58,904,829

59,448,767

65,307,772

66,860,985

67,379,425

87,924,605

68,022,251

68,066,982



UNS Gas Inc.
Residential Bill Count

Test Year Ended June to, 2008

Schedule H.5
Page 13 of LB

Number of Bills Thenms

Cumulative Bills

Bills Percent of Total

Cumulative Themls

Thermo Percent of Total

5,459

16,082

26,384

35,469

42,019

47,255

51 ,293

54,667

57,699

60,352

62,805

64,879

66,910

68,711

70,374

71,904

73,265

74,565

75,706

76,750

77,653

78,476

79,253

79,923

80,480

80,985

81,443

81,887

82,249

82,598

82,856

83,086

83,295

s,4ss

10,524

10,301

9,085

6,551

5.236

4.033

3,373

3.032

2.653

2.453

2.074

2.031

1.801

1,553

1.s3o

1.361

1.3oo

1.140

1,045

903

B23

7B7

661

557

504

45B

445

382

349

258

230

209

157

194

137

12a

12B

QB

10B

591

70

7

3

83,462

B3,S55

83,793

83,Q21

84,048

84,145

54,253

6.4%

18.9%

31 . 1 %

41.8%

49.5%

55.6%

60.4%

64.4%

67.9%

71 . 1 %

74.0%

76.4%

78.8%

80.9%

82.9%

84.7%

86.3%

87.8%

89. 1 %

90.4%

91.4%

92.4%

93.3%

94. 1 %

94.8%

95.4%

95.9%

96.4%

96.9%

97.3%

97.6%

97.8%

98. 1 %

98.3%

98.5%

98.7%

98.8%

99.0%

99. 1 v

99.2%

99.9%

100.0%

100.0%

100.0%

12,331

88,737

214,375

370,680

517,076

G61,102

792,780

920,098

1,049,680

1,175,765

1,306,942

1,427,479

1,555,808

1,678,943

1,801,149

1,921,300

2,035,147

2,150,548

2,257,753

2,361,192

2,455,198

2,544,982

2,634,901

2,713,816

2,783,111

2,848,497

2,910,232

2,972,417

3,024,762

3,077,138

3. 117,077

3,153,949

3,188,389

3,216,901

3,251 ,000

3,275,682

3,299,532

3,323,644

3.342.769

3,384,481

3,504,422

3,528,276

3,531,428

3,533,436

0.3%

2.5%

6.1%

10.5%

14.6%

18.7%

22.4%

28.0%

29.7%

33.3%

37.0%

40.4%

44.0%

47.5%

51.0%

54.4%

57.6%

60.9%

63.9%

66.8%

69.5%

72.0%

74.6%

76.8%

78.8%

80.6%

82.4%

84.1 %

85.6%

s7.1 %

88.2%

89.3%

90.2%

91.0%

92.0%

92.7%

93.4%

94. 1 %

94.6%

95.2%

99.2%

99.9%

99.9%

100.0%

Usage Range .. Themas

Lower Upper

RESIDENTIAL SERWCE RATE R-12

0 4

5 9

10 14

15 19

20 24

25 29

30 34

35 39

40 44

45 49

50 54

55 59

60 G4

85 89

70 74

75 ve

80 BE

85 BB

90 94

95 99

10D 1o4

10s 109

110 114

115 119

120 124

125 129

130 134

135 139

140 144

145 149

150 154

155 159

150 164

155 159

170 174

175 179

1B0 184

1 B5 1 BE

190 194

195 199

200 299

300 399

400 499

500 999

12,331

76,405

125,639

156,305

148,395

144,026

131,578

127,317

129,564

121,105

138,177

120,537

128,330

123,134

122,208

120,151

113,847

115,400

107,205

103,439

94,005

89,783

B9,B20

7B,915

69,294

65,388

51,738

62,184

52,346

52,375

39,939

35,B71

34,441

28,511

m o o

24,6B2

23,850

24,112

19,125

21,712

139,942

23,854

3,151

2,005

84,844

84,914

84,921

84,924



A I »

LINS Gas Inc.
Residential Bill Count

Test Year Ended June 30, 200B

Schedule H-5
Page 14 of 18

Themes

Cumulative Bills

Bills Percent of Total

Cumulative Thermo

Thermo Percent of Total

93,478

162,319

180,216

187,281

202,215

210,633

211 _ass

210,179

212,899

2091493

218,373

217,863

214,256

205,156

209,601

216,925

211,315

200,443

202,795

206,500

960,820

906,515

B71.124

823,754

813,951

796,260

11419,229

1,2571932

1,129,873

1,005,434

B49,257

3,475,058

2,43B,BB5

2,706,208

1,391,628

793,480

712.597

Usage Range - Thermo

Lower Upper Number of Bills

SMALL VOLUME COMMERCIAL RATE c-20

0 9 45,637

10 19 11,797

20 29 7,608

30 39 5,567

40 49 4,652

50 59 3.958

60 69 3,356

70 1g 2,886

t o 89 2,573

90 99 2,264

100 109 z, 137

110 119 1 ,947

120 129 1,757

130 139 1,55a

140 149 1,480

150 159 1,434

160 169 1,310

170 179 1,173

180 189 1,124

190 199 1,085

200 249 4,395

250 299 s,ss4

300 349 2,746

350 399 2,247

400 449 1,958

450 499 1,713

500 599 2,650

600 699 2,002

700 799 1,545

800 899 1,212

Q00 999 916

1,000 1,499 2,912

1,500 1,999 1,443

2,000 2,999 1 ,145

3,000 3,999 416

4,000 4,990 153

5,000 5,999 132

5,000 6,999 84

7,000 G2

8,000 37

9,000 39

10,000 32

11,000 22

12,000 13

13,000 1

14,000 9

E 15,000 20

7,999

8,999

9,999

1o,9Qe

11,999

12,999

13,999

14,999

533,014

455,483

303,016

358,260

323,236

244,189

156.847

13,058

127,467

431,045

45,637

57,434

65,042

70,609

75,261

79,219

82,575

85,461

BB,D34

90,298

92,436

94,352

96,139

97,598

99,178

100,512

101,922

103v095

104,219

105,304

109,699

113v083

115,829

118,075

120,033

121,747

124,397

126,399

127,944

129,155

130,071

132,984

134,426

135,572

135,988

136,170

136,303

136,387

136,449

136,488

136,524

136,556

136,578

136.590

136,591

136,600

135,620

33.4%

42.0%

47.6%

51.7%

55.1%

58.0%

60.4%

62.6%

54.4%

66. 1 %

57.7%

69.1 %

70.4%

71 .5%

72.5%

73.6%

74.5%

75.5%

76.3%

77. 1 %

50.3%

82.8%

84.8%

85.4%

87.9%

89. 1 %

91 .1 %

92.5%

93.6%

94.5%

95.2%

97.3%

95.4%

99.2%

99.5%

99.7%

99.5%

99.8%

99.9%

99.9%

99.9%

100.0%

100.0%

100.0%

100.0%

100.0%

100.0%

93,478

255,795

436,014

623,275

B25,49D

1,036,123

1,247,778

1,457,95B

1,670,857

1,BBO,35D

2,098,724

2,315,557

2,530,842

2,735,998

2,945,599

3, 152,524

3,373/839

3,574,282

3,777,075

3,933,877

4,944,697

5,351 ,312

5,722,436

7,546,190

8,aso, 141

9,156,401

10,575,831

11,8435583

12,973,436

13,978,920

14,828,187

18,303,245

20,742,130

23,448,338

24,B39,965

25,633,445

26,346,042

26,879,055

27,334,539

27,537,555

27,995,815

28,319,051

28,563,240

2B,720,087

28,733,145

2B,BSO,612

29,291 ,657

0.3%

0.9%

1.5%

2 1 %

2.8%

3.5%

4.3%

5.0as

5.7%

6.4%

7 2 %

7.9%

B.6%

9.3%

19. 1 %

10.8%

11.5%

12.2%

129%

13.6%

1B,9%

20.0%

23.0%

25.8%

25.5%

31.3%

38.1%

40.4%

44.3%

47.7%

50.6%

62.5%

70.8%

w. 1 %

B4.B%

87.5%

89.9%

91.8%

93.3%

94.4%

95.5%

95.7%

97.5%

98.o%

Se, 1 %

98.5%

100.0%
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UNS Gas Inc.
Residential Bill Count

Test Year Ended June 30, 200B

Schedule H»5
Page 15 of 18

Therms

Cumulative Bills

Bills Percent of Total

Cumulative Thermo

Themas Percent of Tota\

51

15

15

1

2

2

5

3

7

B

3

4

3

34

12

5

1

1

2,411

5,249

9,297

914

2,561

5,453

19,333

13,058

41 ,464

42,774

z1,534

32,672

26,598

564,529

295,317

161 v749

46,128

47,176

51

GO

80

B1

83

BE

90

QS

100

107

110

113

116

150

162

166

167

168

30.4%

39, 1 %

47.8%

48.4%

49.5%

50.5%

53.8%

55.4%

59.8%

63.6%

65.2%

57.4%

89.0%

BQ. 1 %

98.2%

98.9%

99.5%

100.0%

2,411

7,650

16,957

17,872

20,432

25,915

4s,24a

58,304

0.2%

0.5%

1.3%

1 .ass

1.5%

1.8%

3.4%

4.4%

1. 5%

10.7%

12.3%

14.7%

115.7%

5B.9%

80.9%

93.0%

90.5%

100.0%

Usage Range Thermo

Lower Upper Number of Bills

LARGE VOLUME COMMERCIAL RATE C-22

0 249

250 499

500 749

750 999

1,000 1,999

2.000 2,999

3,000 3,999

4,000 4,999

5,000 5,999

0,000 6,999

1,000 7,999

8,000 8,999

9,000 9,999

10,000 19,999

20,000 29,999

30,000 39,999

40,000 49,999

50,000 59,999

99,768

142.542

164,076

196,748

223,346

787,875

1 ,083,192

1 ,244,941

1 ,291 ,ass

1 .33B.244



I L

UNS Gas Inc.
Residential Bill Count

Test Year Ended June 30, 2008

Schedule H-5
Page 16 of 18

Themes

Cumulative Bills

Bills Percent of Total

Cumulative Thermo

Theme Pement of Total

G.6%

14%

3.0%

5,499

s,99Q

5,499

6,999

7,499

7,999

8,999

9,499

B2

95

112

123

136

144

147

155

158

177

182

189

199

207

208

216

222

225

227

229

230

231

233

235

238

239

240

34.3%

395%

46.7%

51.4%

56.7%

60.0%

61.4%

64,8%

7D,D%

73.8%

75.7%

78.6%

82.9%

86.2%

86.7%

90,D%

92.4%

93.8%

94.8%

95.2%

95.7%

95.2%

97. 1 %

98. 1 %

99.0%

99.5%

100.0%

4.5%

7.0%

9.2%

10.4%

13.9%

20.3%

25.5%

28.5%

33.5%

422%

494%

50.5%

Usage Range - Thorns

Lower Upper Number of Bills

SMALL VOLUME INDUSTRIAL RATE140

0 249

250 499

500 749

750 999

1,000 1,499

1,500 1,999

2,000 2,499

2,500 2,999

3,000 3,499

3,500 3,999

4,000 4,499

4,500 4,999

5,000

5,500

6,000

6,500

7,000

7,500

8,500

9,000

9,500

10 ,000

11,000

12,000

14,000

19,000

2B,DDO

9,999

10,999

11.999

12,999

14,999

19,999

25,999

82

13

17

11

13

8

3

8

13

9

5

7

10

B

1

B

6

3

2

1

1

1

2

2

2

1

1

3,300

4,204

9,111

8,272

13,531

12,618

s,s4s

19,539

35,039

2B.921

15,855

25,308

47,059

40,151

5,130

46,505

35,617

22,790

16,925

8,96B

9,325

9,939

23,175

24,544

28,452

19,143

28,371

3,300

7,503

16,614

24,886

3B,517

51,133

57,578

77,217

112,255

141 , 176

15B,031

1861339

233,428

273,579

279,709

326,215

361 ,832

384,622

4D1 ,sao

410,518

419,843

4291782

452,957

477,800

506,252

525,395

553,766

55.9%

65.3%

69.5%

72.5%

74. 1 %

75.8%

77.6%

81.8%

85.3%

91 .4%

94.9%

100.0%

Thermo

Cumulative Bills

Bills Percent d Tata!

Cumulative Themes

Themas Percent of Total

Usage Range . Theme
Lower Upper Nurrber of Bills

LARGEVDLUME INDUSTRIAL RATE 1-32

0 499

500 999

1,999

3,990

4,999

9,999

14,999

19,999

29,999

39,999

49,999

59,999

69,999

125,000

1 ,000

3,000

4,000

s,000

10,000

15,000

20,000

30,000

40,000

50,000

80.000

75,m0

g

3

1

1

2

9

11

10

6

2

1

1

2

3

517

2,178

1 ,570

3,182

8,248

91 ,679

160,059

205,704

162,332

68.882

40_sos

52,592

128,028

289, 178

9

12

13

14

15

25

36

i s

52

54

55

56

57

60

15.7%

20.0%

21.4%

22.9%

25.1%

41.4%

80.0%

11.1 %

87.1 %

90.0%

91.4%

92.9%

95.1%

100.0%

517

2,695

4.2es

7,447

15,695

107,374

257,433

473, 137

535,469

702,351

742,857

795,449

923,478

1,212,653

0.0%

0.2%

0.4%

0.6%

1.3%

B.9%

22. 1 %

39.0%

52.4%

57.9%

61.3%

65.6%

76.2%

100.0%



A n L,

UNS Gas \no.
Residential Bill Count

Test Year Ended June 30, 2008

Schedule H-5
Page 17 of LB

Thenns

Cumulative Bills

Bills Percent of Total
Cumulative Thermo

Therms percent of Total

Usage Range . Therms

Lower Upper Number of Bills

SMALL VOLUME PUBLIC AUTHORITY RATEP-40

0 49 5,942

so 99 1,332

100 199 1,367

200 299 745

300 399 545

400 499 41a

500 599 293

600 G99 220

700 799 203

800 899 181

900 999 133

1,000 1,999 B9B

z,000 2,999 301

3,000 3,999 134

4,000 4,099 105

5,000 6,999 07

7,000 9,999 47

10,000 19,999 34

20,000 29,999 4

72,013

93,099

190,289

177,867

181,987

181,359

155,157

137,566

145,883

131,899

122,012

958,175

711,15B

443,779

453,501

545,552

381,443

43B,273

91 ,041

5.942

1.332

1,367

745

545

418

293

220

203

161

133

698

301

134

105

97

47

34

4

45.5*

10.4%

10.7%

5.8%

4.3%

3.3%

2.3%

1 .114

1 .ass

1 .3%

1.0%

5.5%

2.4%

1.0%

0.8%

0.8%

8.4%

0.3%

0.0%

72,013

165,112

355,400

533,268

715,255

B96,614

1,051 ,712

1,1B9,337

1,335,021

1,457,720

1,589,732

2,545,905

3,257,055

3,700,844

4,154,345

4,G99,896

5,081,339

5,519,612

5,610,653

1.3%

2.9%

6.3%

g.5%

12.7%

16.0%

18.7%

21 .2%

23.8%

26.2%

28.3%

45.4%

58. 1 %

86.0%

74.0%

83.8%

90.6%

9B.4%

100.0%

Themes

Cumulative Bills

Bills Percent of Total
Cumulative Theme

Therms Percent of Total

Usage Range - Themes

Lower Upper Number of Bills

LARGE VOLUME PUBLIC AUTHORITYRATE F-42

800 799 1

BDO 999 2

5.999 4

7,999 4

9,990 5

12,999 B

15,999 3

18,999 5

23 v999 s

25,999 B

29,999 3

39,999 4

59,999 5

70,000 2

1 ,000

0,000

8,000

1D,0DD

13,000

15,000

19,000

24,000

27,000

30,000

40,000

e0,000

S05

1,742

5.281

26,537

41,881

89,684

44,641

82.950

115.B42

199,194

B2,B33

135,070

235,294

130,475

1

3

7

11

1 s

24

27

32

38

46

49

53

CB

so

1.7%

5.0%

11.7%

18.3%

26.7%

40.0%

45.0%

53.3%

63.3%

76.7%

81.7%

88.3%

95.7%

100.0%

eos

2,346

7,627

34254

76,146

165,830

210,471

293,421

409,264

608,458

691,290

826.361

1,061,655

1.192,13D

0. 1 %

0.2%

0.8%

2.9%

6.4%

13.9%

17.7%

24.6%

34.3%

51.0%

58.0%

69.3%

B9.1 %

100.0%
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UNS Gas Inc.
Residential Bill Count

Test Year Ended June 30, 200B

Schedule H-5
Page 18 of is

Number of Bills Theirs

Cumulative Bills

Bills Percent ex Total

Cumulative Themes

Thermo Percent of Total

4 0

3

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

1

40

43

44

45

45

47

48

49

50

51

52

53

54

55

56

57

CB

59

50

66.7%

71.7%

733%

750%

76.7%

7B.3%

80.0%

Usage Range - Themas

Lower Upper

IRRIGATION SERWCE RATE 1-50

o 99

100 199

1,700 1,799

1,800 1,899

1,900 1,999

2,100 2,199

2,200 2,299

2,400 2.499

2,900 2,999

3,000 3.099

3,200 3,299

3,400 3,499

a,e00 3,899

4,200 4,299

4.400 4,499

10,500 10,599

11,900 11,999

16,900 16,999

21 ,700 21 ,799

21s

406

1,821

1,901

1,982

2,216

2,340

2,546

a_107

3,1 as

3,411

a,s44

3,846

4,450

4,654

10,996

12,415

17.693

22,699

817%

83.3%

B5,0%

851%

BB.3%

90.0%

917%

933%

95.0%

96.7%

95.3%

100.0%

21s

620

2,441

4,343

6,325

a,soo

10,941

13,486

16,593

19,746

23,157

2e,ao2

30,647

35,098

39,751

50,747

63,163

amass

103,554

0.2%

0.5%

2.4%

4.2%

8.1%

8.3%

10.6%

13.0%

16.0%

19.1%

22.4%

25.9%

29.8%

33.9%

38.4*

49.0%

81.0%

78.1%

100.0%
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Page 1Surrebuttal Testimony of Frank W. Radigan, Executive Summary

SURREBUTAL TESTIMONY OF FRANK W. RADIGAN
EXECUTIVE SUMMARY

1) The Company's proposed rate design that would phase in a 65% increase in the residential

customer charge over three years should be rejected. The Company has presented no new

evidence in its rebuttal testimony. The main argument is that the $5.50 increase that it

wishes to impose is relatively small in absolute terms and the rate shock is ameliorated by the

phase-in over three years. In this testimony and my initial testimony I disagreed with a

phase-in in order to avoid customer complaints and agreed to an 18% increase, St .5 per

month for Residential customers. I view this increase at the top of an acceptable bill impact

range given that RUCO is recommending a 1 .6% overall increase.
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1.
Q,

INTRODUCTION
Please state your name, position and business address.

3 Frank W. Radigan. I am a principal in the Hudson River Energy Company, a

4 consulting firm providing services to the utility industry and specializing in the fields

5 of rates, plamling, and utility economics. My office address is 237 Schoolhouse

6 Road, Albany, New York 12203 .

7

8 Q- On whose behalf are you appearing?

9 I am appearing on behalf of the Residential Utility Consumer Office of Arizona

10 ("RUCO").

11

12 Q. Are you the same Frank W. Radigan that previously provided testimony in this

proceeding?

14 Yes, I provided the RUCO position on cost of service, revenue allocation and rate

15 design.

16

17 Q. What is the purpose of the testimony you are presenting?

18 I have been asked to discuss the reasonableness of UNS Gas, Inc.'s ("UNS" or the

19 "Company") rebuttal testimony on rate design.

20

21 Q~ Could you please summarize the Company's rebuttal testimony?

22 The Company's proposed rate design that would phase in a $5.50 (65%) increase in

13

23

A.

A.

A.

A.

A.

the residential customer charge over three years. Company witness Erdwunn argues
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1 that too much emphasis is being placed on the bill impacts resulting from his

2 proposal (Erdwurrn Rebuttal, page 12). Mr. Erdwurm argues that when presented in

'w
J percentage terms, the increase in customer charges approximates 65% and appears

4 high, but when viewed in absolute terms, the increase in the charge over three years,

5 from $8.50 to $14.00 per month, totals $5.50 per month, the price of a typical fast

6 food meal (Id).

7

8 Q. Could you please comment on the Company's arguments?

9 Yes, I did support the Company proposal to increase the customer charge from

10 $8.50 per month to $10 per month in the rate year. I felt the $1 .50 per month or

11 17.6% increase balanced the desire to increase the customer charge to reflect the cost

12 to serve without imposing undue rate shock. The 85.50 per month increase, 65%,

13 would be unacceptable in terms of rate shock based on the Company's proposed rate

14 increase of 6% and is quite unacceptable given RUCO's proposed rate increase of

15 l.6%. One should remember that this rate case is not the only rate case that the

16 utility will ever have given that the Company last had a rate increase just two years

17 ago. Thus, the argument is not that we should not be moving the customer charge

18 closer to the cost of service, but at what pace. My recommendation is a much more

19 measured pace than what the Company proposes.

20

21 Phasing in the increase in the customer charge does not solve the bill impact issue.

22 As I discussed in my original testimony, a phased increase is undesirable from a

23

A.

customer acceptance point of view (Radigan pre-filed testimony page 6). Based
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1 on my 27 years of experience in the utility industry (gas, electric, water and steam)

2 in which I worked for utility regulatory Commissions, public utility advocate

3 offices, a number of municipal utilities and individual customers, customer's do

4 not like, and do complain, about rate increases and especially outside of a rate

5 case. A good example of customer dissatisfaction with utility rate increases is a

6 recent United Illuminating rate case in Connecticut. As noted by the Department

7 of Public Utility Control in its order: "The Department received more than 1000

8 letters and email correspondence regarding the Company's application. They were

9 unanimous in their  opposition to the proposed rate increase. Many were

10 ooncemed with the state of the economy and its effect on homeowners and

l l businesses, and their ability to pay bills." (Docket No. 08-07-04, Application of

12 the United Illuminating Company to Increase its Rates and Charges,  Final

13 Decision issued February 4, 2009). Even if one did want to consider further

14 increases in the customer charge, it should not be done outside of a rate case.

15

16 Q- Does this conclude your testimony?

17 Yes.

18

19

20

A.
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DIRECT TESTIMONY OF WILLIAM A. RIGSBY, CRRA

EXECUTIVE SUMMARY

Original Cost of Equitv Capital The Residential Utility Consumer Office

("RUCO") recommends an 8.61 percent original cost of equity capital for UNS

Gas, Inc. ("UNSG" or "Company"). This 8.61 percent original cost figure is based

on the results obtained in a cost of equity analysis, which employed both the

Discounted Cash Flow ("DCF") and Capital Asset Pricing Model ("CAPM")

methodologies. RUCO's recommended 8.61 percent figure is 239 basis points

lower than the Company-proposed cost of equity capital of 11.00 percent.

Cost of Debt - Based on a review of the costs associated with UNSG's various

debt instruments, RUCO recommends that the Company-proposed 6.49 percent

cost of debt be adopted by the Arizona Corporation Commission ("ACC" or

"Commission").

Capital Structure RUCO recommends that the Company-proposed capital

structure, which is comprised of 50.01 percent debt and 49.99 percent common

equity, be adopted by the Commission.

Original Cost Rate of Return - Based on the results of RUCO's recommended

capital structure, original cost of equity capital, and debt analyses, RUCO

recommends a 7.55 percent original cost rate of return ("OCR OR") for UNSG.

This figure represents the weighted average cost of RUCO's recommended 8.61

1



percent original cost of equity capital and RUCO's 6.49 percent recommended

cost of debt. RUCO's recommended 7.55 percent OCR OR is 120 basis points

lower than the Company-proposed unadjusted 8.75 percent weighted average

cost of capital.

Fair Value Rate of Return - RUCO is recommending a 5.38 percent fair value

rate of return ("FVROR") which is 217 basis points lower than RUCO's

recommended 7.55 percent OCR OR. In arriving at this 5.38 percent FVROR

figure, RUCO considered a range of possible returns that could be applied to the

Company's fair value rate base. The method that RUCO used to arrive at its

recommended 5.38 percent FVROR comports with the provisions of Decision No.

70441, dated July 28, 2008, that resulted from a prior remand proceeding which

involved Chaparral City Water Company. The methodology that RUCO relied on

to arrive at its recommended FVROR figure is explained fully in the testimony of

RUCO witness Ralph Smith.

2
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1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My Name is William A. Rigsby. l am a Public Utilities Analyst V employed

by the Residential Utility Consumer Off ice ("RUCO") located at 1110 W.

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

9

10 I

11

12

13

14

15

16

17

18

19

20

Please describe your qualif ications in the f ield of utilities regulation and

your educational background .

I have been involved with utilities regulation in Arizona since 1994. During

that period of time have worked as a utilities rate analyst for both the

Arizona Corporation Commission ("ACC" or "Commission") and for RUCO.

l hold a Bachelor of Science degree in the f ield of f inance from Arizona

State University and a Master of Business Administration degree, with an

emphasis in accounting, from the University of Phoenix. l have also been

awarded the professional designation, Certif ied Rate of Return Analyst

("CRRA") by the Society of  Ut i l i ty and Regulatory Financial Analysts

("SURFA"). The CRRA designation is awarded based upon experience

and the successful completion of a written examination. Appendix I, which

is attached to this testimony, further describes my educational background

and also includes a list of the rate cases and regulatory matters that I have

21 been involved with.

22

23

A.

Q.

A.

Q.

1
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1

2

3

4

5

6

7

8

What is the purpose of your testimony?

The purpose of my testimony is to present recommendations that are

based on my analysis of UNS Gas, Inc.'s ("UNSG" or "Company")

appl ication for a permanent rate increase ("Appl ication") for the

Company's natural gas distribution operations in northern Arizona and

Santa Cruz County in southern Arizona. UNSG filed the Application with

the ACC on November 7, 2008. The Company has chosen the fiscal year

ended June so, 2008 for the test year in this proceeding.

9

10 Briefly describe UNSG.

UNSG serves customers in  a  number o f  a reas in  northern  Ar izona11

12

13

14

15

16

17 UniSouroe is also the parent

18

19

20

21

including Flagstaff , Kingman and Prescott. The Company also provides

service to customers in Santa Cruz County in the southern half  of  the

state. UNSG is a wholly owned subsidiary of UniSource Energy Services,

wh ich  is  owned by Un iSource Energy Corpora t ion  ("Un iSource" or

"Parent"), an Arizona corporation, based in Tucson, that is publicly traded

on the New York Stock Exchange ("NYSE")1.

company of Tucson Electric Power, the second largest investor owned

electr ic ut i l i ty  in  the state. In addit ion to natura l gas d ist r ibut ion,

UniSource also provides electric service through its other subsidiary UNS

Electric, Inc., to customers in Mohave and Santa Cruz Counties.

22

1 NYSE ticker symbol UNS.

A.

Q.

A.

Q.

2
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1

2

3

4

5

6

7

8

9

10

Please explain your role in RUCO's analysis of UNSG's Application.

l reviewed UNSG's Application and performed a cost of capital analysis to

determine a fair rate of  return on the Company's invested capital. in

addition to my recommended capital structure, my direct testimony will

present my recommended costs of common equity and my recommended

cost of long-term debt (the Company has no short-term debt or preferred

stock). The recommendations contained in this testimony are based on

information obtained f rom Company responses to data requests, the

Company's Application and from market-based research that I conducted

during my analysis.

11

12

13 A.

14

15

16

17

18

Is this your first case involving UNSG?

No. In 2003 I was involved with UniSource's acquisition of  UniSource

Energy Corporat ion's gas and electric assets f rom Cit izens'  Ut i l i t ies

Company. The UNSG entity was the result of  that acquisition. l also

provided cost of capital testimony in the Company's most recent rate case

proceeding which resulted in Decision No. 70011, dated November 27,

2007. UNSG's present rates were established in that Decision.

19

20

21

22

A.

Q.

Q.

3
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1

2

3

Were you also responsible for conducting an analysis of the Company's

proposed revenue level, rate base and rate design?

No. Those aspects of the case were handled by two outside consultants.

4 Mr.  Ralph Smith ,  o f  Lark in  & Associa tes,  wi l l  p rovide test imony on

5 RUCO's recommended level of required revenue (based on his

6

7

8

9

adjustments to Company-proposed levels of rate base and operating

expense). Mr. Smith will also provide testimony on the methodology that

RUCO employed to arrive at its recommended rate of return on UNSG's

fair value rate base. Mr. Frank Radigan, of Hudson River Energy Group,

10 will provide testimony on RUCO's recommended rate design.

11

12

13

What areas will you address in your testimony?

I will address the cost of capital issues associated with the case.

14

15

16

Please identify the exhibits that you are sponsoring.

I am sponsoring Schedules WAR-1 through WAR-9.

17

18 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

19

20

21

22

23

Briefly summarize how your cost of capital testimony is organized .

My cost of capital testimony is organized into seven sections. First, the

in t roduct ion I have just  presented and second,  the summary of  my

testimony that I am about to give. Third, I will present the f indings of my

cost of equity capital analysis, which utilized both the discounted cash flow

A.

Q.

A.

Q.

A.

Q.

A.

Q.

4
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1

2

3

4

5

6

7

8 I

9

10

11

12

("DCF") method, and the capital asset pricing model ("CAPM"). These are

the two methods that RUCO and ACC Staff have consistently used for

calculating the cost of equity capital in rate case proceedings in the past,

and are the methodologies that the Acc has given the most weight to in

setting allowed rates of returns for utilities that operate in the Arizona

jurisdiction. In this second section l will also provide a brief overview of

the economic climate that UNSG is currently operating in. Fourth, l will

discuss my recommended cost of debt. Fifth, wil l  compare my

recommended capital structure with the Company-proposed capital

structure. Sixth, I will explain my weighted cost of capital recommendation

and seventh, I wil l  comment on UNSG's cost of capital testimony.

Schedules WAR-1 through WAR-9 will provide support for my cost of

13 capital analysis.

14

15 Please summarize the recommendations and adjustments that you will

16

17

address in your testimony.

Based on the results of my analysis of UNSG, I am making the following

18 recommendations:

19

20 Original Cost of Equity Capital I am recommending an 8.61 percent

21

22

23

original cost of equity capital. This 8.61 percent original cost f igure is

based on the results that l obtained in my cost of equity analysis, which

employed both the DCF and CAPM methodologies. My recommended

A.

Q.

5
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1

2

8.61 percent figure is 239 basis points lower than the Company-proposed

cost of equity capital of 11 .00 percent.

3

4 Cost of Debt - Based on my review of the costs associated with UNSG's

5

6

various debt instruments, I am recommending that the Company-proposed

6.49 percent cost of debt be adopted by the Commission.

7

8 Capital Structure

9

I am recommending that the Company-proposed

capital structure, which is comprised of  50.01 percent debt and 49.99

10 percent common equity, be adopted by the Commission.

11

12

13

14

Original Cost Rate of Return - Based on the results of my recommended

capital structure, original cost of equity capital, and debt analyses, l am

recommending a 7.55 percent original cost rate of return ("OCR OR") for

15 UNSG.

16

17

Th is  f igu re  rep resen ts  the  we igh ted  average  cos t  o f  my

recommended 8.61 percent original cost of  equity capital and my 6.49

percent recommended cost of  debt.

18

My recommended 7.55 percent

OCR OR is 120 basis points lower than the Company-proposed

19 unadjusted 8.75 percent weighted average cost of capital.

20

21 Fair Value Rate of Return - RUCO is recommending a 5.38 percent fair

22

23

value rate of return ("FVROR") which is 217 basis points lower than my

recommended 7.55 percent OCR OR. In arriving at this 5.38 percent

6
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1 FVROR figure RUCO considered a range of possible returns that could be

2 applied to the Company's fair value rate base. The method that RUCO

3

4

5

used to arrive at its recommended 5.38 percent FVROR comports with the

provisions of Decision No. 70441, dated July 28, 2008, which resulted

from a prior remand proceeding which involved Chaparral City Water

6 C0mp3ny_2 The methodology that RUCO relied on to arrive at its

7 recommended FVROR figure is explained fully in the testimony of RUCO

8 witness Ralph smith.

9

10

11

Please explain why RUCO is recommending two different rates of return in

this case?

12

13

14

15

16

UNSG Gas has chosen to use an average of the Company's original cost

rate base ("OCRB"), which is based on the original book value of plant

assets, and a rate base derived from a reconstruction cost new study

("RCND"), which takes general inflation into consideration, to arrive at a

fair value rate base ("FVRB") which reflects the current dollar value of

17

18

19

UNSG's original cost rate base. Because general inflation is also reflected

in my OCR OR figure, it is inappropriate to apply it to an OCRB. To do so

would result in a double counting of inflation. For this reason RUCO has

20 derived a FVROR which reduces my recommended OCR OR by an

21 inflation factor of 217 basis points.

22

2 Chaparral City Water Company has appealed that Decision. The appeal is currently pending
before the Arizona Court of Appeals.

A.

Q.

7
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1

2

3

4

Can you explain further why it is necessary to determine an inflation factor

adjustment to arrive at an OCR OR?

Yes. Unless a utility elects to forego an RCND study that restates the

value of the OCRB in current dollars, and agrees to use its OCRB as its

5

6

7

8

9

FVRB, the uti l i ty's FVRB is calculated by averaging its OCRB and its

RCND rate bases. Because an RCND study restates the OCRB in current

dollars (through the use of  engineering indexes that contain certa in

inf lation factors to calculate an RCND rate base), it is inappropriate to

apply an OCR OR to a FVRB. This is because the OCR OR, like the

10 FVRB,  con ta ins  an  in f la t ion  componen t  in  i t . Consequently, the

11

12

13

14

15

16

17

application of the OCRB rate of return to a FVRB (calculated using the

average of an OCRB and the RCND rate base) produces an inappropriate

level of operating income which reflects an over-counting of the effects of

inflation. As a result, a utility's investors would earn additional operating

income on the effects of inflation, as opposed to only earning a return on

actual investor supplied capital. To remedy this situation, the OCR OR is

adjusted downward by removing the inflation expectation that is

embedded in it.3 This is the same rationale that the Commission relied on18

19 in Decision No. 70441 .

20

21

22

3 in a case where there is deflation, an upward adjustment would be made to account for a level
of deflation.

A.

Q.

8
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1

2

3

Why do you believe that RUCO's recommended 5.38 percent FVROR is

an appropriate rate of return for UNSG to earn on its invested capital?

The FVROR that RUCO is recommending meets the criteria established

4

5

6

7

8

9

in the landmark Supreme Court cases of Bluefield Water Works &

Improvement Co. v. Public Service Commission of West Virginia (262 U.S.

679, 1923) and Federal Power Commission v. Hope Natural Gas

Company (320 U.S. 391, 1944). Simply stated, these two cases affirmed

that a public utility that is efficiently and economically managed is entitled

to a return on investment that instills confidence in its financial soundness,

10

11

12

13

allows the utility to attract capital, and also allows the utility to perform its

duty to provide service to ratepayers. The rate of return adopted for the

utility should also be comparable to a return that investors would expect to

receive from investments with similar risk.

14

15

16

17

18

19

The Hope decision allows for the rate of return to cover both the operating

expenses and the "capital costs of the business" which includes interest

on debt and dividend payment to shareholders. This is predicated on the

belief that, in the long run, a company that cannot meet its debt obligations

and prov ide i ts  shareholders  wi th an adequate rate of  return wi l l  not

continue to supply adequate public utility service to ratepayers.

20

21

22

23

A.

Q.

9
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1

2

3

4

5

6

7

8

9

Do the Bluefield and Hope decisions indicate that a rate of return sufficient

to cover all operating and capital costs is guaranteed?

No. Neither case guarantees a rate of return on utility investment. What

the Bluefield and Hope decisions do allow, is for a utility to be provided

with the opportunity to earn a reasonable rate of return on its investment.

That is to say that a utility, such as UNSG, is provided with the opportunity

to earn an appropriate rate of  return i f  the Company's management

exercises good judgment and manages its assets and resources in a

manner that is both prudent and economically efficient.

10

11 COST OF EQUIW CAPITAL

12

13

14

15

16

17

18

What is your recommended cost of equity capital for UNSG?

Based on the results of my DCF and CAPM analyses, which ranged from

5.26 percent to 11.40 percent for a sample of local distribution companies

("LDC"), l am recommending an 8.61 percent original cost of equity capital

for UNSG. My recommended original cost of equity capital figure

represents an average of the results of my DCF and CAPM analyses,

which utilized a sample of publicly traded natural gas local distribution

19 companies ("LDC").

20

21

22

23

A.

Q.

A.

Q.

10
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1 Discounted Cash Flow (DCF) Method

2

3

4

5

6

7

8

9

Please explain the DCF method that you used to estimate UNSG's cost of

equity capital.

The DCF method employs a stock valuation model known as the constant

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e.

the Gordon model), the professor of f inance who was responsible for its

development. Simply stated, the DCF model is based on the premise that

the current price of a given share of common stock is determined by the

present value of all of the future cash flows that will be generated by that

share of common stock. The rate that is used to discount these cash10

11 flows back to their present value is often referred to as the investor's cost

12

13

14

15

16

17

18

19

20

21

22

of capital (i.e. the cost at which an investor is willing to forego other

investments in favor of the one that he or she has chosen).

Another way of looking at the investor's cost of capital is to consider it from

the standpoint of a company that is offering its shares of stock to the

investing public. In order to raise capital, through the sale of common

stock, a company must provide a required rate of return on its stock that

will attract investors to commit funds to that particular investment. In this

respect, the terms "cost of capital" and "investor's required return" are one

in the same. For common stock, this required return is a function of the

dividend that is paid on the stock. The investor's required rate of return

can be expressed as the percentage of the dividend that is paid on the

Q.

A.

11
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1

2

stock (dividend yield) plus an expected rate of future dividend growth.

This is illustrated in mathematical terms by the following formula:

k
D1 + 9

P0
3

where: k = the required return (cost of equity, equity capitalization rate),
4

D1
P0

the dividend yield of a given share of stock calculated
5

by dividing the expected dividend by the current market
6

price of the given share of stock, and
7

g = the expected rate of future dividend growth
8

9

10

This formula is the basis for the standard growth valuation model that I

used to determine UNSG's cost of equity capital.

11

12

13

14

15

16

17

18

19

20

In  de te rmin ing  the  ra te  o f  f u tu re  d iv idend  g rowth  f o r  UNSG,  what

assumptions did you make?

There are two primary assumptions regarding dividend growth that must

be made when using the DCF method. First, dividends will grow by a

constant rate into perpetuity, and second, the dividend payout ratio will

remain at a constant rate. Both of these assumptions are predicated on

the traditional DCF model's basic underlying assumption that a company's

earnings, dividends, book value and share growth all increase at the same

constant rate of  growth into inf inity. Given these assumptions, if  the

Q.

A.

12



Direct Testimony of William A. Rigsby
UNS Gas, Inc.
Docket No. G-04204A-08-0571

1 dividend payout rat io remains constant, so does the earnings retention

2 ratio (the percentage of earnings that are retained by the company as

3 opposed to being paid out in dividends). T h is  be ing  t he  c as e ,  a

4

5

6

company's dividend growth can be measured by multiplying its retention

ratio (1 - dividend payout ratio) by its book return on equity. This can be

stated as g = b x r.

7

8

9

Would you please provide an example that will illustrate the relationship

that earnings, the dividend payout ratio and book value have with dividend

10

11

12

growth?

RUCO consultant Stephen Hil l i l lustrated this relat ionship in a Cit izens

Utilities Company 1993 rate case by using a hypothetical utility.4

13

14

15

16

17

18

19

20

21

Book Value

Equity Return

Earnings/Sh.

Payout Ratio

Dividend/Sh

Year 1

$10.00

10%

$1 .00

0.60

$0.60

Table I

Year 2 Year 3

$10.40 $10.82

10% 10%

$1 .04 $1 .082

0.60 0.60

$0.624 $0.649

Year 4

$11 .25

10%

$1 .125

0.60

$0.575

Year 5

$11 .70

10%

$1 .170

0.60

$0.702

Growth

4.00%

N/A

4.00%

N/A

4.00%

22 Table I of Mr. Hill's illustration presents data for a five-year period on his

23 hypothetical utility. In Year 1,  the ut i l i ty had a common equity or book

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared
Testimony, dated December 10, 1993, p, 25.

4

A.

Q.

13
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1

2

3

4

value of $10.00 per share, an investor-expected equity return of ten

percent, and a dividend payout ratio of sixty percent. This results in

earnings per share of $1 .00 ($10.00 book value x 10 percent equity return)

and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during

5 Year 1. Because forty percent (1 0.60 payout ratio) of the utility's

6

7

earnings are retained as opposed to being paid out to investors, book

value increases to $10.40 in Year 2 of  Mr. Hill 's i l lustration. Table I

8 presents the results of this continuing scenario over the remaining f ive-

g year period .

10

11

12

13

The results displayed in Table I demonstrate that under "steady-state" (i.e.

constant) conditions, book value, earnings and dividends all grow at the

same constant rate. The table further illustrates that the dividend growth

14

15

16

rate, as discussed earlier, is a function of (1) the internally generated

funds or earnings that are retained by a company to become new equity,

and (2) the return that an investor earns on that new equity. The DCF

17 b x r, is also referred to as the

18

dividend growth rate, expressed as g

internal or sustainable growth rate.

19

20

21

If  earnings and dividends both grow at the same rate as book value,

shouldn't that rate be the sole factor in determining the DCF growth rate?

22 No. Possible changes in the expected rate of return on either common

23 equity or the dividend payout ratio make earnings and dividend growth by

Q.

A.

14
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1 themselves unreliable. This can be seen in the continuation of Mr. Hill's

2 illustration on a hypothetical utility.

3

4

5

6

7

8

9

10

11

Book Value

Equity Return

Earnings/Sh

Payout Ratio

Dividend/Sh

Year 1

$10.00

10%

$1 .00

0.60

$0.60

Year 2

$10.40

10%

$1 .04

0.60

$0.624

Table II

Year 3

$10.82

15%

$1 .623

0.60

$0.974

Year 4

$11 .47

15%

$1 .720

0.60

$1 .032

Year 5

$12.158

15%

$1.824

0.60

$1 .094

Growth

5.00%

10.67%

16.20%

N/A

16.20%

12

13

14

15

16

17

In the example displayed in Table ll, a sustainable growth rate of  four

percents exists in Year 1 and Year 2 (as in the prior example). In Year 3,

Year 4 and Year 5, however, the sustainable growth rate increases to six

percent.6 If the hypothetical utility in Mr. HilTs illustration were expected to

earn a f if teen-percent return on common equity on a continuing basis,

then  a  s ix  percen t  long- te rm ra te  o f  g rowth  wou ld  be  reasonab le .

18 However, the compound growth rate for earnings and dividends, displayed

19 in the last column, is 16.20 percent. If  this rate was to be used in the

20

21

22

DCF model, the utility's return on common equity would be expected to

increase by fifty percent every five years, [(15 percent + 10 percent) - 1].

This is clearly an unrealistic expectation.

5 [ ( Year 2 Earnings/Sh - Year 1 Earnings/Sh ) +
$1 .00 ] = [ $0.04 + $1 .00 ] =4.00%

e [ ( 1 ..... Payout Ratio ) x Rate of Return ] = [( 1 - 0.60 ) x 15.00% ] :: 0.40 x 15.00% =6.00%

Year 1 Earnings/Sh ] = [ ( $1 .04 - $1.00 )

15
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1

2

3

4

5

Although it is not illustrated in Mr. HilTs hypothetical example, a change in

only the dividend payout ratio will eventually result in a utility paying out

more in dividends than it earns. While it  is not uncommon for a util ity in

the real world to have a dividend payout ratio that exceeds one hundred

percent  on occasion,  i t  would be unreal is t ic  to expect  the pract ice to

6 continue over a sustained long-term period of time.

7

8

9

10

Other than the retention of internally generated funds, as illustrated in Mr.

Hil l 's  hypothet ical example, are there any other sources of  new equity

capital that can inf luence an investor's growth expectat ions for a given

11 company?

12 Yes,  a  company can ra ise new equi ty capi ta l  external ly. The best

13

14

15

16

example of external funding would be the sale of new shares of common

stock. This would create addit ional equity for the issuer and is often the

case wi th ut i l i t ies  that  are ei ther in the process of  acquir ing smal ler

systems or providing service to rapidly growing areas.

17

18 How does external equity financing influence the growth expectations held

19

20

21

22

23

by investors?

Rational investors will put their available funds into investments that will

either meet or exceed their given cost of capital (i.e. the return earned on

their investment). In the case of a utility, the book value of a company's

stock usually mirrors the equity portion of its rate base (the utility's earning

Q.

A.

Q.

A.

16
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1 base).

2

3

Because regulators a l low ut i l i t ies the opportunity to earn a

reasonable rate of  return on rate base,  an investor would take in to

consideration the effect that a change in book value would have on the

4

5

6

7

8

9

rate of return that he or she would expect the utility to earn. If an investor

believes that a util ity's book value (i.e. the util ity's earning base) will

increase, then he or she would expect the return on the utility's common

stock to increase. If this positive trend in book value continues over an

extended period of time, an investor would have a reasonable expectation

for sustained long-term growth.

10

11

12

13

14

15

Please provide an example of  how external f inancing affects a utility's

book value of equity.

As l explained earlier, one way that a utility can increase its equity is by

selling new shares of common stock on the open market. If  these new

shares are purchased at prices that are higher than those shares sold

16 previously, the utility's book value per share will increase in value. This

17

18

19

would increase both the earnings base of  the util ity and the earnings

expectations of investors. However, if  new shares sold at a price below

the pre-sale book value per share, the after-sale book value per share

declines in value. If this downward trend continues over time, investors20

21

22

23

might view this as a decline in the utility's sustainable growth rate and will

have lower expectations regarding growth. Using this same logic, if a new

stock issue sells at a price per share that is the same as the pre-sale book

Q.

A.

17
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1

2

value per share, there would be no impact on either the utility's earnings

base or investor expectations.

3

4 Please explain how the external component of  the DCF growth rate is

determined.5

6

7

8

In his book, The Cost of Capital to a Public Utility,7 Dr. Gordon (the

individual responsible for the development of the DCF or constant growth

model) identified a growth rate that includes both expected internal and

g The mathematical expression for Dr.

10

external f inancing components.

Gordon's growth rate is as follows:

11

12

13 where: g

b14

15 r

Q = ( br ) + ( sv )

DCF expected growth rate,

the earnings retention ratio,

the return on common equity,

the fraction of new common stock sold that16 S

17 accrues to a current shareholder, and

18 V funds raised from the sale of stock as a fraction

19

20 and v

21 where: BV

22 MP

of existing equity.

1-[(Bv)+(MP)]

book value per share of common stock, and

the market price per share of common stock.

7 Gordon, M.J., The Cost of Capital to a Public Utilitv, East Lansing, Ml: Michigan State
University, 1974, pp, 30-33.

A.

Q.
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1

2

Did you include the effect of external equity financing on long-term growth

rate expectations in your analysis of expected dividend growth for the DCF

model? i3

4

5

6

Yes. The external growth rate estimate (sv) is displayed on Page 1 of

Schedule WAR-4, where it is added to the internal growth rate estimate

(Br) to arrive at a final sustainable growth rate estimate.

7

8

9

Please explain why your calculat ion of  external growth on page 2 of

Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in

10

11

12

13

the equation [(M + B) + 1] + 2.

The market price of a utility's common stock will tend to move toward book

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return

that is equal to the cost of capital (one of the desired effects of regulation).

14 As a result of this situation, I used [(M B)+1] 2 as opposed to the

15

16

current market-to-book ratio by itself to represent investor's expectations

that, in the future, a given utility will achieve a market-to-book ratio of 1.0.

17

18 Has the Commission ever adopted a cost of capital estimate that included

19 this assumption?

20 Yes. In a prior Southwest Gas Corporation rate cases, the Commission

21

22

adopted the recommendations of  ACC Staf fs cost of  capital witness,

Stephen Hill, who I noted earlier in my testimony. in that case, Mr. Hill

8 Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876)

A.

Q.

A.

Q.

A.

Q.

19
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1

2

used the same methods that I have used in arriving at the inputs for the

DCF model. His f inal recommendation for Southwest Gas Corporation

3

4

5

was largely based on the results of his DCF analysis, which incorporated

the  same va l id  marke t - to -book ra t io  assumpt ion  tha t  I  have  used

consistently in the DCF model as a cost of capital witness for RUCO.

6

7

8

9

10

11

How did you develop your dividend growth rate estimate?

I analyzed data on two separate proxy groups. A water company proxy

group comprised of three publicly traded water companies and a natural

gas proxy group consisting of ten natural gas local distribution companies

("LDC") that have similar operating characteristics to water providers.

12

13

14

15

16

17

18

Why did you use a proxy group methodology as opposed to a direct

analysis of UNSG?

One of the problems in performing this type of analysis is that the utility

applying for a rate increase is not always a publicly traded company, as is

the case with UNSG itself. Consequently it was necessary to create a

proxy by analyzing publicly traded water companies and LDC's with

similar risk characteristics.19

20

21 Are there any other advantages to the use of a proxy?

22 Yes. As I noted earl ier,  the U.S. Supreme Court  ru led in the Hope

23 dec is ion  tha t  a  u t i l i t y  is  en t i t led  to a m  a  r a t e  o f  r e t u r n  t h a t  i s

A.

Q.

Q.

A.

A.

Q.

20
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1 commensura te  wi th  the  re turns on  investments o f  o ther f i rms wi th

2

3

4

5

comparable risk. The proxy technique that I have used derives that rate of

return. One other advantage to using a sample of companies is that it

reduces the possible impact that any undetected biases, anomalies, or

measurement errors may have on the DCF growth estimate.

6

7

8

9

10

11

12

13

14

What criteria did you use in selecting the companies that make up your

proxy for UNSG?

All of the LDC's in my sample are publicly traded on the NYSE and are

followed by The Value Line Investment Survev's ("Value Line") natural gas

(distribution) industry segment. All of the companies in the proxy are

engaged in the provision of regulated natural gas distribution services.

Attachment A of my testimony contains Value Line's most recent

evaluation of the natural gas proxy group that l used for my cost of

15 common equity analysis.

16

17

18

19

20

21

22

What companies are included your proxy?

The ten natural gas LDC's included in my proxy (and their NYSE ticker

symbols) are AGL Resources, Inc. ("AGL"), At nos Energy Corp. ("ATO"),

Laclede Group, Inc. ("LG"), New Jersey Resources Corporation ("NJR"),

Nicor, inc. ("GAS"), Northwest Natural Gas Co. ("NWN"), Piedmont

Natural Gas Company ("PNY"), South Jersey Industries, Inc. ("SJI")

A.

Q.

Q.

A.

21
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1 Southwest Gas Corporation ("SWX"), which is the dominant natural gas

2 provider in Arizona, and WGL Holdings, Inc. ("WGL").

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

Brief ly describe the regions of  the U.S. served by the ten natural gas

LDC's that make up your sample proxy.

The ten LDC's listed above provide natural gas service to customers in the

Middle Atlantic region (i.e. NJI which serves portions of  northern New

Jersey, SJI which serves southern New Jersey and WGL which serves the

Washington D.C. metro area), the Southeast and South Central portions

of the U.S. (i.e. AGL which serves Virginia, southern Tennessee and the

Atlanta, Georgia area and PNY which serves customers in North Carolina,

South Carolina and Tennessee), the South, deep South and Midwest (i.e.

ATO which serves customers in Kentucky, Mississippi, Louisiana, Texas,

Colorado and Kansas,  GAS which provides service to northern and

western Illinois, and LG which serves the st. Louis area), and the Pacific

Northwest  ( i .e .  NW N which serves W ashington sta te  and Oregon).

Portions of Arizona, Nevada and California are sewed by six.

18

19 Did the Company's witness also perform a similar analysis using natural

20

21

22

gas LDC's?

Yes,  the Company's witness,  Kenton C.  Grant ,  performed a s imi lar

analysis of publicly traded LDC's.

23

A.

Q.

Q.

A.

22
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1

2

Does your sample of LDC's include all of the same LDC's that Mr. Grant

included in his sample?

3 Yes.

4

5

6

7

8

9

P lease  exp la in  your  DCF g rowth  ra te  ca lcu la t ions  f o r  the  samp le

companies used in your proxy.

Schedule WAR-5 provides retention ratios, returns on book equity, internal

growth rates, book values per share, numbers of shares outstanding, and

the compounded share growth for each of  the util it ies included in the

10 sample for the historical observation period 2004 to 2008. Schedule

11

12

13

WAR-5 also includes Value Line's projected 2009, 2010 and 2012-14

values for the retention ratio, equity return, book value per share growth

rate, and number of shares outstanding for the LDC's in my sample.

14

15

16

17

18

Please describe how you used the information displayed in Schedule

WAR-5 to estimate each comparable utility's dividend growth rate.

In explaining my analysis, l will use AGL Resources, Inc., (NYSE symbol

AGL) as  an  example . The f i rst  d iv idend growth component  that  I

19 evaluated was the internal growth rate. I used the  "b  x  r "  f o rmu la

20

21

22

(described on pages 9 and 10) to multiply AGL's earned return on

common equity by its earnings retention ratio for each year during the

2004 to 2008 observation period to derive the utility's annual internal

23 growth rates. I used the mean average of  this f ive-year period as a

Q.

A.

A.

Q.

Q.

A.

23
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1 I

2

3

benchmark against which compared the projected growth rate trends

provided by Value Line. Because an investor is more l ikely to be

influenced by recent growth trends, as opposed to historical averages, the

4 f ive-year mean noted earlier was used only as a benchmark f igure. As

5

6

7

8

9

10

11

12

13

shown on Schedule WAR-5, Page 1, AGL's sustainable internal growth

rate increased from 5.45% in 2004 to 6.14% in 2005. The company's

growth rates experienced a pattern of decline during the remainder of the

observation period, which resulted in a 5.49% average over the 2004 to

2008 time frame. Value Line's analysts are forecasting this trend to

continue through 2009 before growth climbs steadily to 5.98% through the

2012-14 period. Based on these estimates l believe a 5.30% rate of

internal growth is reasonable for AGL (Schedule WAR-4, Page 1, Column

A, Line 1).

14

15 Please continue with the external growth rate "s x v" component portion of

16

17

18

19

your analysis.

Schedule WAR-5 demonstrates that AGL's share growth averaged just

0.07% over the observation period. Value Line expects future outstanding

shares to increase from 76.90 million in 2008 to 85.00 million by the end of

20 2014. Taking this data into consideration, l am estimating a 1.75% rate of

21 share growth for AGL (Schedule WAR-4, Page 2, Column A, Line 1). I

22 used this estimate to calculate the s x v component of the DCF dividend

23 growth rate. My f inal dividend growth rate est imate for AGL is 5.58

Q.

A.
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1

2

percent (5.30 percent internal growth + 0.28 percent external growth) and

is shown on Page 1 of Schedule WAR-4.

3

4

5

6

7

What is your average dividend growth rate estimate using the DCF model

for the sample natural gas utilities?

Based on the DCF model, my average dividend growth rate estimate is

6.45 percent, which is also displayed on page 1 of Schedule WAR-4.

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

How do your average dividend growth rate estimates compare with the

growth rate data published by Value Line and other analysts?

My 6.45 percent estimate is 14 basis points lower than the 6.59 percent

consensus projections published by Zacks Investment Research

("Zacks"), exhibited in my Attachment B, and 12 basis points higher than

Value Line's 4.33 percent projected estimates. As can also be seen on

Schedule WAR-6, the 6.45 percent estimate that l have calculated is 77

basis points higher than the 5.68 percent f ive-year historical average of

Value Line data (on Eps, DPS and BVPS) and is 123 basis point higher

than the 5.22 percent average of  the 5-year EPS means provided by

Zacks, and the aforementioned percent f ive-year historical average of

Value Line data. In fact, my 6.45 percent estimate is 383 basis points

higher than the 2.62 percent Value Line 5-year compound history that is

also displayed on Schedule WAR-6. Based on the information presented

in Schedule WAR-6, l would say that my 6.45 percent estimate, which falls

A.

Q.

A.

Q.
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1

2

between Zack's and Value Line's projections, is a fair representation of the

growth estimates presented by securities analysts at this point in time.

3

4

5

6

7

8

9

10

How did you calculate the dividend yields displayed in Schedule WAR-3?

I used the estimated annual dividends, for the next twelve-month period,

that appeared in Value Line's March 13, 2009 Ratings and Reports

Natural Gas Utility update. l then divided those figures by the eight-week

average price per share of the appropriate utility's common stock. The

eight-week average price is based on the daily closing stock prices for

each of the companies in my proxies for the period March 30, 2009 to May

11 22, 2009.

12

13

14

15

Based on the results of  your DCF analysis, what is your cost of  equity

capital estimate for the LDC's included in your sample?

As shown in Schedule WAR-2, the cost of equity capital derived from my

16 DCF analysis is 11.40 percent.

17

18

19

20

21

22

23

A.

A.

Q.

Q.
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1 Capital Asset Pricing Model (CAPM) Method

2 Please explain the theory behind CAPM and why you decided to use it as

3 an equity capital valuation method in this proceeding.

4 CAPM is a mathematical tool that was developed during the early 1960's

5 by William F. Sharped, the Tim ken Professor Emeritus of Finance at

6 Stanford University, who shared the 1990 Nobel Prize in Economics for

7 research that eventually resulted in the CAPM model. CAPM is used to

8 analyze the relationships between rates of return on various assets and

9 risk as measured by beta.10 In this regard, CAPM can help an investor to

10 determine how much risk is associated with a given investment so that he

11 or she can decide if that investment meets their individual preferences.

12 Finance theolv has always held that as the risk associated with a given

13 investment increases, so should the expected rate of return on that

14 investment and vice versa. According to CAPM theory, risk can be

15 classified into two specific forms: nonsystematic or diversifiable risk, and

16 systematic or non-diversifiable risk. While nonsystematic risk can be

17 virtually eliminated through diversification (i.e. by including stocks of

18 various companies in various industries in a portfolio of securities),

19 systematic risk, on the other hand, cannot be eliminated by diversification.

9 William F. Sharpe, "A Simplified Model of Portfolio Analysis," Management Science, Vol. 9, No.
2 (January 1963), pp, 277~93.

Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of
a market portfolio of assets. It is a measure of systematic or non~diversifiable risk. The returns
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock
market, and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall
stock market.

10

A.

Q.
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1

2

3

Thus, systematic risk is the only risk of importance to investors. Simply

stated, the underlying theory behind CAPM states that the expected return

on a given investment is the sum of a risk-free rate of return plus a market

4

5

risk premium that is proportional to the systematic (non-diversifiable risk)

associated with that investment. In mathematical terms, the formula is as

6 follows:

7

8

9 where: k

k = r f + [ l 3 ( r m- r f ) ]

the expected return of a given security,

10 risk-free rate of return,

11

ff

is beta coefficient, a statistical measurement of a

12

13 rm

14 rm ' ff

security's systematic risk,

average market return (e.g. S&P 500), and

market risk premium.

15

16

17

What types of financial instruments are generally used as a proxy for the

risk-free rate of return in the CAPM model?

18

19

Generally speaking, the yields of U.S. Treasury instruments are used by

analysts as a proxy for the risk-free rate of return component.

20

21

22

23

A.

Q.
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1

2

3

4

Please explain why U.S. Treasury instruments are regarded as a suitable

proxy for the risk-free rate of return?

As cit izens and investors,  we would l ike to bel ieve that  U.S. Treasury

securi t ies (which are backed by the ful l  fai th and credit  of  the United

5

6

7

8

9

10

States Government) pose no threat of default no matter what their maturity

dates are. However, a comparison of various Treasury instruments will

reveal that those with longer maturity dates do have slightly higher yields.

Treasury yields are comprised of two separate components," a real rate

of interest (believed to be approximately 2.00 percent) and an inflationary

expectation. When the real rate of interest is subtracted from the total

11

12

13

14

treasury yield, all that remains is the inflationary expectation. Because

increased inflation represents a potential capital loss, or risk, to investors,

a higher inflationary expectation by itself represents a degree of risk to an

investor. Another  way of  looking at  th is  is  f rom an opportuni ty cos t

15 standpoint. When an investor locks up funds in long-term T-Bonds,

16

17

18

19

20

compensat ion must  be prov ided for  fu ture inves tment  oppor tuni t ies

foregone. This is often described as maturity or interest rate risk and it

can af fec t  an investor  adversely i f  market  rates  increase before the

instrument matures (a rise in interest rates would decrease the value of

the debt instrument). As discussed ear l ier  in  the DCF port ion of  my

11 As a general rule of thumb, there are three components that make up a given interest rate or
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk
premium. The approximate risk premium of a given security can be determined by simply
subtracting a 91-day T-Bill rate from the yield on the security.

A.

Q.
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1 testimony, this compensation translates into higher rates of returns to the

2 investor.

3

4 What security did you use for a risk-free rate of return in your CAPM

5

6

7

8

9

analysis?

I used an eight-week average of  the yields on a 5-year U.S. Treasury

instrument. The yields were published in Value Line's Selection and

Opinion publication dated April 3, 2009 through May 22, 2009 (Attachment

C). This resulted in a risk-free (ff) rate of return of 1.87 percent.

10

11 Q.

12

Why did you use the yield on a 5-year year U.S. Treasury instrument as

opposed to a short-term T-Bill?

While a shorter term instrument, such as a 91-day T-Bill, presents the13

14

15

16

17

18

19

20

lowest possible total risk to an investor, a good argument can be made

that the yield on an instrument that matches the investment period of the

asset being analyzed in the CAPM model should be used as the risk-free

rate of return. Since utilities in Arizona generally file for rates every three

to f ive years, the yield on a 5-year U.S. Treasury Instrument closely

matches the investment period or, in the case of regulated utilities, the

period that new rates will be in effect.

21

22

Q.

A.

A.
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1

2

3

4

5

6 I

7

8

How d id  you ca lcu la te  the market  r isk premium used in  your  CAPM

analysis?

I used both a geometric and an ari thmet ic mean of  the historical total

returns on the S&P 500 index f rom 1926 to 2007 as the proxy for the

market rate of return (rm). For the risk-free port ion of the risk premium

component (rf), used the geometric mean of the total returns of long-term

government bonds for the same eighty-one year period. The market risk

premium (rm - rf) that results by using these inputs is 5.10 percent (10.40%

9 5.30% 5.10%). The market risk premium that results by using the

10 arithmetic mean calculation is 6.80 percent (12.30% - 5.50% =6.80%).

11

12

13

14

15

16

17

18

19

20 T he  be t a

21

How did you select the beta coeff ic ients that were used in your CAPM

analysis?

The beta coef f ic ients  ( fS),  for the indiv idual ut i l i t ies used in both my

proxies, were calculated by Value Line and were current as of March 13,

2009. Value Line calculates i ts  betas by using a regression analysis

between weekly percentage changes in the market price of the security

being analyzed and weekly percentage changes in the NYSE Composite

Index over a five-year period. The betas are then adjusted by Value Line

for  t he i r  long- te rm tendency to  converge toward 1.00.

coefficients for the LDC's included in my sample ranged from 0.60 to 0.75

22 with an average beta of 0.67.

23

Q.

A.

Q.

A.
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1

2

3

4

5

What are the results of your CAPM analysis?

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation

using a geometric mean to calculate the risk premium results in an

average expected return of 5.26 percent. My calculation using an

arithmetic mean results in an average expected return of 6.39 percent.

6

7 Please summarize the results derived under each of the methodologies

8

9

10

presented in your testimony.

The fol lowing is a summary of  the cost of  equity capital derived under

each methodology used :

METHOD RESULTS

11

1 2

1 3

1 4

1 5

DCF

CAPM

11 .40%

5.26% - 6.39%

16

17

18

Based on these results, my best estimate of an appropriate range for an

original cost of equity capital for UNSG is 5.26 percent to 11.40 percent.

My final recommended original cost of equity capital figure is 8.61 percent.

19

20

21

22

23

Q.

A.

Q.

A.
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1 Q

2

3

4

5

How did you arrive at your recommended original cost of  equity capital

figure of 8.61 percent?

My recommended original cost of equity capital f igure of 8.61 percent is

the average of my DCF and CAPM results. The calculation can be seen

on Page 3 of Schedule WAR-1 .

6

7

8

9

10

11

How does your recommended original cost of equity capital compare with

the cost of equity capital proposed by the Company?

The 11.00 percent cost of equity capital proposed by the Company is 239

basis points higher than the 8.61 percent original cost of equity capital that

I am recommending.

12

13 Current Economic Environment

14

15

Please explain why it  is necessary to consider the current economic

environment when performing a cost of  equity capita l analysis for a

16

17

regulated utility.

Consideration of the economic environment is necessary because trends

18

19

20

21

22

23

in interest rates, present and projected levels of inflation, and the overall

state of the U.S. economy determine the rates of return that investors earn

on their invested funds. Each of these factors represent potential risks

that must be weighed when estimating the cost of equity capital for a

regulated utility and are, most often, the same factors considered by

individuals who are also investing in non-regulated entities.

A.

A.

Q.

Q.

A.
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1

2

Please discuss your analysis of the current economic environment.

My analysis includes a brief  review of  the economic events that have

occurred since 1990.3 Schedule WAR-8 displays various economic

indicators and other data that I will refer to during this portion of my4

5 testimony.

6

7

In 1991, as measured by the most recently revised annual change in

gross domestic product ("GDP"), the U.S. economy experienced a rate of

8 growth of  negative 0.20 percent. Th is  dec l ine  in  GDP marked the

9

10

11

12

beginning of a mild recession that ended sometime before the end of the

first half of 1992. Reacting to this situation, the Federal Reserve Board

("Federal Reserve" or "Fed"),  then chaired by noted economist Alan

Greenspan, lowered its benchmark federal funds rate12 in an ef fort to

13 further loosen monetary constraints an action that resulted in lower

14 interest rates.

15

16

17

18

19

20

During this same period, the nation's major money center banks followed

the Federal Reserve's lead and began lowering their interest rates as well.

By the end of the fourth quarter of 1993, the prime rate (the rate charged

by banks to their best customers) had dropped to 6.00 percent from a

1990 level of 10.01 percent. In addition, the Federal Reserve's discount

12 This is the interest rate charged by banks with excess reserves at a Federal Reserve district
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is
the most sensitive indicator of the direction of interest rates, since it is set daily by the market,
unlike the prime rate and the discount rate, which are periodically changed by banks and by the
Federal Reserve Board, respectively.

Q.

A.
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1 rate on loans to its member banks had fallen to 3.00 percent and short-

term interest rates had declined to levels that had not been seen since2

3 1972.

4

5

6

7

8

g

10

Although GDP increased in 1992 and 1993, the Federal Reserve took

steps to increase interest rates beginning in February of 1994, in order to

keep inflation under control. By the end of 1995, the Federal discount rate

had risen to 5.21 percent. Once again, the banking community followed

the Federal Reserve's moves. The Fed's strategy, during this period, was

to engineer a "soft  landing." That  is  to say that  the Federal Reserve

wanted to foster a situation in which economic growth would be stabilized11

12 without incurring either a prolonged recession or runaway inflation.

13

14 Did the Federal Reserve achieve its goals during this period?

15 Yes. The Fed's strategy of  decreasing interest rates to st imulate the

16 economy worked. The annual change in GDP began an upward trend in

17 1992. A change of 4.50 percent and 4.20 percent were recorded at the

18

19

20

21

22

end of 1997 and 1998 respect ively. Based on daily reports that  were

presented in the mainstream print and broadcast media during most of

1999, there appeared to be lit t le doubt among both economists and the

public at large that the U.S. was experiencing a period of robust economic

growth highlighted by low rates of unemployment and inflation. Investors,

who believed that technology stocks and Internet company start-ups (with23

Q.

A.
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1

2

3

4

little or no history of earnings) had high growth potential, purchased these

types of issues with enthusiasm. These types of investors, who exhibited

what former Chairman Greenspan described as "irrational exuberance,"

pushed stock prices and market indexes to all time highs from 1997 to

2000.5

6

7 What has been the state of the economy since 2001 ?

8

9

10

The U.S. economy entered into a recession near the end of  the f irst

quarter of 2001. The bullish trend, which had characterized the last half of

the 1990's, had already run its course sometime during the third quarter of

11 2000. Economic data released since the beginning of 2001 had already

12

13

14

15

16

17

18

been disappointing during the months preceding the September 11, 2001

terrorist attacks on the World Trade Center and the Pentagon. Slower

growth figures, rising layoffs in the high technology manufacturing sector,

and falling equity prices (due to lower earnings expectations) prompted

the Fed to begin cutting interest rates as it had done in the early 1990's.

The now infamous terrorist attacks on New York City and Washington

D.C. marked a def ining point in this economic slump and prompted the

Federal Reserve to continue its rate cutting actions through December19

20 2001 n Prior to the 9/11 attacks, commentators, reporting in both the

21

22

23

mainstream financial press and various economic publications including

Value Line, believed that the Federal Reserve was cutting rates in the

hope of avoiding a recession.

A.

Q.
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1

2

3

Despite several intervals during 2002 and 2003 in which the Federal Open

Market Committee ("FOMC") decided not to change interest rates - moves

which indicated that the worst may be over and that the recession might

4 have bottomed out during the last quarter of 2001 a lackluster economy

5

6

persisted. The continuing economic malaise and even fears of possible

deflat ion prompted the FOMC to make a thirteenth rate cut on June 25,

7 2003. The quarter  point  cut  reduced the federal  funds rate to 1.00

8 percent, the lowest level in forty-five years.

9

10

11

12

13

Even though some s igns  of  economic  s t rength,  main ly at t r ibuted to

consumer spending, began to crop up during the latter part of 2002 and

into 2003, Chairman Greenspan appeared to be concerned with sharp

declines in capital spending in the business sector.

14

15

16

17

18

19

During the latter part of 2003, the FOMC went on record as saying that it

intended to leave interest rates low "for a considerable period." After its

two-day meeting that ended on January 28, 2004, the FOMC announced

" that  w i th  in f la t ion  ' qu i te  low '  and p len ty o f  excess  capac i t y in  the

economy, policy-makers 'can be patient in removing its policy

3Cc0mm0d3'[i0n_13"20

21

22

is Wolk, Martin, "Fed holds interest rates steady," MSNBC, January 28, 2004.
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1 What actions has the Federal Reserve taken in terms of interest rates

2

3

4

5

6

7

8

9

10

11

12

since the beginning of 2001?

As noted earlier, from January 2001 to June 2003 the Federal Reserve cut

interest rates a total of thirteen times. During this period, the federal funds

rate fell from 6.50 percent to 1.00 percent. The FOMC reversed this trend

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25

percent. From June 29, 2004 to January 31, 2006, the FOMC raised the

federal funds rate thirteen more times to a level of 4.50 percent.

The FOMC's January 31, 2006 meeting marked the f inal appearance of

Alan Greenspan, who had presided over the rate setting body for a total of

eighteen years. On tha t  same day,  Greenspan 's  successor ,  Ben

Bernanke, the former chairman of the President's Council of  Economic

13

14

15

16

Advisers and a former Fed governor under Greenspan from 2002 to 2005,

was confirmed by the U.S. Senate to be the new Federal Reserve chief.

As expected by Fed watchers, Chairman Bernanke picked up where his

predecessor lef t of f  and increased the federal funds rate by 25 basis

17

18

19

20

21

po in ts  dur ing  each o f  the  next  th ree FOMC meet ings f o r  a  to ta l  o f

seventeen consecutive rate increases since June 2004, and raising the

federal funds rate to a level of  5.25 percent. The Fed's rate increase

campaign f inally came to a halt at the FOMC meeting held on August 8,

2006, when the FOMC decided not to raise rates.

22

23

Q.

A.

38



Direct Testimony of William A. Rigsby
UNS Gas, Inc.
Docket No. G-04204A-08-0571

1 What was the reaction in the financial community to the Fed's decision not

2 to raise interest rates?

3 As in the past, banks followed the Fed's lead once again and held the

4

5

prime rate to a level of 8.25 percent, or 300 basis points higher than the

federal funds rate of 5.25 percent established on June 29, 2006.

6

7

8

How did analysts view the Fed's act ions between January 2001 and

August 2006?

9

10

11

12

13

14

15

16

17

According to an article that appeared in the December 2, 2004 edition of

The Wall Street Journal, the FOMC's decision to begin raising rates two

years ago was viewed as a move to increase rates from emergency lows

in order to avoid creating an inflation problem in the future as opposed to

slowing down the strengthening economy.14 In other words, the Fed was

trying to head off inflation before it became a problem. During the period

following the August 8, 2006 FOMC meeting, the Fed's decisions not to

raise rates were viewed as a gamble that a slower U.S. economy would

help to cap growing inflationary pressures.15

18

19

20

14 McKinnon, John D. and Greg IP, "Fed Raises Rates by a Quarter Point," The Wall Street
Journal, September 22, 2004.

15 up, Greg, "Fed Holds Interest Rates Steady As Slowdown Outweighs Inflation," The Wall Street
Journal Online Edition, August 8, 2006.

Q.

A.

A.

Q.
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1

2

3

Was the Fed attempting to engineer another "soft landing", as it did in the

mid-nineties, by holding interest rates steady?

Yes, however, as pointed out in an August 2006 article in The Wall Street

4 Journal by E.S. Browning, soft landings like the one that the Fed

5

6

managed to pull off during the 1994-95 time frame, in which a recession or

a bear market were avoided - rarely happens. Since it began increasing

the federal funds rate in June 2004, the Fed had assured investors that it7

8 would increase rates at a "measured" pace. Many analysts and

9

10

economists interpreted this language to mean that former Chairman

Greenspan would be cautious in increasing interest rates too quickly in

order to avoid what is considered to be one of the Fed's few blunders11

12

13

14

15 According to Mr. Browning, at the time that

16

17

18

19

during Greenspan's tenure - a series of increases in 1994 that caught the

financial markets by surprise after a long period of low rates. The rapid

rise in rates contributed to the bankruptcy of Orange County, California

and the Mexican peso crisis".

his article was published, the hope was that Chairman Bernanke would

succeed in slowing the economy "just enough to prevent serious inflation,

but not enough to choke off growth." In other words, "a 'Goldilocks

economy,' in which growth is not too hot and not too cold."

20

16 Browning, E.S, "Not Too Fast, Not Too Slow...,"
21, 2006.

The Wall Street Journal Online Edition, August

17 Associated Press (AP), "Fed begins debating interest rates" USA Today, June 29, 2004.

Q .

A.
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1

2

3

4

5

6

7

8

9

10

Was the Fed's attempt to engineer a soft landing successful during the

period that followed the August 8, 2006 FOMC meeting?

It would appear so. Articles published in the mainstream financial press

were generally upbeat on the economy during that period. An example of

this is an article written by Nell Henderson that appeared in the January

30, 2007 edition of The Washington Post. According to Ms. Henderson, "a

year into [Fed Chairman] Bernanke's tenure, the [economic] picture has

turned considerably brighter. Inflation is falling, unemployment is low,

wages are rising, and the economy, despite continued problems in

housing, is growing at a brisk 01ip."18

11

12

13

What has been the state of the economy over the past two years?

Reports in the mainstream financial press during the majority of 2007

reflected the view that the U.S. economy was slowing as a result of a14

15 worsening situation in the housing market and higher oil prices. The

16

17

18

19

overall outlook for the economy was one of only moderate growth at best.

Also during this period the Fed's key measure of inflation began to exceed

the rate setting body's comfort level.

On August 7, 2007, the FOMC decided not to increase or decrease the

federal funds rate for the n inth stra ight  t ime and lef t  i ts target  rate20

18 Henderson, Nell, "Bullish on Bernanke"The Washington Post, January 30, 2007.

Q.

A.

Q.

A.
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1

2

3

4

5

6

7

8

9

unchanged at 5.25 percent.19 At the time of the Fed's decision, analysts

speculated that a rate cut over the next several months was unlikely given

the Fed's concern that inf lation would fail to moderate. However, during

this same period, evidence of  an even slower economy and a possible

recession was beginning to surface. Within days of the Fed's decision to

stand pat on rates, a borrowing crisis rooted in a deterioration of  the

market for subprime mortgages and securities linked to them, forced the

Fed to inject $24 billion in funds (raised through open market operations)

into the credit markets.2° By Friday, August 17, 2007, after a turbulent

10 week on Wall Street, the Fed made the decision to lower its discount rate

11

12

13

14

(i.e. the rate charged on direct loans to banks) by 50 basis points, from

6.25 percent to 5.75 percent, and took steps to encourage banks to

borrow from the Fed's discount window in order to provide liquidity to

lenders. According to an article that appeared in the August 18, 2007

edition of The Wall Street Journal, 21 the Fed had used all of its tools to15

16 restore normalcy to the f inancial markets. If  the markets failed to settle

17 down, the Fed's only weapon lef t was to cut the Federal Funds rate

18 possibly before the next FOMC meeting scheduled on September 18,

2007.19

20

19 up, Greg, "Markets Gyrate As Fed Straddles Inflation, Growth"The Wall Street Journal, August
8, 2007

20 up, Greg, "Fed Enters Market To Tamp Down Rate" The Wall Street Journal, August 9, 2007

21 Ip, Greg, Robin Sidel and Randall Smith, "Fed Offers Banks Loans Amid Crises" The Wall
Street Journal, August 9, 2007
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1 Did the Fed cut rates as a result of  the subprime mortgage borrowing

2 crises?

3 Yes. At its regularly scheduled meeting on September 18, 2007, the

4

5

6

7

8

g

10

11

12

FOMC surprised the investment community and cut both the federal funds

rate and the discount rate by 50 basis points (25 basis points more than

what was anticipated). This brought the federal funds rate down to a level

of  4.75 percent. The Fed's act ion was seen as an ef fort  to curb the

aforementioned slowdown in the economy. Over the course of the next

four months, the FOMC reduced the Federal funds rate by a total 175

basis points to a level of 3.00 percent - mainly as a result of concerns that

the economy was slipping into a recession. This included a 75 basis point

reduction that occurred one week prior to the FOMC's meeting on January

13 29, 2008.

14

15 What actions has the Fed taken in regard to interest rates over the past

16

17

year?

The Fed made two more ra te  cuts which inc luded a  75 basis po in t

reduction in the federal funds rate on March 18, 2008 and an additional 2518

19

20

basis point reduction on April 30, 2008. The Fed's decision to cut rates

was based on its belief that the slowing economy was a greater concern

than the current rate of inf lation (which the majority of FOMC members21

Q.

A.

Q.

A.
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1

2

3

4

5

6

7

8

believed would moderate during the economic slowdown).22 As a result of

the Fed's actions, the federal funds rate was reduced to a level of 2.00

percent. From April 30, 2008 through September 16, 2008, the Fed took

no further action on its key interest rate. However, the days before and

after the Fed's September 16, 2008 meeting saw longstanding Wall Street

firms such as Lehman Brothers, Merrill Lynch and AlG failing as a result of

their subprime holdings. By the end of the week, the Bush administration

had announced plans to deal with the deteriorating financial condition

which had now become a worldwide crisis. The administrations actions9

10

11

12

included former Treasury Secretary Henry Paulson's request to Congress

for $700 billion to buy distressed assets as part of a plan to halt what has

been described as the worst financial crisis since the 1930's23. Amidst this

13

14

15

16

17

18

19

20

turmoil, the Fed made the decision to cut the federal funds rate by another

50 basis points in a coordinated move with foreign central banks on

October 8, 2008. This was followed by another 50 basis point cut during

the regular FOMC meeting on October 29, 2008. At the t ime of  th is

writing, the federal funds target rate now stands at 0.25 percent, the result

of  a 75 basis point cut announced on December 16, 2008. After FOMC

meetings in January, March and April of  2009, the Fed elected not to

make any changes in the federal funds rate, stating in January that the

22 up, Greg, "Credit Worries Ease as Fed Cuts, Hints at More Relief" The Wall Street Journal,
March 19, 2008

23 Solo ran, Deborah, Michael R. Crittenden and Damian Paletta, "U.S. Bailout Plan Calms
Markets, But Struggle Looms Over Details" The Wall Street Journal, September 20, 2008
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1

2

3

4

rate would remain low "for some time."24 Presently, the Fed's discount

rate is at 0.50 percent, a level not seen since 19408.25 Based on data

released during the early part of December 2008, the U.S. is now officially

in a recession which began in December of 2007.

5

6 Putt ing this all into perspective, how have the Fed's actions since 2000

affected benchmark rates?7

8

9

U.S. Treasury instruments are for the most part  st i l l  at  historically low

levels. The Fed's actions have also had the overall effect of reducing the

10

11

12

cost of many types of business and consumer loans. As can be seen in

Schedule WAR-8, the previously mentioned federal discount rate (the rate

charged to the Fed's member banks), has fallen to 0.50 percent from 2.25

13 percent in 2008.

14

15

16

17

18

19

20

What has been the trend in other leading interest rates over the last year?

As of May 13, 2009, the leading interest rates have all dropped from the

levels that existed a year ago (Attachment C, Value Line Selection &

Opinion page 3529). The prime rate has fallen from 5.00 percent a year

ago to 3.25 percent. The benchmark federal funds rate, just discussed,

has decreased from 2.00 percent, in May 2008, to a level of 0.25 percent

Hilsenrath, Jon and Liz Rappaport, "Fed Weighs Idea of Buying Treasurys as Focus Shifts"
The Way! Street Journal, January 29, 2009

24

25 Hilsenrath, Jon, "Fed Cuts Rates Near Zero to Battle Slump" The Wall Street Journal,
December 17, 2008

A.

Q.

Q.

A.
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1 (as a result of the December 16, 2008 rate cut discussed above). The

2

3

4

5 a "conundrum"26,

6

7

yields on all of  the non-inf lation protected maturit ies of  U.S. Treasury

instruments exhibited in my Attachment C have also decreased over the

past year. A previous trend, described by former Chairman Greenspan as

in  wh ich  long- te rm ra tes  f e l l  as  shor t - te rm ra tes

increased, thus creating a somewhat inverted yield curve that existed as

late as June 2007, is completely reversed and a more traditional yield

8

9

10

curve (one where yields increase as maturity dates lengthen) presently

exists (Attachment C). The 5-year Treasury yield, used in my CAPM

analysis, has fallen from 3.20 percent, in May 2008, to 1.98 percent as of

11 May 13 ,  2009 . The 30-Year Treasury constant  maturi ty rate a lso

12 decreased from 4.61 percent over the past year to 4.10 percent. These

13

14

current yields are considerably lower than corresponding yields that

existed during the early ninet ies and at the beginning of  the current

15 decade (as can be seen on Schedule WAR-8).

16

17 What is the current outlook for the economy?

18

19

20

21

Value Line's analysts have become more optimistic in their outlook on the

economy as of late and had this to say in their Quarterly Economic Review

that appeared in the May 29, 2009 edition of Value Line's Selection and

Opinion publication:

26 Work, Martin, "Greenspan wrestling with rate 'conundrum',"MSNBC, June 8, 2005

Q.

A.
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We probably have seen the low point in the business cycle, wt  t he
six month period from early last fall through late this winter likely having
marked that trough. The business outlook, which deteriorated steadily
during this time with housing, auto demand, retail sales, manufacturing,
and on manufacturing all slumping in tandem- has grown less troubling
in recent weeks. The lessening in the recession's clout suggests that the
U.S. gross domestic product, which fell 6.3% in the fourth quarter of
2008 and by 6.1% in the opening period of this year, will decline by less
than half that amount in the quarter that ends on June 30th. It should be
noted that the surveys being issued largely detail a reduction in the
economic downturn's severity, rather than any appreciable pickup in
strength. in our v iew, we are sti l l months away from a sustained
business upturn. The best that seems ahead in the next 12 to 18 months
is an uneven and understated recovery, with quarterly growth only
gradually rising above 2%. We think it will be late 2010 or early 2011
before the economy really gets rolling.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19 Q. What is Value Line's outlook for interest rates?

20 A. In the Selection and Opinion publication noted above, Value Line's

21 analysts had this to say:

22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

Interest Rates: Late last year, with the threat of a deepening recession,
or worse, increasing by the day, the Federal Reserve voted to lower the
Federal Funds rate (the rate charged on overnight loans between banks)
to near zero. That is where they remain now and are likely to stay for a
year or more. Other short-term interest rates - notably on three-and
six-month Treasury bills - remain negligible, as do yields on money
market funds and bank certificates of deposit of short duration. Longer-
term fixed-income instruments (i.e., 10-year Treasury notes and 30-year
Treasury bonds), where yields are more closely tied to long-range
inflationary expectations, are also low by recent standards, at 3.2% and
4.2%, respectively. Here, though, yields are trending higher, as some
market forecasters opine that inflation will pose a problem later in the
pending business recovery. Time will tell if such worries are justified.
Long-term interest rates are not yet serious competition for stocks, but
they could become so with even a moderate further increase.

38 Q. What is Value Line's opinion on the current rate of inflation?

39 A. Also in the Selection and Opinion publication noted above, Value Line's

40 analysts had this to say:

41

42

47
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1
2
3
4
5
6
7
8
9

10
11
12
13

Inflation: The major story here has been the ratcheting down of inflation
since late last year, when declining global economic activity and plunging
oil prices helped bring about selective deflation, or falling prices.
Producer (wholesale) and consumer prices fell further during the opening
quarter of 2009, albeit less sharply than in the preceding three months,
as demand for labor, raw materials, and energy all contracted. The
threat of deflation now seems to be lessening, as the decline in
economic activity slows. Our sense is that aggregate price changes will
be limited in the second quarter of this year and that inflation will start to
selectively edge higher by the fourth quarter. Somewhat higher producer
and consumer prices are likely in 2010. We think it will be 2011 or 2012,
before there is much chance of an inflation problem .

14 Q. How are natural gas utilities faring in the current economic environment?

15 A. Natura l  gas u t i l i t ies  appear to  be  do ing  we l l  and represent  a  sa fe

16 investment according to Value Line analyst Richard Gallagher. In the

17 March 13, 2009 quarterly update on the natural gas industry Mr. Gallagher

18 stated the following:

19
20
21
22
23
24
25

The Natural Gas Utility Industry has performed well in recent months.
This is impressive given the weak economy and a tough regulatory
environment. Despite these challenges, companies in this sector
continue to deliver solid results and represent a relatively safe option
amid the turmoil in the world's financial markets. As a result, this group
has risen near the top of our industry spectrum.

26 Mr. Gallagher went on to state:

27
28
29
30
31
32
33
34
35
36
37
38
39

The global economy continues to struggle. Tight credit and a slumping
real estate market are among the main factors contributing to the
recessionary environment. Furthermore, these conditions continue to
weigh on results in this sector. indeed, usage continues to decline as
customers have become more cost conscious. Moreover, bill collection
has become increasingly difficult as unemployment and foreclosures
continue to rise. Despite the aforementioned conditions, investors should
note that this group is an interesting defensive play, While these factors
will likely continue to impact the utilities, this industry should perform well
compared to the rest of the market in the months ahead. Natural Gas
Utilities generally have solid balance sheets and predictable cash flows,
which is appealing given the weakness in the economy.

40

41
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1 Mr. Gallagher concluded:

2
3
4
5
6
7
8
9

10
11

The Natural Gas Utility sector has climbed near the top of our industry
spectrum in recent months. Indeed, it features numerous timely stocks.
In fact, UGI holds our highest rank (1) for Timeliness. However, various
other companies are ranked to outperform the market over the coming
six to 12 months. What's more, the majority of the equities in this industry
offer above-average yields. Most notably, Nicor, AGL Resources and
At nos Energy all offer attractive layouts supported by steady cash
flows. Therefore, investors looking for a good play in the year ahead
should consider some of the names in this group.

12

13

After weighing the economic information that you've just discussed, do you

believe that the cost of equity that you have estimated is reasonable for

14 UNSG?

15

16

17

I believe that my recommended cost of equity will provide UNSG with a

reasonable rate of return on the Company's invested capital when

economic data on interest rates (that are still low by historical standards)

and a low and stable outlook for inflation are all taken into consideration.18

19 As I noted earlier, the Hope decision determined that a utility is entitled to

earn a rate of return that is commensurate with the returns it would make20

21 on other investments with comparable risk. I bel ieve that my DCF

22 analysis has produced such a return.

23

24 COST OF DEBT

25 Have you reviewed UNSG's testimony on the Company-proposed cost of

26 long-term debt?

27 Yes, I have reviewed the testimony prepared by Mr. Grant.

28

A.

Q.

Q.

A.
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1

2

3

Do you agree with Mr. Grant 's inclusion of the amort ized debt discount

and expenses and losses at t r ibuted to reacquired debt  and the credit

facility fees to arrive at his final cost of debt figure of 6.49 percent?

4 Yes.

5

6

7

8

What cost of long-term debt are you recommending for UNSG?

I am recommending that the Commission adopt the Company proposed

cost of debt of 6.49 percent.

9

10 CAPITAL STRUCTURE

11

12

Have you reviewed UNSG's testimony regarding the Company's proposed

capital structure?

Yes.13

14

15

16

17

18

Please describe the Company's proposed capital structure.

The Company is proposing that  the Commission adopt the Company's

actual test year capital structure comprised of 50.01 percent long-term

debt and 49.99 percent common equity.

19

20

21

22

23

What capital structure are you proposing for UNSG?

I am also recommending that the Commission adopt the Company's

actual test year capital structure comprised of 50.01 percent long-term

debt and 49.99 percent common equity.

Q.

A.

A.

Q.

Q.

A.

Q.

A.

A.

Q.
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1

2

3

4

5

6

Is UNSG's actual capital structure in line with industry averages?

For the most part yes. UNSG's actual test year capital structure is very

close to the capital structures of the LDC's included in my cost of capital

analysis. As can be seen in Schedule WAR-Q, the capital structures for

those utilities averaged approximately 46 percent for debt and 54 percent

for equity (53.4 percent common equity + 0.7 percent preferred equity).

7

8 WEIGHTED COST OF CAPITAL

9

10

11

12

13

14

15

16

17

18

19

20

21

22

How does the Company's proposed weighted average cost of  capital

compare with your recommendation?

The Company has proposed an unadjusted weighted average cost of

capital of 8.75 percent. This composite f igure is the result of a weighted

average of  UNSG's proposed 6.49 percent cost of  long-term debt and

11.00 percent cost of  common equity. The Company-proposed 8.75

percent OCRB weighted cost of capital is 120 basis points higher than the

7.55 percent OCRB weighted cost that I am recommending which is the

weighted cost of my recommended 6.49 percent cost of long-term debt

and my recommended 8.61 percent  cost  o f  common equity. In  i t s

Application, the Company makes a 79 basis point upward adjustment to

the aforementioned 8.75 percent weighted average cost of capital in order

to arrive at a 9.54 percent OCR OR that produces the same level of

operating income as the Company-proposed 6.80 percent FVROR does.

23

A.

Q.

A.

Q.
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1 How does the Company's proposed FVROR of 6.80 percent compare with

2 RUCO's recommendation?

3 The Company has proposed a FVROR of 6.80 percent which is 142 basis

4 points higher than the 5.38 percent FVROR that RUCO is recommending.

5

6 Q. . Why is RUCO recommending a FVROR that is lower than the OCR OR

7 that was derived from the results of your DCF and CAPM analyses?

8 As I explained earlier in my testimony, the lower FVROR removes an

9 inflation expectation that is embedded in the OCR OR. The method that

10 RUCO has relied on to arrive at its recommended 5.38 percent FVROR is

11 consistent with the provisions contained in Decision No. 70441 which

12 established a FVROR for Chaparral City Water Company ("Remand

13 Proceeding"). During the Remand Proceeding, the Commission was

14 required to develop an appropriate rate of  return on Chaparral's FVRB

15 under a remand order from the Arizona Court of Appeals. In doing so, the

16 Commission adopted, in part, a methodology that was proposed by Ben

17 Johnson, Ph.D., an expert witness who testified on behalf of RUCO on the

18 FVRB rate of return issue that was central to that proceeding."

19

27 On September 30, 2005, the Commission issued Decision No. 68176 which granted a
permanent rate increase to Chaparral. Following the Commission's decision on the matter, the
Company filed an application for rehearing on which the Commission took no action. Chaparral
subsequently filed an appeal with the Arizona Court of Appeals, Division One ("Court of
Appeals"). The Company's appeal claimed that Chaparral was denied a fair rate of return on its
invested capital as a result of the Commission's established method of calculating a level of
operating income based on the Company's fair value rate base ("FVRB"). On February 13, 2007,
the Court of Appeals issued a Memorandum Decision which affirmed in part, vacated, and
remanded Decision No. 68176 to the Commission for further determination.

Q.

A.

A.
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1

2

3

4

5

What did Dr. Johnson recommend in the Remand Proceeding?

Dr. Johnson recommended that a 200 basis point adjustment be made to

the original weighted average cost of capital in order to remove the effects

of general inflation from Chaparrals FVRRB. His recommendation was

based on the low end of a range of figures that represented the difference

6

7

between Treasury Inflation-Protected Securities ("TlPS") and U.S.

Treasury bonds with similar liquidity and maturity characteristics.

8

9

10

11

12

13

Did the Commission adopt Dr. Johnson's recommendation?

In part, yes. The Commission adopted a FVROR that was derived from a

an inf lation adjustment that reduced the cost of common equity by 200

basis points as opposed Dr. Johnson's recommendation to reduce the

original weighted average cost of capital by 200 basis points.

14

15 Have you calculated a similar inflation adjustment in this case?

16 Yes.

17

18 How did you calculate your inflation adjustment?

I relied on the same data sets of information that Dr. Johnson used to19

20

21

22

23

develop his inflation factor adjustment during the Remand Proceeding

(Schedule WAR-1, Page 4 of 4). Since there was virtually no change in

the average of the data - which compared TIP's and U.S. Treasury bonds

with similar liquidity and maturity characteristics, am recommending thatI

A.

Q.

A.

Q.

A.

Q.

A.

Q.
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1 a 250 basis point adjustment be used to arrive at an appropriate FVROR

2 for UNSG

3

4 COMMENTS ON UNSG'S COST OF EQUITY CAPITAL TESTIMONY

5 What methods did Mr. Grant use to arrive at his cost of common equity for

6 UNSG?

7

8

Mr. Grant used a DCF methodology and a CAPM methodology to estimate

UNSG's cost of common equity. He also relied on a bond yield plus risk

9

10

premium approach.

Can you provide a comparison of the results derived from your respective

DCF and CAPM models?11

12 Yes.

13

14 DCF Comparison

15

16

17

18

19

20

21

22

23

Were there any differences in the way that you conducted your DCF

analysis and the way that Mr. Grant conducted his?

Yes, Mr. Grant relied on the results of a multi-stage DCF model, using the

proxy of ten LDC's that I described earlier in my testimony, as opposed to

the single-stage constant growth model that I relied on. Mr. Grant stated

that his decision to rely solely on the multi-stage model was based on his

belief that the single-stage constant growth model cannot be applied to

companies having expected near-term growth rates that are significantly

higher or lower than their long-term growth potential.

A.

Q.

Q.

A.

Q.

A.
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1 Do you agree with Mr. Grant's rationale for not relying on the single-stage

DCF model?2

3

4

5

6

7

8

9

10

11

12

13

No. The long-term growth rate that Mr. Grant uses in the second stage of

his multi-stage DCF model is a 6.30 percent f igure that is the sum of a

3.40 percent average of real economic growth from 1929 through 2007,

and 2.90 percent expected rate of inf lation. The use of  such a growth

est imate assumes that the long-term growth rate for the natural gas

utilities in his sample will be a combination of analysts' long-term growth

rate projections and the growth rate of all goods and services produced by

labor and property in the U.S. adjusted for inflation. A good argument can

be  made  tha t  more  emphas is  shou ld  be  p laced  on  the  nea r - te rm

component of Mr. Grant's multi-stage DCF model as opposed to the long-

term growth rate that is carried out into perpetuity.

14

15

16

17

18

19

20

21

22

23

Why didn't you conduct a multi-stage DCF analysis like the one conducted

by Mr. Grant?

Primarily because the growth rate component that l estimated for my

single-stage model already takes into consideration both a near-term and

a 5-year long-term growth rate projection that are specific to the LDC's

included in my proxy. As with the use of a 5-year treasury instrument for

the risk free rate of return in my CAPM model, this 5-year investment

horizon is very close to the 3 to 5-year periods that utilities in Arizona

apply for rate relief.

A.

Q.

Q.

A.
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1 What is the difference between Mr. Grant's DCF estimate and your DCF

2 estimate?

3

4

5

6

Mr. Grant's DCF high and low estimates, derived f rom his mult i-stage

model, of 9.50 percent and 11.20 percent are 190 to 20 basis points lower

than the 11.40 percent cost of  common equity derived f rom my DCF

analysis which is a mean average of the DCF estimates of the ten LDC's

7 in my proxy.

8

9

10

11

12

13

14

15

16

17

18

19

20

Does Mr. Grant provide an estimate that is based on the single-stage

model that you employed?

Not directly, however the exhibits contained in his testimony contain inputs

and estimates used in his multi-stage model that can also be used in the

single-stage model. Using the inputs and estimates that appear in Mr.

Grant's exhibits, a single-stage model would produce a mean average

estimate of 9.17 percent or 223 basis points lower than my 11.40 percent

estimate. Using Mr. Grant's same 5-year DCF growth estimates for each

of the LDC's in our sample, and substituting his dividend and stock price

inputs with more recent data that l relied on, produces a mean average

estimate of 10.18 percent which is 122 basis points lower than my single-

stage DCF estimate.

21

22

23

A.

A.

Q.

Q.
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1

2

3

4

5

Have there been any changes in closing stock prices since Mr. Grant filed

his direct testimony?

Yes. The stock prices for the LDC's used in our proxies have fallen since

Mr. Grant filed his direct testimony, thus producing higher dividend yields.

The difference between the average closing stock prices used in my

6 analysis and Mr. Grant's analysis are as follows:

7

8 Rigsby Grant Difference

9 AGL

10 ATO

11 LG

12 NJR

-$4.50

-$2.96

-$10.04

-$2.45

13 GAS

14 NWN

15 PNY

16 SJI

17 SWX

18 WGL

$28.35

$23.79

$34.89

$32.51

$32.52

$41 .80

$24.50

$34.87

$20.23

$30.85

$32.85

$26.75

$44.93

$34.96

$43.60

$46.95

$28_07

$34.91

$29.26

$32.74

~$11 .08

-$5.15

-$3.57

-$0.04

-$9.03

-$1 .89

19

20

21

22

23

A.

Q .
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1 The differences in our respective dividend yields are as follows:

2
3
4
5
6

Rigsby Grant
Basis Point

Difference

AGL 6.07% 5.27% 80

7 ATO 5.55% 5.08% 46

8 LG 4.41 % 3.45% 96

9 NJR 3.81% 3.32% 50

10 GAS 5.72% 4.27% 145

11 NWN 3.78% 3.39% 39

12 PNY 4.42% 3.81 % 43

13 SJI 6.51 % 3.24% 327

14 SWX 4.70% 3.18% 152

15 WGL 4.67% 4.43% 24

16

17

18

19

Based on this information it is fair to say that a single stage model using

updated stock prices, while holding Mr. Grant's other DCF growth

component estimates constant, would produce a lower single-stage DCF

estimate than the one that l have calculated.20

21

22

23

24

25
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1 CAPM Comparison

2

3

4

5

6

7

8

9

10

Please describe the differences in the way that you conducted your CAPM

analysis and the way that Mr. Grant conducted his?

The main difference between Mr. Grant's CAPM analysis and mine is that

he relied solely on an arithmetic mean of the historical returns on the S&P

500 index from 1926 to 2007 as the proxy for the market rate of return (i.e.

rm) in order to arrive at his market risk premium (i.e. rm - rf) in his CAPM

model. His 7.10 percent market risk premium, based on an arithmetic

mean, is 30 basis points higher than the 6.80 percent market risk premium

which l obtained from Morningstar data.

11

12 Q. What financial instrument did Mr. Grant use as a proxy for the risk free

13

14

15 instrument,

16

(Le. rf) rate in his CAPM model?

Mr. Grant used the yield to maturi ty on a 20-year U.S. Treasury

which was 4.53 percent around the time that his direct

testimony was filed in November 2008.

17

18

19

What is the current yield on a 20-year U.S. Treasury bond?

As of the week ended May 22, 2007 the yield on a 20-year U.S. Treasury

20 bond was 4.22 percent.

21

22

23

A.

Q.

A.

Q.

A.
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1

2

3 I

4

Do you agree with Mr. Grant's use of a 20-year Treasury rate as the risk

free proxy in the CAPM model?

No. As I stated earlier in my testimony, believe that a 5-year instrument

is more appropriate given the fact that utility rates are generally in effect

for a 3 to 5-tear time frame.5

6

7 Did Mr. Grant use the same Value Line betas that you used in your CAPM

8 analysis?

g Yes. However Value Line's betas for the LDC's in our proxies have

10

11

12

decreased since Mr. Grant f iled his direct testimony. The mean average

of  the Value Line betas used by Mr. Grant is 0.87 as opposed to my

average beta of 0.67, which was current as of March 13, 2009.

13

14 Q. What is the difference between Mr. Grant's CAPM estimate and your

15 CAPM estimate?

16 Mr. Grant's CAPM estimate, derived from his arithmetic mean model, of

17

18

19

20

21

22

23

10.70 percent is 431 basis points higher than the 6.39 percent cost of

common equity derived from my arithmetic mean CAPM analysis and 544

basis points higher than my 5.26 percent cost of common equity derived

from my geometric mean CAPM analysis. Updating Mr. Grant's risk free

rate of return and beta inputs in his CAPM model would produce an

expected return of 8.98, which is 172 basis points lower than the 10.70

percent figure presented in his testimony.

A.

A.

Q.

Q.

A.

60



Direct Testimony of William A. Rigsby
UNS Gas, inc.
Docket No. G-04204A-08-0571

1 Final Cost of Equity Estimate

2 How did Mr. Grant arrive at his proposed 11.00 percent cost of common

3

4

5

6

7

equity for UNSG?

Mr. Grant used his own judgment to arrive at his proposed 11.00 percent

cost of equity capital which is based on the results of his DCF, CAPM and

risk premium analyses. He also compared UNSG's credit rating with the

bond ratings of A-rated and Baa-rated utilities.

8

9 How did Mr. Grant arrive at his proposed 6.80 percent fair value rate of

10 return?

11

12

13

14

15

16

17

Mr. Grant again relied on his own judgment and stated that the 6.80

percent fair value rate of return was lower than the results he obtained by

using the method that I relied on, which was adopted in Decision No.

70441 (and another method proposed by ACC Staff), and would produce

an operating income of $256 million. According to Mr. Grant, this is the

level of income needed to provide UNSG's with the ability to earn its cost

of capital, maintain creditworthiness and attract capital.

18

19

20

21

22

Does your silence on any of the issues, matters or f indings addressed in

the testimony of Mr. Grant or any other witness for UNSG constitute your

acceptance of their positions on such issues, matters or findings?

No, it does not.

23

A.

A.

Q.

Q.

Q.

A.

61



Direct Testimony of William A. Rigsby
UNS Gas, Inc.
Docket No. G-04204A-08-0571

1 Does this conclude your testimony on UNSG?

2 Yes, it does.A.

Q .
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Appendix 1

Qualifications of William A. Rigsby, CRRA

EDUCATION: University of Phoenix
Master of Business Administration, Emphasis in Accounting, 1993

Arizona State University
College of Business
Bachelor of Science, Finance, 1990

Mesa Community College
Associate of Applied Science, Banking and Finance, 1986

Society of Utility and Regulatory Financial Analysts
38th Annual Financial Forum and CRRA Examination
Georgetown University Conference Center, Washington D.C.
Awarded the Certified Rate of Return Analyst designation
after successfully completing SURFA's CRRA examination.

Michigan State University
Institute of Public Utilities
N.A.R.U.C. Annual Regulatory Studies Program, 1997 &1999

Florida State University
Center for Professional Development 8¢ Public Service
N.A.R.U.C. Annual Western Utility Rate School, 1996

EXPERIENCE: Public Utilities Analyst V
Residential Utility Consumer Office
Phoenix, Arizona
April 2001 - Present

Senior Rate Analyst
Accounting & Rates - Financial Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
July 1999 - April 2001

Senior Rate Analyst
Residential Utility Consumer Office
Phoenix, Arizona
December 1997 - July 1999

Utilities Auditor Ii and III
Accounting & Rates - Revenue Requirements Analysis Unit
Arizona Corporation Commission, Utilities Division
Phoenix, Arizona
October 1994 - November 1997

Tax Examiner Technician I / Revenue Auditor ll
Arizona Department of Revenue
Transaction Privilege / Corporate Income Tax Audit Units
Phoenix, Arizona
July 1991 - October 1994
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION

Utility Company Docket No. Type of Proceedinq

ICE Water Users Association U-2824-94-389

Rincon Water Company U-1723-95-122

Original CC&N

Rate Increase

Ash Fork Development
Association, Inc. E-1004-95-124 Rate Increase

Parker Lakeview Estates
Homeowners Association, Inc. U-1853-95-328 Rate Increase

Mirabell Water Company, Inc. U-2368-95-449 Rate Increase

Bonita Creek Land and
Homeowner's Association U-2195-95-494 Rate Increase

Pineview Land &
Water Company U-1676-96-161 Rate Increase

Pineview Land &
Water Company U-1676-96-352 Financing

Montezuma Estates
Property Owners Association U-2064-96-465 Rate Increase

Houghland Water Company U-2338-96-603 et al Rate Increase

Sunrise Vistas Utilities
Com party - Water Division U-2625-97-074 Rate Increase

Sunrise Vistas Utilities
Company - Sewer Division U-2625-97-075 Rate Increase

Holiday Enterprises, Inc.
db Holiday Water Company U-1896-97-302 Rate Increase

Gardener Water Company U-2373-97-499 Rate Increase

Cienega Water Company W-2034-97-473 Rate Increase

Rincon Water Company W-1723-97-414
Financing/Auth .
To Issue Stock

W-01651A-97-0539 et al Rate IncreaseVail Water Company

Bermuda Water Company, Inc. W-01812A-98-0390 Rate Increase

Bella Vista Water Company W-02465A-98-0458 Rate Increase

Pima Utility Company sw-02199A-98-0578 Rate Increase

2



Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

utility Company Docket No. Type of Proceeding

W-01676A-99-0261 WIFA Financing

w-02191A-99-0415

Pineview Water Company

l.M. Water Company, Inc.

Marina Water Service, Inc. W-01493A-99-0_98

Financing

WIFA Financing

Tonto Hills Utility Company W-02483A-99-0-58 WIFA Financing

New Life Trust, Inc.
db Dateland Utilities W-03537A-99-0530 Financing

Sale of AssetsGTE California, Inc. T-01954B-99-0511

Citizens Utilities Rural Company, inc. T-01846B-99-0511 Sale of Assets

w-02113A-00-0233 ReorganizationMCO Properties, Inc.

American States Water Company W-02113A-00-0233

W-01303A-00-0327

Reorganization

FinancingArizona-American Water Company

Arizona Electric Power Cooperative E-01773A-00-0227 Financing

T-03777A-00-0575

W-02074A-00-0482

360networks (USA) Inc.

Beardsley Water Company, Inc.

Mirabell Water Company W-02368A-00-0461

Financing

WIFA Financing

WIFA Financing

Rio Verde Utilities, Inc. WS-02156A-00-0321 et al
Rate Increase/
Financing

W-01445A-00-0_49 FinancingArizona Water Company

Loma Linda Estates, Inc. W-02211A-00-0975 Rate Increase

W-01445A-00-0962 Rate IncreaseArizona Water Company

Mountain Pass Utility Company SW-03841A-01-0166 Financing

Picacho Sewer Company SW-03709A-01 -01 GO Financing

W-03528A-01-0169

w-03861Al01-0167

Financing

Financing

W-02025A-01-0559 Rate Increase

Picacho Water Company

Ridgeview Utility Company

Green Valley Water Company

Bella Vista Water Company W-02465A-01-0776 Rate Increase

Arizona Water Company W-01445A-02-061 g Rate Increase

3



Appendix 1

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.)

Utility Company Docket No. Type of Proceedinq

Arizona-American Water Company W-01303A-02-0867 et al. Rate Increase

Arizona Public Service Company E-01345A-03-0437 Rate Increase

WS-02676A-03-0434 Rate Increase

T-01051 B-03-0454 Renewed Price Cap

W-02113A-04-0616 Rate Increase

Rio Rico Utilities, Inc.

Qwest Corporation

Chaparral City Water Company

Arizona Water Company W-01445A-04-0650 Rate Increase

Tucson Electric Power E-01933A-04-0408 Rate Review

G-01551A-04-0876 Rate Increase

W-01303A-05-0405 Rate Increase

SW-02361 A-05-0657 Rate Increase

Southwest Gas Corporation

Arizona-American Water Company

Black Mountain Sewer Corporation

Far West Water & Sewer Company WS-03478A-05-0801 Rate Increase

SW-02519A-06-0015 Rate Increase

E-01345A-05-0816 Rate Increase

Gold Canyon Sewer Company

Arizona Public Service Company

Arizona-American Water Company W-01303A-06-0014 Rate Increase

Arizona-American Water Company W-01303A-05-0_18 Transaction Approval

Arizona-American Water Company W-01303A-05-0405 ACRM Filing

G-04204A-06-0463 Rate IncreaseUNS Gas, Inc.

Arizona-American Water Company W-01303A-07-0209 Rate Increase

Tucson Electric Power E-01933A-07-0402 Rate Increase

G-01551A-07-0504 Rate Increase

w-02113A-07-0551 Rate Increase

Southwest Gas Corporation

Chaparral City Water Company

Arizona-American Water Company W-01303A-08-0227 et al. Rate Increase

Far West Water & Sewer Company WS-03478A008-0608 Interim Rate Increase

Johnson Utilities, LLC WS-02987A-08-0180 Rate Increase

4
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INDUSTRY TIMELINESS: 5 (of 99)

Composite Statistics: Natural Gas Utility

2005 20os 2007 2008 2009 2010 12-14
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u t i l i t i e s  t h a t  e m b r a c e  e n e r gy  c o n s e r v a t i o n  m e a s u r e s
m ay  bene f i t  f r om  a  m ore  f av o rab l e  regu l a t o ry  env i ron -
m e n t .

T h e  N a t u r a l  G a s  U t i l i t y  I n d u s t r y  h a s  p e r f o r m e d
wel l  i n  r ecen t  m onths .  Th i s  i s  i m pr ess i ve  g i ven  the
w e a k  e c o n o m y  a n d  a  t o u g h  r e g u l a t o r y  e n v i r o n -
m e n t .  De s p i t e  t h e s e  c h a l l e n g e s ,  c om p a n i e s  i n  t h i s
s e c t or  c on t i n u e  t o  d e l i v e r  s ol i d  r e s u l t s  a n d  r e p r e -
s e n t  a  r e l a t i v e l y  s a f e  o p t i o n  a m i d  t h e  t u r m o i l  i n
t h e  w o r l d ' s  f i n a n c i a l  m a r k e t s .  A s  a  r e s u l t ,  t h i s
g r o u p  h a s  r i s e n  n e a r  t h e  t o p  o f  o u r  i n d u s t r y
s p e c t r u m .

Nonregulated Ventures

E c o n o m i c  E n v i r o n m e n t

A strategy that is becoming increasingly common is
nonregulated ventures. These opportunities allow com-
panies to diversify their operations and gain income that
is not subject to the state regulatory commissions. These
businesses currently make up only a small portion of
this sector's profits but will likely become a more impor-
tant opportunity in the years ahead.

Weather

The global  economy cont inues  to s t ruggle.  T ight  c redi t
and  a  s l um p i ng rea l  es t a t e  m ark e t  a re  am ong t he  m a i n
f a c t o r s  c o n t r i b u t i n g t o  t h e  r e c e s s i o n a r y  e n v i r o n m e n t .
F u r t h e r m o r e ,  t h e s e  c o n d i t i o n s  c o n t i n u e  t o  w e i gh  o n
resul ts  in th is  sec tor.  Indeed,  usage cont inues  to dec l ine
as  cus tomers  have become more cos t  consc ious .  More-
over ,  b i l l  co l lec t ion has  become inc reas ingly  d i f f i cu l t  as
unemployment  and forec losures  cont inue to r ise.  Despi te
t h e  a f o r e m e n t i o n e d  c o n d i t i o n s ,  i n v e s t o r s  s h o u l d  n o t e
t ha t  t h i s  group  i s  an  i n t e res t i ng de f ens i v e  p l ay .  Wh i l e
t hes e f ac tors  wi l l  l i k e l y  c ont i nue t o  impac t  t he  u t i l i t i es ,
th is  indus t ry  should perform wel l  compared to the res t  of
t he  m ark e t  i n  t he  m on t hs  ahead .  Na t u ra l  Gas  U t i l i t i e s
general ly  have sol id balance sheets  and predic table cash
f l o w s ,  w h i c h  i s  a p p e a l i n g  g i v e n  t h e  w e a k n e s s  i n  t h e
economy.

T he  peak  hea t i ng s eas on  i s  j us t  abou t  c om i ng t o  an
end.  Th i s  per i od  i s  when t hes e  u t i l i t i es  hav e  t he i r  bes t
o p p o r t u n i t y  t o  p o s t  s t r o n g r e s u l t s  o n  t h e  b o t t o m  l i n e .
L o o k i n g ahead, t h e s e  c o m p a n i e s  w i l l  l i k e l y  t u r n  t h e i r
a t t e n t i o n  t o  s t r e n gt h e n i n g t h e i r  o p e r a t i o n s  a n d  b e t t e r
m a n a gi n g t h e i r  c o s t s  a s  w e  m o v e  t o w a r d  t h e  s u m m e r
mont hs .

R e g u l a t i o n

W e a t h e r  a b n o r m a l i t i e s  c a n  h u r t  r e s u l t s .  M a n y  o f
t h e s e  b u s i n e s s e s  h a v e  we a t h e r - a d j u s t e d  r a t e  m e c h a -
n i s ms  t ha t  a re  us ed  t o  hedge  t he  r i s k  o f  uns eas onab l e
w e a t h e r .  T h u s ,  i n v e s t o r s  s h o u l d  k e e p  a n  e y e  o u t  f o r
u t i l i t i e s  t h a t  r e l y  o n  t h i s  s t r a t e gy  s i n c e  t h e y  u s u a l l y
have a re la t i ve ly  s teady  per formance.

C o n c l u s i o n

T h i s  g r o u p  i s  r e gu l a t e d  b y  s t a t e  c o m m i s s i o n s  t h a t
d i c t a t e  t he  re t urn  on  equ i t y  t hes e u t i l i t i es  c an ac h iev e.
Cons equen t l y ,  t he  regu la t o ry  env i ronment  has  a  heav y
bear ing on each ind iv idual  company 's  resul t s .  I f  a  ut i l i t y
d o e s  n o t  h a v e  a m p l e  r e l i e f ,  i t s  b u d ge t  c a n  b e c o m e
st rained.  As  a resul t ,  a company 's  inf ras t ruc ture can age
a n d  p r o f i t a b i l i t y  c a n  d e c l i n e .  O n  t h e o t h e r  h a n d ,  a
f av orab le  ru l i ng c an pos i t i on  a  u t i l i t y  t o  regi s t er  s t eady
ga ins  and a l l ow i t  t o  bu i l d  i t s  i n f ras t ruc t u re .  There f ore ,
r a t e  c a s e s  r e m a i n  t h e  m a i n  t h e m e  i n  t h i s  s e c t o r .  O n
po i n t ,  num erous  c om pan i es  c u r ren t l y  hav e  ra t e  c as es
pend i ng. Sout hwes t  Gas ,  N i c o l ,  ACL Res ourc es  are a l l
a w a i t i n g  d e c i s i o n s ,  w h i c h  s h o u l d  d r i v e  t h e i r  p e r f o r -
m anc e  go i ng f o rward .  M oreov e r ,  ene rgy  e f f i c i enc y  w i l l
l i k e l y  bec ome an i nc reas ingl y  impor t an t  f ac t o r  i n  t hes e
d e c i s i o n s  g i v e n  t h e  n e w  a d m i n i s t r a t i o n i n t h e  W h i t e
H o u s e .  A s  t h e  U n i t e d  S t a t e s  m o v e s  i n  t h i s  d i r e c t i o n ,

T he  Na t u ra l  Gas  U t i l i t y  s ec t o r  has  c l i m bed  nea r  t he
top of  our indus t ry  spec t rum in recent  months .  Indeed,  i t
f eatures  numerous  t imely  s tocks .  I n  f ac t ,  UGI  ho lds  our
h ighes t  rank  (1)  f o r  T imel i nes s .  Howev er ,  v ar i ous  o t her
companies  are ranked to outperform the market  over the
c om i ng s i x  t o  12  m on t hs .  Wha t ' s  m ore ,  t he  m a j o r i t y  o f
t he equ i t i es  i n  t h i s  i ndus t ry  o f f er  above-average y ie lds .
M o s t  n o t a b l y ,  M o o n ACL Resources  and Ammos Energy
a l l  o f f e r  a t t r a c t i v e  l a y o u t s  s u p p o r t e d  b y  s t e a d y  c a s h
f lows .  Therefore,  inves tors  look ing for  a good play  in the
y ear  ahead  s hou l d  c ons i de r  s om e o f  t he  nam es  i n  t h i s
group .

Richard Gallagher
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ad it may be reproduced, resold, sxofed or lransmined in any prilted, dwrunic Ur We Ion. or use Lu generating m marketing any printed or electronic puhfncaliun. service or product.
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(Total interest coverage: 4.0x)

Leases, UncapitalizedAnnual rentals $30.0 mm.
Penslon Assets-12/08 $242.0mill.

oblige. wz0 mill.
Pfd StockNone

Common Stock 76,902,777she.
asof 1/80/09
MARKET CAP: s2.o billion [Mid Cap)
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M a r . 3 1  J u n . 3 0 S e p . 3 0 D e c . 3 1

Full
Year

2005

2006

2007

2008

2009

. 3 1

. 3 7

. 4 1

. 4 2

. 3 7

. 3 7

. 4 1

. 4 2

. 3 1

. 3 7

. 4 1

. 4 2

. 3 1

. 3 7

. 4 1

. 4 2

. 4 3

1 . 3 0

1 . 4 8

1 . 5 4

1 . 6 8

1068.6
52.1

6 0 7 . 4

7 1 . 1

1 0 4 9 . 3

8 2 . 3

8 6 8 . 9

1 0 3 . 0

9 8 3 . 7

1a2 .4

1 8 3 2 . 0

1 5 3 . 0

2 7 1 8 . 0

1 9 3 . 0

2 6 2 1 . 0

2 1 2 . 0

33.1%
4.9%

3 4 .3 %

1 1 . 1 %

4 0 .7 %

7 .8 %

3 5 .0 %

11.9%

35.9%

13.5%

3 7 .0 %

8 .4 %

3 7 .7 %

7 .1 %

3 7 .8 %

8 .1 %

4 5 . 3 %

4 9 .2 %

4 5 . 9 %

4 8 .3 %

51.3%

38.7%

58.3%

4 1 .7 %

5 0 .3 %

4 9 .7 %

5 4 .0 %

46.0%

5 1 .9 %

4 8 . 1 %

5 0 .2 %

4 9 .8 %

1345_8

1 5 9 8 . 9

1 2 8 8 . 2

1 6 3 7 . 5

1 7 3 6 . 3

2 0 5 8 .9

1 7 0 4 . 3

2 1 9 4 . 2

1901 .4

2 3 5 2 .4

3 0 0 8 .0

3 1 7 8 .0

3 1 1 4 .0

3 2 7 1 .0

3 2 3 1 .0

3 4 3 6 .0

5.7%
7.1%
7.9%

7 .4 %

1 0 . 2 %

1 1 . 5 %

5 .5 %

12.3%

12.3%

8 .1 %

14.5%

14.5%

8.9%

14.0%

14.0%

6 .3 %

1 1 0 " / 1

11 .0%

7 .9 %

1 2 . 9 %

12.9%

8 .0 %

1 3 . 2 %

1 3 . 2 %

N M F

1 0 1 %

3 .2 %

7 2 %

4 .2 %

BE%

7 .0 %

52%

6.6%

5 3 %

5 .6 %

4 9 %

5 .2 %

5 2 %

6 .3 %

5 2 %

5 .3 %

5 8 %

5 .0 %

6 0 %

4 . 5 %

6 4 %

5 .0 %

6 2 %

Re t a i n e d  t o  Co m Eq

Al l  Di v 'd s  w Ne t  Pr o f

6 .0 %

5 9 %

B U S I N E S S : A G L  R e s o u r c e s ,  In c .  i s  a  p u b l i c  u t i l i t y  h o l d i n g  c o m p a -

n y ,  I t s  d i s t r i b u t i o n  s u b s i d i a r i e s  I n d u c e  A t l a n t a  G a s  L i g h t ,  C h a t -

t a n o o g a  Ga s ,  a n d  V i r g i n i a  Na t u r a l  Ga s .  T h e  u t i l i t i e s  h a v e  m o r e  t h a n

2 . 2  m i l l i o n  c u s t o m e r s  i n  G e o r g i a ,  W g i n i a ,  T e n n e s s e e ,  N e w  J e r s e y ,

F l o r i d a ,  a n d  M a r y l a n d .  E n g a g e d  i n  n o n r e g u l a t e d  n a t u r a l  g a s

m a r k e t i n g  a n d  o t h e r  a l l i e d  s e r v i c e s .  A l s o  w h o l e s a l e s  a n d  r e t a i l s

p r o p a n e .  D e r e g u l a t e d  s u b s i d i a r i e s :  G e o r g i a  N a t u r a l  G a s  m a r k e t s

n a t u r a l  g a s  a t  r e t a i l .  S o l d  U t i l i p r o ,  3 1 0 1 .  A c q u i r e d  C o m p a s s  E n e r g y
S e n / i c e s ,  1 0 1 0 7 .  O f h c e r s l d i r e c t o r s  o w n  l e s s  t h a n  1 . 0 %  o f  c o m m o n

( 3 1 0 8  P r o x y ) .  P r e s .  &  C E O :  J o h n  W .  S o m e r h a l d e r  l l .  i n c . : G A .

A d d r . :  T e n  P e a c h t r e e  P l a c e  N . E . ,  A t l a n t a ,  G A  3 0 3 0 9 .  T e l e p h o n e :

4 0 4 - 5 8 4 4 0 0 0 .  I n t e r n e t :  w w w . a g l r e s o u r c e s . c o m .

t h e

S h a r e s  o f  A G L  R e s o u r c e s  h a v e  h e l d
u p  b e t t e r  t h a n  t h e  b r o a d e r  m a r k e t
o v e r  t h e  p a s t  s i x  m o n t h s .  T h a t ' s  o w i n g
t o  t h e  s t e a d i n e s s  o f  i t s  u n d e r l y i n g  o p e r a -
t i ons .  S har e net r o u g h l y  e q u a l e d  t h e  t a l l y
r e a c h e d  i n  t h e  p r i o r  t w o  y e a r s .  I n  2 0 0 8 ,
h e a l t h y  p e r f o r m a n c e s  a t  t h e  W h o l e s a l e
S e r v i c e s  a n d  E n e r g y  I n v e s t m e n t s  u n i t s
w e r e  r o u g h l y  o f f s e t  b y  l o w e r  o p e r a t i n g
e a r n i n g s  a t  t h e  D i s t r i b u t i o n  a n d  R e t a i l
E n e r g y  b u s i n e s s e s .  ( N o t e :  A G L  i s  t h e
s tock ' s  new t i cker  symbol ) .
T h e  e c o n o m i c  e n v i r o n m e n t  s h o u l d
r e m a i n  c h a l l e n g i n g  i n  t h e  c u r r e n t
y e a r . Slower c u s t o m e r  g r o w t h  o u g h t  t o
h i nde r  r es u l t s  a t  t he  c om pany ' s  u t i l i t y  op -
e r a t i o n s .  M o r e o v e r ,  w e  e x p e c t  h i g h e r  d e -
v e l o p m e n t  a n d  m a i n t e n a n c e  c o s t s  a n d  a
r e t u r n  t o  a  m o r e  n o r m a l  e a r n i n g s  l e v e l  a t
the  W ho l es a l e  S er v i c es  bus i nes s .  Ov er a l l ,
A G L  a n t i c i p a t e s  s h a r e  n e t  o f  $ 2 . 6 5 - $ 2 . 7 5
f o r  2 0 0 9 ,  a s s u m i n g  n o r m a l  w e a t h e r  p a t -
t e r ns .  O ur  es t i m a t e  l i es  a t  t he  m i dpo i n t  o f
t h i s  r a n g e .  B o t t o m - l i n e  g r o w t h  m a y  w e l l
r e s u m e  i n  2 0 1 0 ,  a s s u m i n g  s u c c e s s  a t  o b -
ta in ing rate re l i ef  (d i scussed below) .
T h e  c o m p a n y  i s  s e e k i n g  h i g h e r r a t e s .
I t  w i l l  hav e  f ou r  r a te  c as es  i n  t he  nex t  two

y e a r s ,  b e g i n n i n g  w i t h  a  f i l i n g  i n  N e w  J e r -
sey .  A GL' s  focus  on procur i ng ra te  re l i e f  i s
e n c o u r a g i n g ,  a s  t h e  c o m p a n y  d e p e n d s
u p o n  s u c h  a p p r o v e d  r e v e n u e  i n c r e a s e s  t o
c o p e  w i t h  h i g h e r  c o s t s  a n d  c o m p e n s a t e  i t
f o r  i n v e s t m e n t s  m a d e  i n  i t s  u t i l i t y  o p e r a -
t i ons .  S t i l l ,  what  p r es s ur es  the  r a te  boar ds
m ay  face rem ai n  unc l ear .
T h e  b o a r d  o f  d i r e c t o r s  h a s  r e c e n t l y
a p p r o v e d  a  m o d e s t  d i v i d e n d  i n c r e a s e .
S t a r t i n w i t h  t h e  M a r c h  p a y o u t ,
q u a r t e r d i v i d e n d  w i l l  n o w  b e  $ 0 . 4 3 .  A
m odes t increase m a k e s sense, g i v e n
s t a l l e d  e a r n i n g s  g r o w t h  a n d  a  l o w e r  c a s h
ba l anc e  i n  r ec en t  t i m es .  S l ow ,  bu t  s teady ,
d i v i d e n d  g r o w t h  w i l l  l i k e l y  c o n t i n u e  a t
A GL i n  the  c om i ng  y ear s .
T h i s  i s s u e  h a s  g o o d  a p p e a l  a t  p r e s e n t .
T h e  s h a r e s  h a v e  i m p r o v e d  a  n o t c h  i n
T i m e l i n e s s  s i n c e  o u r  D e c e m b e r  r e v i e w ,
a n d  a r e  n o w  r a n k e d  2  ( A b o v e  A v e r a g e ) .
M o r e o v e r ,  A G L  e a r n s  h i g h  m a r k s  f o r
S a f e t y  P r i c e  S t a b i l i t y ,  a n d  E a r n i n g s  P r e -
d i c tab i l i t y .  I n  add i t i on ,  t he  s toc k ' s  hea l thy
d i v i dend  he l d  s hou l d  appea l  t o  i nc om e  i n -
v e s t o r s .  o v e r a l l ,  t h i s  e q u i t y  o f f e r s  a t t r a c -
t i v e  t o ta l  r e tu r n  po ten t i a l  f o r  a  u t i l i t y .
M i c hae l  Napo l i ,  CP A March 13,  200.9

23.2
15.5

Target Price Range
2 0 1 2 2 0 1 4
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_e
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;111l1
lllll

' l2 -14

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
s t o c k ' s  Pr i c e  S t a b i l i t y
P r i c e  G r o w t h  P e r s i s t e n c e
E a m i n g s  P r e d i c t a b i l i t y

B + +
1 0 0

( A )  F i s c a l  y e a r  e n d s  D e c e m b e r  3 1 s t  E n d e d $ 0 . 1 3 ,  ' 0 1 ,  $ 0 . 1 3 ,  ' 0 3 ,  ( $ 0 . 0 7 ) ,  'OB,  $ 0 . 1 3 .  Ne xt e l u d e s  i n t a n g i b l e s .  In  2 0 0 8 :  $ 4 1 8  m i l l i o n ,
S e p t e m b e r 3 0 t h  p r i o r  t o  2 0 0 2 . e a r n i n g s  r e p o r t  d u e  l a t e  Ap r i l ,  ( C )  D i v i d e n d s $ 5 . 4 4 l s h a r e .
( B )  D i l u t e d  e a r n i n g s  p e r  s h a r e .  Exc l .  n o n r e c u r - h i s t o r i c a l l y  p a i d  e a r l y  M a r d i ,  J u n e ,  S e p t ,  a n d ( E)  In  m i l l i o n s ,  a d j u s t e d  f o r  s t o c k  s p l i t .
r i n g  g a i n s  ( l o s s e s ) :  ' 9 5 ,  ( $ 0 . 8 3 ) ,  ' 9 9 ,  $ 0 . 3 9 ,  ' 0 0 , De c .  l  D i v ' d  r e i n v e s t .  p l a n  a v a i l a b l e .  ( D )  In -
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Atkins Energfs core natural g" utlll-
ty hasogx-fanned nicely thus Ar in Bl-

2 ( w h i c h  e n d s
Sloth).

' ° " " ' &  c u s t o m e r s a More-
t he re  has  been  a  s t eady  r i s e  i n  t h rough- e unregulated segments .  e:Redal ly
p u t .  A n d  i t ' s  wo r t h  n o t i n g t h a t  b a d  d e b t h e a l t h y  o v e r g=°=.

Eck

b e e n  a  m i x e d  b a g .
s t o rage  s egment enjoys expanded
t rans por t a t i on  m argi ns  e under  as -

B u t  t he  per -
regulated

segment b e i n g we i gh e d
employee and p ipel ine
Also.

pmnMabl l l t y  v ia
ra t e and aggress ive
t he  p res en t  oonhgura t l on .
ne t  ga ln . s  may  be

set  opt imizat ion agreements . range over the 3-
f o r m a n c e  o f  t h e t ransmiss ion a n  a p -

i s Fur t her  moder -
the payout  seem plaus ible,  as

wel l . c ov erage  ough t  t o  rema in

l lscal  2010.
W e  e n v i s i o n  s t e a d y ,  t h o u g h  u n e x d t -

c a l o n  S e p t e m b e r  i n .  p r o f i t  g r o w t h  o v e r  t h e  2 0 1 2 - 2 0 1 4
T h a t  c a n  b e  a t t r i b u t e d  ! " ' " " " gu n The ut i l i t y  i s  one of  t he count ry 's

an Increase in rates.  puimarl l or  t he d- reading natural  gaps-only dis t ributors.  now
Tex and Louis iana div is ions. at 's  more. across  12 s tat

over.
pipel ines.

ex pens e  as  a  perc en t age  o f  rev enues  has  pac t s .  Las  y ,  management  may  ge t
been  l ower .  re  ea t i ng more  aggres s i v e  c o l -  t o  i t s  s uc c es s f u l  = "= : °gv  o f  pu rc has i ng
lect ion efforts. l es s -e l l l den t  u t i l i t i es  an  s ho r i ng up  t he i r
R e s u l t s  f o r  t h e  o t h e r ' p e r a t l o n s  h a v e expense-reduct ion ef forts ,

e  p i p e l i n e  a n d rel ief , m a r k e t i n g  I n
i s n a n n u a l  s re-

i n  t he  m i d -s i ngl e -d i gi t
to 5-yealr t ime frame.

T h e  g o o d - q u d l t g  s t o c k  o f f e r s
and  s t o rage p e a l i n g  d l v l d e n  y i e l d .
d o w n  b y  a  r i s e  i n a t e  h i k es  i n
maintenance costs. the nonregulated E arn i ngs
market ing segment  i s  encounter  r  a  a re-  adequate.  The shs l res  are t imely .
duc t l on  I n  unrea l i z ed  margins . e c t l n g  F o r  a  n a t u r a l  g "  u t i l i t y  s t o c k .  t o t a l

p o s s l b  t i e s d e c e n t .
has s lowed,

t h i s  f i s c a l  y ea r .  A s s um i ng f u r t he r i n  t h r o n g
t h e  b o t -  B a m e t t  S  a l e .

less volat i l i ty  in natural  gas prices. r e t u r n ° gg° = " '
A l l  t h i n g s  c o h s l d e r e  .  ° = ' - " i " g '  p e r  M e t e r  g r o w t h t  the eomgany
s h a r e  s t a n d  t o  r i s e  a r o u n d % .  t o  i s  gene  n t l ng f r om  a  h i gh  l ev e l  o f  9==  ow-
$2.10, h  i t s  T e x a s  p i p e l i n e s  r a m  t h e
expans ion in  operat ing margl lns ,
t om l i ne  may  adv anc e t o  S 2.  5  a  s hare  i n  F reder i c k  L .  Har r i s .  I I I March 13,  3009
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Target Price Range
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D iv, ( E )  Qt r s  m ay  not  add  due  t o  change  in  hr s  |  Com pany ' s  F inanc ia l  S t r engt h
Stock's Pr ice Stability
Pr ice Growth Persistence
Earnings Predictability

100
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Ann'l Total
Return
1 5 %

2012-14 PROJECTIONS

Price Gain
High 6 0 + 5 5 %
Low 4 5 f + 2 ° v J 8 %

Insider Decislons
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Institutional Declsions
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High :
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21 .0
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25.5
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25 .0
19 .0

30 .0
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28 .9
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1
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Percent
shares
traded

1 .5
5

2.5

I I..

I III l l

I

l m  I mM I I
2000

29.99

2.68

1.37

1,34

2.77

14.99

18.88

14.9

.97

6.6%

566.1

26.0

35.2%

4.6%

45.2%

54.5%

519.2

515.4

6.7%

9.1%

9.1%

I a I

lllllllllIH I l l I I I
2001 2002 2003 2004

53.08

3.00

1.61

1.34

39.84

2.56

1.18

1.34

54.95

3.15

1.82

1.34

59.59

2.79

1.82

1.35

2.51

15.26

2.80

15.07

2.67

15.65

2.45

16.96

18.88 18.96 19.11 20.98

14.5

.74

5.7%

20.0

1,09

5.7%

13.5

.TB

5.4%

15.7

.83

4.7%

1002.1

30.5

755.2

22.4

1050.3

34.6

12503

36.1

32.7%

3.0%

35.4%

3.0%

35.0%

3.3%

34,B%

2.9%

49.5%

50.2%

47.5%

52.3%

50.4%

49.4%

51.6%

483%

574.1

602.5

546.6

594.4

B05.0

621.2

737.4

546.9

6.9%

10.5%

10.5%

6.0%

7.8%

7.8%

7.4%

11.5°/n

11.6%

6.6%

10.1%

10.1%

2005
75.43

2.9B

1.90

1.37

2.84

17,31

21.17

16,2

.86

4.4%

1597.0

40.1

34.1%

2.5%

48.1%

51.8%

707.9

B79.5

7.6%

10.9%

10.9%

2006
93.51

3.81

2.37

1,40

2,97

18.85

21.36

13.5

.73

4.3%

1997.5

50.5

32.5%

2.5%

49.5%

50.4%

798.9

753.8

8.4%

12.5%

12.5%

2007
93.40

3.87

2.31

1.45

2.72

19.79

21.65

14.2

.75

4.4%

2021.6

49.8

33.4%

2.5%

45.3%

54.6%

784.5

793.8

8.5%

11.6%

11,s%

2008 2009 2o10 @VAl.UE LINE PUB., INC1 9 9 3 1994 1995 1996 1997 1998 1999
32.33

2.81

1.61

1.22

33.43

2.65

1.42

1.22

24.79

2.55

1.27

1.24

31.03

3.29

1.87

1.26

34.33

332

1.84

1.30

31.04

3.02

1.58

1.32

26.04

2.56

1.47

1.34

2.82

12.19

2.50

12.44

2.63

13.05

2.35

13.72

2.44

14.26

2.58

14.51

2.58

14.96

15.59 15.57 17.42 17.56 17.56 17.63 18.88

13.5

.80

5.5%

16.4

1.08

5.3%

15.5

1.04

8.3%

11.9

.15

5.6%

12.5

.72

5.6%

15.5

.81

5.4%

15.8

.90

5.8%

100,44

4 2 2

2 6 4

1.49

102.65

4.65

2.85

1.53

96.10

4.50

2.60

1.57

Revenues per sh

"Cash Flow" per sh

Earnings per sh A a

Div 'ds DecI'd per sh c.

111.55

5.40

3.00

1.70

2.57

22.12

2.65

23.60

2.70

25.10

Cap'l Spending per sh

Book Value per sh D

3.45

28.05

21,99 22.50 23.00 Common Shs 0uts t 'g E 26.00

14.3

.89

3.9%

Bad Hg
Value
ester

HES are

Ume

Ares

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

17.5

1.15

3.2%

2209.0

57.8

2310

65.0

2210
60.0

Revenues ($mill) A
Net Profit  ($mill)

2900

80.0

31.3%

2.6%

31.5%

2.s%

31.5%

2.7%

Income Tax Rate

Net Profit Margin

35.0%

2.8%

44.4%

55.5%

45.0%

55.0%

45.0%

55.0%

Long-Term Debt Ratio

Common Equity Ratio

47.0%

53.0%

876.1

823.2

965

855

1050
880

Total Capital ($mill)
Net Plant ($mill)

1375

980

8.1%

11.8%

11.8%

8.0%

12.5%

12.5%

7.0%

10.5%

10.5%

Return on Total Cap'I

Return on Shr. Equity

Return on Com Equity

7.0%

11.0%

11.0%

CAPITAL STRUCTURE as of 12/31/08
Total Debt $652.9 mill. Due in 5 Yrs $50.0 mill.
LT Debt $389.2 mill. LT Interest $25.0 mill.
(Total interest coverage: 3.0x)

Leases, Uncapltalized Annual rentals $.9 mill,
Pension Assets-9/08 $248.3 mill.

Oblig. $308.7 mill.
P f d Stock $.5 mill. Pfd Div'd $.03 mill.
Common Stock 22,135,185 she.
as of 1129/09

MARKET CAP: $850 million (Small Cap)

200B 12/311082007

14.9
547 .0
561 .9

30 .1
609 .8
539 .9

52 .7
414 .6
4 6 7 .3

CURRENT POSITION
(SMILL)

Cash Assets
Other
CurTent As s e ts

1 5 9 .6
2 1 5 .1
1 0 3 .5
4 7 9 .2

3 7 7 %

106.8
251 .6
115,a
473.7

2 8 2 %

175.3
263 .7
121.7
560 .7

3 3 0 %

Acc ts  Payable
D e bt D u e
Other
Current Liab.

Fix. Chg. Cov .

Es l'd '06- '08
to '12-'14

2 . 5 %
5 . 5 %
3 . 5 %
2 . 5 %
5 . 5 %

ANNUAL  RATES
of change (per sh)
Re v e nue s
"Ca s h F lo w"
E a mi ngs
Di v i de nds
Bo o k Va lue

Pa s !
Yrs.

1 4 . 0 %
6 . 5 %
9 . 5 %
1.5%
5 . 5 %

Pas t
10 Yrs.

11 .5%
2 . 0 %
3 . 5 %
1 . 0 %
3 . 5 %

Fiscal
Year

Ends

QUARTERLY REVENUES (S milL)*
D e c . 3 1  M a r . 3 1  J u n . 3 0  S e p . 3 0

Full
Fiscal
Year

2006

2007

2008

2009

2010

269.0

323.3

451.8

450.7

550

330.6

457.9

505.5

485

550

689.2

539.6

504.0

674.3

555

708.8

700.8

747.7

700

555

1997.6

2021 .6

2209.0

2310

2210

Fiscal
Year

Ends

EARNINGS PER SHARE A B F
D e c . 3 1  M a r . 3 1  J U n . 3 0  Se p . 3 0

Full
Fiscal
Year

2005

2001

2008

2009

2010

.13

.43

.41

.30

.35

d.04

.03

d.14

d.12

d.02

1.05

.97
1.39

1.25

1 .21

1.23

.89

.99

1.42

1.03

2.37

2.31

2.64

2.85

2.60

Cal-
endar

QUARTERLY DIVDENDS PAID c l

Mar.31 J un. 3 0  Se p. 3 0 Dec.31

Full
Year

2005

2006

2001

2008

2009

.345

.355

.365

.375

.345

.355

.365

.375

.345

.255

.365

.375

.34

.345

.365

.375

.385

1.38

1.41

1.46

1.50

1.0%

89%

.2%

98%

1.8%

83%

NMF

113%

3.1%

74%

2.7%

73%

3.1%

72%

5.1%

59%

4.3%

63%

5.2%

56%

6.0%

53%

4.0%

60%

Retained to Com Eq

All Div'ds to Net Prof

5.0%

55%

62%, commerc ia l and indus tr ia l,  24%, t ransporta t ion,  1%, other,

13%. Has around 1,807 employees. Officers and directors ohm ap-

proximately 7.2% of common shares (1109 proxy). Chairman, Chief

Executive Of hoer, and President: Douglas H. Yaeger. Incorporated:

Missouri. Address: 720 Olive Street, St. Louis, Missouri 63101. Tel-

ephone: 314~342-0500. Internet: www.thelacledegroup.com.

BUSINESS! Laclede Group, Inc., is  a holding company for Laclede

Gas, which distributes natural gas in easter Missouri , including the

did of  SL Louis ,  SL Louis  County ,  and parts  of  10 other count ies .

Has  roughly  630 ,000  c us tomers .  Purc has ed SM&P Ut i l i t y  Re~

sources, 1102, divested, 3108. Themes sold and transported in fiscal

2008: 1.08 mill.  Revenue mix for regulated operations: residential,

u n i t  w i l l  p r o b a b l y  r e m a i n  m o d e r a t e .  ( I n
f a c t ,  t h e  n u m b e r  o f  c u s t o m e r s  i n  f i s c a l
2 0 0 8  w a s  j u s t  2 %  h i g h e r  t h a n  i n  f i s c a l
l 9 9 8 . )  T h a t ' s  b e c a u s e  t h e  s e r v i c e  t e r r i t o r y ,
l o c a t e d  i n  e a s t e r n  M i s s o u r i ,  i s  i n  a  m a t u r e
p h a s e .  W e  t h i n k  t h e  n o n - r e g u l a t e d  d i v i -
s i o n h a s p r o m i s i n g e x p a n s i o n o p -
p o r t u n i t i e s ,  b u t  i t  h a s  c o n t r i b u t e d  o n l y  a
s m a l l  p o r t i o n  t o  L a c l e d e  G r o u p ' s  p r o f i t s  o n
a  h i s t o r i c a l  b a s i s .  A  m a j o r  a c q u i s i t i o n
c o u l d  h e l p  t o  o f f s e t  t h i s ,  b u t  i t  s e e m s  t h a t
n o  s u c h  p l a n s  a r e  o n  t h e  a g e n d a  a t  t h i s
t i m e .  C o n s e q u e n t l y ,  a n n u a l  e a r n i n g s - p e r -
s h a r e  g r o w t h  c o u l d  b e  j u s t  b e t w e e n  4 %
a n d  5 %  o v e r  t h e  3 -  t o  5 - y e a r  h o r i z o n .
T h i s  s t o c k ,  r a n k e d  f a v o r a b l y  f o r  b o t h
T i m e l i n e s s  a n d  S a f e t y ,  o f f e r s  a  m o d -
e s t l y  a p p e a l i n g  c u r r e n t  y i e l d .  A d d i -
t i o n a l  h i k e s  i n  t h e  d i v i d e n d  w i l l  l i k e l y  b e
g r a d u a l ,  t h o u g h .  T h a t  i s  l a r g e l y  b e c a u s e  o f
t h e r e g u l a t e d g a s o p e r a t i o n ' s u n -
s p e c t a c u l a r  l o n g - t e r m  p r o s p e c t s .
T h e  s h a r e s  o f  L a c l e d e  h a v e  l i m i t e d
l o n g - t e r m  t o t a l - r e t u r n  p o t e n t i a l ,  g i v e n
t h e  c u l T e n t  q u o t a t i o n  a n d  o u r  a s s u m p t i o n
o f  m o d e r a t e  f u t u r e  i n c r e a s e s  i n  t h e  d i s t r i -
b u t i o n .
F r e d e r i c k  L .  H a r r i s ,  I I I M a r c h  1 3 ,  2 0 0 9

L a c l e d e  G r o u p  s t a r t e d  f i s c a l  2 0 0 9
( w h i c h  e n d s  o n  S e p t e m b e r  3 0 t h )  i n  e x -
c e l l e n t  f a s h i o n .  T h a t  w a s  m a d e  p o s s i b l e
p r i m a r i l y  b y  L a c l e d e  E n e r g y  R e s o u r c e s ,
w h i c h  b e n e f i t e d ,  i n  p a r t ,  f r o m  h i g h e r
v o l u m e s  ( a t t r i b u t a b l e  t o  c o n t r a c t i n g  f o r
a d d i t i o n a l  p i p e l i n e  c a p a c i t y ) .  T h a t  d i v i s i o n
a l s o  e n j o y e d  w i d e r  m a r g i n s  o n  s a l e s  o f  n a t -
u r a l  g a s .  d u e  t o  d e p r e s s e d  s u p p l y  p r i c i n g
i n  t h e  M i d w e s t  f r o m  i n c r e a s e d  s h a l e  s u p -
p l y  p r o d u c t i o n .  M e a n w h i l e ,  p r o f i t s  f o r
L a c l e d e  G a s  w e r e  m o d e r a t e l y  h i g h e r  t h a n
t h e y e a r - e a r l i e r f i g u r e , a r i s i n g f r o m
g r e a t e r  i n c o m e  f r o m  n a t u r a l  g a s  s a l e s ,
b r o u g h t  a b o u t  b y  c o l d e r  w e a t h e r  a n d  h i g h -
e r  I n f r a s t r u c t u r e  S y s t e m R e p l a c e m e n t
S u r c h a r g e  r e v e n u e s .  B u t  a  r i s e  i n  b o t h  o p -
e r a t i n g  e x p e n s e s  a n d  i n v e s t m e n t  l o s s e s
l a r g e l y  o f f s e t  t h e s e  r e s u l t s .
A t  t h i s  j u n c t u r e ,  t h e  b o t t o m  l i n e
s t a n d s  t o  a d v a n c e  a b o u t  8 % ,  t o  $ 2 . 8 5  a
s h a r e ,  i n  f i s c a l  2 0 0 9 .  E a r n i n g s  m a y  b e
l o w e r  n e x t  y e a r ,  h o w e v e r ,  b e c a u s e  o f  t h e
t o u g h  c o m p a r i s o n .
U n e x c i t i n g  r e s u l t s  a p p e a r  t o  b e  i n
s t o r e  f o r  t h e  e n e r g y  f i r m  o v e r  t h e
2 0 1 2 - 2 0 1 4  p e r i o d .  G r o w t h  i n  t h e  c u s t o m -
e r  b a s e  f o r  t h e  n a t u r a l  g a s  d i s t r i b u t i o n

24 .8
17 .5

Target Price Range
2012 z014

128

96
80
64

48
40
32

24

is
12

HI
...mlm
IIIIIIIIII

illlHIII
llllllll

'l2-14

4 9 1 . 6

2 6 . 9

3 5 .5 %

5 .5 %

4 1 .8 %

57.B%

4 8 8 . 6

5 1 9 .4

7 .1 %

9.5%

9 .5 %

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100
IA) Fiscal year ends Sept, 30th. actions: '08, 94¢. Next earnings report due late charges. In 'OB: $340.4 mill., $15.4B1sh,
B) Based on average shares outstanding thru. April. (C) Dividends historically paid in early (E) In millions.

'97, then di luted. Excludes nonrecurring loss: January, Apri l,  July, and October. l Div idend (F) Qtly. egg. may not sum due to rounding or
'06, 7¢. Excludes gain from discontinued oper- reinvestment plan available. (D) Ind. deferred change in shares outstanding.

e 2009, Inc.
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PIE RATIO 1.25
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YLD 3.8%

VALUE
LINE

TIMELINESS 2
1

Raised 11l28loB

S A F E W Raised 9n5105

TECHNICAL 2 Rai5ell 11l21l08
BET A . a s  l 1 . 0 o = m a r k e n

2 0 1 2 - 1 4  P R O J E C T I O N S
A n n ' I T o f a l

Pr i c e Ga i n Re t u r n
Hi g h 4 5 { + 4 ° % l 1 2 %
L o w 3 5 + 1 0 % 6 %

Insider Declslons

to Buy
Options
m Sell

A M J J A S O N D
0 0 0 0 0 0 0 0 0
1 2 0 0 1 0 1 2 3
0 2 0 0 1 0 0 1 4

Institutional Decisions
1010aa zoznoa 392008

8 5 9 0 e t
7 0 6 2 8 8

26518 26910 26312
:sir
Hursquau

H i g h :
L o w :

17.9
14.0

18.3
14.9

44 ay/
/4 9

21.7
16.6

22.4
16.2

26.4
20.0

29.7
24.3

32.9
27.1

35.4
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3-lor-2 split 3102
3-for-2 split 3/08
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Latest recession began 12/07
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2009 2010 ° VAL UE UNE PUB. .  NC 1 2 . 1 4

19.2o
140
2.50
1.z4

ms
no
pro
1.zs

Re v e n u e s  p e r  s h  *

" C a s h  F l a t  p e r  s h

E a r n i n g s  P u  s h  |

D l v ' d s  D e d ' d  w  s h  U s

9 5 . 0 0

3 . 7 5

u s

1 . 4 0

1.75
F m

1 . 7 5

1 0 . 7 5

Ca p ' l  Sp e n d in g  p e r  s h

Bo o k  Va l u e  p e r  s h  °
1 . 8 0

1 5 . 7 5

4 2 . 5 0 4.1.00 C o m m o n  S h s 0 u t s t ' g  s 1 5 . 0 0

lad lag
IMMI
all!

san
IJln
nu

A v g  A n n ' I  PE  R l t l o

n » l » n v ' »  PE RI I I O
Av g  An n l  Di v 'd  Yi e l d

14.0
.as

3.4%

mo
105

3910
115

Revenues ($mlll) A
n u  m m  ( w e

4 2 7 5

1 3 0

3 9 . 0 %

2 . 8 %

1 9 . 0 %

3 . 0 %

I n c o me r  T a x  Hi l l

Ne t  Pr o f i t  I l a r g ln

4 0 . 0 %

3 . 0 %

J o #
s i x

3 7 . 0 %

6 3 . 0 %

L O h § ' T I I ' M  D l h t  A n n
Co mmo n  Eq u l l y  Ra t i o

3 3 . 0 %

6 7 . 0 %

1 3 0 0

1 o 4 o

1 4 1 s

1 0 6 0

pal cap ml (sum)
in puma (smlm

1 7 3 0

1 1 2 5

9 . 0 %

1 3 . 5 %

1 3 . 5 %

9 . 0 %

1 1 0 %

1 1 . 0 %

R e c u r  o n  T e a l  C a p ' l

Rn t u m o n  Sh h  Eq u i t y

RM W I I  o n  Co m Eq u l t y

w s
11.0%
11.0%

1993 1994 1995 1996 1997 1998 1999 2000 2 0 0 1 2002 2003
1 2 . 0 2

1 .42

. 7 6

. s o

1 2 . 8 1

1 . 5 4

. a s

. e a

1 1 . 3 6

1 . 4 2

. a s

. s o

1 3 . 4 8

1 .48

. 9 2

. e s

1 7 . 3 1

1 . 6 3

. 9 9

. 1 1

1 7 . 7 3

1 .7 4

1 .0 4

. 7 3

u s e
1.as
1.11
.15

2 9 . 4 2

1 . 9 9

1 . 2 0

. 7 6

5 1 . 2 2

2 . 1 2

1 . 3 0

. l a

44.11
2.14
1.39
.80

6 2 2 9

2 . 3 8

1 . 8

. 8 3

1.54
6.54

1 .40
s.4a

1.1B
E u

1 . 1 9

6 . 7 3

1 . 1 5

6 . 9 2

1 . 0 7

7 . 2 6

1 2 1

1 . 5 1

1 2 a

a . 2 9

1 . 1 0

a . a 0

1 . 0 2

8 . 7 1

1 . 1 4

1 0 . 2 5

s o 38.93 4 0 . 0 3 4 0 . 8 9 4 0 2 3 4 0 . o 7 39.92 3 9 . 5 9 4 0 . 0 0 4 1 . 5 0 4 0 8 5

1 5 . 1

. 8 9

5 . 8 %

1 3 . 0

. a s

6 .2 %

1 1 . 8

. 7 9

6 . 7 %

1 3 . 6

. a s

5 .6 %

1 3 . 5

. 7 8

5 . 3 %

1 5 . 3

. t o

4 . 6 %

1 5 . 2

. 8 7

4 . 5 %

14.7
.96

4.4%

1 4 . 2

. 7 3

4 . 2 %

. a 0

1 4 . 1

3 .9 %

1 4 . 0

. 8 0

3 .7 %

2005
7 6 . 1 9

2 . 6 2

1 . 7 7

. 9 1

1 2 B

1 0 . ro

4 1 . 3 2

1 s . s

. 8 9

3 .1%

3 1 4 8 . 3

1 4 . 4

3 9 . 1 %

2 4 %

4 2 .0 %

5 8 .0 %

7 5 5 . 3

9 0 5 . 1

1 1 2 %

1 7 . 0 %

17.0%

200s
7 9 . 6 3

2 . 7 3

1 . 8 1

. a s

1 . 2 5

1 5 . 0 0

41.44
1 6 . 1

. 8 7

3 2 %

3 2 9 9 . 5

7 5 . 5

3 a .9 %

2 4 %

a u x
65.2%

9 5 4 . 0

9 3 4 . 9

9 .6 %

12.6%

1 2 . 5 *

2001
7 2 . 6 2

2 .4 4

1 . 5 5

1 . 0 1

1 . 4 6

1 5 .5 D

4 1 . 6 1

2 1 . s

1 . 1 5

3 . 0 %

3 0 2 1 . 8

6 5 . 3

38 .8%

2 .2 %

3 7 .3 %

5 2 .7 %

1 0 2 8 . 0

9 7 0 . 9

7 . 7 %

1 0 . 1 %

1 0 . 1 %

2008
9 0 . 1 4

3 . 6 2

2 . 1 0

1 . 1 1

1 . 1 2

1 7 . 2 8

4 2 . 0 6

1 2 . 3

. 7 7

3 .3%

aa1s.2
113.9

3 ` l . 8 *

3 .0 %

3 8 .5 %

6 1 . 5 %

1 1 8 2 . 1

1 0 1 7 . 3

1 0 . 7 %

1 5 . 7 %

1 5 . 7 %

C A P I T A L  S T R U C T U R E  a s  o f  1 2 / 3 1 / 0 8
T a l l  D i l l !  s 1 s 7 . 1  m i l l .  D u e  I n  5  Y r s  $ 1 7 5 . 6  m i l l .
L T  D e b t  $ 4 6 0 . 1  m i l . L T  I n t e r e s t $ 1 6 . 9  m i l l .
I n d .  $ 8 . 8  mi l .  c a p i t a l i z e d  l e a s e s .
(L T  h le l le s t  e a ma d :4 .8 x ,  to n a l  In te re s t  o o v e la q o x
4 . B x )
P e n s i o n  A n d : - 0 / 0 8  $ 8 0 . 6  m i l l .

Ob l l g .  $ 1 0 2 . 4 m l .

m  S l u d g y  N o n e

C o m m o n  S t a d t 4 2 , 3 1 8 , 5 5 1  s h e .
as of 214JI19
I I A R K E T  C A P :  $ 1 . 4  b i l l i o n  ( M l d  C a p )

42.6
1067.1
1109.7

26.0
104s.s
1012.5

5.1
194.a
199.9

CURRENT POSITION 2001 2001 1m1m
'£vu_1

Cos Assets
Utter
Cuna11t Alse\s

43.4
295.4
51a.1
919.5
450%

61 .1
238.3
594.0
894.0
450%

64.4
260.B
378.1
703.3
451%

Andi P be
Debt 08
Other
Curran!Uab.
Fix. Chg. Cov.

Elt'd 'os-'00
10 .12..14

2.5%
4.0%
55%
5.5%
8.5%

Past
5 Yrs.
9.0%
6.0%
7.5%
5.0%

11.5%

Past
10 Yrs.
11.5%
6.0%
1.5%
4.0%
a.5%

ANNUAL RATES
d do re  in
Revenue
"easyFlow/'
Egrpmgs
Dividends
Bock Value

Fiicll
Yen
Ends

UUARTENLY REVENUES (Sw-l A
Dac.31 M431 Jun.30 Sep.30

Full
Fiscal
Your

zoos

2007

2001

2009

2010

5 3 5 . 5

5 9 3 . 2

8 2 7 . 1

8 2 0

A s a

1 1 6 4 1 0 6 4 5 3 6 . 1

7 3 7 . 4 1 0 2 9 6 6 2 . 2

a 1 1 . 1 m a 1 0 0 0

8 0 1 . 3 1 1 7 5 9 9 3 . 7

8 3 0 1 2 0 5 1 6 2 5

3 2 9 9 . 6

3 0 2 1 . 8

3 8 1 6 . 2

3 7 9 0

3 9 1 0

Fiscal
You
Ends

E I N I W G S  P E R  S H A R E  A  B

D e c . 3 1  M a r . 3 1  J u n . 3 0 $ e p . 3 8

Full
Flscal
You

2 0 0 5

2 0 o 1

z o o s

2 0 0 9

2 0 1 0

1 . 4 3

. 1 9

. 3 0

. J J

. t os o

. 8 2

. 7 0

. 8 7

. 1 1

d . 0 9

. s o

d . 1 8

d . 1 0

d . 0 5

d . 2 9

. 0 6
1 . 8 6

1 . 5 0

1 . 5 5

1  . a l

1 . 5 5  I

2 . 1 0

2 . 5 0

2 . 7 0

Cd-
endar I

QUIRTERLYUMUENUS PAID UE:

lllr.31 Jun.30 s .30 Dec.31
M
Year

quos

200s

2007

2001

20os

. 2 2 1

. 2 4

. 2 5 3

. 2 8

. 2 2 7

. 2 4

. 2 5 3

. 2 8

. 2 2 1

. 2 4

. 2 5 3

. 2 8

. 2 2 7

. 2 4

. 2 5 3

. 2 6 7

. 3 1

. 9 1

. 9 6

1 . 0 1

1 . 1 1

9 0 4 . 3

4 4 . 9

1 1 6 4 . 5

4 1 . 9

2 0 4 8 .4

5 2 . 3

1 a a o .a

5 6 . 8

2 5 4 4 .4

6 5 . 4

3 6 .2 %

5 .0 %

3 7 .8 %

4 . 1 %

3 a . 0 %

2 . 6 %

3 8 .7 %

3 .1 %

3 8 . 4 %

2 .6 %

4 8 . 7 %

51.2%

4 7 . 0 %

5 2 .9 %

5 0 _ 1 *

4 9 . 9 %

5 0 . 6 %

4 9 . 4 %

3 a . 1 %

61 .9%

5 9 0 . 4

7 0 5 . 4

NAI.1

730.6

7 0 6 . 2

7 4 3 . 9

7 3 2 . 4

7 5 6 .4

s 1 s . s

8 5 2 . 6

9 .0 %

1 4 . a %

1 4 . 8 %

9 . 0 %

1 4 . 6 %

1 4 . 6 %

8 . 5 %

1 4 . 5 %

1 4 . 9 %

8 . 7 %

1 5 . 7 %

1 5 . 7 %

1 0 .7 %

1 5 . 6 %

1 5 . 6 %

5.0%
m s

5 .4 %

6 3 %

6 . 1 %

5 9 %

6 . 9 %

i s - »
ms
51%

7.8°/ l
4 9 %

8 .5 %

5 0 %

6 .3 %

5 0 %

3 .6 %

6 4 %

9 .5 %

4 0 %

ws
50%

7 . 0 %

4 7 %

Re t a i n e d  t o  Co m Et

A l l  D i v ' d s  f U  n u  P M

5 .5 %

4 9 %

a n d e r  N . J .  C o u n t i e s .  F i s c a l P r e s .  1  L a u r e n c e  M .  D o w n e d .  I n c . :  N . J .  A d d r . :  1 4 1 5  W y d m l l  R o a d .

W a l l ,  N J  0 7 7 1 9 .  T e l . :  7 3 2 - 9 3 8 - 1 4 B 0 .  W e b : . n j r e s o u r c e s . c c m .

B U S I N E S S :  N e w  J e r s e y  R e s o u r c e s  C a r p .  i s  a  h d d h g  c o m p a n y a n d  s t e a r i c 3 5 %  o f f - s y s t e m  a n d  c a p a c i t y  r e l e a s e ) .  N . J .  N a t u -

p r o v i d n g  r e t a W w l i o l e s e l e  e n e r g y  n u .  R a  c u s l n m e r s  ' m  N e w  J e r s e y . r e l  E n e r g y  s u b s i d i a r y  p r o v i d e s  u n r e g u l a t e d  r e l a W M o l e s a l e  n a t u r a l

a n d  i n  s t a t e s  f r o m  U t e  G u l f  C u e s !  i n  N e w  E n g l a n d ,  a n d  C a n a d a . g a s  a n d  r e l a t e d  e n e r g y  s a c s .  2 0 0 8  d a p .  r a t e :  2 3 % .  H e s  B 5 4  e n d s .

N e w  J e r s e y  N a t u r a l  G a s  h a d  a b o u t  4 a 4  0 0 0  c u s l a r n e r s  a t  9 f 3 0 i l l 8 O l l J d i r .  o w n  a b o u t  1 . 7 %  o f  c o m m o n  ( 1 2 / 0 s p l u x y ) .  C h r m n . .  C E O ,  &

i n  M o r m o u l h  a n d  O c e a n  C o u n t i e s ,

2 0 0 6  V d u m 8 I  9 9 . 6  b i l l .  A r .  l l .  ( 5 9 %  M n ,  6 %  i \ l H w p l i h l ¢  i n d u s t r i a l

stimulating the
efficiency,

New Jersey Resources did not per-
form as well as expected during its
2009 fiscal first quarter (ended De-
cember 31st). The New Jersey Natural
Gas (NJNG) unit did benefit from a recent
rate case increase, and steady customer
growth. That division added roughly 1,765
new customers over the December interim.
However. that was not sufficient =»-»-; to
offset the downturn at the company's .IR
Energy Services (NJRES) unit. Narrolwer
winter storage spreads, and a slowdown in
contracted transportation capacity across

cut this segment's contribu-
ha .

T h u s ,  w e  h a v e  t r i m m e d  t h i s
e a r n i n g s  f i g u r e  a p p r o x i m a t e l y

supported b
(1), and high

March 13,2009

Board of Public Utilities for two programs
aimed at local economy
through energy job creation,
and infrastructure spending. If approved,
these capital projects would create up to
100 jobs. The benefit to NJR would be an
increase in the safety and reliability of its
distribution system.
Meantime, we have introduced a 2010
bottom-line estimate of $2.70 a share.
Top-line volumes ought to rebound next
year due to the addition of utility custom-
ers, coupled with NJRES' capital projects.
The Steckman Ridge storage facility and
the recently completed 16-inch main
angeline both ought to contribute nicely.

ese timely shares may appeal to
momentum- and income-oriented ac-
counts (Timeliness: 2). And the recent
dividend hike of 10.7% only sweetens the
deal, dividend growth is a hallmark here.
Finally, New Jersey Resources' ability to
hold `¥p in such a difficult market is a
plus. his characteristic is
the stock's top Safety rank
marks for Financial Strength and Price
Stabile
Bryan Eng

the Northeast.
ton to earnings in Consequently,
NJR's bottom line suffered.

year's
11%.

The domestic recession has prompted
many consumers in N.IR's service areas to
scale back spending. Meanwhile, home
foreclosure resulting in vacant domiciles
adds another element of risk and un-
certainty. In all, 2009's prospects have
been hindered. But, on a brighter note.
Economic stimulus programs may
bear fruit down the road. .IN recent-
ly filed a proposal with the New Jersey

19.8
16.1

Target Price Range
2 0 1 2 2 0 1 4

BO

60
50
40

30
25
Z0

15

10
-7.5
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Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

100
( A )  F i s c a l  y e a r  e n d s  Se p t .  3 0 t h .
( 8 )  D i l u t e d  e a r n i n g s .  Q t l y  e g g  m a y  n o t  s u m  t o A p r i l ,  J u l y ,  a n d  O c t o b e r .  l
t o t a l  d u e  l o  c h a n g e  i n  s h a r e s  o u t s t a n d i n g .  Ne xt w e n t  p l a n  a v a i l a b l e .
e a r n i n g s  r e p o r t  d u e  l a t e  Ap r i l ,

o  2 0 0 9 , Inc.
THE PUBLISHER IS NOT
of it may be reproduced. resold, stored or lransmiNed in any printed, electronic or other tom,

( C)  D i v i d e n d s  h i s t o r i c a l l y  p a i d  i n  e a r l y  J a n u a r y , m i l l i o n ,  $ 8 . 0 9 l s h a r e .
D i v i d e n d  r e i n v e s t - ( E)  In  m i l l i o n s ,  a d j u s t e d  f o r  s p l i t .

( F )  Re s c a l e d .
( D ) i n c l u d e s  r e g u l a t o r y  a s s e t s  i n  2 0 0 8 :  $ 3 4 0 . 7
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4 0

Ann'l Total
Return
2 6 %
1 3 %
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2012-14 PROJECTIONS

Galn
+125%

( (+3s%l
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High :
L o w:
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3 7 . 1

4 2 . 9
3 1  2

42 .4
34 .0

4 9 . 0
17 .3

39 .3
23.7
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43 .0
35 .5

4 9 . 9
38 .7

53 .7
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32 .3

36 .3
28 .4
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LEGENDS
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I n v e s t o r s  m o n i t o r  t h i s  s i t u a t i o n  s i n c e  i t
w i l l  l i k e l y  h a v e  a  h e a v y  b e a r i n g  o n  t h i s

?$i?"°"

T h e  s h i p -
s t r e n g d l e n

c o m p a n y  t o  b e t t e r  a d -
j u s t  t o  t h e  c u r r e n t  m a r k e t  c o n d i t i o n s .  I n

m m  I C C
I l l - d e f i n e d .  g i v e n p e n d i n g  r a t e

o r e c o m m e n d  m o s t  i n v e s t o r s
t a k e  a a p p r o a c h .
l n c o m e o r i e n t e d  a c c o u n t s  s h o u l d  n o t e  t h a t
t h i s  i s s u e  o f f e r s  a n  a t t r a c t i v e  d i v i d e n d

w h i c h  i s  a b o v e  t h e  a v e r a g e  f o r  a  n a t -
u r a l  g a s  u t i l i t y .
R i c h a r d  G a l l a g h e r

N l e o r  s t r u g g l e d  I n  t h e  s e c o n d  h a l l '  o f
2 0 0 8 .  M o s t  r e c e n t l y ,  t h e  c o m p a n y  p o s t e d
e a m l n g s  o f  $ 1 . 0 5  a  s h a r e  i n  t h e  f o u r t h  W u !  ' s  p e r f o r m a n c e  g o i n g  f o r w a r d .

w h i c h  b e a t  o u r  e s t i m a t e  b u t  s t i l l e l o w e r e d  o u r  e s t i m a t e s  f o r
s h o r t  o f  t h e  p r i o r - y e a r  t a l l y  R l s l n g 2 0 0 9 .  W e  l o o k  f o r  t h e  b o t t o m  l i n e  t o  c o m e

c o s t s  c o u p l e d  w i t h  t h e  w e a k  e o o n o m d c  e n -  i n  a t  a b o u t  $ 2 . 5 0  a  s h a r e .  w h i c h  i s  n e a r
v l r o n m a r t  w e l g h d  o n  G A S '  p e r f o r m a n c e . t h e  p r o p o s e d  b a s e  b y  t h e  I C C .  T h i s  e s -
A s  a  r e s u l t .  a n n u a l  s h a r e  n e t  f e l l  b e l o w  t l m a t e  a s s u m e s  n o r m a l  w e a t h e r  a n d  i s
2 0 0 7 ' s  m a r k  M  $ 2 . 9 8 .  N l c o r '  c o n t i n u e s  t o  b e  s u p p o r t e d  b y  t h i s  u t i l i t y ' s  s t e a d y  c a s h
p g s s s u r e d  b y  h i g h e r  o p e r a t i n g  c o s t s . f l o v u n  H o w e v e r .  I f  t h e  r a t e  c a s e  i s  a p p r o v e d ,

e  c o m p a n y  a w a i t s  a  d e c i s i o n  f o r  a  o u r  e s t i m a t e s  m a y  p r o v e  t o  b e  c o n s e r v a -
r a t e  c a s e  H l e d  w i t h  t h e  I l l i n o i s  C o m -  t 1 v e .
m e r c y  C o m m l s a l o n  ( I C C ) .  G l v e r r  r i s i n g  W e  a r e  i n t r o d u c i n g  o u r  e x p e c t a t i o n s
e x p e n d i t u r e s .  t h e  u t i l i t y  f i l e d  a  c a s e  f o r  a n  f o r  2 0 1 0 .  W e  l o o k  f o r  t h e  t o p  a n d  b o t t o m
o v e r a l l  i n c r e a s e  I n  r a t e s .  N l c o r  s e e k s  t o  l i n e s  t o  b o u n c e  b a c k  n e x t  y e a r .
r a i s e  i t s  r a t e  b a s e  b y  S l 4 0 . 4  m l l l l o n  t o  r e -  p i n g  b u s i n e s s  s h o u l d  b e g i n  t o
e l e c t  a  r e t u r n  o f  et i g t y  M  l 1 . l 5 % .  T h e  n e w  o v e r  t h i s  t i m e  f r a m e .  A c c o n d l n g l y ,  w e  e s -
r a t e  w o u l d  a l l o w t l m a t e  e a r n i n g s  M  $ 2 . 9 0  a  s h a r e .

T h i s  s t o c k  I s  r a n k e d  s  ( A v e r a g e )  f o r
r e s p o n s e . p r o p o s e d  a  b a s e  l n -  T i m e l l n e s s .  N l c o r ' s  p r o s p e c t s  a r e  s o m e -
a ' e a s e  M  $ 6 8 . 8  m i l l i o n .  w h i c h  r e f l e c t s  a  w h a t e
c o s t  o f  e q u i t y  M  l 0 . l 7 % .  T h e  p r o p o s a l  a l s o  c a s e  T h u s ,  w e
i n c l u d e s  t w o  r a t e  m e c h a n i s m s  f o c u s e d  o n w a i t - a n d - s e e H o w e v e r .
e n e r g y  e f l l d e n c y  M a n a g e m e n t  i s  i n  t h e
p r o c e s s  M  ' * 3 > ° ' = = " ' 3  t o  t h i s  o f f e r .  A f t e r
t h i s ,  N i c o l  a n  t h e  I  C  w i l l  m o v e  t o w a r d  a  y i e l d ,
l l n a l  d e c i s i o n ,  w h i c h  s h o u l d  b e  a n n o u n c e d
t h i s  m o n t h .  A c c o r d i n g l y ,  w e  r e c o m m e n d M a r c h  1 3 1  8 0 0 . 9
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Company's Financial Strength
Stock's Prlce Stability
Price Growth Persistence
Eamings Predictability

100
(A) Based on primary earnings thru. '96, then Excl. items from discontinued ops.: '93, 4¢, '96, went plan available. (C) In millions.
diluted. Excl. nonrecuning gains(loss): '97, 6¢, 30¢. Next egg. report due early May.
'98, 11¢, '99, 5 , '00, ($1.96), '01, i6¢, '03, (B) Dividends historically paid mid February,
(27¢), '04, (52¢ , '05, B0¢, '06, (i7¢), '07 (13¢). May, August, November. l Div idend reinvest-
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CAPITAL STRUCTUREas of 12/31/08
TotalDebt $760.0 mill. Due in 5 Yrs $259.8 mm.
LT Debt$512.0 milL LT Interest$37.0 mill.

(Totalinterestcoverage:4.0x)

Pension Assets-12/07 $241mill.
Oblig. $250 mill.
Pfd Stock None

CommonStock26.5 mill. shares

MARKET CAP $1.0 billion (MidCap)
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7.0%

37.0%

6.9%

Income Tax Rate

Net Prost Margin

37.0%

7.2%

46.0%

49.9%

45.1%

50.9%

43.0%

53.2%

47.6%

51.5%

49.7%

50.3%

46.0%

54.0%

47.0%

53.0%

46.3%

53.7%

46.3%

53.7%

44.9%

55.1%

47%

53%

47%

53%

Long-Term Debt Ratio

Common Equity Ratio

47%

53%

861.5

895.9

B87.8

934.0

aa0.s

965.0

937.3

995.6

1006.6

1205.9

1052.5

1318.4

11DB.4

1373.4

1116.5

1425.1

1106.8

1495.9

1140.4
1549.0

1180
1600

1225

1660

Total Capital($mill)

Net Plant ($miII)
1400
1900

6.8%
9.7%
9.9%

6.7%

9.8%

10.0%

6.9%

10.0%

10.2%

5.9%

8.9%

8.5%

5.7%

9.1%

9.0%

5.9%

8 9 %

8.9%

6.5%

9.9%

9.9%

7,1%

10.9%

10.9%

8.5%

12.5%

12.5%

8.0%

11.2%

11.2v

8.0%

11.0%

11.0%

8.0%

11.0%

11.0%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

5.0%

11.0%

11.0%

2.8%
74%

3.1%

70%

3.5%

67%

1 3 %

79%

2.6%

72%

2.7%

69%

3.7%

53%

4.5%
59%

6.0%

52%

4.7%

59%

4.5%

57%

4.5%

5s%

Retained to Com Eq

All Div'ds to Net Prof

4.5%

58%2007 12/31/08200s

5.B
303.0
308.8
113.6
129.6
98.3

341.5
349%

6.9
474.1
481 .0
94.4

248.0
208.9
551 .3
393%

6,1
268.8
274.9
119.7
148.1
122.1
389.9
408%

CURRENT POSITION
(SMILL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Limb.
Ft. Chg. Cov.

Owns  loc a l underground s to rage .  Rev ,  breakdown:  res ident i a l,
55%, commerc ia l,  28%, industr ia l,  gas  t ransportat ion,  and other,

17%.  Employs  t ,130 .  Barc lays  Globa l owns  6 .5% o f shares, of-

ficers and directors, 1.3% (4/08 proxy). CEO: Gregg S. Kantor. Inc.:

Oregon.  Address :  220  NW  2nd Ave . ,  Por t land,  OR 97209 .  Te le -

phone: 503-226-4211. Internet: www.nwnatural.com.

BUSINESS: Northwest Natural Gas Co. dis tr ibutes natural gas to

90 communities, 6B2,000 customers, in Oregon (90% of customers)

and in southwest Washington state. Prhdpal c i t ies sered: Port land

and Eugene, OR, Vancouver, wA. Service area population: 2.5 mill.
(77% in OR).  Company  buys  gas  supply  f rom Canadian and U.S.

producers, has transportation rights on Northwest Pipeline system,

Earninglgls
northwest

Oregon PUC in October. The new arrange-
ment should reduce earnings swings, as
Northwest  wi l l  book only 10% or 20% of
the profit or loss on the cost of gas, down
from one-third through 2008.
Earn ings f rom present  opera t i ons w i l l
p robab l y  r i se  s t ead i l y  t h rough  2012 -
2014. Customer growth wil l  l ikely contin-
ue to exceed the U.S. average of around
1% per year. Oregon's enlightened regu-
lations should protect Northwest from the
vagaries of the weather, and Washington
wt l  probably inst i tute a weather adjust-
ment clause, as well. Costs should rise at a
slower pace than the customer roster. But
Two large pro jects  cou ld  s ign i f i cant l y
boost  Northwest ' s  earn ings by 2014.  f
regulators give adj necessary approvals, a
gas storage project in California and a new
g a s  p i p e l i n e  i n  O re g o n  w i l l  c o m e  o n
stream in 2011-2012, Together, they could
require over $525 million of investment by
Northwest .  The company would have to
sell some stock, but the projects could add
at least $0.35 a share to our forecast.
T h e s e  t o p -q u a l i t y  s h a re s  h a v e  s o l i d
r i sk-ad justed to ta l - re turn potent ia l .
Sigourney B. Romaine March 13, 200.9

N o r t h w e s t  N a t u r a l ' s  f o u r t h - q u a r t e r
earnings gain was a b i t  above normal .
In the f inal period of 2008, the company
profited from its gas cost-sharing arrange-
ment in Oregon, where it had lost money
in the prior-year period.  Operat ing and
maintenance costs declined 12%, year to
year, and the Oregon weather normaliza-
tion clause helped, as well, though it had
no effect on 2007 December-period profits.
Desp i t e  gas cost -shar ing  pro f i t  i n  t he
fourth quarter, Northwest lost about $0.11
a share f rom the arrangement  in 2008.
Customer growth, though, slowed to 1.6%
in 2008, well below the recent average.

w i l l  l i k e l y  r i s e  n i c e l y  i n
2009. guided t o  a  range  o f
$2.55 to $2.70 a share this year, but we
think the company wi l l  do a b i t  bet ter.
Even though customer growth wil l proba-
bly be modest in 2009, Northwest should
continue to garner new accounts from cus-
tomers switching to gas from other sources
of heat. The revised gas cost-sharing sys-
tem in Oregon should also help,  as the
company should benefi t  f rom gas prices
that are now wel l  below last  fal l ,  North-
west's gas cost forecast is approved by the

ANNUALRATES
art dlange (per sh)
Revenues
"Cash Flow"
Eamings
Dividends
Book Value

Past
10 YTS-

8.5%
3.0%
3.0%
1.5%
3.5%

Past Est'd '05-'07
5 Yrs. it '12-'14
8.5% 6.5%
5.5% 5.0%
8.5% 7.0%
2.0% 5.5%
3.5% 3.5%

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

goos

2007
2008

2009

2010

335.9

331.7

349.2

3 4 0

355

390.4

394.1
387.7

390

4 1 0

114.9

124.2

109.7

120

125

171.0

183.2

191.3

200

210

1013.2

1033.2

1037.9

1050

1100

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un. 3 0  S e p. 3 0 Dec.31
Full
Year

20os

2007
200s

2009

2010

.07

.10

.08

.10

.1 1

d.35

d.22

d.3B

d.34

d.33

1.15
1.11

1.25

1 .21

1.32

1.48

1.77

1.63

1.72

1.75

2.35

2.76

2.58

2.75

2.85

Cal-
endar

QUARTERLY DIVIDENDS PAID B l

Mar.31 Jun.30  Sen.30 Dec.31

Full
Year

2005

2006

2007

2008

2009

.325

.345

.355

.375

.325

.345

.355

.375

.345

.355

.375

.395

.325

.345

.355

.375

.395

1.32

1.39

1.44

1.52

27.5
17,8

T a r g e t  P r ic e  R a n g e
2 0 1 2 2 0 1 4

120
100
80
64

48

32

24
20
16

12

HH III
' l2 -14

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Eamings Predictability

100
(A) Di luted earnings per share. Excludes non-
rec uMng  i tems :  '98 ,  $0 .15 ,  '00 ,  $0 .11 ,  '06 , (B) Dividends historically paid in mid-February, (C) In millions, adjusted for stock split.
($0.0S), '08, ($0.03). Next earnings report due May, August, and November.
early May. l Dividend reinvestment plan available.

o 2009, Value Line Publishing , Inc. All rt Hts reserved. Factual material is obtained [mm sources believed to be reliable and is provided without warranties at a kind.
THE PUBLISHER IS NOT RE8PONSIBLE=OR ANV ERRORS OR OMISSIONS HEREIN. This publication is staidly lot subscribers own, non-commercial, internal user part
of it may be reproduced, resold. stared or transmitted in any printed, aleuronic or other lure, or used lot generating or marketing any printed or electronic publication, ser rice or productI Ill IIIE
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Price
45
35
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16%
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Gain
(+100%]
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Insider Decisions

to Buy
Options
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Institutional Decisions
102-08 201908 3D2llDB

78 97 82
B5 77 96

35778 36685 35228
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wSe
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High :
Low:

18.1
13.9

18,3
14.3

19.0
14.6

19.0
13.7

22.0
16.6

24.3
19.2

25.8
21.3

28.4
23.2

28.0
22.0

35.3
21.7

32.0
22.4

1 4
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-44.9

~44. 1

-29.4

1 yr.
3yr.
5 yr.

Percent
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7.5
5
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I

l
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2004
19.95

2,31

1.27

.85

1.85

11.15

76.57

16.6

.88

4.1%

1529.1

95.2

35.1 %

6.2%

43.6%

56.4%

1514.9

1849.8

7.8%

11.1%

11.1%

1993 1994 1995 1996 1997 1998 1999
10.57

1.14

.73

.48

10.82

1.13

.88

.51

B.76

1.25

.73

.54

11,59

1.49

,so

.57

12.B4

1.52

.93

.61

12.45

1.72

.Qs

.64

10.97

1.70

.93

.GB

1.58

5.45

1.95

5.68

1.12

6.16

1.64

5.53

1.52

6.95

1.4B

7.45

1.58

7.B5

52.30 53.15 57,67 59.10 60.39 61.4B B2,5g

15.4

.91

4.3%

15.7

1.03

4.B%

13.8

.92

5.4%

13.9

.87

4.9%

13.8

.78

4.8%

16.3

.BE

4.0%

17.7

1.01

4.1%

2001 2002 2003
17.06

1.B1

1.01

.75

12.57

1.81

.95

.80

18.14

2.04

1.11

.82

1.29

8.53

1.21

8.91

1.15

9.35

54.93 56.18 B7.31

16.7

as

45%

18.4

1.01

4,s%

15,7

.95

4.4%

1107.9

55.5

8320

52,2

1220.8

74.4

34.6%

5.9%

33.1%

7.5%

34.8%

SJ'/0

47.6%

52.4%

439%

56.1%

42.2%

57.8%

1069.4

1114.7

1051.6

1158.5

1090.2

1B12.3

7.9%

11.7%

11.7%

7.8%

10.6%

10.6%

8.6%

11.8%

11.8%

2005
22.96

2.43

1.32

.91

2.50

11.53

76.70

17.9

.95

3.8%

1761.1

101.3

33.7%

5.8%

41.4%

58.6%

1509.2

1939.1

8.2%

11.5%

11.5%

2006 2007 2008 2009 2010 © VALUE LINE PUB., INC 12-14
25.80

2.51

1.28

.95

23.37

2.54

1.40

.go

28.52

2.77

1.49

1.03

29.25

2.85

1.60

1.05

30.15

3.05

1.s0

1.10

Revenues per sh A

"Cash Flow" per sh

Earnings per sh B

Div'ds Decl'd per sh Cl

33.15

3.40

2.15

1.25

2.74

11.83

1.85

11.99

2.47

12.11

3.15

12.65

2.10

13.45

Cap'l Spending per sh

Book Value per sh °
2.25

15.85

74.61 73.23 73.26 73.50 73.50 Common Shs0utst'g E 73.00

19.2

1.04

3.9%

18.7

.go

3.8%

18.2

1.15

3.8%

Bold #19

Value

eslln

res are
Line
Otes

Avg Ann'IPIE Ratio

RelativePIE Ratio

Avg Ann'lDiv'd Yield

18.0

1.50

3.1%

1924.6

97.2

1711.3

104.4

2089.1

110.0

2150

120

2215
135

Revenues ($miII) A
Net Profit ($miII)

2420

155

34.2%

5.0%

33.0%

6.1%

36.4%

5.3%

35.0%

5.5%

35.0%

6.0%

Income Tax Rate

Net Profit Margin

35.0%

6.5%

48.3%

51.7%

48.4%

51.5%

47.2%

52.8%

51.0%

49.0%

49.5%

50.5%

Long-Term Debt Ratio

Common Equity Ratio

47.0%

53.0%

1707.9

2075.3

1703.3

2141.5

1681.5

2240.8

1900

2250

1955

2300

Total Capital ($miII)
Net Plant ($mi\l)

2180

2450

7.2%

11.0%

11.0%

7.8%

11.9%

11.9%

8.2%

12.4%

12.4%

7.5%

12.5%

12.5%

8.5%

13.5%

13.5%

Return on Total Cap'I

Return on Shr. Equity

Return on Com Equity

8.5%

13.5%

13.5%

CAPITAL STRUCTURE as of 10l31lOB
Total Debt $1230.B mill. Due ih 5 Yrs $150.0 mill.
LT Debt 5794.3 mill. LT Interest $55.5 mill.
(LT interestearned:4.0x, total interest coverage:
3.7x)

Pension Assets-10108 $150.3 mill.
Oblig. $143.5 mill.

pfd Stock None

Common Stock73,260,672 she.
as of 12/16/08
MARKET CAP: $1.7 billion (Mid Cap)

2007 101311082006

8.9
467.1
476.0

80.3
170.0
150.1
400.4

323%

7.5
427.8

435.3

143.6
195.0
75.9

424.5

309%

7.0
593.8

500.8

132.3
436.5
112.7

681.5

341%

CURRENT POSITION
(SMILL)

Cash Assets
Other
Current Assets

Accts Payable
Debt Due
Other
Current Limb.

Fix. Chg. Cov.

ANNUAL RATES
of change (per sh)
Revenues
"Cas_h Flow"
Eammgs
Dividends
Book Value

Past
10 Yrs.

7.5%
5.0%
4.5%
5.0%
5.5%

Es¥'d '06-'08
to '12-'14

4.0%
4.5%
7.5%
3.5%
5.0%

Past
5 Yrs.
10.0%
7.0%
6.5%
4.5%
6.0%

Fiscal
Year

Ends

QUARTERLY REVENUES (S mill.) A
J a n . 3 1  A p r . 3 0  J U I . 3 1 0 c L 3 1

Full
Fiscal
Year

2006

2001

200s

2009

2010

483.2

531 .5

634.2

655

670

2B2.2

27B.2

311 .7

320

340

921.4

6T7.2

788.5

s i s

830

237.9

224.4

354.7

360

375

1924.7

1711.3

2089.1

2150

2215

Fiscal
Year
Ends

EARNINGS PER SHARE AB F

Jan.31 Apr,30 J u L y 0c1.31

Full
Fiscal
Year

2006

2001

2008

2009

2010

d.16

d.12

d.10
d.10

d.02

.94

.94
1.12

1.13

1.15

d.0B
d.11

d.18
d.11

d.03

.57

.69

55

.68

.70

1.27

1.40

1.49

1.60

1.80

Cal-
endar

QUARTERLY DNIDENDS PAID C'

Mar.31 Jun.30 Sen.30 Dec.31

Full
Year

2005

2006

2007

2008

2009

.23

.24

.25

.26

.23

.24

.25

.be

.23

.24

.25

.26

.215

.23

.24

.25

.26

.91

,as

.99

1.03

3.3%

72%

3.5%

71%

3.0%

75%

1.7%

83%

3.1%

74%

3.7%

66%

3.6%

68%

2.8%

74%

3.5%

70%

3.9%

69%

4.0%

67%

5.0%

62%

Retained (o Com Et

Na Div'ds to Net Prof

6.0%

57%

8.7 years. Non»regulated operations: sale of gas-powered heating
equipment, natural gas brokering, propane sales. Has about 1,833

employees. Officers & directors own about 1.1% of common stock

(1109 proxy), Chairman, CEO, & President: Thomas E. Skains. Inc.:

NC. Address: 4720 Piedmont Row Drive, Charlotte, NC 2B210. Tel-

ephone: 704-364-3120. Internet www.piedmontng.com.

Business: Piedmont Natural Gas Company is primarily a regu-

lated natural gas distributor, sewing over 935,724 customers in

North Carolina, South Carolina, and Tennessee. 2008 revenue mix:

residential (39%), commercial (24%), industrial (12%), other (25%).
Principal suppliers: Transco and Tennessee Pipeline. Gas costs:

73.5% of revenues. '08 depress. rate: 32%. Estimated plant age:

t a p e r e d  g r o w t h  i n  n e w  a c c o u n t s .  A n d
w h i l e  t h e s e  m e t r i c s  a r e  s t i l l  r e l a t i v e l y
s t e a d y ,  t h e  s t a t e  o f  t h e  r e g i o n a l  e c o n o m y
s u g g e s t s  c u s t o m e r  g r o w t h  m a y  s l o w  f u r -
t h e r  i n  t h e  m o n t h s  t o  c o m e .  H o w e v e r ,  c o s t -
c u t t i n g  e f f o r t s  o u g h t  t o  o f f s e t  t h e  s l o w -
d o w n  a n d  a u g u r  w e l l  f o r  t h e  b o t t o m  l i n e ,
c o n t r i b u t i n g  t o  a  s h a r e - n e t  a d v a n c e  o f
r o u g h l y  7 % .
W e  h a v e  i n t r o d u c e d  o u r  2 0 1 0  e a r n i n g s
e s t i m a t e  a t  $ 1 . 8 0  a  s h a r e .  T h e  c o n t i n u e d
u t i l i z a t i o n  o f  P i e d m o n t ' s  H a r d y  S t o r a g e  f a -
c i l i t y  s h o u l d  p r o v i d e  a  n i c e  a v e n u e  f o r  e x -
p a n s i o n  n e x t  y e a r .  M e a n w h i l e ,  i t ' s  o n l y  a
m a t t e r  o f  t i m e  b e f o r e  n a t u r a l  g a s  p r i c e s
t r e n d  h i g h e r .  A n d  i n  t h e  l o n g e r  t e r m ,  t h e
R o b e s o n  l i q u e f i e d  n a t u r a l  g a s  s t o r a g e
p r o j e c t  i s  s l i g h t l y  a h e a d  o f  s c h e d u l e  a n d  o n
b u d g e t  t o  b e  i n  s e r v i c e  b y  2 0 1 2 .
T h e s e  n e u t r a l l y  r a n k e d  s h a r e s  m a y
a p p e a l  t o  i n c o m e - o r i e n t e d  a c c o u n t s .
S i n c e  o u r  D e c e m b e r  r e v i e w ,  t h e y  h a v e
d e c l i n e d  a p p r m d m a t e l y  2 1 % .  T h e y  s t i l l  d o
n o t  o f f e r  m u c h  i n  t h e  w a y  o f  c a p i t a l  a p p r e -
c i a t i o n  p o t e n t i a l .  H o w e v e r ,  t h e  r e c e n t
d o w n t u r n  p r o v i d e s  a  m o r e  a t t r a c t i v e  e n t r y
p o i n t  t o  t h i s  g o o d - y i e l d i n g  s t o c k ,
B r y a n  F o n g M a r c h  1 3 ,  2 0 0 . 9

P i e d m o n t  N a t u r a l  G a s  f i n i s h e d  f i s c a l
2 0 0 8  ( e n d e d  O c t o b e r  3 1 s t )  w i t h  s o l i d
r e s u l t s ,  d e s p i t e  t h e  d i f f i c u l t  e c o n o m y .
R e v e n u e s  a d v a n c e d  2 2 %  d u e  t o  h i g h e r  s y s -
t e m  t h r o u g h p u t  v o l u m e s ,  a s  w e l l  a s  a d d i -
t i o n a l  c u s t o m e r  a c c o u n t s  a t  t h e  u t i l i t y  s e g -
m e n t .  H o w e v e r ,  t h e  b o t t o m - l i n e  i n c r e a s e
w a s  m o d e r a t e d  o w i n g  t o  w e a k e r  c o n t r i b u -
t i o n s  a t  t h e  S o u t h s t a r  E n e r g y  S e r v i c e s
u n i t .  B u t  p r o g r e s s  w a s  m a d e .
T h e  J a n u a r y - p e r i o d  b o t t o m  l i n e  c a m e
i n  s l i g h t l y  a b o v e  t h e  p r i o r  y e a r .  T h e
t o p  l i n e  b e n e f i t e d  f r o m  a d d i t i o n a l  c u s t o m -
e r s  i n  t h e  r e s i d e n t i a l ,  c o m m e r c i a l ,  a n d
c o n v e r s i o n m a r k e t s , M e a n w h i l e , t h e
H a r d y  S t o r a g e  f a c i l i t y  h a s  b e g u n  t o  g a i n
t r a c t i o n .  I t  r e c e n t l y  b o o s t e d  i t s  c o n t r i b u -
t i o n  t o  i n c o m e  b y  m o r e  t h a n  2 0 % .  M a r g i n s
w e r e  i m p a c t e d  l a s t  y e a r  b e c a u s e  o f  d e c l i n -
i n g  n a t u r a l  g a s  p r i c e s ,  a n d  a  g r e a t e r  g a s
s t o r a g e  w r i t e d o w n  t h a n  m a n a g e m e n t  e x -
p e c t e d .  M o r e  r e c e n t l y ,  i n d i c a t i o n s  a r e  t h a t
p r i c e s  m a y  s t a r t  t o  h e l p  w i d e n  m a r g i n s
a n d  b o o s t  e a r n i n g s  c o n t r i b u t i o n s  f r o m  t h e
n o n u t i l i t y  p o r t i o n  o f  P N Y ' s  b u s i n e s s  m i x .
S t i l l ,  e c o n o m i c  h e a d w i n d s  m a y  w e i g h
o n  t h i s  y e a r ' s  g r o w t h  p r o s p e c t s .  T h e
p a s t  c o u p l e  o f  q u a r t e r s  h a v e  e x p e r i e n c e d

19. 7
11. 8

Target Price Range
2012 2014

B 0

G0
5 0
4 0

3 0
2 5
2 0

1 5

10

-755

III l l l l l

I I I

III

6 8 6 . 5

5 8 . 2

3 8 .7 %

B.5%

4 6 .2 %

5 3 .8 %

9 1 4 .7

1 0 4 1 .0

8 .1 %

11.8%

11.8%

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

B++
100

(A)  F iscal year  ends October  31st (C) Dividends histor ically paid mid-January,
(B) Diluted earnings. Excl.  extraordinary item: April,  July,  October.
`00,  8¢.  Excl.  nonrecuning charge:  '97,  2¢.
Next  earnings report  due ear ly May.
n 2008, Value Line Publishing , Inc. All ii his reserved, Factual material is obtained from
THE PUBLISHER IS NOT REgPONSIBLEgFOR ANY ERRORS OR OMISSIONS HEREIN.
of it may be repfniluced. resold. stored Ur transmitted in any printed, electronic nr other tum.

million, 22¢lshare.
(E) In millions, adjusted for stock split

I Div'd reinvest. plan available, 5% discount. (F) Quarters may not add to total due to
(D) Includes deferred charges, In 2008: $16.3 change in shares outstanding.

sources believed to be liable and is provided without wananlies al any kind.
This publication is slrictly lot subscriber's own,

or used lai generating 01 marketing any pvinled or eleamnic publication,
non-commercial, inlema! use. No par!

service or product.I HI II!!
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2012-14 PROJECTIONS
Ann'I Total

Return
1 3 %

5 %

Price Gain
High S c ( + 5 0 %
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THIS VLARITH

slocK WDEX
8.9 -44.9

38.2 _44.1
100.7 -29.4

1 yr.
3 yr.
5 yr

15
10
5

Percent
shares
traded

a

I |  I

I I

lIIIIIIIIII III.llllI.l |  I I I  I ' l l I11111 I |  I I I I iN
I I

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2005
17.03

1.54

.78

.72

17.45

1.35

.61

.72

16.50

1.65

.83

.12

16.52

1.54

.85

.72

16.18

1.60

.85

.72

20.89

1.44

.64

.72

17.80

1.84

1.01

.72

22.43

1.95

1.08

.73

35.30

1.90

1.15

.74

20.69

2.12

1.22

.75

26.34

2.24

1.37

.78

29.51

2.44

1.58

.82

31.78

2.51

1.71

.BE

31.76

3.51

2.46

.92

1.87

7.17

1.93

7.23

2.08

7.34

2.01

8.03

2.30

6.43

3.06

6.28

2.19

6.74

2.21

7.25

2.82

7,B1

3.47

9.87

2.36

11.26

2.67

12.41

3.21

13.50

2.51

15,11

19.61 21.43 21.44 21.51 21.54 21.56 22.30 23.00 23.72 24.41 26.46 27.76 28.95 29.33

15.8

.93

5.9%

18.1

1.06

7.4%

12.2

.B2

7.2%

13.3

.83

6.4%

13.8

.80

6.1%

21.2

1.10

5.3%

13.3

.76

5.4%

13.0

.B5

5.2%

13.6

.70

4.7%

13.5

.74

4.6%

13.3

.76

4.3%

14.1

.74

3.7%

16.6

.88

3.0%

11.9

.64

3 2 %

2007
32.30

3.20

2.09

1.01

1.88

16.25

29.51

11.2

.91

2.8%

956.4

61.8

41.9%

6.5%

42.7%

57.3%

839.0

948.9

8.6%

12.8%

12.8%

2008 2009 2010 © VALUE UNE PUB., INC 2-14
32.38

3.27

2.27

1.11

32.80

3.50

2.45

1.20

33.55

3.65

2.55

1.28

Revenues per sh

"Cash Flow" per sh

Eamings per sh A

Div 'ds Ded'd per sh B l

36.35

4.20

3.10

1.50

2.08

17.33

2.25

18.35

2.40

19.35

Cap'l Spending per sh

Book Value per sh c

2.90

21.20

29.73 30.50 31.00 Common Shs  0uts t 'g n 33.00

15.9

.98

3.1%

Bald fig

Value

esfln

:res are

U me

Otes

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

14.0

.95

3.5%

982.0

67.9

1000

75.0

1040
80.0

Revenues ($mIll)
Net Profit ($mill)

1200

100.0

43.3%

7.1%

40.0%

7.5%

40.0%

7.7%

Income Tax Rate

Net Profit Margin

40.0%

8.3%

39.2%

60.8%

40.5%

59.5%

40.5%

59.5%

Long-Term Debt Ratio

Common Equity Ratio

40.5%

59.5%

848.0

982.6

945

1015

1010

1040

Total Capital ($milI)

Net Plant ($mill)

1175

1220

8.5%

13.2%

132%

9.0%

13.5%

13.5%

9.0%

13.5%

13.5%

Return on Total Cap'l

Return on Shi. Equity

Return on Com Equity

10.0%

14.5%

14.5%

CAPITAL STRUCTURE as of 12131108
Total Debt $570.4 mill,  Due in 5 Yrs  $302.7 mi ll.
LT Debt $332.8 mill. LT Interest $11.0 mill.
(Total interest coverage: 6.0x)

Pension Assets-12/08 $88.3 mill.
Obllg. $142.7 mill.

Pfd Stock none

Common Stock 29,738,256 common she.
as of 2123109

MARKET CAP: $1.0 billion (Mid Cap)

2007 1m11082006

7.9
363.8
371.7
101.6
197.0
124.2
422.8
527%

5.8
429.3
435.1
120.2
237.8
142.1
499.9
598%

11.1
316.6
328.3
101.2
11B.4
108.7
328.3
476%

CURRENT POSITION
(SMILL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Limb.
Fix. Chg. Cov.

Past
10 Yrs.

7 . 0 %
7 . 0 %
9 . 5 %
2 . 5 %
1 . 5 %

Es!'d '06-'08
to '12»'14

2 . 0 %
4 . 0 %
5 . 5 %
7.0%
4 . 5 %

Past
Yrs.

4 . 0 %
9 . 0 %

1 2 . 5 %
4 . 5 %

12.5%

ANNUAL RATES
of dlange (per sh)
Rev enues
"Cash F lo w "
E a mmg s
Div i dends
Bo o k Va lue

Cal-
endar

QUARTERLY REVENUES (S mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2006

2007
2008

2009

2010

372.6

368.4

34a.1

3 6 5

375

153.8

171.7

135.8

160

170

154.7

156.2
210.4

200

210

250.3

260.1

267.7

275

285

931.4

956.4
962.0

1000

1040

Cal-
endar

EARNINGS PER SHARE A

Mar.31 J un. 3 0  S e p. 3 0 Dec.31
Full
Year

2006

2007

200B

2009

2010

.20

.21

.26

.30

. 3 5

.51

d.05

.04

.10

.15

1.06

1.30

1.32

1.35

1.40

.69

.63

.67

.70

.75

2.46

2.09

2.27

2.45

2.65

Cal-
endar

QUARTERLY DNIDENDS PAIDB l

Mar.31 Jun.30  Sep.30 Dec.31

Full
Year

2005

200s

2007

2008

2009

.213

.225

.245

.270

.438

.470

.515

.568

.213

.225

.245

.270

.86

.92

1.01

1.11

392.5

22.0

515.9

24.1

837.3

26.8

505.1

29.4

696.8

M Y

819.1

43.0

921.0

48.6

931.4

72.0

42.8%

5.6%

43.1 %

4.8%

422%

3 2 %

41 .4%

5.8%

40.6%

5.0%

40.9%

5.2%

41.5%

5.3%

41.3%

7.7%

53.8%

37.0%

54.1%

37.6%

57,0%

35.9%

53.6%

46.1%

50.8%

49.0%

48.7%

51.0%

44.9%

55.1%

44.7%

55.3%

405.9

533.3

443.5

562.2

5162

807.0

5125

666.6

608.4

748.3

675.0

799.9

710.3

877.3

801.1

920.0

1.4%

11.7%

14.6%

7.4%

12.1%

14.8%

6.9%

12.1%

12.8%

7 5 %

12.4%

12.5%

7.3%

11.5%

11.6%

7.9%

12.4%

12.5%

8.3%

12.4%

12.4%

10.1%

16.3%

163%

4.2%
72%

4.8%

67%

3.5%

76%

4.7%

B2%

5.0%

57%

5.9%

52%

6.2%

50%

10.2%

37%

6.7%

4a%

8.8%

49%

7.0%

49%

6.5%

50%

Retained to Com Eq

All Div'ds to Net Prof

7.0%

50%

i nc lude :  South Je rsey  Energy ,  South Je rsey  Resources  Group,

Marina Energy ,  and South Jersey  Energy  Serv ice Plus .  Has  B02

employees. Off.ldir. control 1.0% of com. shares, Dimensional Fund

Advisors , 6.5%; Barc lays, 6.1% (3/08 proxy).  Chrmn. & CEO: Ed-

ward Graham. lncorp.: NJ. Address: 1 South Jersey Plaza, Folsom,

NJ 08037. Tel.: 609~561-9000. Internet: www.sjindustries.com.

BUSINESS: South Jersey Industries, Inc. is a holding company. Its

s ubs i di a ry ,  So ut h J e rs e y  Ga s  Co . ,  di s t r i but e s  na t ura l  ga s  t o

3 4 0 ,1 3 6  c us to me rs  i n Ne w J e rs e y 's  s o uthe rn c o unt i e s ,  whi dl

covers  about  2 ,500 square mi les  and inc ludes  At lant ic  Ci ty .  Gas

revenue mix 'OB: residential, 48%, commercial, 23%, cogeneration

and electric generation, 6%, industrial, 25%. Non-uti li ty operations

p e t i t i o n  p r o p o s e s  a
T r a c k e r

c a p i t a l  s p e n d i n g  o n  v a r i o u s  u t i l i t y  i n f r a -
s t r u c t u r e  p r o j e c t s .  T h e  c o m p a n y  i s  s e e k i n g
t o  r e c o v e r ,  a n d  e a r n  a  r e t u r n  o n ,  t h i s  i n -
v e s t m e n t  t h r o u g h  h i g h e r  r a t e s .  T h e  s e c o n d

$ 1 7  m i l l i o n  E n e r g y  E f -
f i c i e n c y t h a t  e n c o u r a  e s  e n e r g y
c o n s e r v a t i o n  w h i l e  a l l o w i n g  S J 8  t o  e a r n  a
c o m p e t i t i v e  r e t u r n .  I n  a d d i t i o n ,  S o u t h  J e r -
s e y  p l a n s  t o  f i l e  a  b a s e  r a t e  c a s e  i n  e a r l y
2 0 1 0 ,  w h i c h  w i l l  r e f l e c t  a p p r o x i m a t e l y
$ 3 8 0  m i l l i o n  i n  c a p i t a l  i n v e s t m e n t  s i n c e
t h e  l a s t  f i l i n g .
T h e  c o m p a n y  l e a s e d  o u t  i t s  i n t e r e s t  i n
t h e  M a r c e l l u s  S h a l e .  I t  h a s  f o r m e d  a n
a g r e e m e n t  w i t h  a n  e x p l o r a t i o n  a n d  p r o d -
u c t i o n  c o m p a n y  t o  d e v e l o p  t h e  d e e p
m i n e r a l  r i g h t s  o n  o v e r  2 1 , 0 0 0  a c r e s  o f  t h e
M a r c e l l u s  S h a l e  i n  w e s t e r n  P e n n s y l v a n i a .
T h i s  m o v e  w i l l  a l l o w  S o u t h  J e r s e y  t o  r e a l -
i z e  t h e  v a l u e  o f  t h i s  a s s e t  w i t h o u t  i n c u r -
r i n g  t h e  c o s t s  o f  d r i l l i n g  t h e  a c r e a g e  i t s e l f .
T h i s  s t o c k  i s  t i m e l y .  E a r n i n g s  a n d  d i v i -
d e n d  g r o w t h  s h o u l d  c o n t i n u e  t o  2 0 1 2 - 2 0 1 4 .
H o w e v e r , t h i s a p p e a r s t o b e p a r t l y
r e f l e c t e d  i n  t h e  c u r r e n t  q u o t a t i o n .  T h e
y i e l d  o n  t h i s  g o o d - q u a l i t y  i s s u e  i s  a l s o  b e -
l o w  t h e  a v e r a g e  o f  t h e  g a s - u t i l i t y  g r o u p .
M i c h a e l N a p o l i ,  C P A M a r c h  1 3 ,  2 0 0 . 9

S h a r e s  o f  S o u t h  J e r s e y  I n d u s t r i e s
h a v e  h e l d  u p  w e l l  i n  r e c e n t  m o n t h s .
T h e  c o m p a n y  r e p o r t e d  a  s o l i d  b o t t o m - l i n e
a d v a n c e  f o r  t h e  f o u r t h  q u a r t e r  a n d  f u l l -
y e a r  2 0 0 8 .  I t s  n o n u t i l i t y  o p e r a t i o n s  p o s t e d
h e a l t h y  g r o w t h  a t  t h e  A s s e t  M a n a g e m e n t
&  M a r k e t i n g  u n i t .  T h e  u t i l i t y  s e g m e n t  h a s
a l s o  b e n e f i t e d  f r o m  i n c r e a s e d  c u s t o m e r
c o n v e r s i o n s  t o  n a t u r a l  g a s  a n d  h i g h e r
m a r g i n s  o h  o f f - s y s t e m  s a l e s .  T h e  c u s t o m e r
b a s e  i n c r e a s e d  b y  r o u g h l y  1 . 3 %  i n  2 0 0 8 ,
d e s p i t e  a  c o n s i d e r a b l e  s l o w d o w n  i n  t h e
n e w  h o u s i n g  c o n s t r u c t i o n  m a r k e t .
T h e  c o m p a n y  h a s  a t t r a c t i v e  p r o s p e c t s
f o r  t h e  c o m i n g  y e a r s .  N a t u r a l  g a s
r e m a i n s  t h e  f u e l  o f  c h o i c e  i n  t h e  m a r k e t s
s e r v e d  b y  S o u t h  J e r s e y  G a s ,  w h e r e  t h e
f u e l  e n j o y s  a  s i g n i f i c a n t  p r i c e  a d v a n t a g e
o v e r  a l t e r n a t i v e s .  M o r e o v e r ,  h e a l t h y  p e r -
f o r m a n c e  s h o u l d  c o n t i n u e  a t  S o u t h  J e r -
s e y ' s  n o n u t i l i t y  o p e r a t i o n s .  O v e r a l l ,  s h a r e
e a r n i n g s  w i l l  p r o b a b l y  a d v a n c e  a t  a  n i c e
c l i p  i n  2 0 0 9 .
S o u t h  J e r s e y  G a s  r e c e n t l y  f i l e d  t w o
p e t i t i o n s  w i t h  t h e  N e w  J e r s e y  B o a r d
o f  P u b l i c  U t i l i t i e s  a d v a n c i n g  e c o n o m -
i c  s t i m u l u s  p l a n s .  T h e  f i r s t  a c c e l e r a t e s
i n t o  2 0 0 9  a n d  2 0 1 0  r o u g h l y  $ 1 0 0  m i l l i o n  o f

15.1
12 .3

Target Price Range
2012 2014

B0

6 0
5 0

4 0

3 0
ZN
2 0

1 5

10

- 7 . 5

Company's Financial Strength B+4-

100
'06 ($0.02), '07, $0.01. Eamings may not sum (C) Ind. regulatory assets. In 200B: $270.4

(A) Based on GAAP EPS through 2006, eco-
nomic earnings thereafter. GAAP EPS: '07,
$2.10, '08, $2.58. Exd. nonrecur. gain (loss):
'01, $0.13; '08, ($0.70>. Excl gain (losses) from

o 2009, Value Line Publish v Inc. All ii pts reserved,
THE PUBUSHER IS NOT R8p0ns|5LE 0R ANY ERRO
of n may be reproduced, resold. stored ml transmitted in any p
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($0.02), '02, ($0.04), '03, ($0.09), '05, ($0.02), Oct., and late Dec. Div. reinvest plan avai l. $tock's Pr ice  s tabi li t y

, Price Growth Pers is tence
due to rounding. Next egg. report due late mill., $9.10 per shi. (D) In millions, adj. for split. I Ea rni ngs Predictability
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2012-14 PROJECTIONS
Ann'I Total

Return
25%
17%

Price Gain
High 40 (+120%
Low 30 (4-65%

Insider Decisions

tn Buy
Options
toSell

A M J J A  s  o  N  D
0 0 0 0  0 2 1 1 0
o  1 0 0 0  0  0 0 0
0  3  0  0  0  2  0  0  0

Institutional Decisions
10200a zlmua 392008

80 85 BE
88 65 14

34498 a4150 33569

fU
4.838
Hld'I(0m

High:
Low:

26.9
17.3

29.5
20.4

,81324.7
18.6

25.3
18.1

23.6
19.3

26.2
21.5

28.1
23.5

39.4
26.0

39.9
26.5

33.3
21.1

26.4
18.1 2013

0. so
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-25.6
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% TOT. RETURN2/09
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INDEX
~44.9
-44.1
-29.4

1yr.
3yr.
5 yr.

9
6
3

Percent
shares
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2001 2002 2003 2005

42.98

4.79

1.15

.82

a9.sa

5.07

1.16

.82

35.96

5.11

1.13

.oz

43.59

5.20

1.25

.82

a.11

17.27

8.50

17.91

7.03

1s.42

7.49

19.10

a2.49 aazs 34.23 3a33

19.0

.97

3.8%

19.9

1.09

3.6%

18.2

1.09

3.8%

20.6

1.10

32%

1396.7

37.2

1320.9

38.6

1231.0

aa.s

1714.3

48.1

34.5%

2.7%

32.a%

2.9%

30.5%

3.1%

29.7%

2.8%

562'/l

39.6%

62.5%

34.1%

66.0%

34.0%

638%

36.2%

1411.6

1825.6

1748.3

1979.5

1as1.s

2175.1

2076.0

2489.1

5_1*

6.0%

6.6%

4.ass

5.9%

5.5%

4.2%

6.1°/»
6.1%

4.3%

6.4%

6.4%

|

2 0 0 0

32.81

4.57

1.21

.B2

.04

16.82

31.71

16.0

1.04

42°/l

1034.1

38.3

262%

3_1*

602%

35.8*

14a9.9

1688.1

4.614

6.5*

72%

.ll" ml n l Lu I I
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1993 1994 1995 1996 1997 1998 1999

25.68

3.24

.63

.14

28.16

5.09

1 .22

.to

23.0a

2.65

.10

.82

24.09

3.o0

.25

.82

26.73

a.as

.71

.a2

30.17

4.4s

1.65

.82

30.24

4.45

1.21

.oz

5.43

15.96

5.64

16.38

6.79

14.55

8.19

1420

6.19

14.09

s.4o

15.67

1.41

16.31

21.00 2128 24.41 26.73 27.39 30.41 30.99

26.5

1.57

4.4'/»

14.0

.92

4.7%

NMF

NMF

5.4%

NMF

NMF

4.7%

24.1

1.as

4.4%

13.2

.69

3.8%

21.1

1.20

3_1*

2004
40.14

5.57

1.66

.a2

s.2a

19.18

36.79

14.3

.76

3.5%

14m
58.9

34.8*

4.0%

64.2%

35.8%

188.6

2335.0

5.0%

B.3%

a.3%

2006
4a.41

5.97

1.9a

.82

8.27

21.58

41.11

15.9

.as

2.6%

2024.1

80.5

37.3%

4.0%

60.6%

39.4%

22a1.a

2aaa.1

5_5*
w s
8.9%

2007
50.2a

6.21

1.95

.as

.as

22.98

42.a1

17.3

.92

2.6%

21521

83.2

36.5%

3.9%

58.1%

41.9%

2349.7

2a4s.a

5.5%
w s
8.5%

2008
4a53

5.75

1.39

.90

&79
2:ua
44.19

20.3

1.25

32%

2144.1

s1.0

40.1%

2.8%

55_3*

44.7%

2323.3

29B3.3

4.5%

5.9%

5.8%

2009 2010 o VAWE IJNE PU!" mc

44.45

5.05

1.50

.95

A u s

5.55

1.15

1.00

Revenu par sh

"Cash FIG" per sh

Eamlngs w sh A

Dlv'dl Ded'd per sh 'if

55.00

7.50

2.10

1.15

7.00

24.45

7.20
25.00

Clp'l Spmdlng per sh
Book Vdua per sh

9.N
n o n

45.00 45.00 Caunmon Shs0utst'g c 50.00

Ihldlll
lhkil
an

1111110
IJ1'll
Nm

Avg Ann'l PIE Ratio

Rdllivl PIE Ratlo

Avg Ann'l we Yield

15.0

1.00

3.3%

2940

s1.s

2150
85.0

Revenues (5m11l)
nu pmfn ($mIII)

2750

115

31.o%

3.4%

38.0%

4.0%

Income Tax Rah

Net Profit Ilargln

36.0%
w s

51.5%

46.5%

52.5%

47.5%

Long-Term Debt Ratio

Common Equity Ratio

51.0%

49.0%

2.175

3100

2425
s o

Teal Capital ($mlll)
nu rum (sun

2ss0
a m

4.5%

6.0%

w s

5.5%

7.5%

7.5%

Recur on Tail Cap'I

Rstum on Shr. Equlty

Rstum on Com Equity

w s
9.0%
9.0%

CAPITAL STRUCTURE as M 12/31/08

LT Interest $90.0 mil.

.0 man.

mu neo s134a.s MilI.D\ll In 5 Yrs $624.0 mi.
LT Debt $12855mill.
(Tool intasast eovuaqe: 2.1x)
Loans, Uncnplullzed Annual rentals $5
Penslon Assets-12/08 $342.9mill.

Obllg. $558.9mill.
Pfd Start None

Common smd¢44,436,610Sus.
as M ZI1ll109

MARKET CAP' $800 mllllon (Small Cap)

2 0 0 1  1 m1 m2006

32.0
470.5
502.5
220.1

41.1
260.1
527.9
229%

25.4
411.1
438.1
191.4
62.8

255.1
509.9
224%

18.8
4az.s
501.6
285.7
21.5

202.9
496.1
220%

CURRENT POSITION
(81111)

Cash Mists
Other
Cunem Assets
Accwls Payable
Dahl DH!
Other
Current Liab.
Hx. Chg. Cay.

Past
la Yrs.

7.0%
8.0%

16.5%

Past Elfd 'as-'os
5 Yrs. Ia '12.'14
4.5% 2.0%
4.0% 4.0%
8.0% 4.5%
.5% 5.0%

4.0% 2.5%

ANNUAL RATES

ddulna° to =m
Revenues
'Cash Flow"
Epmlngs
Dwldends
Book Value 4.0%

Cal-
ondar

WARIEILY REVENUES (8 mil)
Mar.31 Jun.30 Sep.3ll Dec.31

Full
Year

20os

2007
2008

zoos

201o

565.1

560.3
509.4

500

550

351.8

371.5

374.4

310

350

676.9

793.7

813.6

790

s10

430.9

426.6
447.3

400

44o

2024.1

2152.1

2144.1

:Ono

2150

Cll-
ondar

EIRNINGSFER SHARE*

Ilar.31 Jun.30 Sep.30 Dcc.31
Full
Year

2ooe

2001

2001

2009

2010

.02

d.01

d.06

d.05

nu

d.26

d.22

d.38

d.35

d.J0

1.11

1.11

1.14

1.00

1.05

1.11

1.01

.11

.00

1.10

1.98

1.95

1.39
1.50

1.85

Cll-
endar

LuuuARra1vo1vln£t4 FND!!

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2005

200s

2007

2001

2009

.205

.205

.215

.225

.205

.205

.215

.225

.205

.205

.205

.215

.225

.205

.205

.215

.225

.238

.oz

.so

.85

.89

2.8%

54°/4
2.4%

87%

1.9%

71%

1.9%

m

1.7%

72%

4.3%

49%

22%

65%

5.2%

42%

4.8%

44%

2.1%

63%

2.5%

sa x

15%
54*

Ratllnod to Com Et

All Div'll$ TO Nd Pwf

4.5%

50%

theme. Sold PriMerit Bank. 7/96. Has 4,732 employees. OH. 8r Dir.

own 1.8% of common stoic T. Rows Price Associates, Inc.. 6.7%

GAMCO Investors. Inc, 5.8% (3108 Proxy). Chairman: James J.
Kropid. Chief Exeartive Officer: Jeffrey w. Shaw. Inc: Calitomia.

Address: 5241 Spring Mountain Read, Las Vegas. Nevada 89193.

Telephone: 702-876-7237. Internet .swgas.com.

BUSINESS: Southwest Gas Corporation is a regulated gas dis-

tributor serving appruurimately 1.8 million wstomers In sections M

Mzona. Nevada, and Calitunria. Ccmpn'sed or two business seg-

moms: natural gas operations and construction services 2008 mar-

gin mix: lliidential and small carnnrardal. as%; large rzommerdal

and industrial. 5%; transportation, 9%. Tad throughput 2.4 billion

J u n e ,  t h e
p e r

t h a n  t h e  m o s t
q u a r t e r l y  d i v i d e n d
s  a r e .  a l m o s t

o r  l a g g i n g ,  r a t e

t o  1 2  m o n t h s .  M a r k e t
l i k e l y  c o n t i n u e  t o  s t y m i e

h i g h e r

M o r e o v e r ,  t h i s  i s -

w i t h  h i g h e r  e x p e n s e s .
S o u t h w e s t  G a s  h a s  a n n o u n c e d  a  d i v i -
d e n d  i n c r e a s e .  S t a r t i n i n

w i l l e  s 0 . 2 3 1 5
6 %  h i g h e r

r e c e n t  p a y o u t .  T h i s  f o l l o w s  s i m i l a r  i n -
c r e a s e s  i n  t h e  p a s t  t w o  y e a r s .  T h i s  p a t t e r n
i s  e n c o u r a g i n g ,  a n d  m a y  w e l l  c o n t i n u e

r i n g  f o r w a r d .
i n v e s t o r s  s h o u l d  b e  m i n d f u l  o f  s e v e r a l
c a v e a t s .  W a r m e r - t h a n - n o r m a l  t e m p e r a -
t u r e s  d u r i n g  t h e  w i n t e r  m o n t h s  c a n  h i n d e r
p r o f i t a b i l i t y  a t  S o u t h w e s t  G a s .  F u r t h e r  e f -
f o r t s  t o  e x p a n d  o p e r a t i o n s  w o u l d  p r o b a b l y

b e  a c c o m p a n i e d  b y  g r e a t e r  o p e r a t i n g  c o s t s ,
t o o .  M o r e o v e r ,  i n s t  l c i e n t ,
r e l i e f  c a n  h u r t  p e r f o r m a n c e .
T h e s e  s h a r e s  a r e  n o t  a  s t a n d o u t  f o r
t h e  c o m i n g  s i x
c ond i t i ons  w i l l
g r o w t h  a t  S o u t h w e s t  G a s  i n  t h e  n e a r  t e r m .

l o o k i n g  f u r t h e r  o u t ,  w e  a n t i c i p a t e
e a r n i n g s  H g  2 0 1 2 - 2 0 1 4 .
s u e ' s  h e a r t  y  d i v i d e n d  y i e l d  m a y  a p p e a l  t o
i n c o m e - o r i e n t e d  i n v e s t o r s .  F r o m  t h e  c u r -
r e n t  q u o t a t i o n ,  t h i s  s t o c k  h a s  g o o d  t o t a l
r e t u r n  p o t e n t i a l  f o r  a  u t i l i t y .

M i c h a e l  N a p o l i ,  C P A M a r c h  1 3 , 2 0 0 9

S h a r e s  o f  S o u t h w e s t  G a s  h a v e  t r a d e d
l o w e r  i n  t h e  p a s t  s i x  m o n t h s .  S h a r e

e a r n i n g s  f o r  2 0 0 8  c a m e  i n  w e l l  b e l o w  t h e
p r i o r - y e a r  t a l l y .  C u s t o m e r  g r o w t h  d r o p p e d
t o  i t s  l o w e s t  l e v e l  i n  o v e r  t w o  d e c a d e s ,
o w i n g  t o  t h e  p r o l o g i e d  h o u s i n g  s l o w d o w n
i n  t h e  S o u t h w e s t . i s  h a s  d o  h u r t  p e r -
f o r m a n c e  a t  c o n s t r u c t i o n  s u b s i d i a r y  N P L .

L o o k i n g  f o r w a r d ,  t h e  b u s i n e s s  e n v i r o n -
m e n t  w i l l  p r o b a b l y  r e m a i n  c h a l l e n g i n g  i n

2 0 0 9 .  T h u s ,  w e  a n t i c i p a t e  u n i m p r e s s i v e
r e s u l t s  f o r  t h e  c u r r e n t  y e a r ,  t o o .  O p e r a t i n g

p e r f o r m a n c e  m a y  w e l l  i m p r o v e  i n  2 0 1 0 ,  a s -
s u m i n g  s u c c e s s  a t  c o n t r a  l i n g  c o s t s  a n d  a n

e c o n o m i c  r e b o u n d .
T h e  c o m p a n y  h a s  a n n o u n c e d  t w o  r a t e
c a s e  s e t t l e m e n t s .  I n  A r i z o n a ,  S o u t h w e s t

G a s  w a s  g r a n t e d  a n  a n n u a l  r a t e  i n c r e a s e
o f  $ 3 3 . 5  m i l l i o n ,  w h i c h  w a s  s o m e w h a t  l e s s
t h a n  t h e  $ 5 0 . 2  m i l l i o n  S W X  h a d  b e e n
s e e k i n g E l s e w h e r e ,  h i g h e r  r a t e s  i n  C a l i -
f o r n i a c a m e  e f f e c t i v e  i n  J a n u a r y .  L o o k -
i n g  a h e a d ,  S o u t h w e s t  i s  p r e p a r i n g  t o  f i l e  a
r a t e  c a s e  i n  N e v a d a  d u r i n g  t h e  s e c o n d
q u a r t e r .  T h e  c o m p a n y ' s  f o c u s  o n  o b t a i n i n g
r a t e  r e l i e f  a n d  i m p r o v i n g  r a t e  d e s i g n  i s
i m p o r t a n t ,  a s  i t  d e p e n d s  u p o n  s u c h  i m -

p r o v e d  r e v e n u e  i n c r e a s e s  t o  h e l p  i t  c o p e

23.0
16.9

Target Price Range
2012 2014
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-7.5
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III

l IIIIII
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A 2-14

936.9

39.3

35.5%

4.2%

50.3%

355%

1424.7

1581.1

4.8%

7.0%

7.8%

vestment and stock purchase plan avail. (C) In |
millions.

Company's Financial Strength
Stoek's Price Stability
Price Growth Persistence
Earnings Predictability

100
(A) Based on avg. shares outstand. thru. '96, ops.: '95, 75¢. Totals may not sum due to
then diluted. Excl. nor rec. gains (losses): '93, rounding. Next egg. report due early May.
8¢; `97. 16¢, '02, (10¢), '05, (11¢), '06, 7¢. Incl. (B) Dividends historically paid early March,
asset wriledown: '93, 44¢. Excl. loss from disc. June, September, December. It Div'd rein-
o 2009, Value Line Publishing, Inc. All rights resewed. Factual material is obtained [ram sources believed to be reliable and is provided without warranties al mg kind.
THE PUBLISHER IS NOT RE PONSIBLE OR ANY ERRORS OR OMISSIONS HEREIN. l'loI\cGITlm8fcl8l, internal use. 0 pan i
of it may be reproduced, resold, lured Ur transmitted in any printed, eleclronit al other form, service nr product.

l̀'l1is*_rubIication is strictly for subscriber's own,
Ur use for generating or marketing any printed or electronic pubicatiun.
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T E C H N I C A L 2 Ra i5ed  3 l6 l09
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Prims
High 4 5
L o w 3 5

2 0 1 2 - 1 4  P R O J E C T I 0 N S
An n ' I  T o ta l

Re t u r n
1 5 %

9 %

Ga i n
5 5 %
2 0 %

0 1
0 5
0 7

J J A s o N D
0 0 0 0 0 0 0
1 0 0 2 0 4 0
1 0 0 2 0 4 0
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A u
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Options
to Sal!
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I Q 1 W zoznua 302905
1 0 6 9 5 8 3
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High:
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30.8
23.1

29.4
21 .0

30.5
25.3

29.5
19.3

28.8
23.2

3 1 . 4
2 6 . 7

3 4 . 8
2 8 . 8
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2 7 . 0

35.9
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37.1
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28.9
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1 9 9 3 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2001 2008 2009 2010 12-14

2 1 . 5 5

2 . 2 5

1 . 3 1

1 . 0 9

2 1 . 6 9

2 . 4 3

1 . 4 2

1 . 1 1

1 9 . 3 0

2 . 5 1

1 . 4 5

1 .1 2

2 2 . 1 9

2 . 9 3

1 . 8 5

1 . 1 4

2 4 . 1 6

3 . 0 2

1 . 8 5

1 . 1 7

2 3 ,7 4

2 . 7 9

1 .54

1 . 2 0

2 0 . 9 2

2 .7 4

1 .4 7

1 . 2 2

2 2 . 1 9

3 . 2 0

1 . 7 9

1 . 2 4

2 9 . 8 0

3 . 2 4

1 . 8 8

1 . 2 6

3 2 . 5 3

2 . 5 3

1 .14

1 . 2 1

4 2 . 4 5

4 . 0 0

2 . 3 0

1 . 2 8

4 2 . 9 3

3 . 8 7

1 . 9 8

1 . 3 0

4 4 . 9 4

3 . 9 7

2 . 1 3

1 . 3 2

5 3 . 9 6

3 . 8 9

1 .94

1 . 3 5

5 3 . 5 1

3 . 8 9

2 . 1 0

1 . 3 7

5 2 . 6 5

4 . 3 4

2 .4 4

1 . 4 1

5 3 . 5 0

4 . 4 0

2 . 5 0

1 . 4 5

5 4 . 6 0

4 . 4 5

2 .5 5

1 . 5 0

Re v e n u e s  p e r  s h  A

" Ca s h  F l o W "  p e r  s h

Ea r n i n g s  p e r  s h  B

D i v ' d s  D e d ' d  p e r  s h C l

5 7 . 9 0

4 . 7 0

2 . 7 5

1 .6 0

2 . 4 3

1 1 . 0 4

2 .8 4

1 1 . 5 1

2 . 6 3

1 1 , 9 5

2 . 8 5

1 2 . 7 9

3 . 2 0

1 3 . 4 8

3 . 6 2

1 3 . 8 6

3 . 4 2

1 4 . 7 2

2 . 6 7

1 5 . 3 1

2 . 8 8

1 6 . 2 4

3 .3 4

1 5 .7 8

2 . 6 5

1 6 . 2 5

2 . 3 3

1 6 . 9 5

2 . 3 2

1 7 . 8 0

3 . 2

1 8 .8 8

3 . 3 3

1 9 .8 3

2 . 7 0

2 0 . 9 9

3 . 0 0

2 2 . 0 5

3 . 0 0

2 3 . 1 0

Ca p ' l  Sp e n d i n g  p e r  s h

Bo o k  Va lu e  p e r  s h  o

2 . 5 0

2 6 . 4 5

4 1 . 5 0 4 2 . 1 9 4 2 . 9 3 4 3 . 7 0 4 3 . 7 0 4 3 .8 4 4 6 . 4 7 4 6 . 4 7 4 8 . 5 4 4 8 . 5 6 4 8 . 6 3 4 8 . 6 7 4 8 . 6 5 4 8 . 8 9 4 9 . 4 5 4 9 . 9 2 5 0 . 0 0 5 0 . 0 0 C o m m o n S h e  O u t s f g  E 5 0 . 0 0

1 5 . 6

. 9 2

5 .3 %

1 4 . 0

. 9 2

5 .6 %

1 2 . 7

. 8 5

6 .1 %

1 1 .5

. 7 2

5.4%

1 2 . 7

. 7 3

5 .0 %

1 1 .2

. 8 9

4 .5 %

1 7 .3

. 9 9

4 .8 %

1 4 . 6

. 9 5

4 .8 %

1 4 .7

. 7 5

4 .6 %

2 3 . 1

1 .2 6

4 .8 %

1 1 .1

. 6 3

5 .0 %

1 4 . 2

. 7 5

4 . 6 %

1 4 .7

. 7 8

4 .2 %

1 5 . 5

.84

4 .5 %

1 5 . 6

.B2

4 .2 %

1 3 ]

_85

4 . 2 %

Bold Hg
Value
destin

res are

Line

ales

Av g  An n ' l  P IE  Ra t i o

Re l a t i v e  P IE Ra t i o

Av g  An n ' I  D i v ' d  Y i e l d

1 5 . 0

1 . 0 0

4.2 '/»

C A P I T A L  S T R U C T U R E  a s  o f  1 2 / 3 1 / 0 8
T o t a l  D e b ! $ 1 0 7 3 . 0  m i l l .  D u e  i n  5  Y r s  $ 2 6 4 . 5  m i n .
L T  De b t  $ 6 5 7 . 7  mi l l . L T  I n t e r e s t $ 3 7 . 4  m i l l .
( L T in te res t  ea rn ed :  5 .9x , t o t a l  i n t e r e s t  c o v e r a g e :
5 . 2 x )
P e n s i o n A s s e t s - 9 / 0 8 $ 5 8 8 . 2  m i l l .

O b l i g . $ 5 9 0 . 5 m i l l .
P r e f e r r e d  S t o c k $ 2 8 . 2  m i l L  P f d . D l v ' d $ 1 . 3  m i l l .

C o m m o n S t o c k 5 0 , 1 2 4 , 4 2 9  s h e .
a s of  1131109

M A R K E T c A p : $ 1 . 5  b i l l i o n  ( M i a  c a p )

9 7 2 . 1

6 8 . 8

1 0 3 1 . 1

8 4 . 6

1 4 4 6 . 5

8 9 . 9

1 5 8 4 . 8

5 5 . 7

2 0 6 4 2

1 1 2 . 3

2 0 8 9 . 6

9 8 . 0

2 1 8 5 .3

1 0 4 . 6

2 6 3 7 . 9

9 6 . 0

2 5 4 6 . 0

1 0 2 .9

2 6 2 8 . 2

1 2 2 . 9

2 6 7 5

1 2 5

2730
130

Revenues ($mill) A
Net Profit l$mill)

2 a 9 5

1 4 0

3 5 .0 %

7 .1 %

3 8 .1 %

8 .2 %

3 9 .5 %

6 .2 %

34.0%

3.5%

3 8 .0 %

5 .4 %

3 8 .2 %

4 .7 %

3 7 .4 %

4 . 8 %

3 9 .0 %

3 .6 %

3 9 .1 %

3 .9 %

3 7 .1 %

4 . 7 %

3 7 .0 %

4.7%

3 7 . 0 %

4 . 7 %

In c o me  T a x  Ra fe

Ne t  Pro f i t  M arg in

3 8 .0 %

4 . 8 %

4 1 .5 %

56.1%

43.1 %

5 4 .8 %

41 .7%

5 8 .3 %

4 5 .7 %

52.4%

4 3 .8 %

5 4 .3 %

4 0 .9 %

5 7 .2 %

3 9 .5 %

5 8 .6 %

37.8%

6 0 .4 %

3 7 .9 %

6 0 .3 %

35.9%

6 2 .4 %

3 6 .5 %

6 2 .0 %

3 5 . 5 %

6 3 .0 %

L 0n g -T em1  Deb t  Ra t io

Co mmo n  Eq u i t y  Ra t i o

3 4 . 0 %

6 4 . 5 %

1 2 1 8 . 5

1 4 0 2 . 7

1 2 9 9 . 2

1 4 6 0 . 3

1 4 0 0 . 8

1 5 1 9 . 7

1 4 6 2 .5

1 6 0 6 . 8

1 4 5 4 . 9

1 8 7 4 . 9

1 4 4 3 . 8

1 9 1 5 . 6

1 4 7 8 . 1

1 9 6 9 . 7

1 5 2 6 .1

2 0 6 7 .9

1 6 2 5 .4

2 1 5 0 .4

1 6 7 9 . 5

2 2 0 8 . 3

1 7 8 0

2 3 2 5

1 8 3 5

2 4 2 0

Total Capita! ($miII)
Net Plant ($mill)

2 0 5 0

2 7 2 0

7.1%

9 .7 %

9 .9 %

7 .9 %

1 1 . 4 %

1 1 . 7 %

7 .9 %

1 1 . 0 %

11.2%

5.3%

7 .0 %

7.2%

9 .1 %

13.7%

1 4 . 0 %

8 .2 %

11.5%

11.7%

B.5%

11.7%

12.0%

7 .6 %

10.1%

10.3%

7 .6 %

10.2%

10.4%

8 .5 %

11.4%

11.6%

8 .0 %

11.5%

1 2 . 0 %

11.0%

1 1 . 0 %

1 1 . 5 %

Re t u r n  o n  T o t a l  Ca p ' l

Re t u r n  o n  Sh r .  Eq u i t y

R e t u r n  o n  C o m  E q u i t y

8 . 0 %

1 0 . 5 %

1 1 . 0 %

2 0 0 8 121311082 0 0 7

4 . 9
5 6 8 . 8
5 7 3 . 7

2 1 6 . 9
2 0 5 . 4
1 3 4 . 8
5 5 7 . 1

4 3 2 %

8 . 8
1 0 6 6 . 3
1 0 7 5 . 1

3 2 6 _ 9
4 1 5 _ 3
2 7 1  . 8

1 0 1 4 . 0

5 0 0 %

6 . 2
7 3 6 .  1
7 4 2 . 3

2 4 3 . 1
3 4 7 . 0
1 5 8 . 4
7 4 8 . 5

4 9 0 %

C U R R E N T  P O S I T I O N
( $ m1 L L .

C a s h  A s s e t s
O t h e r
C u n ' e n t A s s e t s

A c c : t s  P a y a b l e
D e b t  D u e
O t h e r
C u r r e n t L l a b .

F i x .  C h g .  C o v .

1 .8%

82%

3 .7 %

6 9 %

3 .8 %

6 7 %

N M F

1 1 2 %

5 .2 %

5 6 %

4 .1 %

6 5 %

4 .5 %

6 2 %

3.2%

69%

3 .5 %

6 5 %

5 .0 %

5 7 %

4 . 5 %

5 7 %

4 .5 %

5 7 %

Re t a in e d  t o  Co m Eq

Al l  Div 'd s  to  Ne t  Pro f

4 . 5 %

5 8 %

v i d e s  e n e r g y  r e l a t e d  p r o d u c t s  i n  t h e  D . C .  m e t r o  a r e a ,  W a s h .  G a s

E n e r g y  S y s .  d e s i g n s h n s t a l l s  o o m m ' l  h e a t i n g ,  v e n t i l a t i n g ,  a n d  a i r

c o r d .  s y s t e m s .  A m e r i c a n  C e n t u r y  i n v .  o w n  7 . 1 %  o f  c o m m o n  s t o c k ,
O f f . I d i r .  l e s s  t h a n  1 %  ( 1 1 0 9  p r o x y ) .  C h u r n .  &  C E O :  J . H .  D e G r a f f e n -

r e i d t .  I n c . :  D . C .  a n d  V A .  A d d r . :  1 1 0 0  H  S L ,  N . W . ,  W a s h i n g t o n ,  D . C .

2 0 0 8 0 .  T e l . :  2 0 2 - 6 2 4 - 6 4 1 0 .  i n t e r n e t :  w v v w . w g l h o l d i n g s . c o m.

B U S I N E S S : W G L  H o l d i n g s ,  I n c .  i s  t h e  p a r e n t  o f  W a s h i n g t o n  G a s

L i g h t .  a  n a t u r a l  g a s  d i s t r i b u t o r  i n  W a s h i n g t o n ,  D . C .  a n d  a d j a c e n t

a r e a s  d  V A  a n d  M D  t o  r e s i d e n t ' I  a n d  o o m m ' I  u s e r s  ( 1 , 0 5 3 , 0 3 2

m e t e r s ) .  H a m p s h i r e  G a s ,  a  f e d e r a l l y  r e g u l a t e d  s u b . ,  o p e r a t e s  a n

u n d e r g r o u n d  g a s - s t o r a g e  f a c i l i t y  i n  W V .  N o n - r e g u l a t e d  s u b s . :

W a s h .  G a s  E n e r g y  S v g s .  s e l l s  a n d  d e l i v e r s  n a t u r a l  g a s  a n d  p r o -

March 13, 2009

smoothing effect on the bottom line, and
ought to reduce earnings volatility.
On balance, though, the company
ought to see its profits rise roughly 3%
this year. The regulated utility segment
ought to continue to benefit from addi-
tional active meters. However, many in
this industry have been experiencing a
moderation in new accounts. This stems
from the sharp recessionary environment
that has pushed up home foreclosures.
Furthermore, natural gas consumption
patterns may decline throughout all serv-
ice areas as consumers try to cut monthly
spending. Still, with over one million ac-
tive meters, WGL appears to be in good
shape to weather this economic storm.
These high-qualhdy shares have pro-
vided a bit of a s e haven, as they have
held up better than most stocks since our
December review. They are also ranked to
outperform the broader market in the com-
ing year. What's more, dividend growth is
a hallmark here. On the downside, WGL
offers minimal appreciation potential for
the coming 3 to 5 years, but this is typical
for most utilities.
Bryan Fong

WGL Holdings started fiscal 2009 (be-
gan October let) on a high note. I ts
regulated utility business gained roughly
7,500 active metered accounts over the
year-ago period. And the retail energy
marketing segment's contribution to reve-
nues and earnings got a boost from higher
realized margins on the sale of natural
gas- These items contributed nicely to the
% top-line volume advance. Meanwhile,

decreased labor and benefit costs, due to
outsourcings, benefited margins. However,
offsetting factors included a slowing of
natural gas and electric volumes owing to
a reduced number of customers at the
retail energy segment. Still, in all, WGL's
bottom l ine advanced 7.3% over this
timeframe.
However, March-interim share net
will likely fall short compared to the
previous year. Over the past 12 months,
WGL has initiated decoupling programs in
both Virginia and the DC areas to help
minimize the effects of weather and usage
on its financial results. Thus, last year's
second quarter benefited from increased
consumption levels whereas 2008's has
not. Moving forward, decoupling creates a

E s t ' d  ' 0 6 - ' 0 8
to '12- '14

1 . 5 %
2 . 5 %
4 . 0 %
2 . 5 %
5 . 0 %

P a s (
10 Yrs .

8 . 5 %
3 . 5 %
2 . 0 %
1 . 5 %
4 . 0 %

A N N U A L  R A T E S
d derange (per sh)
R e v e n u e s
" C a s h  F l o w "
E a m i n g s
D i v i d e n d s
B o o k  V a l u e

P a s !
y r s .
9 . 0 %
4 . 0 %
4 . 0 %
1 . 5 %
4 . 5 %

Fiscal
Year
Ends

QUARTERLY REVENUES ($ mill.) A
Dec.31 Mar.31 Jun.30 5ep.30

Eull
Flscal
Year

2 0 0 6

2 o 0 1

2 0 0 8

2 0 0 9

2 0 1 0

3 2 3 . 6

a 2 5 . 1

3 9 1 . 9
3 6 0

3 7 0

3 4 6 . 9

4 6 7 . 5

4 6 4 . 7

4 6 9 . 5

4 8 5

9 0 2 . 9 1 0 6 4 . 5

7 3 2 . 9 1 1 1 9 . 9

7 5 1 . 6 1 0 2 0 . 0

8 2 1 . 5 1 0 2 4

8 3 5 1 0 4 0

2 6 3 7 . 9

2 6 4 6 . 0

2 6 2 8 . 2

2 6 7 5

2 7 3 0

Fiscal
Year
Ends

EARNl NGS PER SHARE A B

D e c . 3 1 M a r . 3 1 J u n . 3 0 S e p . 3 0

Full
Fiscal
Year

2 0 0 G

2 0 0 7

2 0 0 s

2 0 0 9

2 0 1 0

d . 1 5

d . 3 1

d . 2 4

d . 1 8

d . 1 5

. 9 3

. 9 2

. 9 6

1 . 0 3

1 . 0 5

1 . 1 7

1 . 2 7

1 . 6 6

1 . 5 0
1 . 5 0

d . 0 1

. 2 2

. 0 6

. 1 5

. 1 5

1 . 9 4

2 . 1 0

2 . 4 4

2 . 5 0

2 . 5 5

C a l -
e n d a r

QUART ERL Y  DM DENDS PAID c I

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3 1

F u l l
Y e a r

2005

2006

2007

2008

2009

. 3 3 3

. 3 3 8

. 3 4

. 3 8

. 3 3 3

. 3 3 8

. 3 4

. 3 5

. 3 3 3

. 3 3 8

. 3 4

. 3 6

. 3 2 5

. 3 3 3

. 3 4

. 3 4

. 3 6

1 3 2

1 . 3 4

1 . 3 6
1 . 4 2

31.5
21.8

Target Price Range
2012 2014

80

60
50
40

30
25
20

15

1 0

_ 7 , 5

m

III,nmIIIII

(A Fiscal years end Sept. auth.
(B Based (D) Includes deferred charges and intangibles. |

C o m p a n y ' s  F i n a n c i a l  S t r e n g t h
St o c k ' s  Pr i c e  S i a b i i i t y
P r i c e  G r o w t h  P e r s i s t e n c e
Ea r n i n g s  Pr e d i c t a b i l i t y

m a y  n o t  s u m  t o  t o t a l ,  d u e  t o  c h a n g e  i n  s h a r e s  r e i n v e s t m e n t  p l a n  a v a i l a b l e .
o n  d i l u t e d  s h a r e s .  E x c l u d e s  n o n - o u t s t a n d i n g .  N e x t  e a r n i n g s  r e p o r t  d u e  l a t e

r e c u r r i n g  l o s s e s :  ' 0 1 ,  ( 1 3 ¢ ) ,  ' 0 2 ,  ( 3 4 ¢ ) ,  ' 0 7 ,  ( 4 ¢ )  Ap r i l .  ( C )  D i v i d e n d s  h i s t o r i c a l l y  p a i d  e a r l y  F e b - ' 0 B :  $ 2 9 1 3  m i l l i o n ,  $ 5 . 8 1 Is h .
d i s c o n t i n u e d  o p e r a t i o n s :  ' O S ,  ( 1 5 ¢ ) .  Q t l y  e g g . r u a r y ,  M a y ,  A u g u s t ,  a n d  N o v e m b e r . I D i v i d e n d ( E)  In  m i l l i o n s ,  a d j u s t e d  f o r  s t o c k  s p l i t .

n  2009, Value L ine Publ ish ing ,  l r rcTAII r ih ts 'reserved. Factual mater ia l  is  obta ined from sources bel ieved lo be re l iable and is  provided without warrant ies d any k ind.
THE PUBL ISHER is  NOT  RE3PONSlBLE FoR ANY  ERRORS OR OM ISSIONS HEREIN. nonmmmerdal,  in ternal use. No pan
nr it may be reproduced, resold. stored or transmitted in any primed, demonic or other form, se'vice or product.

'Reis pubicalion is strictly for subscriber's own.
or used lot gweraring or marketing any primes or electronic publication,
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SmrtzadeAGL RESOURCES INC (nosE)

28.46 v~D.16AGL
16:02 ETVol. 229,976(-0.5s%)

Zacks.com Page 1 of 2

L ?_'AC KS
IIIIWESTHENT R ac EARWI

Finn an Hans. l%eua'cn& Haenlnrnwndatiaws
Zacks.com Quotes and Research

AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's
major service area is the ten county metropolitan Atlanta area.

General Information
AGL RESOURCES
Ten Peachtree Place NE
Atlanta, GA 30309
Phone: 404 584-4000
Fax: 404 584-3945
Web: www.aglresources.com
Email: scave@aglresources.com

Industry
Sector:

UTIL-GAS DISTR
Uiililies

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
03/31/09
07/23/2009

Price and Volume information
=-~

IIFIGLJ 38-Dag Closing Prices 182.5

l s2.o

131.5

ls1.a

130.5

lso.o

129.5

l2~a.0

128.5

l2a.o

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

1.8%
28.62
36.42

24.02
0.43

453,827.84

33.75

% Price Change

4 Week

12 Week
YTD

1 .50

2.04
-9.22

-2.52

-13.39

-5.30

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio

Last Split Date

'u4l2s- aa os-22- ua

% PriceChange Relative to S&P 500
4 Week

12 Week

YTD

Dividend information
77.09 Dividend Yield

Annual Dividend

2,193.90 Payout Ratio

3.45 Change in Payout Ratio

12/04/1995 Last Dividend Payout / Amount

6.04%

$1 .72
0.55
-0.02

05/13/2009 / $0.43

EPS information
Current Quarter EPS Consensus Estimate
Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.22
2.68

5.30
07/23/2009

Consensus Recommendations
Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago
90 Days Ago

2.20

2.20

2.20

2.17

EPS Growth

10.62 vs, Previous Year

9.18 vs, Previous Quarter

1.99

Sales Growth
33.62% vs. Previous Year
59.79% vs. Previous Quarter:

-168%

23.60%

ROE

Fundamental Ratios

P/E
Current FY Estimate:
Trailing 12 Months:

PEG Ratio

PriceRatios
Price/Book 1,24 03/3w09

ROA
13.92 03131/09 3.66

http://www.zacks.com/research/print.php'?type=report&t=AGL 5/23/2009
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3.20

3.13

8.53
7.41
7.44

22.87
21 .52

22.49

Price/Cash Flow

Price /Sales

CurrentRatio

03/31/09

12/31/08

09/30/08

Net Margin

03/31/09

12/31/08

09/30/08

Inventory Turnover

03/31/09

12/31/08

09/30/08

6.08 12/31/08
0.79 09/30/08

Quick Ratio
1.06 os/31/09

1.03 12/31/08

1.06 09/30/08

Pre-Tax Margin
14.84 03/31/09
12.46 12/31/08

12.43 09/30/08

Debt»to-Equity
3.45 03/31/09
3.35 12/31/08

2_77 09/30/08

12.23 12/31/08

11.74 09/80/0B

Operating Margin
0.80 03/31/09
0.70 12/31108

0.62 09/30/08

Book Value
14.84 u3/31/09
12.46 12/31/08

12.43 09/30/08

Debt to Capital
0.95 03/31/09
1.01 12/31/08

0.97 09/30/08

48.72
50.82
49.78

http://www.zacks.com/research/print.php?type=report&t=AGL 5/23/2009



ATMOS ENERGY CORP 8cnz1raz!ef

16:83 ETVol. 290,909(-(3.62%)ATO

(NYSE)

v -0.1523.91

Zacks.com Page 1 of 2.

L ZAC KS
twv£s¥m&t»z*r 5298944944

Pmvwz Ratings. #esearr:?r&ffecwnmmefwatiass
Zacks.com Quotes and Research

At nos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and
other customers. At nos operates through five divisions in cities, towns and communities in service areas located in
Colorado, Georgia, Illinois, Iowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina.
The Company also transports natural gas for others through its distribution system.

G enera l  In fo rm at i on
AT MOS ENERGY CP
Three Lincoln Centre 5430 Lbs Freeway
Suite 1800
Dallas, TX 75240
Phone: 972-934~9227
Fax: 972-855-3040
Web: ww.atmosenergy.com
Email: InvestorRelations@ atmosenergy.com

industry
Sector:

UT IL-GAS DIST R
Util ities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
03/31/09
08/04/2009

Pr i ce and Volum e Enform ai ion

:Za
24.06

28.66

19.68
0.52

664,797.38
28.42

[RTD] $8-Dag Closing Prices lj l2T.0

l2s.s

126.0

l 2 s . s

125.0

I2-4.5

l2 + . 0

l2 s . s

Zacks Rank
Yesterday's Close

52 Week High

52 Week Low
Beta

20 Day Moving Average

Target Price Consensus

2.05

7,75

0.89

-1.99
-8.55

4.16

% Price Change

4 Week

12 Week

YTD

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

"ik-25-b9 as-22-03

% Price Change Relative to S&P 500

4 Week

12 Week

YTD

Dividend Information

91 .91 Dividend Yield .

Annual Dividend
2,197.66 Payout Ratio

2.42 Change in Payout Ratio
05/17/1994 Last Dividend Payout / Amount

5.52%

$1 .32

0.63

-0.03

02/23/2009 / $0.33

EPS i n fo r m at i on

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

-0.10

2.08

5.80

08/04/2009

Consensus Recommendations

Current (1=Strong Buy. 5=Strong Sell)

30 Days Ago

so Days Ago

90 Days Ago

2.57

2.57
2.57

2.50

Fundamental Rat i os

P/E

Current FY Estimate:

Trailing 12 Months:

PEG Ratio

EPS Growth
11.49 vs, Previous Year

11 .33 vs. Previous Quarter

1 .97

Sales Growth
726°/¢ vs. Previous Year

60.24% vs. Previous Quarter:

-26.67%

6.12%

http://www.zacks.com/research/print.php?type=report&t=ATO 5/23/2009
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ROA

2.93

2.81

2.82

2.91

2.51

2.50

23.70

22.70

22.65

Price Ratios

Price/Book

Price/Cash Flow

Price 1' Sales

Current Ratio

03/31 /09

12/31/08

09/30/08

Net Margin

03/31/09

12/31/08

09/30/08

inventory Turnover

03/31/09

12/31/08

09/30/08

ROE

1.01 03/31/09

5.69 12/31/08

0.33 09/30/08

Quick Ratio

1.15 03/31/09

0.83 12/31/08

1.06 09/30/08

Pre-Tax Margin

4.61 03/31/09

4.05 12/31/08

4.05 09/30/08

Debt-to-Equity

11.66 03/31/09

12.20 12/31/08

11.99 09/30/08

9.16 03/31/09

8.73 12/31/0B

8.67 09/30/0B

Operating Margin

0.90 03/31/09

0.55 12/31/08

0.59 09/30/08

Book Value

4.61 03/31/09

4.05 12/31/08

4.05 09/30/08

Debt to Capital

1.00 03/31/09

0.83 12/31/08

1.03 09/30/0B

49.89

45.28

50.81

http2//www.zacks.com/research/print.php?type=repo1't&t=ATO 5/23/2009



Sm#ramLACLEDE GROUP INC
18:03 ETVo\. 133,326(-1 .165)

(NYSE)
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so mlv1;m'v4Lnr §{L3&}\RCH

The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The
Company, which is subject to the jurisdiction of the Missouri Public Service Commission, serves the city of St. Louis,
St. Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and parts of Franklin, Jefferson, St.
Francois, Ste. Genevieve, Iron, Madison and Butler Counties, all in Missouri.

General information
LACLEDE GAP INC
720 Olive Street
St. Louis, MO 83101
Phone: 314-342-0500
Fax: 314-421 -1979
Web: www.thelacledegroup.com
Email: mkuIlmar\@IacIedegas.com

Industry
Sector;

UT IL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

September
03/31 /09
07/24/2009

Price and Volume information
r
F

[LG] 30-D49 Closing Prices
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Bela

20 Day Moving Average

Target Price Consensus

.fix
30.15

55.81
29.75

0.09
208,767.66

40

.87.0

$6.0

. $5.0

. 8410

33.u

32.0

31»0

30.0

05-22-09

% Price Change

4 Week

12 Week

YTD

-12.97

-26.29

-36.38

-16.41

-37.44

-31 .48

Share Information

Shares Outstanding
(millions)

Market Capitalization
(miNions)

Short Ratio

Last Split Date

'o4-2a-oé

% Price Change Relative to S&P sao

4 Week

12 Week

YTD

Dividend Information

22.14 Dividend Yield

Annual Dividend

659.62 Payout Ratio

3.23 Change in Payout Ratio

03/08/1994 Last Dividend Payout / Amount

5.17%

$1 .54

0.50

-0.15

03/09/2009 / $0.38

EPS tnformat ior r

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0.34

2.94

6.50

07/24/2009

Consensus Recommendations

Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.25

3.25

3.25

3.25

EPS Growth

10.14 vs. Previous Year

9.61 vs. Previous Quarter

1.56

Sales Growth

0.72% vs. Previous Year

-1.41% vs. Previous Quarter:

-11 .85°/0
2 . 2 5 %

ROE R O A

Fundamersiai Platios

P/E

Current FY Estimate:

Trailing 12 Months;

PEG Ratio

Price Ratios

Price/Book 1.24 03/31/09 13.53 03/31/09 3.89

http://www.zacks.com/research/print.php'?type=report&t=LG
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13.74

12.04

3.89

3.35

0.95

0.74

0.69

2.97

2.83
2,53

4.46
4.20

3.79

24.11

22.98
22.14

Price/Cash Flow

Price / Sales

Current Ratio
03/31/09
12/31/08

09/30/08

Net Margin
03/31/09

12/31/08

09/30/08

inventory Turnover

03/31/09
12/31/08
09/30/08

6.93 12/31/08

0.29 09/30/08

Quick Ratio
1.17 03/31/09
1.14 12/31/08

1.17 09/30/08

Pre-TaxMargin
4.46 03/31/09

4.20 12/31/08

3.79 09/30/08

Debt-to-Equity
11.31 03/31/09
12.61 12/31/08

13.28 09/30/08

0.78

0.77

0.80

12/31/08
09/30/08

Operating Margin
03/31 /09

12/31/08

09/30/08

Book Value
03/31/09

12/31 /08

09/30/08

Debt to Capita!
03/31 /09
12/31/08

09/30/08

42.17

43.33
44.42

http://www.zacks.com/research/print.php?type=report&t=LG 5/23/2009
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Z a c k s . o o m  Q u o t e s  a n d  R e s e a r c h

NJ RESOURCES is an exempt energy sacs holding company providing retail & wholesale natural gas & related
energy services to customers from the Gulf Coast to New England. Subsidiaries include: (1) N J Natural Gas Co, a
natural gas distribution company that provides regulated energy & appliance services to residential, commercial &
industrial customers in central & northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svcs Corp & (3)
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated
operating subsidiaries.

General information
NJ RESOURCES
1415 Wyckoff Road
Wall, NJ 07719
Phone: 732.938~1489
Fax: 732 938-3154
Web: www.n]resources.com
Email: investcont@n]resources.com

Ind us t r y
S ec t o r :

UTIL-GAS olsTR
Utilities

F is c a l Y ear  E nd
Las t  Repor t ed  Q uar t e r
N e x t  E P S  D a le

September
03/31 /09
07/22/2009

Price and Volume Information

[HJR] 34-Dag Closing Pr~:i.ces
g

Z a c k s  R a n k

Y es t e r d ay' s  C los e

5 2  We e k  H i g h

5 2  W e e k  L o w

B e t a

2 0  D a y M o vi n g  A ve r a g e

T ar g e t  P r i c e  Cons ens us

.422
32,39

42.37
21 .90

0.16
536,252.06

48

133.5

Iss.o

ls2.s

132.0

l:s1.5

131.0

3.75
-8.98

-17.84

-0.35
-22.75

-18_78

% P r i c e  C h a n g e

4  W e e k

1 2  W e e k

V T D

S h a r e  I n f o r m a t i o n

S har es  O u t s t and ing
(m i llions )

M ar k e t  Cap i t a li z a t ion
(m i llions )

Shor t  Rat io

Las t  Sp li t  Dat e

' 64-§§;166 as-22- no

°/» Price Change Relative to S&P sao
4 Week

12 Week

YTD

Dividend Information
42,32 Dividend Yield

Annual Dividend
1,368.17 Payout Ratio

3_34 Change in Payout Ratio
03/04/2008 Last Dividend Payout / Amount

3.84%
$1 .24

0.63

0.12
03/11/2009 / $0.31

EPS information
Current Quarter EPS Consensus Estimate
Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate
Next EPS Report Date

0.02

2.39
8.00

07/22/2009

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago
so Days Ago
90 Days Ago

1 .67

1 .67
1 .67

2.33

Fundamental Ratios

P/E
Current FY Estimate;

Training 12 Months:

PEG Ratio

E P S  G r o w t h

1 3 . 5 3  v s .  P r e v i o u s  Y e a r

1 6 . 4 1 vs .  P revious  Q uar t e r

1 . 6 9

S a le s  G r o w t h

- 8 . 6 0 %  v s .  P r e v i o u s  Y e a r

1 2 3 . 6 8 %  vs .  P r e v i o u s  Q u a r t e r :

-20.38%
17.00%

http ://www.backs .com/research/print.php '?type=report&t=NJR
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ROA

1 t .73 03/31/09

12.89 12/31/08

13.77 09/30/08

3.25

3.48

3.74

Operating Margin

1 .07 03/31/09

0.76 12/31/08

0.70 09/30/08

2.37

2.36

2.46

Book Value

5.26 03/31 /09

3.89 12/31 /08

4.72 09/30/08

17.90

17.49

17.29

Debt to Capital

Price Ratios

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

03/31/09

12/31/08

09/30/08

Net Margin

03/31/09

12/31/08

09/30/08

Inventory Turnover

03/31/09

12/31/08

09/30/08

ROE

1.81 03/31/09

10.20 12/31/08

0.38 09/30/08

Quick Ratio

1,17 03/31/09

1.17 12/31/08

1.24 09/30/08

Pre-Tax Margin

5.28 03/31/09

3.89 12/31/08

4.72 09/30/08

Debt-to~Equl!y

10.09 03/31/09

9.51 12/31/08

9.16 09/30/08

0.61 03/31/09

0.63 12/31 /08

0.63 09/30/08

37.74

38.48

38.50

http ://www. backs .com/research/print.php ?type=report&t=NJR 5/23/2009



Sfcazirade'NICOR INC (nosE)
16501ETv-0.18 Vol. 288,557GAS 30.90 (4.58%)

Zacks.com

Nicor Inc. is a holding company and is a member of the Standard & Poor's 500 Index. Its primary business is moor
Gas, one of the nation's largest natural gas distribution companies. Nicorowns Tropical Shipping, a containerized
shipping business serving the Caribbean region and the Bahamas. In addition, the company owns and has an equity
interest in several energy-related businesses.

G ener a l  In fo r m at i on
NICOR INC
1844 Ferry Road
Naperville, IL B0553-9500
Phone: 530-305-9500
Fax: 630-983-9328
Web: www.nk:or.com
Email: None

Industry
Sector:

Fiscal Year End
Last Reported Quarter
Next EPS Date

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

December
03/31 /09
08/10/2009

UTIL~GAS DISTR
Utilities

31 .08

51 .99

27.50

0.36

519,217.91

40.5

£88

earings Research Rewmmeadafioas
Zacks.com Quotes and Research

4 ZAC KS
lNV§SI{MENT tzaseamzu

[GQSJ 30-Day Chains Prices I
4

4495

ss.s

as. o

82.5

34.0

32.0

81:5

31.0

Page 1 of 2

0s-22- 09

% Price Change

4 Week

12 Week

YTD

-1 .94

-2.43

~1 1 .05

-5.81

-17.19

-5.73

Share information

Shares Outstanding
tmitlions)

Market Capitalization
(millions)

Short Ratio

Last Split Date

IM-28-'O

% Price Change Relative to S8»P 500
4 Week

12 Week

YTD

Dividend Information

45.20 Dividend Yield

Annual Dividend

1,396.80 Payout Ratio

4_13 Change in Payout Ratio

04/27/1993 Last Dividend Payout I Amount

6.02%
$1 .86
0.69

-0.05
03/27/2009 / $0.47

EPS Information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

0,42

2.55

5.90

08/10/2009

Consensus Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago

90 Days Ago

3.40

3.40

3.40

3.40

EPS Growth

12.12 vs, Previous Year

11.53 vs. Previous Quarter

2.05

Sales Growth

5.49% vs. Previous Year

-8.57% vs. Previous Quarter:

-30.39%
6.73%

ROE ROA

Fundamental R at i os

P/E

Current FY Estimate:

Trailing 12 Monthsl

PEG Ratio

Price Ratios

Price/Book 1 .39 03/31/09 12.46 03/31/09 2.67

http://www.zacks.com/research/print.php'?type=report&t=GAS 5/23/2009
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2.62

2.87
12.31 12/31/08

13.19 09i30/08

Operating Margin
0.77 03131/09
0.68 12/31/05

0.56 09/30/0B

3.70

3.16
3.48

Book Value
5.21 03/31/09

4,34 12/31/08

4.80 09/30/08

22.16

21.53
21.15

Debt to Capita!

Price/Cash Flow
Price 4 Sales

Current Ratio
03/'31/09

12/31/08

09/30/08

Net Margin
03/31/09

12/31/0B

09/30/08

inventory Turnover
03/31/09

12/31/08

09/30/08

4.51 12/31/08

0.42 09/30/08

Quick Ratio
0.78 03/31/09
0.80 12/31/08

0.76 09/30/08

Pre-Tax Margin
5.21 03/31/09

4.34 12/31/08
4.80 09/30/08

Debt-to-Equity
15.05 03/31/09
18.16 12/31/08

23.38 09/30/08

0.45 D3/31/09
0,46 12/31/0B

0.47 09/30/0B

30.91

31 .52

31 .92

http://www.zacks.com/research/print.php?type=report&t=GAS 5/23/2009
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NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC)
has allocated to NW Natural as its exclusive service area a major portion of western Oregon, including the Portland
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive
rights to serve portions of three Washington counties bordering the Columbia River.

General Information
NORTHWEST NAT G
220 NW Second Avenue
Portland, OR 97209
Phone: 503 226-4211
Fax: 503 273-4824
Web: www.nwnatural.com
Email: Bob.Hess@nwnatural.com

Industry
Sector:

UTlL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
03/31/09
07/17/2009

Price and Volume information

[Lil-[nJ 30-Dag Closing Prices I
Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

82
40.03
55,44
36,61

0.29
170,996.70

51 .25

1+4.o
I4s.s
143.1
l42.s
l4z.o
l41.s
l41.o
l+0.5
l+o.o

65-22-139

-0.23
-3.20

-9.79

n4-2:5-w

% Pr ice  Change Relativ e  to S&P sao

4 W eek

12 W eek

Y TD

-4.17

_17,84

-4.47

% Price Change
4 Week

12 Week
YTD

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio
Last Split Date

Dividend Information

26.50 Dividend Yield

Annual Dividend

1,057.39 Payout Ratio

7.62 Change in Payout Ratio

09/09/1996 Last Dividend Payout / Amount

3.96%

$1 .58
0.57

-0.05
04/28/2009 / $0.40

EPS information
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate
Estimated Long-Term EPS Growth Rate
Next EPS Report Dale

0.17

2.77

6.80
07/17/2009

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago
90 Days Ago

2.00

2.00

2.00

2.00

EPS Growth

t4.39 vs. Previous Year

14.35 vs. Previous Quarter

2.13

Sales Growth
9.82% vs. Previous Year

43.20% vs. Previous Quarter:

12.81 %

25.24%

Fundamental! Ratios

P/E
Current FY Estimatel

Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http ://www . backs .com/research/print.php ?type=report8ct=NWN
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3.37

3.31
3.29

Price/Book
Price/Cash Flow

Price / Sales

CurrentRatio
03/31/09

12/3w8
09/30/08

11.69 03/31/09

11.18 12/31/08

10.77 09/30/08

Operating Margin
0.80 03/31/09
0.70 12/31/08

0.44 09/30/08

6.78
6.70

6.47

Net Margin Book Value

03/31/09

12/31 /08

09/30/08

10.81 03/31/09

10.62 12/31/08

10.30 09/30/08

25.05
23.77

22.88

Inventory Turnover Debt to Capital

03/31/09

12/31 /08
09130/08

1.59 03/31/09

7.44 12/31/08
0.97 09/30/08

Quick Ratio
1.03 03/31/09
0.87 12/31/08

0.69 09/30/08

Pre-Tax Margin
10.81 03/31/09

10.52 12/31/08
10.30 09/30/08

Debt-to~Equity
10,10 03/31/09
11.16 12/31/08

10.09 09/30/08

0.88 03/31/09

0.81 12/31/08
0.85 09/30/08

46.93
44.90

45.84

http://www.zacks.com/research/print.php'?type=report&t=NWN 5/23/2009



PIEDMONT NAT GAS INC (nosE)
15'02 ETVol. 335,349v-0.28 (-127%)PNY 21 .81

Zacks .com

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non-
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three-
state service area.

General Information
P£EDMONT NAT GA
4720 Piedmont Row Drive
Charlotte, NC 28210
Phone: 704 354-3120
Fax: 704.365-3849
Web:www.piedmontng.com
Email: investorrelations@piedmontng.com

Fiscal Year End
Last Reported Quarter
Next EPS Date

Industry
Sector:

Price and Volume information

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

October
04/30/09
06/08/2009

UTIL-GAS o l sTR
Utilities

82
22.09
35.29

20.52

025

463,561 .66
28.5

Ptawar8a sings, Research&Recvanmsndaffvzw
Zacks.com Quotes and Research

**»,,,»v»~~v

L
k

E?~¢'iV£8.'S3£1(E2*éT QM M M
ZAC KS

3
cptlv :l 30..Dqg Closing Prices

»-1
i9 125.0

I 2 s . s

l2 s . 0

l2 4 . s

l 2 ¢ . n
123.5

122.0

122.5

l2 2 . o

l2 1 . s

Page 1 of 2

% Price Change

4 Week

12 Week

YTD

-11.52

-10.36

-31.13

-15.02

~23.92

-27.83

Share Information

Shares Outstanding
(millions)

Market Capitalization
(millkms)

Short Ratio

Last Split Date

.o4-23- 09

% Price Change Relative to S&P sao

4 Week

12Week

YTD

Dividend Information

73.48 Dividend Yield

Annual Dividend

1,602.69 Payout Ratio

9.00 Change in Payou! Ratio

11 /01 /2004 Last Dividend Payout / Amount

4.95%

$1 .0a

0.00

0.00

03/23/2009 / $0.27

EPS information

Currerd Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long~Term EPS Growth Rate

Next EPS Freeport Date

0.66

1 .53

6.50

06/08/2009

Consensus Recommendations

Current (1=Strong Buy. 5=Strong Sella

30 Days Ago

50 Days Ago

90 Days Ago

2.67

2.67

2.67

2.67

Fundamental Ratios

P/E

Current FY .Estimate :

Trailing 12 Months:

PEG Ratio

EPS Growth

14.22 vs. Previous Year

13.89 vs. Previous Quarter

2.19

Sales Growth

-1 .79% vs. Previous Year

-% vs, Previous Quarter:

4 .12%

150.08%

http://www.zacks.com/research/print.php'?type=report&t=PNY 5/23/2009
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ROE ROA

3.55

3.67

5,22
5.27

12.98
12.11

Price Ratios
Price/Book
Price/Cash Flow

Price / Sales

Current Ratio

04/30/09
01/31/09
10/31/08

Net Margin
04/30/09
01/31/09

10/31/08

Inventory Tun aver

04/30/09
01/31/09
10/31 /08

1.68 04/30/09

7.71 01/31/09
. 10/31/08

Quick Ratio
.. 04/30/09

0.99 01/31/09

0.88 10/31/08

Pre-Tax Margin
- 04/80/09

8.66 01/31/09

8.78 10/31/08

Debt-to~Equity
.. 04/30/09

10.50 01/31/09
11.18 10/31/08

. 04/30/09
11.70 01/31/09
11.95 10/31/08

Operating Margin
- 04/30/09

0.75 01/31/09

0.59 10/31/08

Book Value
.. 04/30/09

8.66 01/31/09

8.78 10/31/08

Debt to Capital
_ 04/30/09

0.83 01/31/09

0.90 10/31/08

45,46
47.24

http://www.zacks.com/research/print.php?type=report&t=PNY 5/23/2009



Scaafirade*SOUTH JERSEY INDS INC (nosE)
was ETVol. 177,09133.28sol v-0.29 (-0.87%)

Zacks.com Page 1 of 2
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Zacks.com Quotes and Research

South Jersey leds Inc. is engaged in the business of operating, through subsidiaries, various business enterprises.
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline
system and transports natural gas.

General Information
SOUTH JERSEY tn
1 South Jersey Plaza
Folsom, NJ 08037
Phone: 609 561 -9000
Fax: B09 561 ~8225
Web: www.sjindustries.com
Email: investorrelations@sjindustries.com

Industry
Sector:

UTlL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
03/31 /09
08/06/2009

Price and Volume information

l:~*wi rC 1|"1 °4fl-flnu f'1-4:i-4:l Duia-4\..¢4Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

33.49

40.78

25.19

0.25

229,042.00

41 .4

% Price Change
4 Week

12 Week

YTD

-4.16

-6.14

-16,89

-7.95

-20.33
-11 .56

29.74

86.5

36. o

$5.5

as. 0

34:5

34.0

33.5

33.1

04-25- 09 05-22-09

% Price Change Relative to S&P 500
4 Week

12 Week

YTD

Dividend Information

Dividend Yield

Annual Dividend

Payout Ratio

Change in Payout Ratio

Last Dividend Payout / Amount

3.58%
$1 .19

0.49

0.00

03/06/2009 / $0.30

Share information

Shares Outstanding
(millions)

Market Capitalization
(millions)

Short Ratio

Last Split Dale

987.30

5.48

07/01/2005

0.27

2.43

8.40

08/06/2009

Consensus Recommendations
Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago
90 Days Ago

2.50

2.50

2.67

2.67

EPS Growth

13.64 vs. Previous Year

13.66 vs. Previous Quarter

1 .62

Sales Growth

10.61 % vs. Previous Year

117.91 % vs. Previous Quarter:

4.06%

35.30°/>

EPS inforrnaiion
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Report Date

Fundamental Ratios

PIE
Current FY Estimate:

Trailing 12 Months:

PEG Ratio

Price Ratios ROE ROA

http://www_zacks.com/research/print.php'?type=report&t=SJI 5/23/2009
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4.30

4.15

4.25

Price/Book

Price/Cash Flow

Price / Sales

Current Ratio

03/31 /09

12/31 /08

09/30/08

7.43

7.07

6.99

Net Margin

03/31/09

12/31 /08

09/30/08

18.20

17.33

17.32

Inventory Turnover

03/31 /09

12/31/08

09/30/08

1.82 03/31/09

9.55 12/31/08

1.01 09/30/08

Quick Ratio

0.93 03/31/09

0.87 12/31/08

0.94 09/30/08

Pre-Tax Margin

14.51 03/31/09

13.40 12/31/08

12.52 09/30/08

Debt-to-Equity

5.73 03/31/09

6.46 12/31/08

6,67 09/30/08

14.14 03/31/09

13.56 12/31/08

13.53 09/30/08

Operating Margin

0.74 03131/09

0.52 12/31/08

0.45 09/30/08

Book Value

14.51 03/31/09

13.40 12/31/08

12.52 09/30/08

Debt to Capital

0,61 03/31/09

0.65 12/31/08

0.69 09/30/08

38.07

39.33

41 .OB

http ://www . backs .com/research/p1*int.php '?type=report&t=SJI 5/23/2009
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A 0.0919,68s i x 16:92 ET
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Zacks.com Quotes and Research

SOUTHWEST GAS CORP. is principally engaged in the business of purchasing,transporting, and distributing natural
gas in portions of Arizona, Nevada,and California. The Company also engaged in financial services activities,through
PriMerit Bank, Federal Savings Bank (PriMeril or the Bank), a wholly owned subsidiary.

General Information
SOUTHWEST GAS
5241 Spring Mountain Road
P.O. Box 98510
Las Vegas, NV 89193-B510
Phone: 702 875-7237
Fax: 702-87B-7037
Web: www.swgas.com
Email: None

industry
Sector:

UTIL-GAS DISTR
Utilities

Fiscal Year End
Last Reported Quarter
Next EPS Date

December
03/31 /09
08/05/2009

Price and Volume Enformaiion

a

r "

a w e

l im [St-IH] $0-Dag Closing Prices 8 120.8
120.6
l2o.4
120.2
l2o.a
\1a.s
l1e.s
119.4
119.2
\1*a.o

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

19.59

33.29
17.08

0_69
419,823.44

28
é5-22-§aé»`

% Price Change
4 Week

12 Week

YTD

-3.01

-5.88

-21 .97

04-23-09

% Price Change Relative to S&P 509
4 Week

12 Week
YTD

-6.84
-20.12

-22.80

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio

Last Split Date

Dividend Information
44.58 Dividend Yield

Annual Dividend
877.30 Payout Ratio

2.23 Change in Payout Ratio

N/A Last Dividend Payout / Amount

4.83%

$0.95

0.65

0. 12

05/13/2009 / $0.24

EPS information

Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate

Next EPS Reporl Date

-0.05

1 .84

6.00

08/05/2009

Can$engug Recommendations

Current (1=Strong Buy, 5=Strong Sell)

30 Days Ago

50 Days Ago

90 Days Ago

2.60

2.60

2.60

2.60

Sales GrowthEPS Growth
10.71 vs. Previous Year

14.16 vs. Previous Quarter

1.79

-1 .75% vs. Previous Year

57.75% vs. Previous Quarter:

45.21%
35.42%

RCE ROA

Fundamental Ratios

P/E

Current FY Estimate :

Trailing 12 Months:

PEG Ratio

Price Ratios

Price/Book 0.81 03/31/09 5,45 03/31/09 1 .56

http://www.zacks.com/research/print.php'?type=report&t=SWX 5/23/2009
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1 .69

2.04

2.81

2.84

3.32

Price/Cash Flow
Price / Sales

Current Ratio
03/31/09
12/31/08

09/30/D8

Net Margin
03/31/09

12/31/08

09/80/08

Inventory Turnover
03/31/09
12/31/08

09/30/08

3.34 12/31/08
0.43 09/30/08

Quick Ratio
0.82 03/31/09
0.86 12/3t/08

0.75 09/30/08

Pre-Tax Margin
5.09 03/31/09

4.75 12/31/08

5.37 09/30/08

Debt-to-Equity
. 03/31/09
_ 12/31/08

. 09/30/08

5.93 12/31/08

7.18 09/30/0B

Operating Margin
0.82 03/31/09

0.86 12/31/08

0.75 09/30/08

Book Value
5,09 03/31/09

4.75 12/31/08
5.37 09/30/08

Debt to Capital
1.05 03/31/09
1.24 12/31/08

1.20 09/30/08

24.40

23.63

23.22

51 .38

55.33
52.20

http ://www . backs .com/research/print.php ?type=report&t=S 5/23/2009
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WGL HLDGS INC (nosE)
(-0.86%) Vol.  294,657

WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington,
D.C. and adjoining areas in Maryland and Virginia. A distribution subsidiary serves portions of Virginia and West
Virginia. The Company has four wholly-owned active subsidiaries that include: Shenandoah Gas Company
(Shenandoah) is engaged in the delivery and sale of natural gas at retail in the Shenandoah Valley, including
Winchester, Middletown, Strasburg, Stephen City and New Market, Virginia, and Martinsburg, West Virginia.

W GL 2 8 5 3 .--0.25 16:02 ET I

Gen er a l i n f o r m a t i o n
WGL HLDGS ENC
101 Constitution Avenue NW
Washington, DC 20080
Phone: 703 750-2000
Fax: 703 750-4828
Web: www.wglholdings,com
Email:  madams@washgas.com

industry
Sector:

U T I L -GAS D I ST R
ut i l i t ies

Fiscal Year End
Last Reported Quarter
Next EPS Date

Sep t em be r
03 / 31 / 09
08 / 10 / 2009

P r i c e  a n d  V o l u m e  I n f o r m a t i o n

s

Zacks Rank

Yesterday's Close

52 Week High

52 Week Low

Beta

20 Day Moving Average

Target Price Consensus

m *
29 . 08

37 . 08
2 2 . 4 0

0.24

463,851 .84
34 . 67

EUGLJ $0-Dag Closing Prices l32l$
ls2.o

1s1.5
Is1.n

120.5
130.0

129.5
l29.n

128.5

% Price Change
4 Week

12 Week
YTD

-5.00

-5.26

-11 .81

~9.72

-19.59

-9 .80

Share Information
Shares Outstanding
(millions)
Market Capitalization
(millions)
Short Ratio

Last Split Date

| a4;2s- 09 05-22-09|

% Price ChangeRelative to S8=P 500

4 Week

12 Week

YTD

Dividend Information

50.12 Dividend Yield

Annual Dividend

1 ,445.07 Payout Ratio

6.94 Change in Payout Ratio

05/02/1995 Last Dividend Payout / Amount

5 . 1 0 %
$1 .47

0 . 56
-0.11

04/ 07 / 2009 l  $0 . 37

0.03
2.45

6.70

08/10/2009

C o n s e n s u s  R e c o m m e n d a t i o n s
Current (1 =Strong Buy, 5=Strong Sell)

30 Days Ago

60 Days Ago
90 Days Ago

2 . 50

2.50

2 . 50
2 . 50

EPS Growth
11.79 vs,  Prev ious Year
11.44 vs.  Previous Quarter

1 . 77

Sales Growth

-0.60% vs, Previous Year

60.19% vs. Previous Quarter:

2 . 0 4 %
26.71 %

E P S  i n f o r m a t i o n
Current Quarter EPS Consensus Estimate

Current Year EPS Consensus Estimate

Estimated Long-Term EPS Growth Rate
Next EPS Report Date

F u n d a m e n t a l  R a t i o s

P/E
Current FY Estimate :

Trailing 12 Months:

PEG Ratio

Price Rat ios ROE ROA

http ://www . backs .com/research/print.php '?type=repo1t&t=WGL
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Price/Book

Price/Cash Flow

Price / Sales

3.75

3.79

3.72

CurrentRatio

03/31/09

12/31 /08

09/30/08

11.60 03/31/09

11.76 12/31/08

11.60 09/30/08

Operating Margin

1.04 03/31/09

0.70 12/31/08

0.42 09/30/08

5.08
5.11
5.09

Net Margin Book Value

03/31 /09

12/31 /08

09/30/08

7.58 03/31/09

8.04 12/31/08

7.08 09/30/08

22.89

21 .79

20.99

Inventory Turnover Debt to Capital

03/31/09

12/31/08

09/30/08

1.26 03/31/09

6.69 12/31/08

0.58 09/30/08

Quick Ratio

1.20 03/31/09

1.06 12/31/08

0.99 09/30/08

Pre-Tax Margin

7.58 03/31/09

8.04 12/31/08

7.08 09/30/08

Debt-to-Equity

8.22 03/31/09

7.91 12/31/08

8,11 09/30/08

0.57 03/31 /09

0.60 12/31/08

0.58 09/30/08

35.81

37.05

35.95

http://www.zacks.com/research/print.php'?type=report&t=WGL 5/23/2009
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Treasury Security Yield Curve
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Selected Yields

Recent
(5/13/09)

3 Months
Ago

(2/11/09)

Year
Ago

(5/14/08)
Recent

(5/1.8/09)

3 Months
Ago

(2/11/09)

Year
Ago

(5/14/08)

TAXABLE

0.50
0.00-0.25

3.25
0.32
0.88

0.50
0.00-0.25

3.25
0.48
I .23

2.25
2.00
5.00
2.70
2.72

3.09
2.38
2.20
2.78

4.02
3.62
3.63
3_89

5.04
5.16
4.90
4.41

0.73
0.98
1 .93

0.89
1 .08
2.37

1.77
2.05
3.16

6.94
6.19
6.01
7.57

8.09
5.94
5.60
7.00

5.68
6.06
6.10
6.41

0.17
0.28
0.50
1.98
3.12
1.64
4.10
4.18

0.30
0.45
0.60
1 .75
2.75
1 .60
3.44
3.31

1 .82
1 .88
2.08
3.20
3.91
1 .35
4.61
4.71

3.10
3.34
1.46
3.52

2.94
3.19
1.31
3.61

3.60
4.17
1 .68
4.82

Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p11
3-month LIBOR
Bank CDs
6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage»Backed Securities
CNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Uillily A
Financial A
Financial Adjustable A

635
8.65
5.51

6.01
11.01
5.51

6.28
6.75
5.51

TAX-EXEMPT

4.63
5.57

4.96
5.74

4.62
5.07

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds (COS)
1-year Aaa
1-year A
5-year Aaa
5-year A
10-year Ala
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds(Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.43
1 .16
1 .B2
3.24
2.86
4.41
4.43
5.91

0.55
0.65
1.76
2.02
2.84
3.34
4.71
5.75

1 .83
1 ,93
2.97
3.07
3.62
3.83
4.55
4.75

5.96
6.06
6.36
6.31
6.11

5.75
5.80
6.10
6,15
5.85

4.80
4.85
5.00
5.05
4.85

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

RecentLevels

4/22/09
862387
565360
297027

5/6/09
777464
507911
269553

Change
-84923
-57449
-27474

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
731758 706418 385094
579211 611473 433308
152547 94945 -48214

MI (Currency+demand deposits)
MY (Mi +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

RecentLevels

4/20/09
1559.4
8243.6

4/27/09
1576.9
8285.2

Change
17.5
41 .6

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
7.3% 12.8% 14.2%
1.9% 9.5% 8.8%

©2009, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided wilhnut warranties of any kind. THE PUBLISHER
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber's own, non-oomrnercial,
resold, stored or transmitted in any printed, electronic or other form. or used tor generating or marketing any printed or electronic publication,

internal use. No part of it may be reproduced, I
service or product. I



Treasury Security Yield Curve
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4.00%
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Selected Yields

Recent
(5/06/09)

3 Months
Ago

(2/04/09)

Year
Ago

(5/07/08)
Recent

(5/06/09)

3 Months
Ago

(2/04/09)

Year
Ago

(5/07/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.40
0.97

0.50
0.00-0.25

3.25
0.55
1 .24

2.25
2.00
5.00
2.56
2.73

3.37
2.91
2.71
2.78

4.28
4.17
4.14
3.89

4.86
5.10
4.84
4.40

0.79
0.98
1.93

0.87
1 .29
2.41

1.72
1.99
3.05

7.19
6.31
6.10
7.54

8.03
6.15
6.00
7.27

5.74
6.03
6.1 1
6.39

0.18
0.31
0.50
2.05
3.16
1.69
4.10
4.14

0.29
0.40
0.49
1 .94
2.94
1 .78
3.68
3.55

1 .66
1 .74
1 .96
3.08
3.85
1 _37
4.61
4.68

3.07
3.24
1 .41
3.61

3.12
3.36
1.36
3.77

3.67
4.1 8
1.67
4.71

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
lapin
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6.00
8.19
5.51

6.02
10.79
5.51

6.24
6,73
5.51

TAX-EXEMPT

4.70
5.57

5.16
5.89

4.63
5.07

Bond Buyer Indexes
20-Bond index (GOS)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Aaa
1-year A
5-year Aaa
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
RevenueBonds(Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.43
1 .1 6
1 .84
3.25
2.91
4.45
4.53
6.05

0.55
0.65
1 .79
2.09
2.90
3.40
4.82
5.82

1 .83
1 .93
3.03
3.13
3.70
3.90
4.62
4.82

6.10
6.15
6.45
6.40
6.20

5.90
6.00
6.25
6.20
6.05

4.90
4.95
5.05
5.1 0
4.95

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasorral/y Ac#usted)

RecentLevels

4/8/09
804790
595938
208852

4/22/09
862387
565360
297027

Change
57597
-30578
88175

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
733984 671007 356363
587381 624561 419423
146604 46446 -63060

Mi (Currency+demand deposits)
M2 (Mi +savings+smaII time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

RecentLevels

4/20/09 4/13/09
1559.4 1576.3
8244.9 8249.3

Change
-16.9
-4.4

Growth

3 Mos.
2.3%
1 .0%

Rates Over the Last...

6 Mos. 12 Mos.
13.7% 1 3.1 %
7.9% 8.1 %

©2009, Value Line Publishing, Inc. All rights reserved. Factuai material is obtained from sources believed to be reliable and is provided without warranties of any kind. THE PUBLISHER |
IS NOT RESPONSIBLE FOR ANY ERRCRS OR OMISSIONS HEREIN. This pubiicaiion is strirNiy For subs(:riber's own, nd-commercial, internal use. No pan of ii may be reproduced, r
resold, stored or transmitted in any printed, electronic or other form, or used tar generating or marketing any printed or electronic publication, service or product.
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Selected Yields

Recent
(4/29/09)

3 Months
Ago

(1/28/09)

Year
Ago

(4/30/08)
Recent

(4/29/09)

3 Months
Ago

(1/28/09)

Year
Ago

(4/30/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.40
1 .03

0.50
0.00-0.25

3.25
0.45
1 .17

2.25
2.00
5.00
2.60
2.85

3.30
2.61
2.45
3.15

3.90
3.50
3.50
4.27

5.02
5.21
4.93
4.40

0.79
0.98
1 .93

0.88
1.25
2.39

1.75
1.77
2.96

7,84
6.41
6.33
7.58

7,96
6.18
6.10
7.04

5.91
6.00
6.12
6.31

0,09
0.28
0.46
2.03
3.11
1 .57
4.03
4.05

0.1 8
0.33
0.47
1.69
2.67
1 .78
3.42
3.29

1 .38
1 .62
1 .94
3.01
3.73
1 .35
4.47
4.54

3.08
3.13
1 .42
3.46

2.96
3.23
1 .27
3.64

3.59
4.1 2
1 .59
4.67

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 65%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Util i ty A
Financial A
Financial Adjustable A

7.53
8.96
5.50

5.98
8.89
5.50

6.19
6.65
5.50

TAX-EXEMPT

4.57
5.49

5.13
5.82

4.68
5.01

Bond Buyer Indexes
20-Bond Index (COS)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Ala
1-year A
5-year Aaa
S-year A
10-year Ala
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.54
1 .04
1.80
2.23
3.19
3.55
4.67
5.11

0.55
0 6 5
1.84
2.14
3.00
3.50
5.05
6.05

t .80
1 .90
3_00
3.10
3.69
3.90
4.61
4.81

5.80
5.90
6.20
6.1 5
5.95

6.05
6.10
6.40
6.45
6.15

4.90
4.95
5.05
5.10
4.95

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-W eek Per iod; in Mi l l ions, Not 5ea5onaIIy  Adjusted)

Recent Levels

4/8/09
804794
595938
208856

4/22/09
862392
565360
297032

Change
57598

-30578
88176

Average Levels Over the Last...

12 Wks. 26 Wks. 52 W ks.
733986 671008 356363
587381 624561 419423
146606 46447 -63060

Change
_68.1

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
~6.3% 15.4% 14.8%
3.0% 9.3% 8.3%

MI (Currency+demand deposits)
M2 (MI +savings+smalI time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

4/13/09 4/6/09
1576.3 1644.4
8249.3 8247.7 1.6
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Selected Yields

Recent
(4/22/09)

3 Months
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(1/21/09)

Year
Ago

(4/23/08)
Recent

(4/22/09)
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Ago

(1/21/09)

Year
Ago

(4/23/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (Al/P1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.37
1 .10

0.50
0.00-0.25

3.25
0.55
1.13

2.50
2.25
5.25
2.78
2.92

3.32
2.72
2.58
3.15

3.78
3.53
3.47
4.25

5.11
5.1 2
4.94
4.67

0.80
0.99
1 ,93

1.03
1.34
2.38

t.75
1.78
2.95

7.71
6.31
6.19
7.41

7.97
6.05
6.03
6.66

6.03
6.10
6.15
6.27

0.13
0.32
0.48
1 _go
2.94
1 .59
3.80
3.79

0.11
0.29
0.43
1 .61
2.54
1 .95
3.16
2.94

1 .21
1 .63
1 .84
2.96
3.73
1 .29
4.49
4.60

2.94
3.21
1 .44
3.45

2.73
3.00
1 .23
3,44

3.67
4.1 5
1 .46
4.67

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Util i ty A
Financial A
Financial Adjustable A

6.31
8.98
5.50

605
B.58
5.49

6.03
6.79
5.50

TAX-EXEMPT

4.61
5.04

0.48
0.58
1.71
2.00
2.82
3.32
4.76
5.76

1 .55
1 .65
2.85
2.95
3.54
3.75
4.53
4.73

Bond Buyer Indexes
Z0-Bond Index (GOs) 4.78
25-Bond Index (Revs) 5.63
General Obligation Bonds (Gos)
1-year Aaa 0_43
1-year A t_16
5-year Aaa 1 .73
5-year A 3_1 5
10-year Ala 2.88
10-year A 4.43
25/30-year Aaa 4.44
25/30-year A 5.95
Revenue Bonds (Revs) (25/30-Year)
Education AA 6.00
Electric AA 6.10
Housing AA 6.40
Hospital AA 6.35
Toll Road Ala 6.1 5

5.80
5.90
6,15
6.10
5.95

4.80
4.85
4.95
5.00
4.85

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not seasonally Adjusted)

Recent Levels

3/25/09
771271
604849
166422

4/8/09
804800
595938
208862

Change
33529
-8911

42440

Average Levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
731287 619127 324505
586952 622967 403815
144335 -3841 -79310

MI (Currency+demand deposits)
MY (Mi +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Acuu5ted)

Recent Levels

3/30/09
1551 .3
8308.2

4/6/09
1641 .2
8244.7

Change
89.9

-63.5

Growth

3 Mos.
l .0%
3.3%

Rates Over the Last...

6 Mos. 12 Mos.
26.6% 20.5%
10.4% 8.2%
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Selected Yields

Recent
(4/15/09)
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(1/14/09)

Year
Ago

(4/16/08)
Recent

(4/15/09)

3 Months
Ago

(1/14/09)

Year
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(4/16/08)

TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-month LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.38
1 .11

0.50
0.00-0.25

3.25
0.49
1 .08

2.50
2.25
5.25
2.56
2.73

3.39
2.67
2.62
3,15

3.93
3.25
3.30
4.26

4.90
5.14
4.81
4.66

0.81
1 .02
2.01

1.03
1.34
2.38

1.76
1.79
2.87

7.61
6.25
6.17
7,59

7.15
5.84
5.88
6.60

6.11
6.1 2
6.28
6.40

0.14
0.33
0.51
1 .70
2.76
1 .43
3.66
3.66

0.09
0.27
0.41
1 .35
2.20
1 ,73
2.89
2.75

1 .12
1 .49
1 .56
2.81
3.69
1 .21
4.49
4.62

2.94
3.14
1 .44
3.26

2.56
2.93
1 .27
3.12

3.68
4.04
1 .35
4.53

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6.36
7.55
5.49

6.05
7.76
5.49

6.06
6.71
5.49

TAX-EXEMPT

5.02
5.90

4.61
5.04

Bond Buyer Indexes
20-Bond Index (COS)
25-Bond Index (Revs)
General Obligation Bonds (cos)
1-year Aaa
1-year A
5-year Ala
5-year A
10-year Aaa
10-year A
25/30-year Ala
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.43
0.53
1 .91
2.13
3.09
3.62
4.71
5.75

0.48
0.58
1 .76
2.06
2.82
3.32
4.75
5.75

1 .55
1 .65
2.85
2.95
3.54
3.75
4.53
4.73

5.70
5,80
6.10
6.15
5.85

5.75
5.80
6.10
6.1 5
5.85

4.80
4.85
4.95
5.00
4.85

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period# in Millions, Not Seasonally Adjusted)

Recent Levels

3/25/09
771269
604849
166420

4/8/09
804805
595938
208867

Change
33536
-8911
42447

Average Levels Over the Last...

12 Wks. 26 Wks. S2 Wks.
731288 619127 324505
586952 622967 403815
144336 -3840 -79310

Mi (Currency+demand deposits)
MY (Mi +savin8s+small time deposits)

MON EY SU PPLY
(One~Week Period; in Billions, Seasonally Adjusted)

Recent Levels

3/23/09
1549.4
8336.5

3/30/09
1551 .1
8308.0

Change
1 .7

-28.5

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
-10.7% 8.2% 13.1%

7.3% 10.8% 9.1 %
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Selected Yields
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Year
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Ago
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Year
Ago
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TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/p1 )
3-rnonth LIBOR
Bank CDs

0.50
0.00-0.25

3.25
0.33
1.14

0.50
0.00-0.25

3.25
0.65
1 .40

2.50
2.25
5.25
2.63
2.72

3.40
2.79
2.79
3.15

4.30
3.95
3.75
4.26

4.52
4.89
4.58
4.67

0.83
1 .04
2.05
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1.41
2.38

1.76
1.79
2.87

7.85
6.27
6.20
7.63

7.56
6,26
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6.72
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6.14
6.28

0.18
0.37
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1 .83
2.86
1 .53
3.67
3.67

0.09
0.28
0.41
1 .66
2.49
2.44
3.04
2.87

1 .30
1 .50
1 .68
2.60
3.48
1 .07
4.32
4.43

2.90
3.21
1 .46
3.35

2.93
3.20
1 .26
3.29

3.56
4.01
1 .35
4.51

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
CNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Util i ty A
Financial A
Financial Adjustable A

6.35
7.80
5.48

6.1 1
7.28
5.48

6.06
6.60
5.48

TAX-EXEMPT

5.24
6.00

4.90
5.18

Bond Buyer Indexes
20-Bond Index (COS)
25-Bond Index (Revs)
General Obligation Bonds (GOs)
1-year Ala
1-year A
5-year Ala
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
Revenue Bonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0 . 4 7
1 .20
2 . 0 3
3 . 4 5
3 . 2 0
4 . 7 5
4 , 7 7
6 . 2 5

0 . 85
0 . 95
2 . 4 8
2 . 7 7
3 . 53
4 . 0 3
5 . 0 4
6 . 0 4

1 .55
1 .70
2 , 9 4
3 . 05
3 . 7 0
3 . 9 0
4 . 7 8
4 . 9 8

6.30
6.40
6.70
6.65
6.45

6.10
6.25
6.55
6.50
6.25

5.05
5.05
5.35
5.30
5.10

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Per iod; in Mi l l ions, Not 5ea5onal ly  Adjusted)

Recent Levels

3/11/09
621568
630177

-8609

3/25/09
771276
604849
166427

Change
149708
-25328
175036

Average levels Over the Last...

12 Wks. 26 Wks. 52 Wks.
730382 566553 294869
591508 599533 385679
138874 -32980 -90810

Change

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
_11.2% 10.8% t 3.3%
10.1% 12.8% 9.9%

MI (Currency+demand deposits)
MY (MI +savings+small time deposits

MONEY SUPPLY
(One-Week Period; in Bi l l ions, Seasonal ly  Adjusted)

Recent Levels

3/23/09 3/16/09
1551 .1 1564.0
8372.3 8375.2

-129
-2.9
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Selected Yields
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Year
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TAXABLE
Market Rates
Discount Rate
Federal Funds
Prime Rate
30-day CP (A1/P1 )
3-month LIBOR
Bank CDs
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0.00-0.25

3.25
0.44
1 .18
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0.00-0.25

3.25
0.06
1 .44

2.50
2.25
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4.81
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4.67
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1 .04
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1.43
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1.78
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7.49
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7.08
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6.30
6.07
6.16
6.25

0.20
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0.54
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2.65
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3.50
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1 .44
2.05
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2.56
2.42
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1 .55
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2.74
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4,41
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2.78
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1.35
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2.95
1 .17
3.09

3.63
3.99
1 .37
4.43

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Cold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

6,74
9.90
5.48

6.00
7,89
5.48

6.16
6.74
5.48

TAX-EXEMPT

5.00
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Bond Buyer Indexes
20-Bond Index (GOs)
25-Borld Index (Revs)
Ceneral Obligation Bonds (GOs)
1-year Ala
1-year A
5-year Aaa
5-year A
10-year Aaa
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25/30-year Aaa
25/30-year A
RevenueBonds(Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Ala

0.50
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2.08
2.33
3.20
3.73
4.79
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5.17
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1.70
3.00
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5.80
5.85
6.15
6.20
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6.15
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6.50
6.55
6.25

5.20
5.25
5.35
5.40
5.25

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two»Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

3/11/09
621518
630177

-8659

3/25/09
771194
604849
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Change
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-25328
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Average LevelsOver the Last...

to Wks. 26 Wks. 52 Wks.
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591508 599533 385679
138856 -32990 -90815

Mt (Currency+demand deposits)
M2 (MI +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonaily Adjusted)

Recent levels

3/9/09
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8342.9

3/16/09
1565.6
8376.2

Change
-11.5
33.3

Growth Rates Over the Last...
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Discount Rate
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0.00-0.25
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0.51
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2.50
2.25
5.25
2.83
2.67

3.48
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4.38
4.16
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7.08
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7.07

6.06
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6.03
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3.77
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0.23
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1.50
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2.63
2.67
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1.46
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2.80
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1.22
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3.47
3.88
1 .28
4.44

6-month
1-year
5-year
U.S. Treasury Securities
3-month
6-month
1-year
5-year
10-year
10-year (inflation-protected)
30-year
30-year Zero

Mortgage-Backed Securities
GNMA 6.5%
FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM
Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada
Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A
Financial Adjustable A

Fm
9.42
5.47

6.25
11.45
5.47

6.02
6.75
5.47

TAX-EXEMPT

4.98
5.81

5.46
6.22

4.88
5.17

Bond Buyer Indexes
20-Bond Index (GOs)
25-Bond Index (Revs)
General Obligation Bonds(GOs)
1-year Aaa
1-year A
5-year Ala
5-year A
10-year Aaa
10-year A
25/30-year Aaa
25/30-year A
RevenueBonds (Revs) (25/30-Year)
Education AA
Electric AA
Housing AA
Hospital AA
Toll Road Aaa

0.50
0.60
2. t5
2.45
3.24
3.74
4,85
5.85

0.85
0.95
2.57
2.87
3.70
4.20
5.17
6.15

1 .70
1 .85
2.85
2.95
3.74
3.94
4.95
5.15

5.90
6.00
6.30
6.25
6.05

6.15
6.20
6.50
6.55
6.25

5.20
5.20
5.50
5.45
5.20

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)

Recent Levels

2/25/09
673434
588910
84524

3/11/09
621518
630177

-8659

Change
-51916
41267
-93183

Average LevelsOver the Last...

12 Wks. 26 Wks. 52 Wks.
730828 51 1 620 266354
601461 568436 365508
129367 -56816 -99154

Growth

MI (Currency+demand deposits)
MY (ml +savings+small time deposits)

MONEY SUPPLY
(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

3/2/09
1561 .3
8303.3

3/9/09
1577_1
8343.1

Change
15.8
39.8

3 Mos.
-0.2%
12.8%

Rates Over the Last...

6 Mos. 12 Mos.
24.5% 14.5%
17.8% 10.1 %

©2009, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties 0f any kind. THE PUBLISHER |
IS NOT RESPONSIBLE FOR ANY ERRORS OH 0MlSSlONS HEREIN. This publication is strictly for subscriber's own, n0n-commercid, internal use. No part of ii may be reproduced,
resold, stored or transmitted in any printed, electronic or other form, or used tor generating or marketing any printed or electronic publication, service or product. l
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1 INTRODUCTION

2

3

4

5

Please state your name, occupation, and business address.

My name is William A. Rigsby. I am a Public Utilities Analyst V employed

b y  t h e Residential Ut i l i ty Consumer Of f ice, located at 1110 W .

Washington, Suite 220, Phoenix, Arizona 85007.

6

7

8

9

10

Please state the purpose of your surrebuttal testimony.

The purpose of my surrebuttal testimony is to respond to UNSG's rebuttal

testimony on RUCO's recommended rate of  return on invested capital

(which includes RUCO's recommended cost of debt and cost of common

11

12

equity) for the Company's natural gas distribution operations located in

northern Arizona and Santa Cruz County.

13

14 Have you filed any prior testimony in this case on behalf of RUCK?

15 Yes. On June 8, 2009, l f i led direct testimony with the Acc. My direct

16

17

testimony addressed the cost of capital issues that were raised in UNSG's

Application that was filed on November 7, 2008.

18

19

20

21

22

23

How is your surrebuttal testimony organized?

My surrebuttal testimony contains four parts: the introduction that l have

just presented, a summary of UNSG's rebuttal testimony, a comparison of

the cost of  capital recommendations being made by the parties to the

case, and a section on the cost of equity capital.

A.

Q.

A.

Q.

Q.

A.

A.

Q.

1



Surrebuttal Testimony of William A. Rigsby
UNS Gas, Inc.
Docket No. G-04204A-08-0571

1

2

Will you address the FVROR issues associated with the case?

No. RUC() consultant Ralph Smith will discuss the FVROR aspects of the

3 case.

4

5 SUMMARY OF UNSG GAS, INC.'S REBUTTAL TESTIMONY

6 Have you reviewed UNSG'S rebuttal testimony?

7 Yes. I have reviewed the rebuttal testimonies of  Company witnesses

8 David G. Hutchins and Kenton C. Grant,  which were f i led on July 8,

9 2009.

10

11

12

13

14

Please summarize Mr. Hutchens's rebuttal testimony.

Mr. Hutchens' rebuttal testimony addresses all o f  t h e po in ts  o f

disagreement that the Company has with ACC Staff and RUCO. in regard

to cost  o f  capita l ,  Mr.  Hutchens expresses h is d isp leasure with  the

FVROR recommendations of ACC Staff and RUCO.15

16

17

18

19

20

21

22

Please summarize Mr. Grant's rebuttal testimony.

Mr. Grant's rebuttal testimony expresses his belief that the cost of equity

recommendation presented in my direct testimony is too low and criticizes

my decision to average the results of my single stage DCF model with the

results of my CAPM models (which used both an arithmetic and geometric

mean to arrive at the market risk premium component).

23

Q.

A.

Q.

A.

A.

Q.

A.

Q.

2
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1 COMPARISON OF RECOMMENDATIONS

2

3

4

Are the parties to the case in agreement on the issue of capital structure?

Yes, the parties to the case are in agreement on the issue of capital

Both ACC Staff and RUCO are recommending that thestructure.

5

6

Commission adopt the Company-proposed capital structure comprised of

50.01 percent long-term debt and 49.99 percent common equity.

7

8

9

Are ACC Staff and RUCO also in agreement with the Company-proposed

6.49 percent cost of long-term debt?

10 Yes. ACC Staff witness David C. Parcel! and I have recommended that

11 the Commission adopt the Company-proposed 6.49 percent cost of long-

12 term debt.

13

14 Are UNSG, ACC Staff and RUCO in agreement on a cost of equity capital

15

16

for the Company?

No. As is typical in utility rate cases there is substantial disagreement on

17 a cost of common equity.

18

19 Please summarize the costs of common equity and the OCROR's that are

20

21

22

being recommended by the parties to the case.

In regard to the cost of common equity, the parties to the case are

presently recommending the following estimates:

23

I

A.

Q.

A.

Q.

Q.

A.

A.

Q.

3



Surrebuttai Testimony of William A. Rigsby
UNS Gas, Inc.
Docket No. G-04204A-08-0571

1 UNSG 11.00%

2 ACC Staff 10.00%

3 Ruck 8.61%

4

5

6

7

8

9

As can be seen in the above comparison, the Company-proposed cost of

equity capital is 239 basis points higher than my recommended cost of

equity capital. The difference between my recommended cost of equity

and Mr. Parcels's recommended cost of equity is 139 basis points. The

OCR OR (i.e. the weighted cost of capital based on the costs of debt and

equity noted above) being recommended by the parties to the case are as

follows:10

11 UNSG 8.75%

12 ACC Staff 8.24%

13 RUCO 7.55%

14

15

16

As can be seen above, there is presently a 120 basis point difference

between the Company-proposed 8.75 percent OCRCJR (before any

FVROR adjustment) and RUCO's recommended weighted cost of capital

17 RUCO and ACC Staffs recommended CCROR are

18

of 7.55 percent.

within 69 basis points of each other.

19

20

21

What FVROR's are the parties to the case recommending?

The parties to the case are recommending the following FVROR's:

22

23

A.

Q.

4
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1 UNSG 6.80%

2 ACC Staff 6.03%

3 RUCO 5.38%

4

5

6

The above comparison shows a difference of 142 basis points between

the Company and RUCO's recommended FVROR's and a difference of 65

basis points between the ACC Staff and RUCO recommendations.

7

8 COST OF EQUITY CAPITAL

9 Has there been any recent activity in regard to interest rates?

10 Yes. On June 24, 2009, after a two-day meeting, the Federal Reserve

11

12

13 The Fed also announced that it will

14

15

16

17

18

chose not to enlarge its program to buy Treasury bonds to spur growth

and stated again that its key Federal Funds interest rate will remain near

zero "for an extended period."

proceed with its previously announced plans to buy up to $300 billion in

long-term U.S. Treasury bonds by autumn and up to $1.25 trillion in

mortgage-backed securities by year's end. The Fed further stated that it

would "continue to evaluate the timing and overall amounts" of the

purchases of the aforementioned financial instruments.1

19

20

21

92

1 Reddy, Sudeep and Geoffrey T. Smith, "Fed on Holds as Slump Eases" The Wall Street
Journal, June 25, 2009

A.

Q.

5
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1 Has Value Line published an update on the natural gas utility industry

2

3

4

since you filed your direct testimony?

Yes. Value Line published its quarterly update on the natural gas utility

industry on June 12, 2009.

5

6 Q. Have you updated your recommended cost of common equity based on

more recent information on interest rates and the latest Value Line data on7

8

9

10

11

the natural gas utility industry?

Yes. Based on updated information I have obtained a cost of  equity

estimate that is approximately 30 basis points lower than the 8.61 percent

cost of equity that l recommended in my direct testimony filed on June 12,

12 2009.

13

14

15

16

17

Are you revising your recommended cost of equity capital based on your

updated results?

No. I believe that my original 8.61 percent estimate is still reasonable

given the current state of  interest rates and the current state of  the

18 economy.

19

20

21

22

23

Q.

A.

A.

Q.

A.

6
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1

2

Please address Mr. Grant's criticism that the 5-year Treasury rate that you

used as the risk free rate of return in your CAPM models is not reflective

3 of the "investment period" used by investors to value common stocks.

4

5

Mr. Grant has expressed the broad assumption that the "relevant" period

that the investment community relies on to value common stocks is "a very

6 long period." But the fact is that utilit ies typically f ile for rates within a

7

8

9

10

three to f ive-year period and the investment community is aware of that

fact and understands the ef fect of  rate case proceedings on earnings.

Information on rate case proceedings is available to investors through

SEC f i l ings,  investment research f i rms such as Value L ine,  and the

11 mainstream financial press. One only has to look at UNSG as proof  of

12 this. The Company's prior rates were established on November 8, 2007

13 and UNSG f iled for new rates almost one year later to the day for new

14 rates. Any investor who follows the Comparly's publicly traded parent

15

16

would be aware of the impact that the Company's actions would have on

future earnings and would base his or her investment decisions based on

that information.17

18

19 Q.

20

21

Can you  c i te  ano ther  reason  why you  be l ieve  the  5 -year  t reasury

instrument used in your CAPM analysis is appropriate?

Yes. Professional analysts at investment services such as Value Line and

22 Zacks Investment Research typically do not make projections beyond five

23 years. In fact, the Federal Energy Regulatory Commission ("FERC")

Q.

A.

A.

7
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1

2

3

places more emphasis on short-term projections (Le. one to five years) in

the multi-stage DCF mode! that Mr. Grant used to arrive at his 11.00

percent cost of equity recommendation.

4

5

6

7

8

9

Please explain how the FERC places more emphasis on short-term

projections in the multi-stage DCF model.

The multi-stage DCF model required by the FERC weighs short-term

estimates of growth, similar to the one to five-year projections that l relied

on to develop the "g" component in my single stage DCF model, by a

factor of two-thirds. The FERC's rationale is that short-term estimates of10

11 growth are more predictable and deserve more weight than long-term

12 estimates such as the equally-weighted long-term estimates of growth

13 used in the multi-stage DCF model that Mr. Grant has relied on. This is

14 explained in the following excerpt from the FERC's Cost-of-Service Rates

15 Manual (Attachment A):

16
17
18
19
20
21
22
23
24
25
26
27
28
29
EU

"Return on Equity or Cost of Equity: This is the pipeline's
actual profit, or return on its investment. The return on
equity is derived from a range of equity returns developed
using a Discounted Cash Flow (DCF) analysis of a proxy
group of publicly held natural gas companies. The two-stage
method projects different rates of growth in projected
dividend cash flows for each of the two stages, one stage
reflecting short-term growth estimates and the other long-
term growth estimates. These estimates are then weighted,
two-thirds for the short-term growth projection and one-third
on the long-term growth, and utilized in determining a range
of reasonable equity returns. Two-thirds is used for the
short-term growth rate on the theory that short-term growth
rates are more predictable, and thus deserve a higher
weighting than long-term growth rate projections. An equity

Q.

A.

8
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1 return is then selected within this zone based on an analysis
of the company's risk."2

3

4

5

6

7

8

9

Please explain why Mr. Grant's criticism regarding the use of a geometric

mean in a CAPM analysis is unfounded.

The information on both the geometric and arithmetic means, published by

Morningstar, is widely available to the investment community. For this

reason alone I believe that the use of both means in a CAPM analysis is

10

11

12

13

14

appropriate.

The best argument in favor of  the geometric mean is that it provides a

truer picture of the effects of compounding on the value of an investment

when return variability exists. This is particularly relevant in the case of

the return on the stock market, which has had its share of ups and downs

15 over the 1926 to 2007 observation period used in my CAPM analysis.

16

17 Can you provide an example to illustrate the difference between arithmetic

18 and geometric means?

19 Yes. The following example may help. Suppose you invest $100 and

20

21

22

realize a 20.0 percent return over the course of a year. So at the end of

year 1, your original $100 investment is now worth $120. Now Iet'e say

that over the course of a second year you are not as fortunate and the

23

24

value of your investment falls by 20.0 percent. As a result of  this, the

$120 value of your original $100 investment falls to $96. An arithmetic

Q.

A.

Q.

A.

9
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1

2

mean of the return on your investment over the two-year period is zero

percent calculated as follows:

3

4

5

6

( year 1 return + year 2 return ) + number of periods

l 20.0°/o + -20.0% ) + 2 :

(0.0% ) -:» 2 : 10.0%

7

8

9

The arithmetic mean calculated above would lead you to believe that you

didn't gain or lose anything over the two-year investment period and that

10 your original $100 investment is still worth $100. But in reality, your

11

12

original $100 investment is only worth $96. A geometric mean on the

other hand calculates a compound return of negative 2.02 percent as

13 follows:

14

15

16 1

17

18

( year 2 value + original value ll/numberofperiods - 1

< $96 + $100 11/2

( 0.96 1"2 - 1

( 0.9798 ) - 1 :

-0.0202 = -2.02%19

20

21

22

The geometric mean calculation illustrated above provides a truer picture

of  what happened to your original $100 over the two-year investment

23 period .

10

n m
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1

2

3

4

As can be seen in the preceding example, in a situation where return

variability exists, a geometric mean will always be lower than an arithmetic

mean, which probably explains why utility consultants typically put up a

strenuous argument against the use of a geometric mean.

5

6 Can you  c i te  any o ther  ev idence  tha t  supports  your  use  o f  bo th  a

7

8

9

10

11

geometric and an arithmetic mean?

Yes. In the third edition of their book, Valuation: Measuring and Managing

the Value of  Companies, authors Tom Copeland, Tim Koller and Jack

Murrin ("CKM") make the point that, while the arithmetic mean has been

regarded as be ing more forward looking in  determin ing market  r isk

12

13

premiums, a true market risk premium may lie somewhere between the

arithmetic and geometric averages published in Morningstar's SBBI

14 yearbook.

15

16 Please explain.

17 In order to believe that the results produced by the arithmetic mean are

18

19

appropriate, you have to believe that each return possibility included in the

calculation is an independent draw. However, research conducted by

20

21

CKM demonstrates that year-to-year returns are not independent and are

actually auto correlated (i.e. a relationship that exists between two or more

22 returns, such that when one return changes, the other, or others, also

23 change), meaning that the arithmetic mean has less credence. CKM also

Q.

A.

Q.

A.

11
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1 explains two other factors that would make the Morningstar arithmetic

2

3

4

5

6

7

8

mean too high. The first factor deals with the holding period. The

arithmetic mean depends on the length of the holding period and there is

no "law" that says that holding periods of one year are the "correct"

measure. When longer periods (e.g. 2 years, 3 years etc.) are observed,

the arithmetic mean drops about 100 basis points. The second factor

deals with a situation known as survivor bias. According to CKM, this is a

well-documented problem with the Morningstar historical return series in

9

10

that it only measures the returns of successful firms, that is, those firms

that ere listed on stock exchanges. The Morningstar historical return

11 series does not measure the failures, of which there are many. Therefore,

12

'13

14

15

the return expectations in the future are likely to be lower than the

Morningstar historical averages. After conducting their analysis, CKM

concluded that 4.00 percent to 5.50 percent is a reasonable forward

looking market risk premium. Adding the current 5-year Treasury yield of

16 2.23 percent to these two estimates indicates a cost of equity range of

17 6.23 percent to 7.73 percent. Taking into consideration the fact that

18 utilities generally exhibit less risk than industrials, a return in the low end

19 of this range would be reasonable.

20

21

In fact, my 8.61 percent cost of

common equity estimate is 88 basis points more than the high end of the

range exhibited above.

22

12
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1 Has the Commission authorized rates of return that were derived through

2 the use of both arithmetic and geometric means in prior decisions?

3 Yes.

4

5

6

7

8

9

10

11

12

13

14

Can you provide further support for the reasonableness of the market risk

premiums used in your CAPM models?

Yes. in his direct testimony in a prior Arizona Pubfic Service Company

("APS") rate case proceeding, RUCO consultant Stephen G. Hill makes

the argument for market risk premiums ranging from 4.0 percent to 6.0

percents (Attachment B). On page 46 of  h is APS test imony,  Mr.  Hi l l

supports h is argument for lower market  r isk premiums by ci t ing two

scholarly articles on the subject published by noted academics. in the first

paper titled The Equity Premium, published in 2002, Eugene Fama and

Kenneth French take the posit ion that lbbotson Associates' historical

15 market risk premiums (now published by Morningstar) have overstated

16 investor expectations.

17

18

19

20

Can you cite any other sources that support Mr. Hill's views, in his APS

rate case testimony, that 4.0 percent to 6.0 percent is a reasonable market

risk premium on a forward-looking basis?

21 Yes. During the 39th annual Financial Forum of the Society of Utility and

22 Regulatory Financial Analysts, which was held at Georgetown University

2 Lines 25 through 29 of page 45, and lines 1 through 4 of page 46 of the direct testimony of
RUCO consultant Stephen G. Hill, Docket No. E-01345A-05-0816 et at.

Q.

A.

A.

Q.

Q.

A.

13
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1

2

3

4

5

6

7

8

9

10

in Washington D.C. on April 19 and 20, 2007, I had the opportunity to hear

the views of Aswan Damodaran, Ph. D. and Felicia C. Marston, Pp. D.,

professors of finance from New York University and the University of

Virginia respectively, who have conducted empirical research on this

subject. Dr. Damodaran and Dr. Marston advocated 4.0 to 5.5 percent

estimates during a panel discussion that provided both professors with the

opportunity to explain their research on the equity risk premium and to

answer questions from other financial analysts in attendance. Each of the

panelists stated that they believed that a reasonable market risk premium

fell between 4.0 percent and 5.0 percent when asked to provide estimates

11 based on their research.

12

13

14

What would your CAPM results be if the market risk premiums of 4.0

percent to 6.0 percent, advocated by Mr. Hill, were used in your CAPM

15 model?

16

17

18

19

20

Using an updated 2.23 percent yield on a 5-year Treasury instrument (rf),

an updated beta of 0.67 (published in the recent Value Line natural gas

utility industry update), and the market risk premiums (rm - ff of 4.0

percent to 6.0 percent, advocated by Mr. Hil l , in my CAPM model

produces the following results:

21

22

23

Q.

A.

14
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1

2

Using a 4.0% Market Risk Premium

3

4

k = rf+[f3(rm-rf)]

k = 2.23% +[0.67(4.0%)]

k = 2.23% +2.68%

5 k =

6

7 Usinq a 6.0% Market Risk Premium

k = l'f+ [l3(Ilm-ff)]

k = 2.23% + [0.e7 (6.0%) ]

2.23% + 4.02%k

8

9

1 0

1 1 k  = 6.25%

12

13

14

15

16

These results are lower than the 5.26 percent and 6.39 percent estimates

that I used to calculate my recommended 8.61 percent cost of common

equity. When the market risk premium information noted above is taken

into consideration, it is clear that Mr. Grant's market risk premium inputs,

17 as opposed to mine, appear to be out of line.

to

19

20

Do you have any data that supports a 4.00 percent equity risk premium

during the market crises which unfolded in September of 2008?

21 Yes. In September 2008 Dr.  Damodaran, who I noted earl ier in  my

22 testimony, presented a paper titled Equitv Risk Premium (ERP):

23 Determinants, Estimation and Implications, which contained an October

24 update that presented data on the swings in implied equity risk premium

Q.

A.

4 10

15
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1

2

3

4

5

that occurred between September 12, 2008 and October 16, 2008. During

that time frame, implied equity risk premiums ranged from 4.20 percent to

6.39 percent. The 5.30 percent mean average of that range is 65 basis

points lower than the 5.95 percent average of  my market risk premium

using both geometric and arithmetic means.

6

7

8

9

Please respond to Mr. Grant's statement that he is "shocked" that you

would give weight to the low numbers produced by your CAPM analysis.

l see no reason to be shocked when one considers the current state of

10

11

12

lower in terest  ra tes on low r isk investments such as U.S.  Treasury

instruments and various bank certif icates of deposit (Attachment C). The

results o f  my CAPM analyses (using both ar i thmet ic and geometr ic

13 means) are simply reflecting this situation. From the perspective that

14

15

16

public util it ies have tradit ionally been viewed as safe investments, all

things being equal it is not reasonable to believe that their costs of equity

capital should be in the 11.00 percent level advocated by Mr. Grant.

17

18

19

20

Please address Mr. Grant's argument that common shareholders bear a

higher risk than bond holders and expect a higher return than the yields of

utility debt instruments.

21

22

23

I do not disagree with Mr. Grant on this point. The question is how much

more of a risk premium is merited for a low risk regulated monopoly such

as UNSG. My recommended 8.61 percent cost of common equity capital

Q.

A.

Q.

A.

16
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1 is 220 basis points higher than UNSG's 6.49 percent cost of debt. It is

2

3

also 176 basis points higher than the recent 6.85 percent yield on

Baa/BBB-rated utility bond and 290 basis points higher than the recent

4 5.71 percent yield on an A-rated utility bond. The yields of both of the

5

6

aforementioned utility bonds have been in decline since I filed my direct

testimony on June 12, 2009.

7

8

9

10

11

12

13

14

How do the current yields on Baa/BBB and A-rated utility bonds compare

to the yields displayed in Mr. Grant's rebuttal testimony Exhibit KCG-15?

Mr. Grant's Exhibit KCG-15 displays Baa-rated and A-rated yields of 8.00

percent and 6.50 percent respectively. However these yields were

published in March of 2009. Since then they have declined by 115 and 79

basis points respectively. It would appear that utility bonds are moving in

the same downward direction as the yields of other financial instruments.

15

16

17

18

Has Mr. Grant made any updates to the inputs of his models that were

used to derive his recommended cost of common equity?

No. Mr. Grant has made no attempt to revise the Company-proposed cost

to of equity capital by updating the inputs to his models.
I

20

21

22

Does your silence on any of the issues or positions addressed in the

rebuttal testimony of the Company's witnesses constitute acceptance?

23 No, it does not.

F

A.

Q.

A.

Q.

A.

Q.

17
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1 Does this conclude your surrebuttal testimony on UNSG?

2 Yes, it does.A.

Q.

18
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A-8, column 3, shows the cost of debt of Pipeline USA. of8.25%. The cost
of debt represents a return to Pqneline USA. 's bondholders. The debt return
dollarS appearing in Column 5 represents the cost to Pipeline USCA. to pay
tliéihterest on the debt to its bondholders. This debt return, or interest on
debt :Of $30, 723,000 as shown in column (5) is included in the Return
éoMboneht of the cost-of-service.

l!-1l |-ll -llllrln"lli U l cn n I u r-¢ -: 5 l_I l -
An In troductiggg 16

$159, 602,000, is equiiyfinanced. T71is means that the owners of Pipeline
USA. used their own jitnds to fnance this portion of tneir investment.

Pipeline USA. issues its own debt which is not guaranteed by its parent,
has its own bond rating and its capital structure is comparable to other
equity capitalzkations 'approved by the Commission. Therefore, Pipeline

.Meets the Commission's criteria for using its own capital siructurefor
setting its. rates.

Cost of Debt: This refers to the cost of long term debt incurred by the
pipeline to construct or expand the pipeline. For ongoing pipelines that
have been issuing debt, we use the actual imbedded cost of debt in the
capital structure. The actual imbedded cost of debt is the weighted
average of all the debt issued and the cost at which the debt was issued.
For new pipelines that have indicated that they would issue debt to
finance their investment, but have not yet actually issued the debt, we
compute the cost of debt based on a prob section, or recent historical debt
cost such as historical average Baa utility bonds (Moody's Bond
Survey), which is the most prevalent rating for utilities. We also use
Moody's to compute the cost of debt if we decide use of a hypothetical
capital structure is appropriate.

Return on Equity or Cost of Equity: This is the pipeline's actual
profit, or return on its investment. The return on equity is derived from
a range of equity returns developed using a Discounted Cash Flow



We have determined that a reasonable return on equity for Pipeline USA. is
l4Q 0.0%... This return was at the nigh end four range of equity returns
becau.s1ePzpeline USA. is a relatively new pzpelihe company with a high
debtcapitalization ratio. The equity portion of the return permitted to be
cdlleétéd in rates is $22,344,000 shown in column (5) ofA-8.

r\ll-ln:lll-rlll _IIII ll l III11:l_1

•

f l l l l l  l !l1-l pa! N IW I ll lllllll l | I 11- I IfHf04l.u,Q,£i0n 17

(DCF) analysis of a proxy group of publicly held natural gas
companies. The Commission currently uses a two-stage Discounted
Cash Flow (DCF) methodology. The two-stage method prob eats
different rates of growth in projected dividend cash flows for each of
the two stages, one stage reflecting short term growth estimates and the
other long term growth estimates. These estimates are then weighted,
two-thirds for the short-term growth projection and one-third on the
long-tenn growth, and utilized in determining a range of reasonable
equity returns. Two-thirds is used for the short-term growth rate on the
theory that short-term growth rates are more predictable, and thus
deserve a higher weighting than long term growth rate projections. An
equity return is then selected within this zone based on an analysis of
the company's risk. It is assumed, that most pipelines face risks that
would place them in the middle of the zone of reasonableness.
However, a case could be made depending on the facts of the specific
pipeline that the return on equity should be outside the zone. As an
example, a pipeline with a high debt capitalization ratio is usually
considered more risky and thus, a higher return on equity would be
expected.

Pretax Return. Pretax return is the amount earned by a pipeline before
income taxes and debt interest payments. Pretax return is often calculated for
pipelines and used to further settlement negotiations. Using a pretax return
figure can avoid the lengthy discussions and debates that surround the issues
of capitalization ratios and ROE calculations and analyses. Use of a pretax
return reduces these issues down to one number, a pretax percentage that can
easily be compared to other pipeline's pretax returns. The pretax return figure

in!
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Direct Testimony: S.G. Hill

1 Equation (3) states that the relevered beta equals the unlevered beta (BU) multiplied

times one plus the target debt-to-equity ratio (in this case APS's ratemaking capital

structure-50% equity/50% debt), again adjusted for taxes.

Schedule 12 shows that, the average capital structure of the sample group of

electric companies used to estimate the cost of equity capital in my direct testimony

consists of 45.13% common equity and 54.69% fixed-income capital. That capital

structure, adjusted to market levels by an average 1.69 market-to-book ratio and

accounting for a 35% tax rate, produces an average value for (1-t)D/E in Equation (2) of

0.53.

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

Schedule 12 shows further that the measured (average Value Line) beta

coefficient of the sample group of gas utility firms is 0.83, and the unlevered beta

coefficient of those firms (i.e., what the average beta would be if those firms were

financed entirely with common equity) is 0.54. When that beta is "relevered" using the

methodology described above to conform to APS's ratemaking capital structure, the

resulting average beta coefficient is 0.75, an decrease in beta of 0. 079 due to the sample

group's lower average equity capitalization ["measured" beta of 0.83 vs. "relevered" beta

of 0.75 l].

Finally, with the increase in beta determined, the CAPM can be used to estimate

the impact of that adjustment on the cost of capital. A review of the CAPM equation

(Equation (i) in Appendix D) indicates that the beta coefficient is multiplied by the

market risk premium (rm rf) as a step in the determination of the cost of capital.

Therefore, it is possible to measure die impact of an adjustment to beta by multiplying

the difference in the measured and relevered betas of the electric companies by the

market risk premium.

As I noted in my discussion of the CAPM analysis in Appendix D, the long-term

historical market risk premium provided by Ibbotson Associates' historical database is

5% to 6.6%. I also discuss the fact that the most recent research by Pama and French

regarding the market risk premium indicates that the Ibbotson historical risk premium

data overstate investor expectations, which are a return of 2.5% to 4.5% over the risk-free

45
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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

24

rate of interest.20 Ibbotson has also published a paper recently, which indicates that

investors can expect returns in the future of from 4% to 6% above the risk-tlree.21

Therefore, for purposes of this analysis, I will use a range of market risk premium from

4% to 6%.

As shown in Schedule 12, an decrease in the average beta coefficient of 0.079,

multiplied by a market risk premium ranging from 4% to 6%, indicates an decrease in the

cost of equity capital due to reduced leverage at APS of from 32 to 48 basis points (0.079

x 4%-6% = 0.317%-0.476%).

The mid-point of the cost of common equity for the electric utility sample group,

presented previously is 9.50%. Although the equity return decrement indicated is slightly

higher, recognizing the decrease in financial risk due to reduced leverage at APS, a cost

of equity of 9.25% for ratemaking purposes is reasonable. That represents a decrease in

the cost of equity for APS (with a 50% common equity ratio) of 25 basis points below the

mid-point of a reasonable range for electric utility operations, which are capitalized on

average with about 45% common equity,

It is important to emphasize here that if the Commission elects to utilize the

Company's requested 54.5% common equity ratio for ratesetting purposes, rather than

the 50% I recommend, the equity return decrement due to lower financial risk would

have to be greater than the 25 basis points I recommend. If a "target" capital common

equity ratio of 54.5% were substituted in Schedule 12, the "relevered" beta would be

0.72, rather than the 0.75 used in my analysis. Also the indicated reduction in the cost of

equity would range from 0.45% to 0.68%. Those data indicate that if this Commission

elects to set rates for APS using its requested capital structure, an equity return decrement

of 50 basis points would be reasonable.

26 Q. DOES THAT 9.25% EQUITY COST ESTIMATE INCLUDE AN INCREMENT FOR

20 Fame, E., French, K., "The Equity Premium," The Journal of  Finance, Vol.  LVII ,  No. 2,  Apri l  2002, pp .
637-659.
21 Ibbotson, R, Chen, P., "Long-Run Stock Returns: Part icipating in the Real Economy," F inanc ia l
Analysts Journal, January/February 2003, pp. 88-89.

25
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Equity Risk Premiums (ERP): Determinants, Estimation and

Implications

Equity risk premiums are a central component of every risk and return model in finance

and are a key input into estimating costs of equity and capital in both corporate finance

and valuation. Given dieir importance, it is surprising how haphazard the estimation of

equity risk premiums remains in practice. In the standard approach to estimating equity

risk premiums, historical returns are used, with the difference in annual returns on stocks

versus bonds over a long time period comprising the expected risk premium. We note the

limitations of this approach, even in markets like the United States, which have long

periods of historical data available, and its complete failure in emerging markets, where

the historical data tends to be limited and volatile. We look at two other approaches to

estimating equity risk premiums -- the survey approach, where investors and managers at

asked to assess the risk premium and the implied approach, where a forward-looking

estimate of the premium is estimated using either current equity prices or risk premiums

in non-equity markets. We close the paper by examining why different approaches yield

different values for the equity risk premium, and how to choose the "right" number to use

in analysis. (In an addendum, we also look at equity risk premiums during the rnaket

crisis, starting on September 12, 2008 through October 16, 2008.)
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This regression reinforces the view that equity risk premiums should not be

constants but should be linked to the level of interest rates, at the minimum, and perhaps

even to the slope of the yield curve. In September 2008, for instance, when the l0-year

treasury bond rate was 3.55% and the 6-month treasury bill rate was at 2.4%, the implied

equity risk premium would have been computed as follows:

Implied ERP = 1.93% + 0.371 (3.55%) - .111 (3.5'5% - 2..4%) : 3.12%

This would have been well below the observed implied equity risk premium of about

4.54% and the average implied equity risk premium of 4% between 1960 and 2008 .

While we have considered only interest rates in this analysis, it can be expanded

to include other fundamental variables including measures of overall economic growth

(such as expected growth in the GDP), exchange rates and even measures of risk

aversion.

Implied Equity Risk Premiums during a Market Crisis .- 9/15/08 to 10/16/08

When we use historical risk premiums, we are, in effect, assuming that equity risk

premiums do not change much over short periods and revert back over time to historical

averages. This assumption was viewed as reasonable for mature equity markets like the

United States, but was put under a severe test during the market crisis that unfolded with

the fall of Lehman Brothers on September 15, and the subsequent collapse of equity

markets, first in the US, and then globally .

Since implied equity risk premiums reflect the current level of the index, the 22

trading days between September 15, 2008, and October 16, 2008, offer us an

unprecedented opportunity to observe how much the price charged for risk can change

over short periods. In figure 7A, we depict the S&P 500 on one axis and Me implied

equity risk premium on the other. To estimate the latter, we used the level of the index

and the treasury bond rate at the end of each day and used the total dollar dividends and

buybacks over the trailing 12 months to compute the total yield. For example, the total

dollar dividends and buybacks on the index for the trailing 12 months of 52.58 resulted in

a dividend yield of 4.20% on September 12 (when the index closed at 1252) but jumped

to 4.97% on October 6, when the index closed at 1057.71

71 It is possible, and maybe even likely, that the banking crisis and resulting economic slowdown was
leading some companies to reassess policies on buybacks. Alcoa, for instance, announced that it was
terminating stock buybacks. However, other companies stepped up buybacks in response to lower stock
prices. If the total cash return was dropping, as the market was, the implied equity risk premiums should be
lower than the numbers that we have computed.
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Figure 7A: Implied Equity Risk Premium - 9/12- 10/1 G
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In a period of a month, the implied equity risk premium rose from 4.20% on September

12 to 6.39% at the close of trading of October 10. Even more disconcertingly, there were

wide swings in the equity risk premium within a day, in the last trading hour just on

October 10, the implied equity risk premium ranged from a high of 6.6% to a low of

6.1%.

There are two ways in which we can view this volatility. One the one side,

proponents of using historical averages (either of actual or implied premiums) will use

the day-to~day volatility in market risk premiums to argue for the stability of historical

averages. They are implicitly assuming that when the crisis passes, markets will return to

the status quo. On the other hand, there will be many who point to the unprecedented

jump in implied premiums over a four-week period and note the danger of sticldng with a

"fixed" premium. They will argue that there are sometimes structural shifts in markets,

i.e. big events that change market risk premiums for long periods, and that we should be

therefore modifying the risk premiums that we use in valuation as the market changes

around us .

There is one final point to be made about the changes in risk premiums during this

crisis. The volatility captured in figure 7A was not restricted to just the US equity

markets. Global equity markets gyrated with and sometimes more than the US, default

spreads widened considerably in corporate bond markets, commercial paper and LIBOR

3.00%
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rates soared while the 3-month treasury bill rate dropped close to zero and the implied

volatility in option markets rose to levels never seen before. Gold surged but other

commodities, such as oil and grains, dropped. Not only did we discover how intertwined

equity markets are around the globe but also how markets for all risky assets are tied

together. We will explicitly consider these linkages as we go through the rest of the

paper.

Extensions of lmplied Equity Risk Premium

•

e

The practice of backing out risk premiums from current prices and expected

cashflows is a flexible one. It can be expanded into emerging markets to provide

estimates of risk premiums that can replace the country risk premiums we developed in

the last section. Within an equity market, it can be used to compute implied equity risk

premiums for individual sectors or even classes of companies.

a. Other Equity Markers

The advantage of the implied premium approach is that it is market-driven and

current, and does not require any historical data. Thus, it can be used to estimate implied

equity premiums in any market, no matter how short its history, it is, however, bounded

by whether the model used for the valuation is the right one and the availability and

reliability of the inputs to that model. Earlier in this paper, we estimated country risk

premiums for Brazil, using default spreads and equity market volatile. To provide a

contrast, we estimated the implied equity risk premium for the Brazilian equity market in

September 2008, from Me following inputs .

The index (Bovespa) was trading at 48,345 on September 9, 2008, and the

dividend yield on the index over the previous 12 months was approximately 2%.

While stock buybacks represented negligible cash flows, we did compute the

FCFE for companies in .the index, and the aggregate FCFE yield across the

companies was 5.41%Q

Earnings in companies in the index are expected to grow 9% (in US dollar terms)

over the next 5 years, and 380% (set equal to the treasury bond rate) thereafter.

• The riskfree rate is the US 10-year treasury bond rate of 3.80% .

The time line of cash flows is shown below:
2,853 + 3,1092 + 3,389 + 3,6944 + 4,027 + 4,027(1.038) 5

(l+ r) (l+ r) ( l+ r) (l+ r) (l+ r) (r- .038)(I+ r)

These inputs yield a required return on equity of I0.78%, which when compared to the

treasury bond rate of 3.80% on that day results in an implied equity premium of 6.98%.

48,345
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Section 1: Efficiency Kansas Overview

1.1 Introduction
Beginning July 15, 2009, the Efficiency Kansas loan program was established by the Kansas
Corporation Commission (hereafter, "KCC") to facilitate energy conservation and efficiency
improvements in existing Kansas homes and small businesses. Operated by the State Energy
Office, a division of the KCC, Efficiency Kansas was funded with approximately $34 million in
federal economic stimulus dollars, which were authorized by the American Recovery and
Reinvestment Act of 2009 (ARRA).

The Efficiency Kansas loan program is a revolving loan program. In other words, as funds are
repaid, the loan fund will replenish and thus provide a long-term source of financing for cost-
effective energy conservation and efficiency improvements in buildings throughout the state.

To better accomplish the program objectives (detailed below), the State Energy Office is
partnering with Kansas utilities and banks to promote energy efficiency improvements in Kansas
homes and small businesses. To ensure cost-effectiveness, all structures will first undergo an
energy audit (see Section 2 for more details about energy audits and auditors) that results in a
customized energy conservation plan. Only those improvements for which projected energy
savings for the payback period exceed the project cost (see Appendix l for cost-effectiveness
calculations) will be approved for Efficiency Kansas financing, however, customers may have
the option to make upfront payments to "buy down" project costs to meet this requirement.

Future Updates

This manual may be updated or revised at any time (version number will be changed with each
update). Participants, Partner Utilities, and Partner Banks should refer to the Efficiency Kansas
website for the most current version.

Objectives

American Recovery and Reinvestment Act of 2009 (ARRA)

Efficiency Kansas meets the ARRA objectives of saving energy, reducing greenhouse gas
emissions, creating and/or retaining jobs, and increasing energy independence. By making it
easier for Kansas homeowners and businesses to make energy conservation and efficiency
improvements, Efficiency Kansas will reduce the state's energy consumption and emissions of
both regulated pollutants and carbon dioxide. By increasing demand for energy auditors and
building contractors, Efficiency Kansas will stimulate local economies in the short-term and
provide a long-tenn funding stream, the revolving loan fund, to ensure sustainable demand going
forward.

Energy Efficiency Goals of the KCC

The new loan program is closely aligned with the KCC's overall goals for energy efficiency
programs, as laid out in the final KCC order in Docket 08-GIMX-442-GIV (the "442 Docket"),
in that it (1) produces cost-effective, firm energy savings, (2) requires a comprehensive approach
based on sound building science principles, (3) works well with Midwest Energy's existing
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How$mart® program as well as similar meter-based programs that may be offered by other
utilities, and (4) allows for targeting of rental units.

Efficiency Kansas offers Kansans an affordable approach to making energy-saving
improvements in buildings statewide. By using local contractors, the program will stimulate
economic activity throughout the state. And by allowing the funds to recycle though the
revolving loan fund, the program provides the state with a long-term source of funding for smart
energy efficiency improvements to help reduce energy consumption and emissions of regulated
pollutants and carbon dioxide now and in the future.

Two Tracks

Eligible Kansans (see below) will have two ways to access the Efficiency Kansas financing for
energy conservation and efficiency retrofits in residential and small commercial/industrial
buildings: the "utility track" and the "bank track." The utility track is available to Kansans whose
electric and/or natural gas utility has elected to partner with Efficiency Kansas by offering a
program similar to the existing How$mart® program at Midwest Energy. The bank track is
available to all Kansans who wish to take out a low-interest loan directly through Partner Banks,
which are located throughout the state. (See Sections 3 and 4 for more details about the utility
and bank tracks, respectively.)

In some areas of the state, participants will have the option to use either the utility or the bank
track to access Efficiency Kansas financing, in other regions, the banking option may be the
only one available to eligible participants.

1.2 Eligibility Requirements
Efficiency Kansas has no income limits. All Kansas homeowners and owners of small businesses
(including landlords), regardless of their income, are eligible to participate in Efficiency Kansas
and may access financing for approved projects through either Partner Banks or Partner Utilities
(provided their electric or natural gas utility offers a program). Tenants whose utility offers a
meter-based program may also be eligible for financing.

Residential Structures

Owner-occupant
All Kansas homeowners may participate in the program, provided they meet the following
criteria:

1) they are deemed creditworthy by participating utilities or banks,
2) they are Kansas residents,
3) the home is in need of energy conservation and efficiency improvements (proposed

improvements must meet program guidelines), and
4) the home is located within the state of Kansas.

Rental units
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Owners of property used to operate small businesses (landlords) as well as occupants/operators
of small businesses (tenants) may participate in the program, provided they meet the following
eligibility criteria:

1) they are deemed creditworthy by participating utilities or banks,
2) they are Kansas residents,
3) both landlord and tenant are informed of respective obligations and agree to

participate,
4) the rental unit is in need of energy conservation and efficiency improvements

(proposed improvements must meet program guidelines), and
5) the rental unit is located within the state of Kansas.

Mobile homes

Owner-occupants, landlords, and tenants of mobile homes may participate in program, provided
the following conditions are met:

1) they are deemed creditworthy by participating utilities or banks,
2) they are Kansas residents,
3) if mobile home is a rental unit, both landlord and tenant are informed of respective

obligations and agree to participate,
4) the mobile home is on a permanent foundation or basement,
5) the mobile home has had all wheels removed,
6) the mobile home is in need of energy conservation and efficiency improvements

(proposed improvements must meet program guidelines),
7) the mobile home is located within the state of Kansas, and
8) the audit is performed by an energy auditor who has received Mobil Home

Certification from a qualified training institution.

Small Commercial and Industrial Structures

Owner-occupant

Any Kansas small business owners may participate in the program, as long as they meet the
following eligibility criteria:

1) they are deemed creditworthy by participating utilities or banks,
2) they are Kansas residents (applies to business partners),
3) the structure uses residential-sized heating and air conditioning equipment,
4) their small business or commercial structure is in need of energy conservation and

efficiency improvements (proposed improvements must meet program guidelines),
and

5) the small business or commercial stnlcture is located within the state of Kansas.

Rental

Both owners of properly used to operate small businesses (landlords) and occupants/operators of
small businesses (tenants) may participate in the program, provided they meet the following
eligibility criteria:

1) they are deemed creditworthy by participating utilities or banks,
2) they are Kansas residents,
3) both the landlord and tenant are informed of respective obligations and agree to

participate,
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4) the structure uses residential-sized heating and air conditioning equipment,
5) the small business or commercial structure is in need of energy conservation and

efficiency improvements (proposed improvements must meet program guidelines),
and

6) the small business or commercial structure is located within the state of Kansas.

1.3 Amount and Term of Financing
Participants approved for Efficiency Kansas financing will receive 100% of the approved project
costs, up to the specified maximums. For both the utility and bank tracks, the maximum amount
of funding for approved improvements to residential structures is $20,000 (based on experience
with Midwest Energy's How$mart® program, we estimate the average residential project size
will be between $5,000 and $6,000). For small commercial and industrial structures, the
maximum amount of funding for approved projects is $30,000, regardless of whether the
financing is obtained through Partner Banks or Partner Utilities.

The maximum term of all financed energy efficiency projects is 15 years, regardless of customer
type or track followed to access Efficiency Kansas.
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Section 2: Energy Auditors and Energy Audits

2.1 Auditor Requirements and Responsibilities

Auditor Training
All projects that are approved for Efficiency Kansas financing must be based on energy audits
that have been performed by Efficiency Kansas "qualified" auditors. "Qualified auditors" are
those who have met the criteria established by the State Energy Office and have requested that
they be included in the listing of qualified auditors. This list will be maintained by the State
Energy Office and be available on the Efficiency Kansas web site. All energy auditors on the
Efficiency Kansas qualified auditor list will have undergone training and been certified by one of
the qualified training institutions listed below.

Kansas Building Science Institute
200 Zeandale Road, PO Box 1264, Manhattan, KS 66505-1264 (877-537-2425)
Two training courses at the Kansas Building Science Institute are approved: (1)
Weatherization Inspection Training and (2) HERS (Home Energy Rating System) training,
combined with an additional two-day Combustion Analysis training.

Metropolitan Energy Center
3808 Paseo, Kansas City, MO 64109 (877-620-1803)
The Energy and Environmental Training Center (EETC) of Metropolitan Energy Center
offers the EETC Energy Auditor Certification.

Neosho County Community College
800 West 14th Street, Chanute, KS 66720-2639 (620-431-2820)
Neosho County Community College offers three types of training: (1) Fast-Track Energy
Auditor Certificate, (2) Semester Energy Auditor Certificate, and (3) Certificate in Energy
Management.

All auditors will be asked to indicate their service area, and the State Energy Office will include
this information in the online list of qualified auditors.

Auditors performing audits on mobile homes must be certified by receiving mobile home audit
training at a qualified institution.

Liability insurance

Qualified auditors are not required to hold liability insurance; however, the Efficiency Kansas
qualified auditor list will identify as bonded those auditors that show proof of liability insurance.

Software

Computer modeling is required for a qualified energy audit. Auditors will be required to use
either REM/Rate or REM/Design audit software.
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2.2 Energy Audit Specifications
The following section details the minimum requirements for an energy audit. Auditors should
review this section to ensure that all audits have met these requirements. Additional materials for
energy auditors can be found in Appendixes 2-9.

Customer interview

Prior to initiating the energy audit, auditors will interview customers to identify the customer's
priority comfort and health concerns and other questions. Auditors will use the interview to
explain the general audit process and procedures (including the technical processes), how
infonnation is gathered, and how that information will be used to create the Energy Conservation
Plan. Efficiency Kansas qualified auditors are expected to keep customers involved to the
greatest extent possible at all times. See sample questionnaire in Appendix 2.

Inspection

A thorough inspection is, obviously, essential to an accurate energy audit. Inspections performed
by Efficiency Kansas qualified energy auditors will include the following components (all of
which are detailed below):

•

•

•

•

•

•

•

•

Assessment of building envelope: Exterior observation and measurements,

Assessment of building envelope: Interior observation, measurement, and preparation,

Combustion testing (health and safety);

Assessment of mechanical systems,

Treatment of duct leakage;

Moisture control,

Unvented space heaters, and

Blower door / Air-tightness test.

Assessment of building envelope: Exterior observation and measurements.

The inspection of the building envelope will include the following:

l. Create plan view, illustrating the outline and dimensions of the structure. Many auditors
find it helpful to begin consistently at a given point (say, the northwest corner of a
structure) and measure in a particular direction (say, clockwise). Thus, all sides are
viewed in a given order, reducing potential for confusion and duplication. The "plan
view" drawing should indicate which way is North for easy reference.

2. Create elevation views, showing the overall shape and the location of doors, Windows,
and other features of each side or face of a structure. Effort should be made to produce an
illustration that is neat and provides a reasonably accurate representation of dwelling.
Photographs may be included as elevation views. Pictures must show all four sides of the
house and also clearly show any relevant items to be addressed in work specification
forms.

3. Measure doors and Windows and assess shading and solar exposure.

a. Door and window dimensions are written with the width first, then the height.
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b.

c.

d.

e.

Observation should be made during the measurement phase to determine whether
work will be applied to doors and Windows.

If no additional work will be applied on a given door or window, only rough opening
measurements are required.

If replacement or repair work requiring more detailed measurements is determined to
be necessary, detailed measurements should be taken

Define the degree to which Windows are shaded, thereby reducing the amount of
solar heat gain transmitted through them. Shade can be provided by blinds and
curtains on the inside of Windows, insect and solar screens on the outside, overhangs
and wing walls which are part of the building's shape and form, trees and shrubs
which may seasonally lose and gain foliage, and nearby buildings and land forms.

4. Cheek side wall construction and insulation factors.

a. Check to determine the feasibility of installing additional sidewall insulation.

b. Document the type of siding, insulation, approximate R-value, and type of
construction. Siding condition should also be noted.

c. Siding removal should be included as an option in insulation bid packages.

d. The existence of various types of replacement siding (i.e., steel, aluminum, vinyl, and
asbestos-cement) will not necessarily constitute a justification to omit sidewall
insulation unless extenuating circumstances exist and are documented. All types of
installation should be considered including an interior installation using crown mold
and chair rail to cover holes.

e.

f.

g.

h.

i.

j.

k.

1.

The presence of sidewall insulation will not necessarily constitute a justification to
omit sidewall insulation, unless extenuating circumstances exist and are documented

Auditors should complete their own sidewall tests, such as drilling test holes to
determine whether sidewalls are insulated.

It is important when conducting blower door tests to know whether or not sidewalls
are insulated. Sidewall testing should not be conducted by insulation contractors.

Test holes should be drilled in the same siding run used to add insulation. In some
situations, it is possible to observe wall insulation by removing outlet and switch
plates, or by drilling through interior walls in closets or behind cabinets.

Uninsulated wall cavities on exterior walls shall receive blown cellulose insulation (if
audit approved), unless circumstances make it impossible to install insulation. The
presence of pre-existing insulation is not necessarily a reason to not insulate.

Dense-packed, tube-filled insulating technique is the preferred method and should be
included as an option in all insulation bid packages.

The dense-packed method must be employed unless the wall condition prohibits its
use.

It is the auditor's responsibility to determine whether or not the walls are in a
condition that allows for the dense-packed insulation method.

m. If the dense-packed method is not used, the inspection report must document the
reason.

The State Energy Office will approve payment for insulation of only those sidewall
areas that actually receive insulation.

n.
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0.

p.

q.

r.

All sidewall insulation bids will specify insulation of "net" wall area. Any payment to
contractors for insulation of "gross" wall areas (doors, Windows, etc., that cannot be
insulated) is not allowed.

Document air sealing that can be done at utility bypasses, vents, and other
penetrations that allow air leakage that is inaccessible from the interior

Examples might include the sill plate, band joist area in homes with very low
crawlspaces, cracks or holes in foundations, and crawlspaces or foundation entry
hatches.

Pre-blower door air sealing measures which can be accomplished only from the
exterior of the dwelling should be noted during this phase.

5. Exterior observation of roof eondition.

a. Determine ii and where, roof leakage problems may exist.

b. Roof leaks may be sealed to protect the integrity of the structure.

c. Roof leaks may be sealed to protect attic insulation.

6. Assess water-sheddingfunetions of the dwelling.

a. Site drainage problems which cause moisture to enter the structure and may
compromise the integrity of the structure and/or foundation can be addressed as
repairs to protect the structure against moisture damage and related health and safety
problems.

b. A drainage swale could be cut to cause water to drain around the structure, or fill dirt
could be added to cause water to drain from the structure.

c.

d.

e.

Other water-shedding or site drainage problems that are specific to the structure
should be noted during this observation phase.

A failing guttering system may result in moisture damage to the dwelling and may be
addressed as repairs to protect the sidewall insulation.

Gutters may be cleaned, repaired, replaced or installed as protective measures to
prevent or repair water damage that could affect the performance of installed
measures.

Assessment of building envelope: Interior observation, measurement, and preparation

The inspection of the building interior will include the following:

1. Inspect attic insulation.

a. Ur-insulated or partially insulated attics shall be insulated to R-30 or R-38, according
to the cost effectiveness as determined by audit analysis (SIR of at least 1.0).

b. If no attic access exists, and it is not possible to obtain access through an exterior
vent, then an attic hatch or access vent shall be installed. Blower-door-guided air-
sealing work cannot be conducted properly without investigation of air leakage in the
attic.

c. "Access hatches" can be pre-fabricated using l 10 lumber for the sidewalls (to act
as an insulation dam), l x 4 lumber for ceiling trim, and a piece of %-inch plywood
for the door. The pre-fabricated units can be sized to fit standard rafter widths of 16
inch and 24 inch on center.

X
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d.

e.

f.

If there is no hatch cover in place, then a temporary hatch cover shall be installed to
complete blower-door testing.

Attic and crawlspace hatches in conditioned areas shall be weather-stripped to
prevent air leakage, insulated to at least R-19, and shall remain operable after the job
is completed.

Access hatches to knee-wall areas are subject to the same requirements. If no access
to the knee-wall area(s) exists, one shall be installed.

2.

a.

b.

c.

d.

e.

f_

g.

h.

Inspect wiring and heat sources in the attic.

If knob-and-tube wiring (KTW) is present and attic insulation will be installed,
auditors should test the wiring with a voltage detection device to determine whether
or not it is active.

KTW is not inherently dangerous, but it is an older type of wiring that was not
designed or installed with modem appliance loads in mind. Often, the KTW is a
lighter gauge wire than is recommended for modem applications. Thus, KTW is
potentially dangerous in situations where it can be overloaded, which may cause it to
overheat and cause a tire.

The National Electrical Code requires that insulation material should not cover KTW.
It is suggested, therefore, that insulation be "volleyed" under and around KTW or that
insulation dams be installed to prevent contact with KTW. Special care should be
taken to ensure that KTW splices remain visible and are not covered by insulation.

KTW must be protected by circuit breakers or S type fuses with an appropriate
amperage limit for the gauge of wire used (15 amp for #14 wire, and 20 amp for #12
wire). S type fuses are designed to prevent both the installation of higher amperage
fuses and the insertion of coins into the fuse holder for the purpose of circumventing
fused amperage limitations.

Insulation can not be installed if the above precautions are not taken. Permission must
be obtained from the owner to modify infuse box.

Insulation dams must be placed around any potential heat-producing sources,
including recessed lights, chimneys, flues, and open electrical boxes.

Unfaced fiberglass batting may be used as an insulation damming material, but a
three-inch air space must be maintained between any damming material and the heat
source. Unfaced fiberglass batting, or any other damming material, must not touch
the heat source.

Damming material must be sufficiently high to contain the specified depth of the
insulation material to be installed. Damming material also must be sufficiently strong
to ensure that the weight of the insulation product will not cause the damming
material to move or collapse against the heat source.

3. Inspect ceilings.

a. The stack effect in winter is perhaps the most constant and often the strongest driving
force moving conditioned air and moisture vapor from a dwelling. Holes or
penetrations in the upper plane of the interior envelope are, therefore, the most
important air leaks to seal in a structure.
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4. Inspect walls.

a. Holes or penetrations in interior walls, especially in balloon-tramed stnlctures, can
allow conditioned air to move from the structure through interconnected framing
conduits. Holes or penetrations that would allow insulation to blow into the living
space must be sealed prior to the installation of the insulation.

5. Inspect floors.

a. Floors between stories in many houses contain open floor joist areas that can act as
air passage conduits. Cantilevered areas-where an upper story juts over a lower
story or where a bay window extends beyond the wall plan-can allow major air
leakage. Many leaks through and between floors will be revealed by blower door
tests. Dense-packed insulation can be used as an effective air sealant at the ends of
floor joist cavities. Large, obvious penetrations should be repaired or temporarily
sealed prior to the blower door test.

6. Assess ventilation.

a. Attic ventilation shall be installed so that there is one square foot (net) of free vent
area in every 300 square feet of attic floor area, with approximately half of the vent
area located near the roof ridge and the remaining vent area located near the eaves.
However, the auditor must also take into account the leakiness of the attic and its
particular moisture- and heat-retention characteristics when determining the proper
amount and location of additional venting to recommend.

b. Many older houses were originally constructed with spaced boards and have wood
shakes or shingles that have a much higher natural ventilation rate than newer houses
with plywood sheathing. Therefore, such structures may require less or no additional

ventilation.

7. Inspect basement/erawlspace.

a. Auditors will look for signs of air leakage at penetration sites (including any
Windows and doors) and inspect the condition of rim joist insulation. Signs of

moisture infiltration should be noted in the Audit Report to the customer.

b. Infrared scans may be performed to confine areas of heat loss and gain.

c. The sill plate rim joist area in many homes is a major source of air infiltration. Stone
foundations often contain numerous holes and cracks, which are major sources of
infiltration. Cracks may be caulked, stuffed with backer rod or other packing
material and caulked, sealed with an expanding foam product, or sealed in other
ways that provide an effective and durable seal. Expanding foam products should be
used only in areas that do not receive direct sunlight, or should be coated to protect
them from such light (ultra-violet rays deteriorate the product and reduce its
effectiveness).

d. Batt or rigid-board insulation may be cut and placed neatly in the rim joist area if the
auditing software determines that the addition of bath insulation to the perimeter
would result in significant reduction of conductive heat loss. Rim joist insulation
may also be installed using spray applied cellulose material.

e. Basement grade entries, foundation entry doors, and crawlspace entry hatches should
be inspected to ensure that they provide an effective barrier to the penetration of
water and a durable air seal. Wood construction in contact with soil or near the grade
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f.

g.

h.

line should be of a treated nature. Foundation entry doors can be constructed of
treated, braced plywood or can be standard exterior entry doors.

A six-mil poly vapor barrier should be installed over all dirt crawlspace floors if
possible. The poly barrier can also help to make crawlspace inspection and repair
work more pleasant, and it will contain the evaporation of moisture from the soil into
the space above.

Crawlspace ventilation should be installed only if the site-specific situation precludes
the installation of an effective vapor barrier and if there is reason to believe that
ventilation is necessary to protect structural components tram moisture damage.

Recent tests indicate that installation of a vapor barrier alone reduces the emission of
moisture from dirt crawlspace floors sufficiently to protect the structure without
opening additional infiltration pathways.

Combustion testing (health and safety)

Auditors will perform combustion appliance zone (CAZ) analysis on combustion appliances in
the home. This will include looking for evidence of backdraft/spillage and any carbon monoxide
leaks in the home. Auditor's recommendations should take into account health and safety
precautions, to ensure safe operation of combustion appliances and that indoor air quality is
maintained at a safe level. This testing shall be performed during test-in and test-out procedures.

Mechanical systems

In addition to the specific requirements below, auditors should identify the age and condition,
make, model, serial number, and energy efficiency rating for all mechanical systems in the report
accompanying the energy audit. See Appendixes 3-6 for applicable forms to be completed and
submitted with the Audit Report,

1.

2.

3.

Heating and cooling: Auditors will check perfonnance of equipment, and ensure
equipment is operating as intended (e.g., auditors will check any drain and condensate
lines).

Water heater: Auditors will examine water heater for performance, temperature setting,
and signs of leakage. If furnace or boiler system is being recommended for replacement
and shares a flue system with the water heater that is not going to be replaced, note on the
DWH form that the water heater will be 'orphaned'.

Distribution systems: Auditors will check condition 0£ and indicate any repairs that may
be necessary for the following:

a. Air handlers and coils

b. Ductwork

c. Steam/hot water pipes (for boiler)

d. Mechanical ventilation (bath/garage exhaust fans)
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Duct leakage

If duct system runs through unconditioned space in the attic, an unconditioned crawl space or
basement, the ducting must be sealed and insulated. Auditors will follow the specifications listed
below:

1. Fiberglass mesh tape shall be installed under mastic where needed for reinforcement.

2. Approved caulks and mastics shall be used for duct sealing.

3. Duct insulation shall have a minimum R-value of 4

4. Return-air systems in CAZ area should have seams sealed to prevent possibly pulling
combustion gas by-products into the system and distributed through supply system.

Moisture control

Homes that have moisture problems such as leaky roofs or foundation problems, must have these
issues corrected prior to implementing the energy conservation plan recommendations.

Existing moisture problems in a house may result from mechanical ventilation not being either
installed or used by the customer/homeowner/tenant of the property. Mechanical ventilation
should be installed and customers should be advised of hazards associated with moisture when
doing daily water activities such as cooking or bathing. To help ensure that the moisture is
eliminated iron the home, the auditor should instinct the occupants about using ventilation fans
for thirty minutes following any water activity to eliminate moisture from the house and help
reduce the risk of creating a moisture damage problem in the structure. Mechanical ventilation
should be exhausted to gable, root or soffit vent, not merely into the attic.

Auditors need to ensure the minimum ventilation guidelines have been installed per ASHRAE
62-89.

Unvented space heaters

Buildings heated by unvented space heaters are considered unsafe and shall not have air sealing
or building tightness measures applied unless the heaters are removed from the premises, vented
to the outside, or replaced with an appropriate heating unit (see Unvented Heater Removal
Agreement, Appendix 4)

Blower door / Air-tightness test

Auditors will perform an air-tightness test using a blower door, a piece of equipment that allows
an auditor to pressurize a house to determine the tightness of the home's shell, and identify ways
to improve the home's shell. Auditors will take care to ensure health and safety regarding lead
paint or asbestos materials, making all efforts to cause no harm to customers. Auditors will
locate all areas of significant air infiltration/exfiltration including Windows, doors, duct chases,
etc., and report these to the customer. Auditors and contractors will ensure that minimum air
ventilation guidelines, as per ASHRAE 62-89, have been met during both test-in and test-out
procedures to provide for the proper amount of air changes per hour. Combustion appliance zone
testing should be performed at a level equal to or exceeding guidelines established by the
Building Performance Institute (BPI), Residential Energy Services Network (RESNET), and
other Department of Energy (DOE) funded research.
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All contractors and crew members will be responsible for complying with the EPA's Renovation
Repair and Painting (RRP) regulations as enforced by the Kansas Department of Health and
Environment. More information can be found at www.epa.gov/'lead/pL1bs/renovationhtm. Also
refer to EPA Final Rule [under the authority of 402 c 3 of the Toxic Substances Control Act
(TSCA)], and New Lead Based Paint Renovation, Repair and Painting Program requirements (40
CFR 745, Subpart E), issued April 22, 2008 (73 FR21692).

Inspecting mobile homes: Special considerations

Auditors inspecting mobile homes must have a special Mobile Home Certification. This training
can be obtained at an Efficiency Kansas qualified training institution (see web site for list of such
institutions: www.efficiencykansas.com).

Furnaces and ducting.-The interior observation process in mobile homes should start with a
visual inspection of the iilrnace ducting system, then move to the upper plane of the interior
envelope (i.e., the ceiling), and finally work through the main body of the house to the floor and
possible penetrations into or through the underbelly.

Several types of air leakage sites are common to the furnace ducting systems of mobile homes.
The boot that connects the duct to the floor of the trailer is often the site of major air leakage. In
many mobile homes, it is possible to lift a floor register and see into the underbelly, or see the
ground under the structure through holes in the duct boot and the underbelly.

In some older mobile homes, the ends of units of ducting have been compressed to connect them
to other units to form longer ducting runs. As a result, there are often air leaks at the top and
bottom of the duct where the two units of ducting join. In addition, the ends of ducting runs are
either poorly sealed or not sealed at all. In double-wide units, the duct that joins the two sides is
often loose or misaligned.

Leaks in the supply ducting of mobile homes allow conditioned air to be blown into the
underbelly or outside the house, when the furnace blower is functioning, significantly reducing
the efficiency of warm air delivery within the structure. When the furnace blower is not
functioning, the same leaks allow outside air to blow back into the structure. No air movement
within or through the ducting system should be observed when the blower fan is not operating.

Framing.-In the assembly process of most mobile homes, the roof structure is installed as a
complete unit after the Name, floor, and walls have been constructed. The completed roof section
is lifted into place with a crane and set upon the wall structure; this creates some potential for air
leakage at the roof/wall joint. Appropriate sealing material may be applied on both sides of the
trim piece at the roof/wall joint. However, sealing the joint between interior partition walls and
the ceiling should rarely be necessary.

Holes, cracks, and penetrations in the ceiling may constitute important air leaks

Walls and windows.-Holes or penetrations on the inside of exterior walls of mobile homes can
allow air to move from the structure through the corrugated exterior siding.
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In almost every case, some type of interior storm window will provide the most effective, and the
most cost effective, reduction of air infiltration through mobile home Windows. Recent research
on mobile homes has indicated that window replacements should be used only when repair
would be more expensive than replacement. Even for jalousie and awning Windows, money is
better spent on interior storm panels than on window replacement.

It is often possible (with client approval) to seal some primary Windows shut if they are not
normally used for ventilation.

Other Repairs.-Floors in mobile homes are often constructed of particle or wafer board.
Moisture generally causes this type of material to deteriorate rapidly. In mobile homes, plumbing
leaks and other types of moisture concentration are a common occurrence. Floor repairs may be
completed using treated lumber to provide some protection against future deterioration. Caution
should be used in the handling of treated material due to the toxic nature of the chemicals used in
the material.

Exterior doors that are misaligned due to settling of the unit may allow water leakage. It is not
uncommon to find floors around exterior doors deteriorated due to moisture damage.
Condensation on Windows, especially replacement type Windows without interior storms, can
cause deterioration of the walls and floors below the window. Plumbing leaks under kitchen and
bathroom cabinets, bathtubs, water heaters, washing machines, and refrigerators may also cause
floor deterioration.

Post-retrofit Audit

Auditors must perform a post-retrofit audit to ensure that all measures have been installed
properly as designed by the audit. The post-retrofit audit will include the following:

1. Examination of all components of the Energy Conservation Plan to ensure they were
installed properly.

2. Performance of a blower-door test, ensuring strict adherence to ASHRAE Standard 62-89
for minimum air change calculations.

3. Performance of combustion appliance zone testing should be at level equal to or
exceeding guidelines established by BPI, RESNET, and other DOE funded research.

Upon completion of the post-retrofit audit, auditors will sign and submit the Efficiency Kansas
Certificate of Project Completion to the customer, whose signature is also required for project to
be considered completed and financing approved by the State Energy Office.

Bids for Recommended Improvements

The auditor will provide the customer with a list of recommended improvements. Customers will
be responsible for soliciting bids for each of the recommended improvements as listed by the
auditor. Although customer are not required to take the lowest bid, the amount spent on the
improvement must meet the cost-effectiveness standards discussed in section 2.3. Customers will
receive final bids from contractors prior to submitting the proposal to the bank or utility and will
have them sign the Contractor Terms and Conditions form (Appendix 7).
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The invoiced amount(s) can be no more than the accepted bid(s) unless the contractor(s) gain
written approval from the customer to deviate from the original bid. Under no circumstances will
the State Energy Office finance more than the maximum amount approved in the Energy
Conservation Plan. Auditors are encouraged to write specifications in great detail, in order to
ensure that recommended improvements achieve the projected savings. Customers will ensure
that all selected contractors sign the required Davis-Bacon Acknowledgment (see Appendix 8).1

All contractors and crew members will be responsible for complying with the EPA's Renovation
Repair and Painting (RRP) regulations as enforced by the Kansas Department of Health and
Environment. More information can be found at w\vw.eDa.Qov/3ead/uubs/renovation.htm. Also
refer to EPA Final Rule [under the authority of 402 c 3 of the Toxic Substances Control Act
(TSCA)], and New Lead Based Paint Renovation, Repair and Painting Program requirements (40
CFR 745, Subpart E), issued April 22, 2008 (73 FR 21692).

\V\V\,V_@ 8_/0V eadl; u s ref ova ion. m

Project Financing

A Certificate of Project Completion (or its equivalent for meter-based utility programs) must be
signed by the customer before funds will be dispersed by the State Energy Office (see Appendix
9). In addition, invoices must be included from participating contractors that clearly indicate the
work completed including itemization of materials and labor where appropriate, serial and model
numbers of equipment installed, or anything else necessary for the State Energy Office to clearly
identify that the invoices are consistent with the Conservation Plan are required prior to the funds
being dispersed.

Davis-Bacon Act

Projects funded through the Efficiency Kansas revolving loan program may be subject to
requirements of the Davis-Bacon and Related Acts (DBRA). This may require contractors and
subcontractors performing energy efficiency improvements under the Efficiency Kansas
programs (whether accessed through utility or bank track) to pay workers the Davis Bacon
prevailing wage rate for the area. This rate is established by the United States Secretary of Labor
and is a requirement of all ARRA funds.

Each contractor's bid shall include the Davis-Bacon Acknowledgment form.2 The contactor shall
certify that all workers are (1) paid no less than the Davis-Bacon prevailing wage rate for the
area or (2) provide the reasons why the proposed project is not subject to Davis-Bacon
requirements.

2.3 Energy Audit Report Specifications
Another key piece of a Efficiency Kansas approved energy audit is the report that the auditor
prepares following the inspection. The Audit Report, which includes general information and the

1 The State Energy Office is awaiting further guidance from the Department of Energy on Davis Bacon
requirements.
2 The State Energy Office is awaiting further guidance from the Department of Energy and will provide this
Acknowledgment form at a later date.
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Energy Conservation Plan, provides both a detailed "diagnosis" and a "prescription" with
options for the customer to review.

Every Audit Report will be reviewed by the State Energy Office and recommended projects
approved before funds are released from the Efficiency Kansas loan fund.

Mandatory Audit Information and Submittals

Every Efficiency Kansas energy audit report must include the following specific infonnation:

l. Site Data Collection Forms (see sample in Appendix 3): This information should be
thorough and clearly indicate all measurements, notes, conditions, and computer data
inputs. It is necessary that this information be precisely detailed with infonnation that
would allow the re-creation of the entire audit at any future date.

2. Photos: Portrait elevation views of all sides of the building.

3. Mechanical Testing Forms (all appropriate forms are located in Appendix 5).

4. Unvented Space Heater Agreement (see Appendix 4).

5. Historical Fuel Consumption: Auditors will obtain 12 months of utility information for
each fuel source used in the structure and will provide customers with unit costs, average
use, and average costs (annual and monthly) for each fuel source.

6. Computerized Audit: Include software name and version number.

7. Energy Conservation Plan.

8. Building File Report from REM/Rate or REM/Design.

Auditors should provide customers with the appropriate number of the Contractor Terms and
Agreement Forms (see Appendix 7) when they present the energy conservation plan to the
customer. As discussed in Sections 3 and 4, it is the customer's responsibility to solicit bids
from contractors (these will be included in the information they provide to the utility or bank).

Energy Conservation Plan

The Audit Report will include an Energy Conservation Plan that will detail the recommended
improvements, These recommended improvements will be prioritized in terms of importance.

Necessary repairs to existing infrastructure

First and foremost, the Energy Conservation Plan will detail any "as-built" repairs needed to
ensure the health and safety of structure's occupants, examples include repairing faulty
equipment (faulty pilot lights on gas furnaces and/or water heaters), and improper sizing and
installation of combustion appliance vent piping.

Priority listing of energy conservation and efficiency improvements

These improvements and the priority in which they should be implemented shall be identified by
the analytical software utilized in preparation of the approved energy audits (see Section 2.1).
The following types of improvements may be included in Energy Conservation Plan:

l. Envelope improvements: e.g., installing additional insulation, sealing leaks.

2. Ductwork or air-handler improvements.
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3.

4.

5.

Cooling load reductions: e.g., solar shading/tinting, awnings.

Solar water heating systems (passive and/or active).

Replacement of heating and cooling (HVAC) equipment, note that no HVAC equipment
will be approved without first addressing problems with the envelope.

Priority listing may also include water conservation measures and/or renewable energy
generation, provided such improvements are cost effective and permanently attached to the
structure.

Mandatory minimums for equipment replacements

Projects that recommend replacement ofHVAC equipment must meet the minimum efficiency
standards and other requirements listed below.

1. Furnaces must have an AFUE of at least 92%.

2. Air Conditioners must have a minimum SEER of 14.

3. All equipment must be installed per the manufacturer's specifications.

4. All manuals and warrantees must be left with the customer.

Cost-effectiveness of recommended improvements

In order to qualify for financing through the Efficiency Kansas loan program, all improvements
must (1) have a Simple Payback within 15 years and (2) projected energy and dollar savings
must be realized within the "life-cycle" of the equipment, which can not exceed 15 years for the
purpose of calculating the Simple Payback. The life-cycle of equipment is defined by the
Database for Energy Efficient Resources (DEER) of the California Energy Commission
(available online at http1//www.ener,gv.ca.,qov/deer/). Measures that require more than 15 years
to provide a Simple Payback within 15 years may qualify for Efficiency Kansas financing if the
Customer is willing to buy down some of the project costs (make an upfront payment for the
additional costs) so that the total project will meet the 15-year Simple Payback (see Appendix l
for cost-effectiveness calculations).

Permanence of recommended improvements

In addition to the cost-effectiveness criteria outlined above, all improvements must be a
permanent fixture to the building in order to qualify for financing through the Efficiency Kansas
loan program.

Non-approved improvements

The Audit Report may contain items and recommendations that will not be approved by the State
Energy Office, but may be valuable for the customer. Such improvements include appliance
upgrades or other measures that are not permanently attached to the structure. Savings from these
items can not be included in the Simple Payback calculation.

Cost of each improvement

The final Energy Conservation Plan should include detailed and final costs for each
recommended improvement prior to submission to the utility or bank. The submission should
include bid sheets from contractors as verification of the costs identified in the Energy
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Conservation Plan. These costs are considered final, no requests for additional funds will be
approved in the event of cost overruns.

Projected savings

The Energy Conservation Plan should include a detailed calculation of projected savings, based
on actual historical usage, for each fuel source used. Calculations and assumptions should be
clearly identified. Auditor will analyze at least twelve (12) months of the most recent utility bill
information (electric, gas, propane, etc.) for the purpose of determining accurate savings
estimates. Savings and payback projections will be included for each measure individually, as
well as for the comprehensive package of improvements. Auditors shall complete and submit the
Energy Savings Report (Appendix 6).

Monthly costs (utility track only)

Auditors will calculate the monthly program charge that will be included on utility customer's
monthly bills (see Appendix l for more information on calculations). In order to qualify for
Efficiency Kansas financing, the repayment term can not exceed 15 years (180 months) and the
amount of the monthly charge can not be more than 90% of the projected average monthly
savings. In other words, the monthly charge for a project with projected average monthly savings
of $100 may not exceed $90. Note that the calculation of savings will be based on estimated
reductions in both electricity and natural gas usage, where applicable. The monthly charge will
also include a $2.00 monthly fee to cover State Energy Office administrative costs and may also
include an administrative fee for the Utility.

Health and safety considerations

Auditors will identify and list all combustion appliances and systems, the test performed, and any
repairs or replacements necessary to ensure the health and safety of building occupants.
Auditors and contractors will ensure that minimum air ventilation guidelines as per ASHRAE
62-89 have been met during both test-in and test-out procedures to provide for the proper amount
of air changes per hour. Combustion appliance zone testing should be performed at a level equal
to or exceeding guidelines established by BPI, RESNET, and other DOE funded research.
Auditors will recommend installation of carbon monoxide detector.

General Provisions

Audit expiration

Audits and Energy Conservation Plans shall expire one (1) year from the date of initial audit.
Customers who do not elect to move forward with a project during this time frame will be
required to have another audit, should they wish to access Efficiency Kansas financing through
either the bank or utility track.

Fuel switching (utility track only)

If the Energy Conservation Plan recommends improvements that necessitate a change in the type
of fuel currently used (for example, a gas furnace being replaced by an air-source heat pump),
the Audit Report must include the costs and projected energy savings for both the recommended
equipment and fuel, and costs and savings associated with updated equipment using the current
fuel source.
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Liability
Auditors must include the following language on all contracts, paperwork, and the Audit Report
provided to Customer: "The Kansas Corporation Commission does not endorse, approve, or
recommend any energy auditor, contractor or subcontractor associated with the Audit Report,
proposed energy efficiency improvements, or contract for energy efficiency improvements. No
guarantees or wan°anties, express or implied, are made by the KCC or the State Energy office
with respect to any audit report, estimated savings, proposal for improvements, contract for
improvements or any work or equipment included as part of the customer's energy efficiency
project funded through the Efficiency Kansas revolving loan program. It is recommended that
customers exercise due diligence in the selection of an energy auditor or contractor prior to
entering into any contract or agreement for energy efficiency improvements. Customers may
request references of an energy auditor or contractor and should always insist that any guarantees
and warranties represented by an energy auditor or contractor, either for workmanship or
equipment warranties, are provided in writing."

Contractor Requirements

As noted above, projects funded through the Efficiency Kansas revolving loan program may be
subject to requirements of the Davis-Bacon and Related Acts (DBRA). This may require
contractors and subcontractors performing energy efficiency improvements under the Efficiency
Kansas programs (whether accessed through utility or bank track) to pay workers the Davis
Bacon prevailing wage rate for the area. This rate is established by the United States Secretary of
Labor and is a requirement of all ARRAY-funded programs.

Each contractor's bid shall include the Davis-Bacon Acknowledgment form.3 The contactor
shall certify that all workers are (1) paid no less than the Davis-Bacon prevailing wage rate for
the area or (2) provide the reasons why the proposed project is not subject to Davis-Bacon
requirements.

Auditors should provide customers with the appropriate number of the Contractor Terms and
Conditions Forms (see Appendix 7) when they present the Energy Conservation Plan to the
customer. As discussed in Sections 3 and 4, it is the customer's responsibility to solicit bids from
contractors (these will be included in the information they provide to the utility or bank).

All contractors and crew members will be responsible for complying with the EPA's Renovation
Repair and Painting (RRP) regulations as enforced by the Kansas Department of Health and
Environment. More information can be found at www.epa.gov/lead/pubs/renovationhtm. Also
refer to EPA Final Rule [under the authority of402 c 3 of the Toxic Substances Control Act
(TSCA)], and New Lead Based Paint Renovation, Repair and Painting Program requirements (40
CFR 745, Subpart E), issued April 22, 2008 (73 FR21692).

3 The State Energy Office is awaiting further guidance from the Department of Energy and will provide this
Acknowledgment form at a later date.
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2.4 Monitoring by the State Energy Office
The State Energy Office will monitor projects on a continuing basis to ensure that Efficiency
Kansas Participants receive excellent service. This monitoring will include (1) the review of all
Energy Reports (including Energy Conservation Plans) prior to approving projects for financing
through the revolving loan fund, (2) the performance of random "performance" audits before or
after the project's completion; and (3) interviewing Participants to ensure their satisfaction and to
determine ways to improve customer service.

Should the State Energy Office find unsatisfactory work, incomplete audits, or other problems
causing customers to be unsatisfied, auditors and contractors may be barred from liurther
participation in the program.
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Section 3: Guidelines for Utility Track

As discussed in Section 1, Kansans can access the Efficiency Kansas loan program in one of two
ways-through Partner Utilities and Partner Banks. In the utility track (as with the bank track),
100% of the project cost will be financed through the Efficiency Kansas loan program, up to a
maximum of $20,000 for improvements in existing homes and $30,000 for improvements to
existing small commercial and industrial structures.

Utilities are considered Efficiency Kansas "Partner Utilities" if they offer programs that facilitate
energy conservation improvements in residential and small commercial/industrial that are
consistent with the KCC goals described in Section 1.1 and plan to either utilize Efficiency
Kansas financing or collect loan payment on utility bills for Partner Banks.

Programs offered by Partner Utilities are likely to vary, with some utilities offering full, meter-
based programs, similar to the existing How$mart® program at Midwest Energy, and others
offering a program that is not meter-based. In all instances, however, all projects receiving fiends
through Efficiency Kansas must be repaid in 15 years or less.

Utilities subject to the jurisdiction of the KCC may become Partner Utilities upon approval of the
Utility's program and associated tariffs by the Commission.

3.1 Utility Requirements and Responsibilities

Eligibility Screening

Utilities are responsible for establishing the eligibility of interested customers. To be eligible for
Efficiency Kansas financing, utility customers (1) must be current on their utility payments and
(2) must not have had their utility service disconnected in the 12 months prior to their application
for participation. Customers who do not have 12 months history with a utility will be asked to
provide payment history with previous utility. Customers on payment plans do not meet these
eligibility requirements.

Subject to approval from the KCC and State Energy Office, utilities may use additional
eligibility criteria.

Definition of residential and commercial customers

Residential customers are defined as all customers taking service under the utility's Kansas
residential tariff

Commercial customers must subscribe for service under one of the utility's applicable Kansas
commercial or industrial service tariffs and use residential-sized HVAC equipment in their
buildings.
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Rental properties

For rental properties, whether residential or commercial, the utility customer may be either the
landlord or the tenant. In either instance, the eligibility screening is the same as outlined above.
For rental properties, the utility will also be required to ensure that both the tenant and landlord
are informed and agree to participation in the meter-based program and ensure that all required
measures for disclosure and notice are met (see below for discussion of disclosure and
notification requirements).

Directing Customers to Energy Auditors

Utilities will direct eligible customers to the list of Efficiency Kansas qualified auditors (or to the
utility's qualified employee auditors). Customers will select an auditor from this list or utilize the
utility employee auditor to perfonn the required energy audit and develop the Energy
Conservation Plan.

"Qualified auditors" are those who have met the criteria established by the State Energy Office
and have requested that they be included in the listing of qualified auditors. This list will be
maintained by the State Energy Office and be available on the Efficiency Kansas web site. All
energy auditors on the Efficiency Kansas qualified auditor list will have undergone training and
been certified by one of the qualified training institutions (see Section 2. l).

Qualified energy auditors are not recommended, approved, or endorsed by the State Energy
Office or the Kansas Corporation Commission.

Facilitating Approval of Energy Conservation Plan (ECP) and Customer
Projects

Following the energy audit, customers will review the prioritized recommendations outlined in
the Energy Conservation Plan (ECP) and decide on the scope of the project. The utility will
receive the ECP from the customer and forward to the State Energy Office for review, the utility
will send the ECP's as they get them from the customers, rather than sending them in batches at
regular intervals.

Following the State Energy Office review, the utility will notify the customer of approval or
disapproval. Once the State Energy Office has approved a project, no adjustments can be made
in the project costs.

Upon approval of an ECP, the Utility will sign the necessary agreements with the customer.
These agreements will include requirements for the customer to disclose the meter-based
obligation to subsequent occupants of the residential or small commercial/industrial stnlcture.

Once all necessary agreements have been signed, the utility will inform customers that
contractors can begin work on approved projects. Utilities may work with customers to select
contractors. In all instances, the utility will be responsible for paying contractors (as detailed
below).
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Verifying Completion

After contractors have completed their work and the auditor has performed the required post-test,
the customer and auditor will provide the utility with a signed Certificate of Project Completion
(Appendix 10). The utility will sign the Certificate of Project Completion, indicating acceptance
of the auditor and customer's assurance, and send the certificate to the State Energy Office.
Utilities have the option to conduct an on-site inspection before signing the Certificate of Project
Completion.

Receiving Efficiency Kansas Funds from the KCC

Utilities will receive funds Hom the KCC based on a regular monthly payment schedule (they
will need to first complete Utility Contact Form, Appendix 10). Payment will be based upon the
project costs submitted to the KCC State Energy Office with the Energy Conservation Plan. See
detailed discussion of repayment of funds to the KCC below.

Paying Contractors

Upon receipt of funds from the State Energy Office, the utility will promptly pay all contractors
for completed work.

Placing Charge on Bill

After paying the contractors for all approved project costs, the utility will place the program
charge on the customer bill. The customer will be notified of this chargeprior to the utility
submitting the Energy Conservation Plan to the State Energy Office, as required in the Energy
Audit Specifications (see Section 2.2 of this manual).

Term of the obligation

The maximum term of the meter-based obligation cannot exceed 15 years (180 bill payments) .
Utilities and customers may choose a shorter repayment period, provided all other requirements
are met.

Program charge as a percentage of projected savings

In calculating the program charge, the utility will assume that all savings are annualized,
resulting in a level (or average) monthly repayment. Under no circumstances will the program
charge exceed 90% of the estimated total savings from all fuel sources (see discussion of
administrative fees below). Although the utility offering the program may only provide one fuel
type (e.g., natural gas and electricity), the calculation of projected savings will include all
savings from all fuels.

Utility administrative fees

Utilities will be allowed to charge administrative fees to cover the costs of administering their
program. Regulated utilities must have their administrative fees included in the tariff for the
program, which is approved by the Kansas Corporation Commission. Non-regulated utilities
must submit their proposals for administrative fees, including estimated costs to operate the
program, to the State Energy Office.
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Before customers agree to move forward with the project (and agree to repaying project costs as
part of their monthly utility bill), they must be informed by the utility that the monthly program
charge will include the State Energy Office and utility administrative fees.

The State Energy Office reserves the right to examine the administrative fees charged by
regulated and non-regulated utilities participating in the Efficiency Kansas program.

State Energy Office administrative fees

The program charge will include a $2.00 administrative fee that will be collected by the utilities
and paid to the State Energy Office. The customer must be informed of the State Energy Office
administrative feeprior to the customer agreeing to the project. The program charge, including
the administrative fees of the utility and State Energy Office, cannot exceed 90% of the expected
savings.

Level payment plan option

Customers may elect to enter into a level, or average, payment agreement with the utility.
Customers who elect not to have a level payment plan should understand that their actual savings
may vary monthly and seasonally. The program charge will be a level payment, regardless of
when actual savings are achieved.

Payment-in-full option

Utilities are required to offer customers the option to pay in full any remaining balance, at any
time during the repayment term. There will be no penalty or extra charge for customers who
choose to repay the obligation in full.

If a customer sells or transfers ownership of property subject to meter-based payments for energy
efficiency improvements, the customer may pay the remaining balance in full, or the new
property owner may complete the paperwork to assume the remaining balance.

Repayment  of  funds to  KCC

Utilities are responsible for remitting to the KCC the fill] amount of the project cost received
from the Efficiency Kansas revolving loan fund. The KCC will allow utilities to choose between
two repayment options, designated Option l and Option 2. As described in more detail below,
the options differ in how funds are remitted to the utility and how they are repaid by the utility to
the KCC.

Option 1

In this option, the utility will receive funds from the KCC, on a regular monthly schedule, only
after the State Energy Office has received a signed Certificate of Project Completion for each
project.Under Option 1, the utility is responsible for submitting monthly payment to the KCC,
only upon receipt ofpaymentfrom the customer. See discussion of customer default below.

Frequency.-Utilities will make regular monthly payments to the KCC. However, utilities will
only submit payments for those meters at which the customer has paid the monthly bill. If a
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customer has not paid the bill, the utility will not be required to remit payment for that meter to
the KCC, until payments resume.

Reporting.-Because this option allows for deferral of payments to the KCC, the utility will be
required to report the status of each meter obligation-location of the meter and the total
remaining obligation-to the KCC on a monthly basis. Likewise, the utilities will be required to
identify which meter obligations have been paid and which have not.

Case ofdefault.-In the event that customers fail to make their monthly payments of the program
charge, the utility will be required to report to the KCC, on a monthly basis, infonnation
regarding the collection status and disconnections resulting from the non-payment. The utility is
expected to make every effort to collect payment of delinquent program charges and to exercise
as much due diligence with collection of Efficiency Kansas revolving loan program funds as they
would their own capital. At such time as the utility determines that it has exhausted its means of
collection, the utility will notify the State Energy Office and submit the "Verified Statement"
form, as stipulated in the Memorandum of Agreement Between the Utility and the KCC.

Option 2

If utilities select this option, they will receive funds from the KCC earlier in the process-upon
approval of the Energy Conservation Plan by the State Energy Ofiice.4 Unlike Option l,under
Option 2, the utility is responsible for submitting monthly payment to the KCC regardless of
whether the customer has paid the utility bill. Utilities will begin making monthly payments to
the KCC, once the Certificate of Project Completion has been signed.

Frequency.-Utilities will make regular monthly payments to the KCC for all meter-based
program charges, whether the utility has received payment from their customers.

Reporting.-Under this option, the utility reports the status of each meter-based obligation on a
quarterly basis (not a monthly basis, as required in Option 1). The utility will submit a quarterly
report to the KCC, identifying the location of the meter and total remaining obligation.

Case ofdefault.-In the event of nonpayment by the customer, the utility will still remit payment
to the KCC until the full cost of approved project has been repaid. The utility will be responsible
for collection from customer and can request recovery of bad debt in a regular rate case, such
recovery may or may not be approved by the Commission.

Revert to Owner

Regardless of the repayment option chosen, utilities will be required to continue charging the
program charge, even for meters that have a revert-to-owner clause. As long as a bill is generated
during the 15-year term, the bill must include the program charge.

4 In the event that approved project is not completed within six (6) months of the Energy Conservation Plan
approval, the utility must return the fords to the KCC.
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Disclosure and Notification Requirements

To ensure that subsequent occupants of a residential or small commercial/industrial structure
receive full and timely notification of the program charge they will be assuming (i.e., the
remaining obligation on the meter), the utility is required to provide written notification of this
obligation to customers when service is initiated at locations that already have meter-based
obligations. The utility must also require all customers to sign an agreement requiring similar
disclosure by the customer to subsequent occupants. The KCC will require such agreements to
be part of approved program tariffs.

UCC filing

In addition to the disclosure and notification requirements outlined above, the utility will also be
required to tile a UCC for each property with a meter-based obligation. The utility will be
responsible for ensuring that any such UCC filing is renewed to ensure that proper notification
occurs.

Additional public information and outreach

The State Energy Office will coordinate with utilities and others (e.g., realtors and their trade
associations in areas offering meter-based programs) to increase public awareness.

Prudent Procedures

In establishing the guidelines for meter-based energy efficiency programs, utilities must properly
document all transactions and include notices to the customer of the following: (1) interest rates,
(2) repayment terms, (3) fee structure, (4) collateral requirements, and (5) procedures for
collection and recovery actions. Even if the above are not applicable, documentation must clearly
state that they are not applicable (for example, state that interest rate is 0%). As discussed above,
UCC and any other applicable notice requirements must be filed to provide sufficient notice to
future occupants and owners. Proper documentation will be accomplished by submission of
Efficiency Kansas program forms, which will be developed by the KCC and included in a
subsequent version of the Program Manual.

3.2 Customer Responsibilities

Obtaining Utility Information

Before contacting auditors, customers should obtain 12 months of their utility information-
showing both their electricity and natural gas (or other heating source) usage. It is the
Customer's responsibility to obtain this information from the utilities. This information will be
needed in order for the Auditor to calculate estimated savings for proposed improvements.

Arranging Audits

Customers may select any energy auditor from the list of qualified auditors maintained by the
State Energy Office and posted online (wwwefficiencykansas.com). The customer arranging for
the audit is entirely responsible for paying for the energy audit, regardless of whether the
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recommended project is approved by the State Energy Office for Efficiency Kansas financing or
whether the Customer decides to move forward with an approved project.5

Participants may be eligible for the promotional rebate program offered by the State Energy
Office to the first 1,000 participants who elect to move forward with approved project. See
Efficiency Kansas web site (www.efficiencykansas.com) for more information about Energy
Audit Rebate program. Utilities may also offer rebates of energy audit costs, however, rebates
offered by regulated utilities will need to be approved by the KCC.

Selecting contractors

Prior to submitting the proposal to the utility, and approval by the State Energy Office of the
Energy Conservation Plan and selected project, the customer will select contractors to perform
the work. As discussed previously (see Sections 2.2, 23), customers will be responsible to
receive bids for the work. The customer should be sure to receive final and complete bids, as no
change orders increasing the price will be allowed after the Energy Conservation Plan is
submitted to the utility.

Auditors should provide customers with the appropriate number of the Contractor Terms and
Conditions Forms (see Appendix 7) when they present the energy conservation plan to the
customer. As discussed in Sections 3 and 4, it is the customer's responsibility to solicit bids
from contractors (these will be included in the information they provide to the utility or bank).

All contractors and crew members will be responsible for complying with the EPA's Renovation
Repair and Painting (RRP) regulations as enforced by the Kansas Department of Health and
Environment (see Section 2 for more details).

Submitting Energy Conservation Plan to Utility

After receiving bids from contractors, the Customer will submit to the utility the full audit and
Energy Conservation Plan received from the auditor. The submission will detail the costs of the
specific improvements, for which the Customer wishes to receive Efficiency Kansas financing,
as well as all information the Customer received from the auditor and contractors. As discussed
in Section 3.1, the utility will submit the Energy Conservation Plan to the State Energy Office.

Payment to Utilities

The customer is responsible for repayment of the monthly program charge, which will include
the cost of the approved project and the administrative fees (see discussion of program charges in
Section 3.1). Because the program charge in KCC-approved meter-based programs is considered
"regular utility service," customers who do not pay their bill, or pay only a portion thereof; are
subject to having their utility service disconnected.

As specified in Section 3.1, the utility must notify the customer of this chargeprior to the utility
submitting the ECP to the State Energy Office.

5 The KCC may approve meter-based programs in which the utility pays for the cost of the audit, as with Midwest
Energy's KCC-approved How$mart® program.
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Maintenance of Equipment

The customer is responsible for all maintenance of equipment and should solicit and receive
information on maintenance from the contractors that install the equipment. The customer
should recognize that properly maintained equipment will provide better results and more
sustained savings. Should the equipment fail, the customer is still responsible for paying the
monthly program charge on their Utility bill.

Disclosure

Customers that agree to participate in the program are required to disclose to subsequent
occupants any obligation that remains on the meter (i.e., remaining monthly payments). As a
condition of participation in their meter-based program, the Utility will have customers sign
disclosure agreements (see discussion of disclosure and notification requirements in Section 3. 1).

Owner-occupants

Customers who own the home or small commercial/industrial structure must sign an agreement
with the utility stating that they will disclose the meter obligation upon sale of the structure.
Failure to make proper disclosure could result in the customer being responsible for immediate
repayment of the remaining balance.

Rental properties

Landlords must disclose an existing meter obligation to tenants prior to their signing a lease if
the tenant will be responsible for the utility bill.

Landlords and Tenants

Tenants wishing to participate in the program must have agreement from landlords in order to
participate in Utility meter-based program. Conversely, landlords must have agreement iron
current tenants (unless the landlord also pays the utility bills). As noted above, landlords must
also disclose to all tenants an existing meter obligation prior to the tenants' signing a lease.

3.3 KCC and State Energy Office Responsibilities

Management and Oversight

The State Energy Office will manage all aspects of the Efficiency Kansas loan program for both
the utility and bank tracks. The State Energy Office will ensure that all program participants,
including utility customers, receive high-quality service at each step of the process.

The KCC Utilities Division will review the applications of regulated utilities for a meter-based
program and make recommendations to the Commission regarding approval of the program. The
application for a meter-based program should include the content outlined by the Commission in
Docket No. 08-GIMX-44l-GIV, Appendix A (available on the KCC web site at
http://kcc.ks.gov/scan/200811/20081 l14142730.pdf). The KCC Utilities Division will also
coordinate the evaluation, measurement and verification associated with all utility-sponsored
energy efficiency programs.
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Review and approval of Energy Conservation Plan

The State Energy Office will review all Energy Conservation Plans to ensure that auditors have
performed the audit properly, that savings estimates are appropriate and realistic, that project
costs are not unreasonable, and that health and safety standards have been met. See Section 2 for
audit specifications and other related information.

Field inspection

The State Energy Office will perform random field inspections to ensure that projects have been
properly executed. Inspections will include full audits, inspection of systems installed, and
interviews with customers.

Payment to utilities

The KCC will make payments available to the utility on a monthly basis. Depending on the
option selected by the utility (see Section 3.1), the funds will be released upon the State Energy
Office's approval of the Energy Conservation Plan (Option 2) or upon receipt of the Certificate
of Project Completion (Option 1).

Maintaining online information

The State Energy Office will be responsible for ensuring that information on Efficiency Kansas
web site is accurate. Such information will include, but not be limited to, the listing of Efficiency
energy auditors and of Partner Banks and Partner Utilities.

Tracking availability of Efficiency Kansas funds

The State Energy Office, working with the KCC's Fiscal Division, will track the availability of
fiends in the Efficiency Kansas revolving loan fund. A waiting list will be established if funds
are not immediately available, and payments to utilities will be processed from the waiting list in
the order in which they were received.

3.4 Coordinating with Partner Utilities on Promotion
The State Energy Office will coordinate closely with Partner Utilities (and Partner Banks) on the
marketing and promotion of both the utility's meter-based programs (as described above) and
Efficiency Kansas. The State Energy Office's marketing campaign will highlight Partner
Utilities, while lightly marketing the state's oversight role in operating Efficiency Kansas.

The State Energy Office will involve interested Partner Utilities (and Partner Banks) in the
development of marketing campaign. Marketing materials will be developed that can be
customized for use by Partner Utilities (and Partner Banks).

Partner Utilities will include acknowledgement of the Efficiency Kansas loan program when
promoting their meter-based program to their customers. Customers will contact utilities directly,
and Partner Utilities will explain the process and goals of the program.
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Branding/Co-branding

Partner Utilities will name and brand their meter-based energy efficiency program and service.
The relationship between the utility's meter-based program (and brand) and the Efficiency

Kansas loan program (and brand) will be expressed as a partnership. Promotional materials
produced by the utility for programs that utilize Efficiency Kansas funds will include language
expressing this relationship-for example, Midwest Energy's existing program might be
promoted as "How$mart®, an Efficiency Kansas partner"-and will be required to display the
Efficiency Kansas brand.
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Section 4: Guidelines for Bank Track

As discussed in Section 1, Kansans can access the Efficiency Kansas loan program in one of two
ways-through Partner Utilities and Partner Banks. In the banking track (as with the utility
track), 100% of the project cost will be financed through Efficiency Kansas revolving loan funds,
up to a maximum of $20,000 for home improvements and $30,000 for improvements to small
commercial and industrial structures.

Partner Banks will offer Efficiency Kansas loans at a fixed interest rate of no more than 4%
through 2010. Based on market conditions, the State Energy Office may, after December 31,
2010, adjust the interest rate cap for future loans, but this will not affect the fixed rate of existing
loans. The term of these loans may not exceed 15 years. The State Energy Office will provide
rebates to banks to cover $250 of loan origination fees.

4.1 Bank Requirements and Responsibilities

Eligible Banks
In order to participate in this Program, a bank must have its home office or a branch located
within the State of Kansas as required by K.S.A. 75-4201(d). Institutions of the Farm Credit
System organized under theFederal Farm Credit Aar of ]97I (12 U.S.C. 2001), Savings Banks,
Savings and Loan Associations, and Credit Unions with offices located within the State of
Kansas are also eligible (see Linked Deposit Participation Agreement, available online at the
Office of the State Treasurer).

An updated listing of Partner Banks will be maintained by the KCC State Energy Office on the
Efficiency Kansas web site.

Providing Program Information

In many instances, banks will be the first point of contact for Kansans interested in the
Efficiency Kansas loan program and, thus, will need to be able to provide program information
to potential participants. The State Energy Office will provide information packets to all Partner
Banks.

Directing Customers to Approved Energy Auditors

Banks will direct customers (i.e., potential borrowers) to the list of Efficiency Kansas qualified
auditors, which will be available online (www.efficiencykansas.com). Customers will select an
auditor from this list to perform the required energy audit and develop the Energy Conservation
Plan. (See discussion of pre-approval option below.)

Establishing Borrower Creditvvorthiness

Banks are responsible for reviewing each borrower's application to determine the borrower's
creditworthiness. In the case of default by the borrower (see discussion below), the Bank is
responsible for repaying the outstanding principal to revolving loan fund.
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Banks will not make the loan until the State Energy Office has approved the customer's Energy
Conservation Plan (see below for discussion of submitting the plan). However, banks may want
to provide customers with pre-approval to eliminate the risk of the customer having to pay for an
energy audit and not being approved for financing.

Submitting Energy Conservation Plan

The bank will receive the Energy Conservation Plan from the customer and pass along to the
State Energy Office for review. Upon receiving the results of the State Energy Office's review,
the bank will notify the customer of approval or disapproval. (If the plan is approved, the State
Energy Office will also notify the Treasurer's office at this time, so that funds can be released to
the bank; see discussion below in Section 4.4) Costs for approved projects can not be adjusted

alter the State Energy Office has approved the plan.

In the event that the customer's Energy Conservation plan does not meet Efficiency Kansas
guidelines, the State Energy Office will infonn the bank of the reason. Depending on the
problem, the customer may choose to correct and resubmit the Energy Conservation Plan to the
State Energy Office.

Receiving Efficiency Kansas Funds

Upon receipt of State Energy Office approval, banks will submit request for funds to the Office
of the State Treasurer (see Participation Agreement, available online at the Office of the State

Treasurer: http://www.kansasstatetreasurer.com/prodweb/pub_1.php). The Treasurer's Office
will place a deposit with the bank firm the Efficiency Kansas revolving loan fund, the interest
rate for each linked deposit will be 0%.

The amount and duration of the linked deposit will be no greater than the amount and duration of
the bank's loan to the eligible borrower (and shall not exceed program maximums). See
Participation Agreement for more details (available online at the Office of the State Treasurer:
http://www.kansasstatetreasurer.com/prodweb/pub_l .pop) .

Making Loans to Customers

Upon receipt of State Energy Office approval, banks will finalize loans with creditworthy
borrowers. Loan rates shall be a fixed interest rate of no more than 4%.

Submitting Certificate of Project Completion

After contractors have completed work on the customer's approved project, and after the auditor
has performed the required post-test, the customer and auditor will provide the bank with a
signed Certificate of Project Completion (Appendix 9). The bank will send this to the State
Energy Office.

Repayment of Funds to Treasurer's Office

Banks will forward all principal payments for Efficiency Kansas loans to the Treasurer on a
quarterly basis and confine each borrower's outstanding principal balance annually, as stipulated
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in Participation Agreement (available online at the Office of the State Treasurer:
http://www.kansasstatetreasurer.com/prodweb/pub_l .pop). In the event of default by borrower,
the bank remains responsible for payment of the outstanding principal on the linked deposit.

Pledging Securities as Collateral

If the total State of Kansas deposits with any bank (from Efficiency Kansas or any other source)
exceed the maximum amount insured by the Federal Deposit Insurance Corporation (FDIC) or
any other federal agency backed by the full faith and credit of the U.S. Treasury, the bank is
required to pledge securities acceptable to the Treasurer as collateral for the amount of the linked
deposits plus accrued interest. See Participation Agreement (available online at the Office of the
State Treasurer: http://www.kansasstatetreasurer.com/prodweb/pub_l .pop) for more details.

Promotion

Participating banks will coordinate with the State Energy Office on promotion of the Efficiency
Kansas loan program. The State Energy Oflfice's marketing campaign will emphasize the role of
Partner Banks (see Section ) in facilitating the financing of cost-effective energy efficiency
projects in Kansas homes and small businesses.

Branding/Co-branding

Banks will be expected to include the Efficiency Kansas name and brand, along with their own
name and brand, in all communications related to the revolving loan program. The relationship
between the Bank and the Efficiency Kansas revolving loan program will be expressed as a
partnership.

4.2 Customer Requirements and Responsibilities

Obtaining Utility Information

Before contacting auditors, customer should obtain 12 months of their utility infonnation-
showing both their electricity and natural gas (or other heating source) usage. It is the customer's
responsibility to obtain this information from the utilities. This information will be needed in
order for the Auditor to calculate estimated savings for proposed improvements.

Arranging Audits

Customers may select any energy auditor from the list of Efficiency Kansas qualified auditors
maintained by the State Energy Office and posted online (www.eflficiencykansas.com). The
customer arranging for the audit is entirely responsible for paying for the energy audit, regardless
of whether the recommended project is approved by the State Energy Office for Efficiency
Kansas financing or whether the customer decides to move forward with an approved project.

Participants may be eligible for the promotional rebate program offered by the State Energy
Office to the first 1,000 participants who elect to move forward with approved project. See
Efficiency Kansas web site (www.efficiencykansas.com) for more infonnation about Energy
Audit Rebate program.
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Selecting contractors

Before submitting the Energy Conservation Plan to the bank, the customer will need to select
contractors to perform the work. The customer should be sure to receive final and complete bids,
as no change orders increasing the price will be allowed after the Energy Conservation Plan is
approved by the State Energy Office.

As discussed previously, auditors should provide customers with the appropriate number of the
Contractor Terns and Conditions Forms (see Appendix 7), when they present the Energy
Conservation Plan to the customer. As discussed in Sections 3 and 4, it is the customer's
responsibility to solicit bids from contractors (these will be included in the information they
provide to the utility or bank).

All contractors and crew members will be responsible for complying with the EPA's Renovation
Repair and Painting (RRP) regulations as enforced by the Kansas Department of Health and
Environment (see Section 2 for more details).

Submitting Energy Conservation Plan to Bank

After receiving bids from contractors, the customer will submit to the bank the full audit and
Energy Conservation Plan received from the auditor. The submission will detail the costs of the
specific improvements, for which the customer wishes to receive Efficiency Kansas financing, as
well as all information the customer received from the auditor and contractors. As discussed in
Section 4.1, the bank will submit all of this information to the State Energy Office.

Repaying Efficiency Kansas Loan

The customer is responsible for repayment in full of the Efficiency Kansas loan, according to the
terms of the loan with the Partner Bank. The loan repayment will include the cost of the
approved project, as well as the interest charged by the bank.

The customer will also be charged a $2.00 monthly State Energy Office administrative fee,
which the bank will submit quarterly to the Office of the State Treasurer.

Maintenance of Equipment

Customers are responsible for maintaining all equipment and should solicit and receive
information on maintenance from the contractors that install the equipment. Customers should
recognize that properly maintained equipment will provide better results and more sustained
savings. Should the equipment fail, customers are still responsible for repaying the bank for the
Efficiency Kansas loan.

4.3 Treasurer's Office Requirements and Responsibilities

General Management of Revolv ing  Loan Fund

The Office of the State Treasurer will manage the Efficiency Kansas revolving loan fund, on
behalf of the Kansas Corporation Commission (KCC), of which the State Energy Office is a
division.
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Establishing Eligibility of Partner Banks

The Treasurer's Office will ensure that all banks receiving Efficiency Kansas funds meet
eligibility requirements, as outlined in Section 4.1 and as stipulated in Participation Agreement
(available online at the Office of the State Treasurer:
http://www.kansasstatetreasurer.com/prodweb/pub_l .pop). Eligible banks (this includes
institutions of the Tann credit system, savings banks, savings and loan associations, and credit
unions) must have their home office or a branch located within the State of Kansas as required
by K.S.A. 75-4201(d).

Releasing Funds to Banks

Upon receipt of KCC State Energy Office's approval, the Treasurer's Office will release funds to
banks. The Treasurer's Office will ensure that each bank pledges securities for the amount of any
deposits that exceed the insurance provided by the FDIC in compliance with K.S.A. 75-4218.

Receiving Funds from Banks

The Treasurer's Office will collect principal payments from banks on a quarterly basis and
deposit payments in the Efficiency Kansas revolving loan fund. The Treasurer's Office will
notify the KCC in the event of default on a certificate of deposit. In the event of a default, the
bank shall remain responsible for payment of the outstanding balance, as provided in
Participation Agreement.

Reporting Requirements

The Treasurer's Office will provide the KCC with quarterly reports that list the number and
value of linked deposits placed with Partner Banks, the number of jobs created or retained at the
Office of the State Treasurer (as a result of administration of Efficiency Kansas revolving loan
program). This information is required by the U.S. Department of Energy for all State Energy
Program initiatives funded through the ARRA.

Invoicing the KCC

The Treasurer's Office will invoice the KCC on a quarterly basis for the recovery of
administrative costs, banking fees, and any other transaction charges.

4.4 KCC and State Energy Office Responsibilities

Management and Oversight
The State Energy Office will manage all aspects of the Efficiency Kansas revolving loan
program for both the bank and utility tracks. The State Energy Office will ensure that all
program participants, including bank customers, receive high-quality service at each step of the
process.
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Review and approval of Energy Conservation Plan

The State Energy Office will review all Energy Conservation Plans to ensure that auditors have
performed the audit properly, that savings estimates are appropriate and realistic, that project
costs are not unreasonable, and that health and safety standards have been met.

Field inspection

The State Energy Office will perform random field inspections to ensure that projects have been
properly executed. Inspections will include full audits, inspection of systems installed, and
interviews with customers.

Maintaining online information

The State Energy Office will be responsible for ensuring that information on Efficiency Kansas
web site is accurate. Such information will include, but not be limited to, the listing of Efficiency
Kansas qualified energy auditors, Partner Banks, and Partner Utilities.

Tracking availability of Efficiency Kansas funds

The State Energy Office, working with the KCC's Fiscal Division, will track the availability of
funds in the Efficiency Kansas revolving loan fund. Following approval of customers' Energy
Conservation Plans, funds will be made available to banks on a first-come first-served basis,
based on the date and time loan requests are received by the State Energy Office. A waiting list
will be established if funds are not immediately available, and loans will be processed from the
waiting list in the order they were received.

Notifying Banks and Treasurer's Office of Approval

Upon approval of customer's Energy Conservation Plan, the State Energy Office will notify
Partner Bank and the Treasurer's Office for each approved borrower.

Reimbursing Treasurer's Office for Administrative and Other Costs

Upon receipt of quarterly invoices from the Treasurer's Office for agreed-upon costs, the KCC
will provide payment within 30 days.

4.5 Coordinating with Partner Banks on Promotion
The State Energy Office will coordinate closely with Partner Banks (and Partner Utilities) on the
marketing and promotion of the Efficiency Kansas loan program. The State Energy Office's
marketing campaign will highlight Partner Banks, while lightly marketing the state's oversight
role in operating Efficiency Kansas.

The State Energy Office will involve interested Partner Banks (and Partner Utilities) in the
development of the campaign. Marketing materials will be developed that can be customized for
use by Partner Banks (and Partner Utilities).
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Branding/Co-branding

Banks will be expected to include the Efficiency Kansas name and brand, along with their own
name and brand, in all communications related to the revolving loan program. The relationship

between the bank and the Efficiency Kansas revolving loan program will be expressed as a
partnership.
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Section 5: Glossary

Audit Report: The Audit Report is the document that the auditor provides to the customer,
which details the results of the energy audit. This report includes technical information about the
building's existing condition and also includes the Energy Conservation Plan.

Energy Conservation Plan: This plan contains the auditor's detailed recommendations for
improving the energy efficiency of the building. It gives the customer the detailed specifications
for all recommended improvements, which the customer will use to get final bids from
contractors.

Meter-based Energy Efficiency Programs: These are utility-sponsored programs, in which the
obligation to repay the costs of energy efficiency projects is assigned to the pre1nise-that is, the
utility meter-and sun/ives changes in ownership and/or tenancy. These repayment costs are
considered regular utility service.

Simple Payback: Simple Payback indicates how quickly the energy and dollar savings resulting
from the project will "pay back" the cost of all improvements. Simple Payback is calculated by
dividing the total cost of each project by the estimated annual savings resulting from all
improvements. For an example, see Appendix 1.
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Appendix 1: Efficiency Kansas Cost-effectiveness Calculations

Utility Track

To calculate the Program Charge for a full 15-year term:

Installed Cost + $360 SEO fee + (Monthlv Utility fee >< 180)

180

Program Charge

To determine if Program Charge is S 90% of Annual Savings:

Annual Protected Savings ><0.9

12

Maximum Amount of Program Charge

To determine if Simple Payback is within 15 years:

Installed Cost + $360 SEO fee + (Monthlv Utilitv fee x 1801

Annual Projected Savings

Simple Payback

To find the shortest possible payback term:

Annual Protected Savings x 0.9

12

Program Charge for Shortest Payback Term

Installed Cost
Monthly Program Charge - Monthly SEO fee - Monthly Utility fee

Minimum # of Payments

Bank Track

To determine if Simple Payback is within the term of the loan, first calculate monthly projected
savings:

Annual Projected Savings
12

Monthly Projected Savings

The Monthly Projected Savings will provide Partner Banks with information they need to
determine term of loan with borrower:

Monthly Projected Savings Z Monthly Loan Payment (includes interest + SEO monthly fee)
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Appendix 2: Recommended Questions for Client Interview

Client Questionnaire

Date :

Name :

Address :

Auditor :

How long have you lived at this address?

Have you made any changes to the slIucture? Yes No

Are you in the process of remodeling or plan to remodel any portion of the home in the near future '?

Are any part of your ceilings, walls or floors in complete or in need of repair?

Are some rooms colder than others? Yes No

Yes

Yes No

N o Where ?

Yes

Yes N o

No

Yes

Yes No

Yes No Which ones?

Yes No

Yes No Doyou u s e  t h e m? Ye s No

Yes

Yes No

N o Why?

Size?

N o

No

No

Yes No

No Where?

Do you use it? Yes No

Summer?

No

Yes

N o

Yes No

Have your water pipes ever frozen? N o

Are there drafty areas in the house? Yes

Do you have any roof leaks? N o

Do you have any foundation problems?

Are there any broken or leaking water or sewer lines? Yes

Does water leak/stand in the basement/crawlspace? No

If mobile home - is the underbelly free of debris and/or standing water?

Does ice form on your Windows in the winter?

Have you noticed mold/mildew growing on Windows, walls or or in corners?

Do you have ventilation fans at water locations?

Do you use your attic for storage? No

Are any utilities turned off?

Do you close off any rooms in the house? Yes Which ones?

How many smokers live 'm the house?

How many pets in the house? Aquariums?

Do you use your cookstove for heat? Yes

Do you have any unvented space heaters in the house? Yes

Do you keep kerosene, gasoline, paint thinner, etc. in the house? Yes

Do you have a fireplace? Yes

Does your furnace work?

What temp do you set your thermostat at in the winter?

Does your ftunace produceany unusual noises or smells? Yes

How often do you change the furnace filter?

Do all registers deliver heat? N o

Do you have any disconnected ductwork? Yes

Do you have any registers intentionally closed off?

What type of cooling system do you have? Does it work? Yes No
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Appendix 3: Sample Site Data Collection Form
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Appendix 4: Unvented Heater Removal Agreement

Date :

Buildings heated by unvented space heaters are considered unsafe and shall not have air
sealing or building tightness measures applied unless the heaters are removed from the
premises, vented to the outside, or replaced with an appropriate heating unit.

This home has an unvented heater and the homeowner/tenant has been informed of the hazards
associated with these types of heating units.

I, the undersigned, have been informed and agree to have the heater removed from the premises,
or permanently vented to the outside prior to any air sealing or building tightness measures being
applied to the building.

Client Signature Date

Unvented Heater Removal Refusal

I, the undersigned, have been informed and do not agree to have the heater removed from the
premises, or permanently vented to the outside prior to any air sealing or building tightness
measures being applied to the building. I understand Efficiency Kansas funding may not be
available for upgrades as outlined in the Efficiency Conservation Plan unless the heater is
pennanently vented to the outside or removed from the premises.

Client Signature Date

No Existing Condition

I, the auditor, declare there is not an unvented heater on the premises.

Auditor Signature Date
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Appendix 5: Mechanical Testing Forms

The forms listed on the following pages are recommended for use by auditors when performing
energy audits as part of the Efficiency Kansas loan program. These forms include:

Instrumented Heating System Inspection: Form "F" Forced Air Units
Instrumented Heating System Inspection: Form "G" Gravity Units
Mid/High-Efficiency Furnace Jobsite Information Sheet - Form "H"
Instrumented Heating System Inspection: Form "S" Console Heater, Floor and Wall
Furnaces
Instrumented Heating System Inspection: Form "W" Domestic Water Heaters
Instrumented Heating System Inspection: Form "M" Mobile Home Units

•

•

•

•

Copies of the forms (as PDFs) can be downloaded from the Efficiency Kansas web site
(www.efticiencykansas.com).
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EFFICIENCY KANSAS INSTRUMENTED HEATING SYSTEM INSPECTION
FORM "F" Forced Air Units

Audit Company
Job Number:

Auditor:

Date:
Reinspection Date:

I] This test is on the original unit.
I] This test is on the replacement unit.

Furnace Information: Mfg.
Model Number

Input Btu

Type of Heating Units:

Output Btu

[I Horizontal

Fuse Size/Type

lj Upflow D Downilow
III A/C coil present

I ] Yes

Fuel Type:
EI Fuel on

El Nat. gas II] LP
III Elec. # of elements:

Precleaning Required? I i N o

*Tum Thermostat Up
Is furnace in operating condition?
Number of Registers:

13 Yes II No, If"no", describe action on page 3.
Supply Return

Adequate Delivery at supply and return registers? III NoI] Yes

*Tum Thermostat Down
Location of Heating Unit: 'Enclosed Space? EI Yes l : INo

If unit is located in"enclosedspace", how does it get air for combustion?
If there is inadequate combustion air, how/where will it be installed?
Gas Valve Control System: II 24 Volt El Mill volt III Other:

Anticipator: Set Point Amps:

Reset to:
Measured Amps:

Manufacturer Spec. Amps:

Comments :

* Conduct Heat Exchanger Test
* Tum gas valve to "off" position
* Plug heat exchanger openings
* Tum on furnace fan
Number of Heat Exchangers:
Smoke Pattern:
Hole in Exchanger:

Heat Exchanger Clean
El Yes
El Yes Cleaned? l:IYes l:INo

Cleaned? III Yes EINo

*Turn off furnace fan
*Remove Heat Exchanger Plugs

Gas Leaks: [1 Yes [ I  N o

Wiring Problems: III Yes III No

Scorch/Bum Marks: III Yes III No

Draft Hood Clean: I ]  Y es III No
Vent Type O.K.: 0  Yes III No
Vent Pitched: [ I  Y e s El No

Vent/Chimney: Condition O.K. III Yes

Comments:

Comments:

Comments:

l j  N /A
Comments:

Comments:
I] No Comments:

Pilot Assembly Clean: III Yes I ]  N o
Bumer(s) Clean: III Yes II] No

* Drill holes in vent, supply and return duct

* Insert thermometer in supply and return duck

* Tum gas valve to pilot and relight pilot

* Tum gas valve on

* Tum thermostat up

Cleaned?
Cleaned?

I ] Yes
[I Yes

\ : IN a
E IN o

Replaced? II Yes U N a

Form "F" - Page 1
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START 5-MINUTE FURNACE TEST
Initial Retest

Fan "ON" Set Point Supply Temperature:
Fan "ON" Set Time:
Measured Fan ON Temperature:
Location Temperature was taken:

°F
Seconds
°F

"F
Seconds
°F

Heat Rise at 5 minutes: Supply Return Supply Return

Manufacturer Heat Rise Specifications:

Carbon Monoxide in the vent:
Draft

°F °F

PPM

=O.A. Temperature

Induced Draft EI Yes

PPM
In. w.g.
°F

> 800

300-800

<300

.005" w.g.

.01" w.g.

.02" w.g.[:JNo

I ] Yes l:INo L] N/ASpillage at Draft Hood:

*Tum thermostat down
Fan "OFF" Set Point Supply Temperature:
Fan "OFF" Set Time:
Measured Fan OFF Temperature:

°F
Seconds
°F

°F
Seconds
°F

*Tum circuit breaker "off" or remove fuse
Duck Work Condition:
Filter Clean
Replaced Filter
Filter Size

I] o.K.
II] Yes
I] Yes

I] Leaky
[I  No
III No

[I Disconnected I] Sealed [I Reconnected

width X Height

Installed Filter Rack and Filter
Blower Clean
Belt:

II! Yes
I] Yes
I] Yes

[I Yes
[I Yes

Cleaned? [I Yes l : INo

Tension O.K.
Condition O.K.
Size

Motor Information

D No
D No
E N/A

D No
E No

Inches

RPM
Amp-nameplate
Amp-measured

to

to
to

HP

Motor Win'ng

(Record connections

beforedisconnection)

Amp-measured

to

to

to

[I Yes l : INo Cleaned? I] Yes D N oA/C Coil Clean

*Tum circuit breaker "on"
*START LIGHT LIMIT TEST

High Limit Set Point

Supply Temperature Gas Valve- "OFF"

°1=

°F
°F
°1=

* Turn circuit breaker "off"
* Reassemble and connect blower
* Adjust motor speed (or time)/motor belt drive, if heat rise is over 86° or does not comply with/manufacture specifications
* Adjust fan "off" temperature to 90°
* Tum circuit breaker "on"
* Redo test to get desired fan "on"/"off" and heat rise and record new readings
* Tape and plug holes in return, supply, and vent
* Cycle the furnace

Fonn "F" - Page 2
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OWNER/CONTRACTOR REPAIR ITEMS

Owner Contractor Description of Repairs Verified Complete

POST COMPLETION SAFETY TEST
* Close exterior Windows and doors
* Tum Thermostat up
* START FINAL DRAFT AND CARBON MONOXIDE TEST

in. w.g.
Draft at Startup

in. w.g.
Draft ate minutes

Carbon Monoxide in Vent PPM

* Tum Thermostat down
* Install blower door and zero gauges at 20 pa
* Tum all exhaust fans (including driers and range hoods) "on"

Gauge Reading Pa :  248 (A) In. w.g

If "A" is less than the draft reading at 5 minutes, the O.K.
If "A" is more than the draft reading at 5 minutes, then additional combustion air is required

* Return House to Original Condition

COMMENTS:

1. Divide the total input Btu of all appliances in the space divide by 20 to determine the required volume.

[ Input Btu + 20 = (Required volume in feet)]

Form "F" - Page 3
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EFFICIENCY KANSAS INSTRUMENTED HEATING SYSTEM INSPECTION
FORM "G" Gravity Units

Audit Company
Job Number:
Auditor:

Date:
Re-inspection Date:

[I This test is on the original unit.
III This test is on the replacement unit.

Furnace Information: Mfg. Model Number

Output Btu Fuse Size/Type

III Fuel oil
III No

Yes I ]
Supply

No, If "no", describe action on page 3.
Return

[I Yes EINo

Input Btu

Fuel Type: III Natural gas [ I  LP
Precleaning Required? III Yes
*Turn Thermostat Up
Is iilmace in operating condition?
Number of Registers:

*Tum Thermostat Down
Location of Heating Unit: 'Enclosed Space?
If the unit is located in "enclosed space", how does it get air for combustion?
If there is inadequate combustion air, how/where will it be installed?

Gas Valve Control System: [I Mill volt

Anticipator: Set Point Amps:
Reset to:

III 24 Volt I] Other:

Measured Amps:
Manufacturer Spec. Amps:

III Yes | 3  No
Comments:
Cleaned?
Comments :
Comments :
Comments :
EI N/A
Comments:
Comments :
Comments :

Cleaned? III Yes l:INo

*Conduct Heat Exchanger Test
Hole in Exchanger: l:l Yes
Heat Exchanger Clean EI Yes
Gas Leaks: III Yes
Wiring Problems: I] Yes
Scorch/Bum Marks: 13 Yes
Draft Hood Clean: I] Yes
Vent Type O.K.: III Yes
Vent Pitched: EI Yes
Vent/Chimney: Condition O.K. III Yes

Pilot Assembly Clean: III Yes
Bumer(s) Clean: I]  Yes
:Lr Drill holes in vent, supply and return duct
* Insert thennometer in supply and return duck
* Tum gas valve to pilot and relight pilot
* Tum gas valve on
* Turn thermostat up
* START 5-MINUTE FURNACE TEST

E N o
E N o
E N o
E N o
E N o
0  n o
U N o
DNo
E N o

Q N Q
Q N o

Cleaned?
Cleaned?

III Yes
I] Yes

l:INo
\ : IN a

Replaced? I] Yes l : IN o

Initial Reset
Measured Supply Temperature @5 Minutes
Location Temperature was taken:

°1= °F

Carbon Monoxide in the vent:

Draft

PPM PPM

=O.A.Temperature

Spillage at Draft Hood: II] Yes

Duck Work Condition: III O.K.

[ I  N o

E Leaky

Comments:

E Disconnected I] Sealed I] Reconnected

Form "G"- Page 1

III
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OWNER/CONTRACTOR REPAIR ITEMS

Owner Contractor Description of Repairs Verified Complete

POST COMPLETION SAFETY TEST

* Close exterior Windows and doors

* Tum Thermostat up

* START FINAL DRAFT AND CARBON MONOXIDE TEST

in. w.g.
Draft at Startup

in. w.g.
Draft at 5 minutes

Carbon Monoxide in Vent PPM

* Tum Thermostat down
* Install blower door and zero gauges at 20 pa
* Turn all exhaust fans (including driers and range hoods) "on"

Gauge Reading Pa + 248 =(A) In. w.g.

If "A" is less than the draft reading at 5 minutes, the O.K.
If "A" is more than the draft reading at 5 minutes, then additional combustion air is required
* Return House to Original Condition

COMMENTS:

1. Divide the total input Btu of all appliances in the space by 20 to determine the required volume.
[ Input Btu + 20 = (Required volume in

feet)]

Form "G" - Page 2
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EFFICIENCY KANSAS MID/HIGH-EFFICIENCY FURNACE JOBSITE INFORMATION SHEET -
FORM "Has

Job NumberClient Information:

Name :

Street:

City :

Phone :

Zip:

Date:

Auditor:

Furnace Data: Manufacture:

Model Number:

Serial Number:

U Upflow D Downflow D Horizontal

U 80% AFUE U 90% AFUE U A/C coil present

Precleaning Required? 0 Yes E No

Type: Fuel Type: l:INat.  gas [ I L L III Fuel oil

>Turn Thermostat Up

Is furnace in operating condition? III Yes I] No: If "no", describe action on back page.

Number of Registers: Supply Return

Adequate Delivery at supply and return registers? I I  Yes l : IN o Comments:

>Turn Thermostat Down

EI Yes l:INoLocation of Heating Unit: Enclosed Space?
If the unit is located in "enclosed space" how does it get air for combustion?
If there is inadequate combustion air, how/where will it be installed?

Sealed Combustion l ]  Yes I ]  No

Set Point Amps:

Reset to:

Anticipator: Measured Amps :

Manufacturer Spec. Amps:

>Conduct Heat Exchanger Test (if accessible, and possible)

• Observe flame at fanON (note any distortion or movement)

• Inject traced gas in plenum (may require removal of cover plate)
• Measure for tracer gas in plenum (may require drilling of access hole)

Evidence of hole in heat exchanger? I ]  Yes I ]  No Comments:

Y N
Is Heat Exchanger Clean? I ]  e s [ I  o Cleaned? [I Yes l:INo

III Yes

[I Yes

EI Yes

II! Yes

I] Yes

III Yes

[I Yes

I] Yes

[:INa

I;-INo

U N o

l:INo

l:]No

I i N o

Gas Leadcsz

Wiring Problems:

Scorch/Bum Marks :

Draft Hood Clean:

Vent Type O.K.:

Vent Pitched:

PVC Vent Terminus OK:

Vent/Chimney OK:

Pilot Assembly Clean:

Electronic Ignition:

I] Yes

[I Yes

l : INo

l : \ N o

I ]  No Comments:

III No Comments:

Comments:

Comments:

Comments:

Comments:

Comments:

Comments:

Cleaned? El Yes

Burner(s) clean: I] Yes

E IN o

[ : IN a

Replaced? I] Yes

Cleaned? [1 Yes

l : ]N o

l : IN o

Form "H" - Page 1
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Fired Sequence Test:
Drill holes in exhaust vent, supply and return plenum (duct)
Insert thermometer in supply and return plenum (duct)
Turn thermostat up
START FIVE MINUTE FURNACE TEST

>
>
>
>

Fan "ON"
Temperature:
Location Temperature was recorded:
Heat Rise at 5 minutes:

°F Fan ON Time Seconds

Supply - Return

Manufacturer Heat Rise Specifications:

°F
"F

Carbon monoxide in the vent PPM

>Turn thermostat down

Draft: Test 80% AFUE vent/chimney immediately after bum cycle is completed
Measured Fan OFF Temperature: °F

In. w.g.

[I o.K.

III Yes

III Yes

[I ReconnectedCondition of ducts:

Filter Clean

Replaced Filter

Filter Size

Installed Filter Rack and Filter

Height

Blower Clean

III Yes

III Yes

0 Led cy U Disconnected 0 Sealed

0 No

I] No

Width X

D No

U No Cleaned? III Yes l:INo

OWNER/CONTRACTOR REPAIR ITEMS

Owner Contractor Description of Repairs Verified Complete

Form "H" - Page 2
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POST CQMPLETION SAFETY TEST

* Close exterior Windows and doors

* Tum Thermostat up

* START FINAL DRAFT AND CARBON MONOXIDE TEST

in. w.g.
Draftat Startup

in. w.g.
Draji at e minutes

Carbon Monoxide in Vent PPM

* Tum Thermostat down
* Install blower door and zero gauges at 20 pa
* Tum all exhaust fans (including driers and range hoods) "on"

Gauge Reading Pa + 248 =(A) In. w.g.

If "A" is less than the draft reading at 5 minutes, the O.K.
If "A" is more than the deaR reading at 5 minutes, then additional combustion air is required
* Return House to Original Condition

COMMENTS:

1.

L

Divide the total input Btu of all appliances in the space by 20 to determine the required volume.

Input Btu + 20 = (Required volume in feet)]

Form "H" --. Page 3
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EFFICIENCY KANSAS INSTRUMENTED HEATING SYSTEM INSPECTION
FORM "S" Console Heater, Floor and Wall Furnaces

Audit Company:
Job Number:

Auditor:

Date:
Re-inspection Date:

III This test is on the original unit.

[I This test is on the replacement unit.

Model NumberFurnace Information: Mfg.
Input Btu

Fuse Size/Type

Type of Units: EI Console I] Floor Furnace III Wall Furnace Fuel Type:
I] Fuel oil

III Nat. gas I]  LP
I] Elec. # Of elements:

l:IYes l:INo

No, If "no", describe action on page 3.

Supply Return

III Yes \ : IN a

Precleaning Required?
*Tum Thermostat Up

Is furnace in operating condition? [1 Yes III

Number of Registers :

*Tum Themiostat Down
Location of Heating Unit: Enclosed Space?

If the unit is located in "enclosed space", how does it get air for combustion?
If there is inadequate combustion air, how/where M11 it be installed?

lj  24 VoltGas Valve Control System:

Anticipator: Set Point Amps:
Reset to:

III min volt III Other:

Measured Amps:
Manufacturer Spec. Amps:

III Yes l : IN o

Cleaned? [I Yes l : IN o

*Conduct Heat Exchanger Test
Hole in Exchanger: [ I Yes

Heat Exchanger Clean I]  Yes
Gas Leaks: El Yes
Wiring Problems: [I Yes
Scorch/Burn Marks: I] Yes
Vent Type O.K.: D Yes
Draft Hood Clean: E  Ye s
Vent Type O.K.: I ] Yes
Vent Pitched: [I Yes
Vent/Chimney: Condition O.K.: [ I Yes

Pilot Assembly Clean: E  Ye s
Burner(s) Clean: [I Yes
* Drill holes in vent, supply and return duct
* Insert thermometer in supply and return duck
* Tum gas valve to pilot and relight pilot
* Tum gas valve on
* Tum thermostat up
* START 5-MINUTE FURNACE TEST

E N o

Q N o
E N o
E N o
E N o
U N o
E N o
E N o
U N o
E N o

U N o
E N o

Comments :

Cleaned?

Comments :
Comments :
Comments :
Comments :
II] N/A
Comments :
Comments:
Comments:

Cleaned?
Cleaned?

[I Yes
III Yes

l : IN o
l : INo

Replaced? III Yes l:INo

Initial Reset
°F °F

PPM PPM

Measured Supply Temperature @ 5 Minutes
Location Temperature was taken:

Carbon Monoxide in the vent:

Draft
O.A. Temperature

In. w.g.
"F

In. w.g.
°F

Spillage at Draft Hood:

Duck Work Condition:

[I Yes

ii o.K.
[I No
[I Leaky

Comments:

[I Disconnected
Form "S" -. Page 1

III Sealed III Reconnected
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Owner Contractor Description of Repairs Verified Complete

POST COMPLETION SAFETY TEST

* CloseexteriorWindows and doors
* Tum Thermostat up
* START FINAL DRAFT AND CARBON MONOXIDE TEST

Draft at Startup
Draft at 5 minutes

in. w.g.
in. w.g.

CarbonMonoxide in Vent PPM

* Turn Thermostat down
* Install blower door and zero gauges at 20 pa
* Tum adj exhaust fans (including driers and range hoods) "on"

Gauge Reading Pa + 248
=(A)

In. w.g.

If "A" is less than the draft reading at 5 minutes, the O.K.
If "A" is more than the draft reading at 5 minutes, then additional combustion air is required

* Return House to Original Condition

Form "S" -- Page 2
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EFFICIENCY KANSAS INSTRUMENTED HEATING SYSTEM INSPECTION
FORM "W" Domestic Water Heaters

Auditor Company:
JobNumber:

Auditor:

Manufacturer::
ModelNumber:
Size: Gallons

Date:
Reinspection Date :

I] This test is on the original unit.
III This test is on the replacement unit.

| Energy Factor (EF):
I Input Btu's:

[ I L L I] Fuel oil I] Electric > Number of elements
'Enclosed Space? [ I  Y e s l :INo

get air for combustion?

ll it be installed?

Hole in Exchanger:

Spillage at Draft Hood:

Gas Leaks:
Wiring Problems:

Scorch/Burn Marks:

Comments:

Comments:

Comments :

Comments :
Comments :

Draft Hood Clean:
Vent Type O.K.:
Vent Pitched:
Vent/Chimney: Condition O.K.

E N/A
Comments :
Comments :
Comments :

Cleaned? I] Yes [ : I N a

Cleaned?

Cleaned?

I I ]  Yes
II I  Yes

l : ] N o

l : I N o

Replaced? I] Yes CIN()

Fuel Type: EI Natural gas
Location of DWH:
If the unit is located in"enclosed space",ho

If there is inadequate combustion air,how/

I I I  Yes
II I  Yes
[1 Yes
CI Yes
EI Yes

II I  Yes
II I  Yes
I ]  Y e s
E] Yes

Pilot Assembly Clean: III Yes

Bumer(s) Clean: E I Yes

Hot water temperature

Reset water temperature to 120° F:

w does it

where wt

D No
0 No
E No
E No
U  N o

D No
E No
E  N o
E No

D No
E No

"F
0 Yes 0  No Reset to: °F

Initial - Pre Final Inspection
Location Temperature was taken:

Carbon Monoxide 'm the vent: PPM PPM

Draft In. w.g.
°F

O.A. Temperature

Owner Contractor

OWNER/CONTRACTOR REPAIR ITEMS

Description of Repairs Verified Complete

1. Divide the total input Btu of all appliances in the space by 20 to determine the required volume.

[ Input Btu + 20 (Required volume in feet)]
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EFFICIENCY KANSAS INSTRUMENTED HEATING SYSTEM INSPECTION
FORM "M" - Mobile Home Units

Audit Co:
Job Number:

Auditor

Furnace Information : Mfg.
Ourpuz Btu

Date:
Reinspection Date:

III This test is on the original unit.

[1 This test is on the replacement unit.

Model Number

Input Btu

Type of Heating Units:

Fuse Size/Type

I] Downflow
El =>80% AFUE

[I Yes III No

III Upflow
III A/C coil present

Fuel Type:
[ I  Fue l  oi l

II] Nat. gas III LP
III Elem. # Of elements:

Precleaning Required?

*Tum Thermostat Up

Is furnace in operating condition? I I I

Number of Registers: Supply
Adequate Delivery at supply and return registers? III Yes [I No

*Turn Thermostat Down

Yes III No, If "no", describe action on page 3.

Return

Location of Heating Unit:

Combustion Air source:

Gas Valve Control System:

Anticipator:

III Double Vented

[ I 24 Volt II]  Miuvol r

I] Under Home

I] Other:

Set Point Amps:

Reset to :

Measured Amps:

Manufacturer Spec. Amps:

Comments :Hole in Exchanger:

Heat Exchanger Clean

[I Yes
[I Yes

\:INa

l : INo Cleaned? l:IYes l:]No

Gas Leaks: [ I  Yes III No
Wiring Problems: III Yes I] No
Scorch/Burn Marks: III Yes III No
Vent Type 0.K.: I]  Yes III No
Roof Jack: Condition O.K. E  Y

Pilot Assembly Clean: [I  Yes III No

Burner(s) Clean: I ]  Y e s [ I  N o

* Insert one thermometer in nearest supply register and
* Tum thermostat up
* START 5 MINUTE TEST

Comments:
Comments:
Comments:
Comments:

es [ I  N o Comments:

Cleaned? [I  Yes EI No

Cleaned? III Yes I ]  No

one in the return air opening or door

Replaced? I] Yes l : INo

Initial Retest

Fan "ON" Set Point Supply Temperature:
Fan "ON" Set Time:
Measured Fan ON Temperature:
Location Temperature was taken:

°F
Seconds
°F

°F
Seconds
"F

Heat Rise at 5 minutes: Supply Return Supply Return

Manufacturer Heat Rise Specifications: °F °F

*Turn Thermostat Down

Fan "OFF" Set Point Supply Temperature:
Fan "OFF" Set Time:
Measured Fan OFF Temperature:

°F
Seconds
°F

°F
Seconds
°F
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Initial Retest

lj o.K.
I] Yes

[I Yes

I] Disconnected [1 Sealed I] Reconnected

X Height

*Tum circuit breaker "oft" or remove fuse

Duck  Wor k  Condi t ion:

Fi l ter  Clean

Replaced Filter
Filter  Size

Installed Filter  Rack and Filter

Blower  Clean

Motor  Infor mation

[I Yes
I] Yes

E Led<y
0 No
D No

width
D No
D No

RPM
Amp-nameplate
Amp-measured
to
to

to

Cleaned? [I Yes
HP

l:INo

Motor Wring

(Record connections

before disconnection)

Amp-measured
t o
t o

t o

[I Yes l:INo Cleaned? El Yes EINoA/C Coi l  Clean

*Tum c i rcui t  breaker "on"
* S T A RT  L I G HT  L I M I T  T E S T
High Limit Set Point
Supply Temperature Gas Valve- "OFF"

°1=
°F

°1=
°F

* Tum c i rcui t  breaker "of f "
* Reassemble and connect blower
*  A d j u s t  m o t o r  s p e e d  ( o r  t i m e ) / m o t o r  b e l t  d r i v e ,  i f  h e a t  r i s e  i s  o v e r  8 6 °  o r  d o e s  n o t  c o m p l y  w i t h / m a n u f a c t u r e

specif ications
* Adjust fan "off" temperature to 90°
* Tum c ircui t  breaker "on"
* Redo test to get desired fan "on"/"ofF' and heat rise and record new readings
* C/cle the furnace

OWNER/CONTRACTOR REPAIR ITEMS

Owner Contractor Description of Repairs Verified Complete

COMMENTS:

Font "M" - Page 2
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Appendix 6: Energy Savings Report

Auditor Information

Name of Auditor:

Company:

Structure Information

Address of structure being audited

Total square feet of space

Building Type: _Residential _Commercial Industrial

Fuel Savings Information

Annual reduction of natural gas (MCF)

Annual reduction of electricity (kph)

Annual demand reduction (kW)

Annual reduction of fuel oil (gallons)

Annual reduction of propane (gallons)

Annual reduction of Gasoline and Diesel Fuel (gallons)

Renewable Energy (if applicable)

Installed capacity of wind generation (kW)

Electricity generated from wind (kph)

Installed capacity of solar photovoltaic (kW)

Electricity generated from solar photovoltaic (kph)

Installed capacity of other renewable sources (kW)

Electricity generated from other renewable sources (kph)
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Appendix 7: Contractor Terms and Conditions
Contractor Name:

Contractor Address:

Consumer Name:

Phone Number:

Consumer Address:

Terms and Conditions for Contractors Preparing Bids for Efficiencv Kansas Loan Program

Contractors, please initial on the space provided after reading each condition.

understand that the following are prerequisites for bidding:

Bids must have itemized cost of materials to be used in the energy conservation plan.

Labor cost must be listed separately from materials.

When required in a particular jurisdiction, I must obtain all necessary building permits from the local
authority for the work to be performed.

All bids must state exactly what will be done, so the State Energy Office has documentation for accountability
purposes.

All bids are to be based on the energy conservation plan provided by the auditor, and approved by the State
Energy Office.

Material or labor costs are NOT paid in advance.

No work shall begin until such time as the State Energy Office has approved the appropriate bid and you
have received written notification of this approval.

All work will be done in a professional manner and in accordance with industry standards.

If labor costs exceed $2,000, then all work shall comply with Davis Bacon prevailing wage statutes, and the
reporting of same to the DoE.'

I understand if I am awarded the project that:

I shall only perform those items of work that are approved by the State Energy Office. I shall not perform any
extra work requested by the homeowner. Without prior approval, the State Energy Office will not be responsible
for the additional costs.

Before beginning any repairs, I will ensure that the customer has been informed of the materials and supplies that
will be used and has agreed to their use.

Upon my completion of the work, the auditor and customer will inspect and approved all work, payment may not
be received until a Certificate of Project Completion is forwarded to the State Energy Office.

The State Energy Office does not process payments until the work is completed and approved by the auditor and
the customer.

I will warrant that my work is free from defects in material and workmanship for a period of one (1) year.
Upon notice of a material defect in the work within that period, I shall be responsible to perform any repairs,
replacements, or corrections to the defective construction, at no cost to the State Energy Office, utility, or the
homeowner, and within a reasonable period of time. Nevertheless, I shall not be responsible if: (1) my work has
been modified, altered, defaced, or had repairs made or attempted by others, or (2) if the material defect was
caused by an Act of God.

I have read and agree to the terms and conditions of the Efficiency Kansas Loan Program. I understand that any
expenses exceeding what was approved by the State Energy Office, or expenses that exceed the maximum award of
the program, will not be the responsibility of the State Energy Office.

/ /
Contractor Signature Date

6 The State Energy Office is awaiting further guidance from the Department of Energy regarding Davis-Bacon requirements.
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Appendix 8: Davis-Bacon Ackn0wledgment7

7 The State Energy Office is awaiting further guidance from the Department of Energy on Davis Bacon requirements.
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Appendix 9: Certificate of Project Completion

CUSTONIERI

ADDRESS:

AUDITOR

This is to certify that a final inspection of the above Project has been conducted jointly by the Auditor, the
Customer and the Bank or Utility, and that the Parties have determined that the Project has been fully
completed in accordance with the Audit Specifications submitted to Bank or Utility and approved by the
State Energy Office.

The Customer accepts the project as being fully completed and assumes the responsibility for
maintenance, custodial care and utilities for the premises.

AUDITOR

Date
Printed Name Signature

CUSTOMER

Date
Printed Name Signature

UTILITY/BANK

Date
Printed Name Signature
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Appendix 10: Utility Contact Form

Kansas Corporation Commission

Efficiency Kansas
UTILITY CONTACT INFORMATION

Kansas Corporation Commission, State Energy Office,
Attn: Efficiency Kansas Manager, 1300 SW Arrowhead Road, Suite 100, Topeka, KS 66604-4074
PLEASE COMPLETE & RETURN THIS FORM TO:

Utility Name:

Home Office Address:

Information Provided By:

C0NTACT(S) FOR ENERGY EFFICIENCY PROGRAM

Name:

Address:

Phone: Fax:

title:

City, State, Zip:

Email:

Name:

Address:

Phone: Fax:

Title:

City, State, Zip:

Email:

C0NTACT(S) FOR ENERGY AUDIT CUSTOMER SUPPORT

Name:

Address:

Phone: Fax:

Title:

City, State, Zip:

Email:

Name:

Address:

Phone: Fax:

Title:

City, State, zip;

Email:

C0NTACT(S) FOR GENERAL ACCOUNTING & BALANCE CONFIRMATIONS

Name:

Address:

Phone: Fax:

Title:

City, State, Zap:

Email:

Name:

Address:

Phone: Fax:

Istle:

City, State,Zea:

Email:
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THE EMPLQYMENT SITUATIQN - JULY 2009

Nonfarm payroll employmentcontinued to decline in July (-247,000), and the unemployment rate
was little changed at 9.4 percent, the U.S. Bureau of Labor Statistics reported today. The average
monthly job loss for May through July (-33 l,000) was about half the average decline for November
through April (-645,000). In July, job losses continued in many of the major industry sectors.

Chart 1. Unemployment rate, seasonally adjusted,
July 2007 _ July 2009

Chart 2. Nonfarm payroll employment over-the-month
change, seasonally adjusted, July 2007 .- July 2009
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Household Survey Data

In July, the number of unemployed persons was 14.5 million. The unemployment rate was 9.4 per-
cent, little changed for the second consecutive month. (See table A-l .)

Among the major worker groups, unemployment rates for adult men (9.8 percent), adult women (7.5
percent), teenagers (23.8 percent), whites (8.6 percent), blacks (14.5 percent), and Hispanics (12.3 per-
cent) were little changed M July. The unemployment rate for Asians was 8.3 percent, not seasonally
adjusted. (See tables A-1, A-2, and A-3.)



The number of long-term unemployed (those jobless for 27 weeks or more) rose by 584,000 over the
month to 5.0 million. In July, 1 M 3 unemployed persons were jobless for 27 weeks or more. (See table
A-9.)

The civilian labor force participation rate declined by 0.2 percentage point in July to 65.5 percent.
The employment-population ratio,at 59.4 percent, was little changed over the month but has declined
by 3.3 percentage points since the recession began in December 2007. (See table A-l .)

The number of persons worldng part time for economic reasons (sometimes referred to as involuntary
part-time workers) was little changed M July at 8.8 million. The number of such workers rose sharply in
the fall and winter but has been little changed for 4 consecutive months. (See table A-5.)

About 2.3 million persons were marginally attached to the labor force in July, 709,000 more than a
year earlier. (The data are not seasonally adjusted.) These individuals, who were not in the labor force,
wanted and were available for work and had looked for a job sometime in the prior 12 months. They
were not counted as unemployed because they had not searched for work in the 4 weeks preceding the
survey. (See table A-13.)

Among the marginally attached, there were 796,000 discouraged workers in July, up by 335,000 over
the past 12 months. (The data are not seasonally adjusted.) Discouraged workers are persons not cur-
rently looking for work because they believe no jobs are available for diem. The other 1.5 million per-
sons marginally attached to the labor force in July had not searched for work in the 4 weeks preceding
the survey for reasons such as school attendance or family responsibilities.

Establishment Survey Data

Total nonfarm payroll employment declined by 247,000 in July. From May to July, job losses aver-
aged 33 l ,000 per month, compared with losses averaging 645,000 per month from November to April.
Since December 2007, payroll employment has fallen by 6.7 million. (See table B-l .)

Employment in constructiondeclined by 76,000 in July, about in line with the average for the past 3
months (-73,000). Employment had decreased by 117,000 a month on average from November to April.

Manufacturing employment fell by 52,000 in July and has declined by 2.0 million since the recession
began. In motor vehicles and parts, fewer workers than usual were laid off in July for seasonal retooling.
As a result, the estimate of employment for the industry rose by 28,000 after seasonal adjustment. In
large part, July's seasonally-adjusted increase reflects the fact that previous job cuts had been so exten-
sive that there were fewer workers to lay off during the seasonal shutdown. Elsewhere in manufacturing,
several industries continued to lose jobs in July, including machinery (-l5,000) and fabricated metal
products (-14,000).

In July, retail trade employment declined by 44,000. Job losses in the industry had averaged 27,000 per
month over the prior 3 rondos. Employment Mwholesale trade fell by 19,000 in July, with the majority
of the decline occurring among durable goods wholesalers.

Employment in professional and business services continued to trend down in July (-38,000), the
industry has shed 1.5 million jobs since the start of the recession. Within professional and business ser-
vices, employment in the temporary help industry edged down in July. While temporary help has lost
844,000 jobs since the recession began, the declines have lessened substantially over the past 3 months.
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Transportation and warehousing lost 22,000 jobs in July. Since May, the average monthly job loss
was half the average monthly decline for November through April (-17,000 versus -34,000).

Financial activities employment continued to trend down in July (-13,000). The average monthly
decline for this industry was 23,000 over the past 3 months compared with 46,000 per month from
November through April. Since the start of the recession, the financial activities industry has lost
501,000 jobs. Employment in information declined by 16,000 in July, including losses in publishing
and telecommunications.

Health care employment increased by 20,000 in July, about in line with the average monthly gain for
the first half of this year but down from an average monthly increase of 30,000 during 2008. Employ-
ment in leisure and hospitality has been little changed over the past 3 months.

In July, the average workweek of production and nonsupervisory workers on private nonfarm payrolls
edged up by 0.1 hour to 33.1 hours. The manufacturing workweek increased by 0.3 hour to 39.8 hours.
Factory overtime was unchanged at 2.9 hours. (See table B-2.)

In July, average hourly earnings of production and nonsupervisory workers on private nonfarm pay-
rolls rose by 3 cents, or 0.2 percent, to $18.56. Over the past 12 months, average hourly earnings have
increased by 2.5 percent, while average weekly earnings have risen by only 1.0 percent due to declines
in the average workweek. (See table B-3.)

The change in total nonfarm payroll employment for May was revised &om -322,000 to -303,000, and
the change for June was revised Hom -467,000 to -443,000.

The Employment Situation for August is scheduled to be released on Friday, September 4, 2009,
at 8:30 a.m. (EDT).
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Quarterly averages Monthly data
June-July

changeI 2009 II 2009 May 2009 June 2009 July 2009
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P 113,094
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19,041
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113,137

14,812

16,756

19,215

13,195

22,605

p 131,735
P 18,818
p 6,224

p 11,869
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p 16,650
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$18.53
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p 611.49

p$18.56
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Table A. Major indicators of labor market activity, seasonally adjusted

(Numbers in thousands)

Category

HOUSEHOLD DATA Labor force status

Civilian labor force .

Employment .

Unemployment .

Not in labor force .

Unemployment rates

All workers .

Adult men .

Adult women .

Teenagers .

White . .

Black or African American .

Hispanic or Latino ethnicity .

ESTABLISHMENT DATA Employment

Nonfarm employment .

Goods-producing 1

Construction .

Manufacturing .

Service-providing 1

Retail trade 2 .

Professional and business service

Education and health services .

Leisure and hospitality . .

Government .

Hours of work 3

Total private .

Manufacturing .

Overtime .

Indexes of aggregate weekly hours (2002=l00)3

Total private .

Earnings 3

Average hourly earnings, total private ..

Average weekly earnings, total private

1 Includes other industries, not shown separately.
2 Quarterly averages and the over-the-month change are calculated using unfounded data.

3 Data relate to private production and nonsupervisory workers.
p = preliminary.



Frequently Asked Questions about Employment and Unemployment Estimates

Why are there two monthly measures of employment?

The household survey and establishment survey both produce sample-based estimates of employment
and both have strengths and limitations. The establishment survey employment series has a smaller
margin of error on the measurement of month-to-month change than the household survey because of its
much larger sample size. An over-the-month employment change of 107,000 is statistically significant
in the establishment survey, while the threshold for a statistically significant change in the household
survey is about 400,000. However, the household survey has a more expansive scope than the establish-
ment survey because it includes the self-employed, unpaid family workers, agricultural workers, and
private household workers, who are excluded by the establishment survey. The household survey also
provides estimates of employment for demographic groups.

Are undocumented immigrants counted in the surveys?

Neither the establishment nor household survey is designed to identify the legal status of workers. Thus,
while it is likely that both surveys include at least some undocumented immigrants, it is not possible to
determine how many are counted in either survey. The household survey does include questions about
whether respondents were bam outside the United States. Data from these questions show that foreign-
born workers accounted for 15.6 percent of the labor force in 2008.

Why does the establishment survey have revisions?

The establishment survey revises published estimates to improve its data series by incorporating
additional information that was not available at the time of the initial publication of the estimates.
The establishment survey revises its initial monthly estimates twice, in the immediately succeeding
2 months, to incorporate additional sample receipts from respondents in the survey and recalculated
seasonal adjustment factors. For more information on the monthly revisions, please visit
www.bls.gov/ces/cesrevinfo.htm.

On an annual basis, the establishment survey incorporates a benchmark revision that re-anchors
estimates to nearly complete employment counts available tram unemployment insurance tax records.
The benchmark helps to control for sampling and modeling errors in the estimates. For more informa-
tion on the annual benchmark revision, please visit www.bls.gov/web/cesbmart.htm.

Does the establishment survey sample include small firms?

Yes, about 40 percent of the establishment survey sample is comprised of business establishments with
fewer than 20 employees. The establishment survey sample is designed to maximize die reliability of the
total nonfarm employment estimate, firms from all size classes and industries are appropriately sampled
to achieve that goal.

Does the establishment survey account for employment from new businesses?

Yes, monthly establishment survey estimates include an adjustment to account for the net employment
change generated by business births and deaths. The adjustment comes from an econometric model that
forecasts the monthly net jobs impact of business births and deaths based on the actual past values of the
net impact that can be observed with a lag from the Quarterly Census of Employment and Wages. The
establishment survey uses modeling rather than sampling for this purpose because the survey is not
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immediately able to bring new businesses into the sample. There is an unavoidable lag between the birth
of a new fem and its appearance on the sampling frame and availability for selection. BLS adds new
businesses to the survey twice a year.

Is the count of unemployed persons limited to just those people receiving unemployment insurance
benefits?

No, the estimate of unemployment is based on a monthly sample survey of households. All persons who
are without jobs and are actively seeking and available to work are included among the unemployed. (People
on temporary layoff are included even if they do not actively seek work.) There is no requirement or
question relating to Lu employment insurance benefits in the monthly survey.

Does the official unemployment rate exclude people who have stopped looking for work?

Yes, however, there are separate estimates of persons outside the labor force who want a job, including
those who have stopped looldng because they believe no jobs are available (discouraged workers). In
addition, alternative measures of labor underutilization (discouraged workers and other groups not
officially counted as unemployed) are published each month in the Employment Situation news release.
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Technical Note

force. The labor foree participation rate is the labor force as
a percent of the population, and the employment-population
ratio is the employed as a percent of the population.

Establishment survey. The sample establishments are
drawn from private nonfarm businesses such as factories,
offices, and stores, as well as federal, state, and local
government entities. Employees on nonfarm payrolls are
those who received pay for any part of the reference pay
period, including persons on paid leave. Persons are counted
in each job they hold. Hours and earnings data are for
private businesses and relate only to production workers in
the goods-producing sector and nonsupervisory workers in
the service-providing sector. Industries are classified on the
basis of their principal activity in accordance with the 2007
version of the North American Industry Classification
System.

This news release presents statistics from two major
surveys, the Current Population Survey (household survey)
and the Current Employment Statistics survey (establishment
survey). The household survey provides the information on
the labor force, employment, and unemployment that appears
in the A tables, marked HOUSEHOLD DATA. It is a sample
survey of about 60,000 households conducted by the U.S.
Census Bureau for the Bureau of Labor Statistics (BLS).

The establishment survey provides the information on
the employment, hours, and earnings of workers on nonfarm
payrolls that appears in the B tables, marked ESTABLISH-
MENT DATA. This information is collected from payroll
records by BLS in cooperation with state agencies. The
sample includes about 160,000 businesses and government
agencies covering approximately 400,000 individual work-
sites. The active sample includes about one-third of all non-
farm payroll workers. The sample is drawn from a sampling
frame of unemployment insurance tax accounts.

For both surveys, the data for a given month relate to a
particular week or pay period. In the household survey, the
reference week is generally the calendar week that contains
the 12th day of the month. In the establishment survey, the
reference period is the pay period including the 12th, which
may or may not correspond directly to the calendar week.

Differences in employment estimates. The numerous
conceptual and methodological differences between the
household and establishment surveys result in important
distinctions in the employment estimates derived from the
surveys. Among these are:

Coverage, definitions, and differences between sur-
veys

The household survey includes agricultural workers,
the self-employed, unpaid family workers, and
private household workers among the employed.
These groups are excluded from the establishment
survey.

The household survey includes people on unpaid
leave among the employed. The establishment
survey does not.

The household survey is limited to workers 16 years
of age and older. The establishment survey is not
limited by age.

The household survey has no duplication of
individuals, because individuals are counted only
once, even if they hold more than one job. In the
establishment survey, employees working at more
than one job and thus appearing on more than one
payroll would be counted separately for each
appearance.

Household survey. The sample is selected to reflect
the entire civilian no institutional population. Based on
responses to a series of questions on work and job search
activities, each person 16 years and over 'm a sample
household is classified as employed, unemployed, or not in
the labor force.

People are classified as employed if they did any work
at all as paid employees during the reference week, worked in
their own business, profession, or on their own Tann, or
worked without pay at least 15 hours in a family business or
farm. People are also counted as employed if they were
temporarily absent from their jobs because of illness, bad
weather, vacation, labor-management disputes, or personal
reasons.

People are classified as unemployed if they meet all of
the following criteria: They had no employment during the
reference week, they were available for work at that time, and
they made specific efforts to find employment sometime
during the 4-week period ending with the reference week.
Persons laid off from a job and expecting recall need not be
looking for work to be counted as unemployed. The
unemployment data derived from the household survey in no
way depend upon the eligibility for or receipt of
unemployment insurance benefits.

The civilian labor force is the sum of employed and
unemployed persons. Those not classified as employed or
unemployed are not in the labor force. The unemployment
rate is the number unemployed as a percent of the labor

Seasonal adjustment
Over the course of a year, the size of the nation's labor

force and the levels of employment and unemployment
undergo sharp fluctuations due to such seasonal events as
changes in weather, reduced or expanded production,
harvests, major holidays, and the opening and closing of
schools. The effect of such seasonal variation can be very
large, seasonal fluctuations may account for as much as 95
percent of the month-to-month changes in unemployment.



Because these seasonal events follow a more or less
regular pattern each year, their influence on statistical trends
can be eliminated by adjusting the statistics from month to
month. These adjustments make nonseasonal developments,
such as declines in economic activity or increases in the
participation of women in the labor force, easier to spot. For
example, the large number of youth entering the labor force
each June is likely to obscure any other changes that have
taken place relative to May, making it difficult to detennine if
the level of economic activity has risen or declined.
However, because the effect of students finishing school in
previous years is known, the statistics for the current year can
be adjusted to allow for a comparable change. Insofar as the
seasonal adjustment is made correctly, the adjusted figure
provides a more useful tool with which to analyze changes in
economic activity.

Most seasonally adjusted series are independently
adjusted in both the household and establishment surveys.
However, the adjusted series for many major estimates, such
as total payroll employment, employment in most
supersectors, total employment, and unemployment are
computed by aggregating independently adjusted component
series. For example, total unemployment is derived by
summing the adjusted series for four major age-sex
components, this differs from the unemployment estimate
that would be obtained by directly adjusting the total or by
combining the duration, reasons, or more detailed age
categories.

For both the household and establishment surveys, a
concurrent seasonal adjustment methodology is used in which
new seasonal factors are calculated each month, using all
relevant data, up to and including the data for the current
month. In the household survey, new seasonal factors are
used to adjust only the current month's data. In the
establishment survey, however, new seasonal factors are used
each month to adjust the three most recent monthly estimates.
In both surveys, revisions to historical data are made once a
year.

Reliability of the estimates

430,000). These figures do not mean that the sample results
are off by these magnitudes, but rather that there is about a
90-percent chance that the "true" over-the-month change lies
within this interval. Since this range includes values of less
than zero, we could not say with confidence that employment
had, in fact, increased. If, however, the reported employment
rise was half a million, then all of the values within the 90-
percent confidence interval would be greater than zero. In
this case, it is likely (at least a 90-percent chance) that an
employment rise had, in fact, occurred. At an unemployment
rate of around 5.5 percent, the 90-percent confidence interval
for  t h e  mon t h l y ch a n ge  i n  u n e mp l oyme n t  i s  a b ou t
+/-280,000, and for the monthly change in the unemployment
rate it is about +/-.19 percentage point.

In general, estimates involving many individuals or
establishments have lower standard errors (relative to the size
of the estimate) than estimates which are based on a small
number of observations. The precision of estimates is also
improved when the data are cumulated over time such as for
quarterly and annual averages. The seasonal adjustment
process can also improve the stabi l i ty of the monthly
estimates.

The household and establishment surveys are also
affected by nonsampling error. Nonsampling errors can
occur for many reasons, including the failure to sample a
segment of the population, inability to obtain information for
all respondents in the sample, inability or unwillingness of
respondents to provide correct information on a timely basis,
mistakes made by respondents,  and errors made in the
collection or processing of the data.

For example, in the establishment survey, estimates for
the most recent 2 months are based on incomplete returns, for
this reason, these estimates are labeled preliminary in the
tables. It is only after two successive revisions to a monthly
estimate, when nearly all sample reports have been received,
that the estimate is considered final.

Another major source of nonsampling error in the
establishment survey is the inability to capture, on a timely
basis, employment generated by new firms. To correct for
this systematic underestimation of employment growth, an
estimation procedure with two components is used to account
for business births. The first component uses business deaths
to impute employment for business births. This is  in-
corporated into the sample-based link relative estimate
procedure by simply not reflecting sample units going out of
business, but imputing to them the same trend as the other
firms in the sample. The second component is an ARIMA
time series model designed to estimate the residual net
birth/death employment not accounted for by the imputation.
The historical time series used to create and test the ARIMA
model  was derived from the unemployment  insurance
universe micro-level database, and reflects the actual residual
net of births and deaths over the past 5 years.

The sample-based estimates from the establishment
survey are adjusted once a year (on a lagged basis)  to
universe counts of payrol l  employment  obtained from
administrative records of the unemployment insurance
program. The difference between the March sample-based
employment estimates and the March universe counts is

Statistics based on the household and establishment
surveys are subject to both sampling and nonsampling error.
When a sample rather than the entire population is surveyed,
there is a chance that the sample estimates may differ from
the "true" population values they represent. The exact
difference, or sampling error, varies depending on the
particular sample selected, and this variability is measured by
the standard error of the estimate. There is about a 90-
percent chance, or level of confidence, that an estimate based
on a sample will differ by no more than 1.6 standard errors
from the "true" population value because of sampling error.
BLS analyses are generally conducted at the 90-percent level
of confidence.

For example, the confidence interval for the monthly
change in total employment from the household survey is on
the order of plus or minus 430,000. Suppose the estimate of
total employment increases by 100,000 from one month to
the next. The 90-percent confidence interval on the monthly
change would range from -330,000 to 530,000 (l00,000 +/-



Other informationknown as a benchmark revision, and serves as a rough proxy
for total survey error. The new benchmarks also incorporate
changes in the classification of industries. Over the past
decade, absolute benchmark revisions for total nonfarm
employment have averaged 0.2 percent, with a range from 0.1
percent to 0.6 percent.

Information in this release will be made available to
sensory impaired individuals upon request. Voice phone:
(202) 691-5200; TDD message referral phone: 1-800-877-
8339.



Employment status, sex, and age
Not seasonally adjusted Seasonally adjusted 1

July
2008

June
2009

July
2009

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009

July
2009

TOTAL

Civilian no institutional population
Civilian labor force .

Participation rate .
Employed .

Employment-population ratio .
Unemployed

Unemployment rate
Notify labor force .
Persons who currently want a job

Men, 16 years and over

Civilian no institutional population
Civilian labor fame .

Participation rate .
Employed .

Employment-population ratio
Unemployed

Unemployment rate .
Not in labor force

Men, 20 years and over

Civilian no institutional population
Civilian labor force .

Participation rate .
Employed .

Employment-population ratio
Unemployed

Unemployment rate
Not in labor force

Women, 16 years and over

Civilian no institutional population
Civilian labor force .

Participation rate .
Employed .

Employment-population ratio
Unemployed

Unemployment rate
Notify labor force .

Women, 20 years and over

Civilian no institutional population
Civilian labor force .

Participation rate .
Employed .

Employment-population ratio
Unemployed

Unemployment rate .
Not in labor force

Both sexes, 16 to 19 years

Civilian no institutional population
Civilian labor force .

Participation rate .
Employed .

Employment-population ratio
Unemployed

Unemployment rate
Not in labor force .

233,864
156,300

66.8
146,867

62.8
9,433

6.0
77,564
5,213

113,154
84,113

74.3
78,991

69.8
5,122

6.1
29,040

104,490
79,752

76.3
75,643

72.4
4,110

5.2
24,738

120,710
72,187

59.8
67,876

56.2
4,311

6.0
48,523

112,290
68,072

60.6
64,526

57.5
3,546

5.2
44,218

17,084
a,476
49.6

5,698
39.2

1,777
21 .0

8.608

235,655
155,921

66.2
140,826

59.8
15,095

9.7
79,734
6,454

114,060
83,141

72.9
74,494

65.3
8,647
10.4

30,919

105,412
79,245

75.2
71,738

68.1
7,507

9.5
26,167

121,594
72,780

59.9
66,332

54.6
e,44a

8.9
48,815

113,189
68,906

60.9
63,480

56.1
5,426

7.9
44,284

17,053
7,770
45.6

5,608
32.9

2,162
27.8

9,284

235,870
156,255

66.2
141,055

59.8
15,201

9.7
79,614
6,244

114,173
83,375

73.0
74,861

65.6
8,515
10.2

30,798

105,530
79,337

75.2
71 ,911

68.1
7,427

9.4
26,193

121,696
72,880

59.9
66,194

54.4
6,686

9.2
48,816

113,296
68,993

60.9
63,182

55.8
5,811

8.4
44,303

17,044
7,925
46.5

5,962
35.0

1,963
24.8

9,118

233,864
154,506

66.1
145,596

62.3
8,910

5.8
79,358
5,033

113,154
82,829

73.2
77,683

68.7
5,145

6.2
30,324

104,490
79,286

75.9
74,973

71 .8
4,313

5.4
25,204

120,710
71,676

59.4
67,913

56.3
3,753

5.3
49,034

112,290
68,273

60.8
65,103

58.0
3,170

4.6
44,017

17,084
6,947
40.7

5,520
32.3

1 ,427
20.5

10,137

235,086
154,048

65.5
140,887

59.9
13,161

8.5
81 ,038
5,814

113,758
81 ,804

71 .9
74,053

65.1
7,751

9.5
31,954

105,095
78,578

74.8
71 ,655

68.2
6,923

8.8
26,516

121,328
72,244

59.5
66,834

55.1
5,410

1.5
49,084

112,908
68,977

61 .1
64,148

56.8
4,828

7.0
43,931

17,083
0,493

38.0
5,083

29.8
1 ,410

21 .7
10,590

235,271
154,731

65.8
141,007

59.9
13,724

8.9
80,541

5,935

113,857
82,358

72.3
74,116

65.1
a,242
10.0

31,498

105,196
79,081

75.2
71 ,678

68.1
7,403

9.4
26,115

121,415
72,372

59.6
66,890

55.1
5,482

7.6
49,042

112,999
69,148

61 .2
64,226

56.8
4,922

7.1
43,850

17,076
6,501
38.1

5,103
29.9

1 ,398
21 .5

10,575

235,452
155,081

65.9
140,570

59.7
14,511

9.4
80,371
5,861

113,953
82,724

72.6
74,033

65.0
8.691
10.5

31,229

105,299
79,395

75.4
71 ,593

68.0
7,802

9.8
25,904

121,499
72,357

59.6
66,537

54.8
5,820

8.0
49,142

113,089
69,112

61 .1
63,895

56.5
5,217

7.5
43,976

17,064
6,573
38.5

5,082
29.8

1 ,491
22.7

10,491

235,655
154,926

65.7
140,196

59.5
14,729

9.5
80,729
5,884

114,060
82,529

72.4
73,777

64.7
8,751
10.6

31 ,532

105,412
79,291

75.2
71 ,387

67.7
7,904
10.0

26,121

121,594
72,397

59.5
66,419

54.6
5,978

8.3
49,197

113,189
69,060

61 .0
63,810

56.4
5,249

7.6
44,130

17,053
6,575
38.6

4,999
29.3

1 ,575
24.0

10,478

235,870
154,504

65.5
140,041

59.4
14,462

9.4
81 ,366
5,990

114,173
82,310

72.1
73,703

64.6
8,607
10.5

31,863

105,530
79,045

74.9
71,319

67.6
7,726

9.8
26,485

121,696
72,194

59.3
66,339

54.5
5,855

8.1
49,503

113,296
68,985

60.9
63,789

56.3
5,196

7.5
44,311

17,044
6,474

38.0
4,933
28.9

1 ,541
23.8

10,570

HOUSEHOLD DATA HOUSEHOLD DATA

Table A-1. Employment status of the civilian population by sex and age

(Numbers in thousands)

1 The population figures are not adjusted for seasonal variation, therefore, identical numbers appear in the unadjusted and seasonally adjusted columns.
NOTE: Updated population controls are introduced annually with the release of January data.



Employment status, race, sex, and age

Not seasonally adjusted Seasonally adjusted 1

July
2008

June
2009

July
2009

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009

July
2009

189,587
127,164

67.1
120,357

63.5
6,807

5.4
52,422

66,010
76.7

63,055
73.3

2,956
4.5

54,186
59.9

51,637
51.1

2,549
4.7

6,968
53.2

5,665
43.3

1,303
18.7

27,854
18,097

65.0
16,132

57.9
1,985
10.9

9,757

8,067
72.0

7,223
64.5
844
10.5

9,019
64.5

8,267
59.1
752
8.3

1 ,011
37.7
642
24.0
369
36.5

190,801
126,986

66.6
115,772

60.7
11,214

8.8
63,815

65,662
75.7

59,963
69.1

5.699
8.7

54,900
60.3

50,990
56.0

3,910
7.1

6,424
49.3

4,819
36.9

1,605
25.0

28,217
17,911

63.5
15,174

53.8
2,737
15.3

10,306

7,956
70.0

6,672
58.7

1,284
16.1

9,076
64.1

a,01s
56.6

1 ,ass
11.7

879
32.7
484
18.0
395
45.0

190,944
127,069

66.5
115,861

60.7
11,209

8.8
63,875

65,692
75.7

60,091
69.2

5,602
8.5

54,853
60.2

50,696
55.6

4,157
7.6

6,525
50.1

5,075
38.9

1,450
22.2

28,252
18,085

64.0
15,218

53.9
2.867
15.9

10,167

7,976
70.1

6,696
58.8

1,283
16.1

9,154
64.5

7,951
56.1

1,206
13.1

955
35.5
574
21 .4
380
39.9

189,587
125,979

66.4
119,432

63.0
6,547

5.2
63,608

65,786
76.4

62,624
72.8

3,161
4.8

54,459
60.2

52,169
57.7

2,290
4.2

5,734
43.8

4,639
35.4

1 ,095
19.1

27,854
17,744

63.7
15,989

57.4
1 ,755

9.9
10,111

7,975
71 .2

7,152
63.9
822
10.3

8.967
64.2

8,291
59.3
675
7.5

802
30.0
545
20.4
257
32.0

190,436
125,599

66.0
115,693

60.8
9,906

7.9
64,837

65,032
75.2

59,811
69.1

5,221
8.0

55,115
60.7

51,519
56.7

3,596
6.5

5,452
41 .7

4,363
33.4

1 ,089
20.0

28,118
17,542

62.4
15,212

54.1
2,330
13.3

10,576

7,917
70.0

6,700
59.2

1 ,21a
15.4

a,9a2
63.3

8,045
57.0
8a7
9.9

692
25.7
467
17.4
225
32.5

190,552
126,110

66.2
115,977

60.9
10,133

8.0
64,441

65,509
75.7

59,957
69.3

5,543
8.5

55,227
60.8

51 ,695
56.9

a.53a
6.4

5,374
41 .1

4,316
33.0

1 ,ass
19.7

28,153
17,816

63.3
15,142

53.8
2,673
15.0

10,337

7,990
70.5

6,620
58.4

1 ,370
17.2

9.064
64.1

8,025
56.8

1 ,038
11 .s

762
28.3
497
18.5
265
34.7

190,667
126,423

66.3
115,561

60.6
10,862

8.6
64,244

65,766
75.9

59,820
69.0

5,940
9.0

55,192
60.7

51,385
56.5

3,807
6.9

5,465
41 .9

4,350
33.4

1,108
20.3

28,184
17,737

62.9
15,095

53.6
2,642
14.9

10,446

8,000
70.5

6,650
58.7

1,345
16.8

9.000
63.6

7,993
565

1,007
11 .2

736
27.4
446
16.6
290
39.4

190,801
126,199

66.1
115,202

60.4
10,997

8.7
64,601

65,732
75.8

59,656
688

6,076
9.2

55,068
60.5

51 ,304
56.4

3,765
6.8

5,400
41.4

4,243
32.5

1,156
21.4

28,217
17,700

62.7
15,103

53.5
2,597
14.7

10,517

7,929
69.8

0,033
58.4

1 .297
16.4

9.042
63.8

8,018
56.6

1 ,024
11 .3

729
27.1
453
16.9
276
37.9

190,944
125,997

66.0
115,123

60.3
10,874

as
64,947

65,643
75.6

59,701
68.8

5,941
9.1

54,987
60.4

51,245
56.3

3,742
6.8

5,367
41 .2

4,176
32.0

1,191
22.2

28,252
17,684

62.6
15,111

53.5
2,573
14.5

10,568

7,895
69.4

5,645
58.4

1 ,251
15.8

9,045
63.8

7,988
56.3

1 ,057
11 .7

744
27.7
479
17.8
265
35.7

HOUSEHOLD DATA HOUSEHOLD DATA

Table A-2. Employment status of the civilian population by race, sex, and age

(Numbers in thousands)

WHITE

Civilian nonlnslitulional population
Clvlllan labor force ._

Participation rate .
Employed.
Employment-population ratio

Unemployed
Unemployment rate .

Not in labor force

Men, 20 years and over
Civilian laborforce .

Participation rate.
Employed
Employment-populationratio.

Unemployed
Unemplnyment rate .

Women, 20 years and over
Civilian labor force .

Participation rate .
Employed
Employment-population ratio .

Unemployed
Unemployment rate .

Both sexes, 16 to 19 years
Civilian laborfame .

Participationrate .
Employed . _
Employment-population ratio.

Unemployed
Unemploymentrate .

BLACK OR AFRICAN AMERICAN

civilian nonlnstltutional population
Civilian labor floe .

Participation rate .
Employed .
Employment-population ratio

Unemployed
Unemployment rate .

Not in labor force

Men, 20 years and over
Civilianlaborforce..

Participation rate .
Employed
Employment-population ratio .

Unemployed
Unemploymentrate .

Women, 20 years and over
Civilian labor force .

Participation rate .
Employed .
Employment-population ratio .

Unemployed
Unemployment rate

Both sexes, 16 to 19 years
Civilian labor force .

Participation rate.
Employed
Employment-population ratio

Unemployed
Unemployment rate .

See footnotes at end of table.



Employment status, race, sex, and age

Not seasonally adjusted Seasonally adjusted 1

July
2008

June
2009

July
2009

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009

July
200g

ASIAN

Civilian no institutional population
Civilianlaborforce .

Participationrate .
Employed .
Employment-population ratio .

Unemployed
Unemployment rate .

Not inlabor force

10,802
7,326
87.8

7,030
65.1
296
4.0

3,476

10,897
1,322
67.2

6,719
61 .7
603
8.2

3,575

10,903
7,394
67.8

6.780
62,2
614
8.3

3,509

2
223
(2)
(2)
(2)
(2)
(2)
(2)

(2)
(§)
(2)
< )
(2)

283
(2)

(2)
(§)
( )
(2)
(§)
(2)
(2)
( )

2
223
(2)
(2)
(2)
(2)
(2)
(2)

(2)
(§)
(2)
(2)
(2)
(2)
(2)
( )

(2)
(2)
(2)
(2)
(2)

233
(2)

Employment status, sex, and age

Not seasonally adjusted Seasonally adjusted 1

July
2008

June
2009

July
2009

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009

July
2009

HISPANIC OR LATINO ETHNICITY

Civilian no institutional population
civilian labor force .

Participation rate .
Employed .
Employment-population ratio .

Unemployed
Unemployment rate .

Not in labor force

Men, 20 years and over
Civilian labor force .

Participation rate .
Employed .
Employment-population ratio

Unemployed
Unemployment rate

Women, 20 years and over
Civilian labor force .

Participation rate .
Employed .
Employment-population ratio

Unemployed
Unemployment rate

Both sexes, 16 to 19 years
Civilian labor force

Participation rate .
Employed .
Employment-population ratio

Unemployed
Unemployment rate

32,179
22,193

69.0
20,505

63.7
1,688

7.6
9,986

12,661
84.5

11 .937
79.6
725
5.7

8,268
58.5

7.650
54.1
618
7.5

1,264
41.5
919
30.2
345
27.3

32,839
22,403

68.2
19,685

59.9
2,718
12.1

10,436

12,642
82.7

11,290
73.9

1,352
10.7

8,527
59.1

7,542
52.2
985

11.5

1,234
39.6
854
27.4
381
30.8

32,926
22,695

68.9
19,849

60.3
2,846
12.5

10,232

12,824
83.7

11,384
74.3

1,440
11.2

8,553
59.1

1,541
52.1

1,013
11 .8

1 ,311
42.1
924
29.6
393
29.8

32,179
22,062

68.6
20,396

63.4
1 ,hes

7.5
10,117

2
223
( 2 )
( 2 )
( 2 )
( 2 )

(2)(§)
( 2 )
( 2 )
( 2 )
(  )

( 2 )
(Q)
( 2 )
( 2 )
( 2 )
(  )

(2)(§)
(2)
(2)
(2)
( )

32,585
22,175

68.1
19,640

60.3
2,536
11.4

10,410

(2)
(§)
(2)
(2)
(2)
( )

2
223
( 2 )
( 2 )
( 2 )
( 2 )

32,671
22,376

68.5
19,854

60.8
2,521
11 .3

10,295

( 2 )
(22)
( 2 )
( 2 )
( 2 )
(  )

2
223
( 2 )
( 2 )
( 2 )
( 2 )

(2)
(2)
( 2 )
( 2 )
( 2 )
( )

2
223
( 2 )
( 2 )
( 2 )
( 2 )

32,753
22,438

68.5
19,595

59.8
2,843

12.7
10,315

( 2 )
( 2 )
(§)

E23
( 2 )

(2)
(Q)
( 2 )
( 2 )
( 2 )
(  )

32,839
22,347

68.1
19,623

59.8
2,724

12.2
10,491

2
£23
( 2 )
( 2 )
( 2 )
( 2 )

( 2 )
( 2 )
( 2 )
(  )
( 3 )
(  )

(2)
(3)
( 2 )
( 2 )
( 2 )
(  )

2
E28
( 2 )
( 2 )
( 2 )
( 2 )

( 2 )
( 2 )
(2)

E 28
( 2 )

32,926
22,526

68.4
19,745

60.0
2,781

12.3
10,400

( 2 )
( 2 )
(2)

233
( 2 )

HOUSEHOLD DATA HOUSEHOLD DATA

Table A-2. Employment status of the civilian population by race, sex, and age - Continued

(Numbersin thousands)

1 The population figures are not adjusted for seasonal variation, therefore,
identical numbers appear in the unadjusted and seasonally adjusted columns.

2 Data not available.

NOTE: Estimates for the above race groups will not sum to totals shown in
table A-1 because data are not presented for all races Updated population
controls are introduced annually with the release of January data.

Table A-3. Employment status of the Hispanic or Latino population by sex and age

(Numbers in thousands)

1 The population figures are not adjusted for seasonal variation, therefore,
identical numbers appear in the unadjusted and seasonally adjusted columns.

2 Data not available.

NOTE: Persons whoseethnicity is identified as Hispanic or Latino may be of
any race. Updated population controls are introduced annually with the release of
January data.



Educational attainment
Not seasonally adjusted Seasonally adjusted

July
2008

June
2009

July
2009

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009

July
2009

Less than a high school diploma
Civilian labor force

Participation rate .
Employed .
Employment-population ratio

Unemployed
Unemployment rate

High school graduates, no college 1
Civilian labor force

Participation rate .
Employed .
Employment-population ratio

Unemployed
Unemployment rate

Some college or associate degree
Civilian labor force

Participation rate .
Employed .
Employment-population ratio

Unemployed
Unemployment rate .

Bachelor's degree and higher 2
Civilian labor force

Participation rate .
Employed .
Employment-population ratio .

Unemployed
Unemployment rate

11,877
46.6

10,897
42.8
980
8.3

38,248
62.5

36,211
59.2

2,037
5.3

36,791
71.7

35,035
68.3

1,756
4.8

44,955
77.0

43,703
74.8

1 ,252
28

12,545
47.0

10,744
40.3

1,802
14.4

38,208
62.4

34,695
56.7

3,514
9.2

36,546
70.8

33,614
65.1

2,932
8.0

45,242
77.3

43,048
73.5

2,194
4.8

12,142
47.3

10,352
40.3

1,790
14.7

37,832
61 .7

34,269
55.9

3,563
9.4

35,839
71 .2

33,800
65.3

3,039
8.2

45,751
76.9

43,330
72.9

2,422
5.3

12,174
47.8

11,124
43.7

1,050
8.6

38,819
63.4

36,757
60.1

2,062
5.3

36,534
71 ,2

34,855
68.0

1 ,679
4.6

45,050
77.1

43,936
75.2

1,114
2.5

11 ,997
45.7

10,399
39.6

1 ,598
13.3

38,434
62.3

34,981
56.7

3,454
9.0

36,921
71 .8

34,267
66.6

2.653
7.2

45,401
78.1

43,431
74,7

1 ,970
4.3

12,027
45.7

10,251
38.9

1 ,776
14.8

38,687
63,0

35,086
57.1

3.601
9.3

36,959
71 .7

34,207
66.4

2,752
7.4

45,442
77.7

43,466
74.4

1 ,977
4.4

12,210
45.9

10,321
38.8

1,889
15.5

38,757
63.1

34,881
56.8

3,875
10.0

36,860
71 .7

34,013
66.2

2,847
7.7

45,500
77.8

43,332
74.1

2,107
4.8

12,363
46.3

10,447
39.2

1,916
15.5

38,694
63.2

34,898
57.0

3.796
9.8

36,646
71 .0

33,713
65.3

2.933
8.0

45,527
77.7

43,368
74.1

2,158
4.7

12,461
48.5

10,537
41 .0

1,925
15.4

38,362
62.5

34,760
56.7

3,602
9.4

36,564
70.6

33,679
65.1

2,885
7.9

45,691
76.8

43,546
73.2

2,145
4.7

HOUSEHOLD DATA HOUSEHOLD DATA

Table A-4. Employment status of the civilian population 25 years and over by educational attainment

(Numbers in thousands)

1 Includes persons with a high school diploma or equivalent.
2 Includes persons with bachelors, masters,professional, and doctoraldegrees.
NOTE: Updated population controls are introduced annually withthe releaseof January data.



Category
Not seasonally adjusted Seasonally adjusted

July
2008

June
2009

July
2009

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009

July
2009

CLASS OF WORKER

Agriculture and related industries
Wage and salary workers
Self-employed workers
Unpaid family workers

Nonagricultural industries .
Wage and salary workers
Government .
Private industries .
Private households .
Other industries .

Self-employed workers .
Unpaid family workers

PERSONS AT WORK PART TIME 2

All industries:
Part time for economic reasons .

Slack work or business conditions
Could only find part-time work

Part time for noneconomic reasons .

Nonagricultural industries:
Part time for economic reasons .

Slack work or business conditions
Could only End part-time work

Part time for noneconomic reasons

2,a72
1,444

894
35

144,495
134,662
20,509

114,153
873

113,280
9,127

106

6,054
4,174
1,481

17,442

5,947
4,111
1,4e9

17,080

2,351
1,366

941
43

138,475
129,255
21,260

107,995
908

107,087
9,198

83

9,901
6,616
2,263

17,712

9,190
6.537
2,245

17,327

2,361
1 ,392

926
42

138,694
129,619

20,786
108,853

923
107,930

9,007
68

9,103
6,711
1 ,978

17,235

8,977
e,eoe
1 ,974

16,869

2,142
1,265

846

(1  )

143,453
133,894
21,129

1121818
( )

112,036
9.483
l l  )

5,813
4,220
1,300

19,348

5,693
4,160
1,287

18,992

2,050
1,167

875
(1 )

138,842
129,478
20.904

108,674

(1  )
107,898

9,184

(1  )

9,049
6,857
1,839

18,833

8,942
6,773
1,850

18,493

2,134
1,209

887
<1 )

138,828
129,724
21 ,211

108.555
(1 )

107,813
9,052
(1 )

8,910
6,699
1 ,810

19,065

8,826
e,e50
1 ,802

18,661

2,173
1,256

882
(1 )

138,296
129,298
21,247

1081054
( )

107,238
8,990
(1 )

9,084
6,794
1,922

18,872

8,928
6,681
1,909

18,502

2,165
1,232

896
(1  )

137,812
128,939

21 ,446
1071498

( )
106,631

8,891
(1 )

8,989
6,783
1 ,980

18,718

8,845
15,699
1 ,969

18,358

2,148
1,230

876
(1 )

137,675
128,939
21,367

107,591
(1 )

106,728
8,801
(1 )

8,798
6,849
1 ,835

19,018

8,647
6,733
1,776

18,821

HOUSEHOLD DATA HOUSEHOLD DATA

Table A-5. Employed persons by class of worker and part-time status

(In thousands)

1 Data not available.
2 Persons at work excludes employed persons who were absent from their

jobs during the entire reference week for reasons such as vacation, illness, or
industrial dispute. Part time for noneconomic reasons excludes persons who
usually work full time but worked only 1 to 34 hours during the reference week for

reasons such as holidays, illness, and bad weather.
NOTE: Detail for the seasonally adjusted data shown in this table will not

necessarily add to totals because of the independent seasonal adjustment of the
various series. Updated population controls are introduced annually with the
release of January data.



Characteristic
Not seasonally adjusted Seasonally adjusted

July
2008

June
2009

July
200g

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009

July
2009

AGEAND SEX

Total, 16 years and over
16 to 19 years .
16 to 17 years .
18 to 19 years .

20 years and over .
20 to 24 years .
25 years and over .
25 to 54 years .
25 to a4 years .
35 to 44 years .
45 to 54 years .

55 years and over .

Men, 16 years and over .
16 to 19 years .
16 to 17 years .
18th 19 years ,

20 years and over .
20 to 24 years .
25 years and over .
25 to 54 years .
25 to 34 years .
35 to 44 years .
45 to 54 years .

55 years and over .

Women, 16 years and over
16 to 19 years .
16th 17 years .
18 to 19 years .

20 years and over .
20 to 24 years .
25 years and over .
25 to 54 years .
25 to 34 years .
35 to 44 years .
45 to 54 years .

55 years and over .

MARITAL STATUS

Married men, spouse present .
Married women, spouse present
Women who maintain families .

FULL- OR PART-TIME STATUS

Full-time workers 2
Part-time workers 3

MULTIPLE JOBHOLDERS

Total multiple jobholders .
Percent of total employed

146,867
6.698
2,445
4,253

140,169
14,323

125,846
99,215
31,465
33,371
34,379
26,631

78,991
3,348
1,215
2,1a3

75,643
1,598

68,045
53,755
17,370
18,147
18,237
14,290

67,876
3,350
1,230
2,119

64,526
6,725

57,802
45,460
14,095
15,224
16,142
12,341

46,034
35,571
8,877

122,378
24,489

7,743
5.3

140,826
5,608
1,940
3,007

135,218
13,118

122,100
95,156
30,054
31,634
33,468
26,944

74,494
2,755

978
1,779

71,738
0,908

64,930
50,727
16,257
16,925
17,545
14,202

66,332
2,852

964
1 ,888

63,480
6,310

57,170
44,429
13,796
14,709
15,923
12,742

44,263
35,274
8,853

114,014
26,811

7,007
5.0

141,055
5,952
2,130
3,826

135,093
13,342

121,751
94,873
30,128
31 ,421
33,324
26,878

74,861
2.950
1,092
1 ,857

71 ,911
6,930

64,980
50,771
16,399
16,923
17,448
14,210

66,194
a,012
1,043
1 ,969

63,182
6,412

56,770
44,102
13,728
14,498
15,876
12,668

43,900
34,872
8,751

114,184
26,871

7,282
5.2

145,596
5,520
1,969
3,572

140,076
13,697

126,526
99,640
31,449
33,556
34,635
26,666

77,683
2,709

926
1,789

74,973
7,159

67,894
53,589
17,231
18,103
18,254
14,306

67,913
2,611
1,043
1,763

65,103
6,538

56,631
46,052
14,216
15,453
16,360
12,580

46,093
36,110
(1 )

120,295
25,452

7,727
5.3

140,887
5,083
1 ,755
3,300

135,804
13,090

122,662
95,720
30,211
31 ,746
33,763
26,942

74,053
2,398

803
1 ,579

71 ,655
6,656

65,031
50,865
16,288
17,027
17,550
14,166

66,834
2.685

952
1,721

64,148
6,434

57,631
44,855
13,922
14,719
16,214
12,776

44,470
351481
( )

113,665
26,963

7.656
5.4

141,007
5,103
1 ,737
3,353

135,904
13,090

122,838
95,805
30,140
31,770
33,896
27,032

74,116
2,438

817
1 ,635

71 ,678
6,701

64,960
50,802
16,199
17,027
17,576
14,157

66,890
2,664

920
1 ,716

64,226
6,389

57,878
45,003
13,941
14,742
16,320
12,875

44,469
351444
( )

113,725
27,066

7,746
5.5

140,570
5,082
1 ,795
3,260

135,488
12,842

122,650
95,394
29,955
31 ,681
33,758
27,256

74,033
2,440

851
1,580

71,593
6,574

65,001
50,672
16,082
17,002
17,588
14,329

66,537
2,642

944
1 ,681

63,895
6,268

57,649
44,722
13,873
14,679
16,170
12,927

44,255
35,391
(1 )

113,318
27,195

7,292
5.2

140,196
4,999
1,732
3,251

135,197
12,774

122,539
95,391
30,018
31,734
33,639
27,147

73,777
2,390

821
1 ,576

71 ,387
6,582

64,855
50,640
16,194
16,926
17,520
14,214

66,419
2,609

911
1,675

63,810
6,193

57,684
44,751
13,825
14,808
16,118
12,933

44,294
35,464
(1 )

112,942
27,374

7,160
5.1

140,041
4,933
1 ,716
3,225

135,108
12,790

122,455
95,297
30,079
31,613
33,606
27,158

73,703
2,383

826
1 ,562

71 ,319
6,546

64,828
50,600
16,231
16,898
17,470
14,228

66,339
2,550

892
1 ,663

63,789
6,244

57,627
44,697
13,847
14,714
16,136
12,929

43,992
35,377
(1 )

112,598
27,799

7,264
5.2

HOUSEHOLD DATA HOUSEHOLD DATA

Table A-6. Selected employment indicators

(In thousands)

1 Data not available.
2 Employed full-time workers are persons who usually work 35 hours or more

per week.
3 Employed part-time workers are persons who usually work less than 35

hours per week.

NOTEs Detail for the seasonally adjusted data shown in this table will not
necessarilyadd to totals because of the independent seasonal adjustment of the
various series. Updated population controls are introduced annually with the
release of January data.



Characteristic

Number of
unemployed persons

(in thousands)
Unemployment rates t

July
2008

June
2009

July
2009

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009

July
2009

AGE AND SEX

Total, 16 years and over .
16 to 19 years .
16 to 17 years .
18th 19 years .

20 years and over .
20 to 24 years .
25 years and over .
25 to 54 years .
25 to 34 years .
35 to 44 years .
45 to 54 years .

55 years and over .

Men, 16 years and over .
16 to 19 years .
16 to 17 years .
18 to 19 years .

20 years and over .
20 to 24 years .
25 years and over .
25 to 54 years .
25 to 34 years .
85 to 44 years .
45 to 54 years .

55 years and over .

Women, 16 years and over
16 to 19 years .
16 to 17 years .
18 to 19 years .

20 years and over .
20 to 24 years .
25 years and over .
25 to 54 years .
25 to 34 years .
35 to 44 years .
45 to 54 years .

55 years and overt .

MARITAL STATUS

Married men, spouse present .
Married women, spouse present
Women who maintain families 2

FULL- OR PART-TIME STATUS

Full-time workers s
Part-time workers 4

8,910
1,421

653
763

1,483
1,584
5,911
4,927
1,898
1,646
1,383
1,042

5,146
834
383
450

4,a1a
946

3,392
2,823
1 ,141

941
741
569

s,163
593
270
313

a,1 vo
638

2,580
2,104

757
705
643
550

1,581
1,21a

820

7,438
1,501

14,729
1,570

580
1,009

13,153
2,283

10,877
8,812
3,359
2,796
2,657
2,048

8,751
847
285
579

7,904
1 ,370
6,532
5,346
2,015
1 ,649
1 .622
1 ,180

5,978
729
295
430

5,249
913

4,s4s
3,467
1 ,294
1 ,147
1 ,036

874

3,289
2,120
1,173

12,924
1,724

14,462
1,541

585
962

12,922
2,302

10,743
8,717
3,344
2,706
2,667
1 ,965

8,607
881
316
577

7,726
1 ,347
6,446
5,306
2.031
1,644
1,631
1,140

5,855
659
269
385

5,196
955

4,297
3,411
1,312
1,063
1,036

974

3,282
2,045
1,266

12,709
1,780

5.8
20.5
24.9
17.6
5.1

10.4
4.5
4.1
5.7
4.7
3.8
3.7

6.2
23.5
29.3
20.1
5.4

11.7
4.8
5.0
6.2
4.9
3.9
3.8

5.3
17.4
20.5
14.9
4.6
8.9
4.2
4.4
5.1
4.4
3.8
4.3

3.3
3.4
8.5

5.8
5.6

8.5
21.7
23.7
20.9
8.0

14.0
7.2
7.6
9.0
7.2
6.6
6.2

9.5
25.7
28.2
24.6
8.8

16.7
7.9
8.3

10.1
7.7
7.1
6.3

7.5
17.8
19.4
17.2
7.0

11.0
6.5
6.7
7.6
5.5
6.1
5.8

5.8
5.4

10.8

9.2
5.9

8.9
21.5
23.0
21.3
8.3

14.7
7.5
7.8
9.7
7.5
6.4
6.4

10.0
25.6
26.3
25.3
9.4

17.5
8.3
8.8

11.1
8.2
7.1
5.7

7.6
17.4
19.9
17.1
7.1

11 .5
6.6
6.7
7.9
6.7
5.7
5.4

6.3
5.5

10.0

9.6
6.1

9.4
22.7
23.4
22.9
8.8

15.0
8.1
8.4

10.5
8.1
6.8
6.7

10.5
26.7
26.1
27.8
9.8

17.5
9.0
9.5

11.9
9.0
7.7
7.0

8.0
18.6
20.7
17.5
7.5

12.2
7.0
7.2
8.9
7.0
5.9
5.8

6.8
5.7

11.0

10.2
6.0

9.5
24.0
25.1
23.7
8.9

15.2
8.2
8.5

10.1
8.1
7.3
7.0

10.6
26.2
25.8
26.9
10.0
17.2
9.2
9.5

11.4
8.9
8.5
7.7

8.3
21.8
24.4
20.4
7.6

12.8
7.0
7.2
8.5
7.2
6.0
6.4

6.9
5.6

11.7

10.3
5.9

9.4
23.8
25.4
23.0
8.7

15.3
8.1
8.4

10.0
7.9
7.4
6.7

10.5
27.0
27.7
27.0
9.8

17.1
9.0
9.5

11 .1
8.9
8.5
7.4

8.1
20.5
23.2
18.8
7.5

13.3
6.9
7.1
8.7
6.7
6.0
7.1

6.9
5.5

12.6

10.1
6.0

HOUSEHOLD DATA HOUSEHOLD DATA

Table A-7. Selected unemployment indicators, seasonally adjusted

1 Unemployment as a percent of the civilian labor force.
2 Not seasonally adjusted.
3 Full-time workers are unemployed persons who have expressed a desire to

work full time (35 hours or more per week) or are on layoff from full-time jobs.
4 Part-time workers are unemployed persons who have expressed a desire to

work part time (less than 35 hours per week) or are on layoff from part-time jobs.
NOTE: Detail for the seasonally adjusted data shown in this table will not

necessarily add to totals because of the independent seasonal adjustment of the
various series. Updated population controls are introduced annually with the
release of January data.



Reason

Not seasonally adjusted Seasonally adjusted

July
2008

June
2009

July
2009

July
2008

Mar.
2009

Apr,
2009

May
2009

June
2009

July
2009

NUMBER OF UNEMPLOYED

Job losers and persons who completed temporary jobs
On temporary layoff .
photon temporary layoff .

Permanent job losers .
Persons who completed temporary jobs

Joh leavers .
Reentrants .
New entrants

PERCENT DISTRIBUTION

Total unemployed .
Job losers and persons who completed temporary

jobs .
On temporary layoff .
Not on temporary layoff .

Job leavers
Reentrants .
New entrants

UNEMPLOYED AS A PERCENT OF THE
CIVILIAN LABOR FORCE

Job losers and persons who completed temporary
jobs .

Job leavers
Reentrants .
New entrants

4.562
1,134
3,428
2,512

916
904

2,a25
1,142

100.0

48.4
12.0
36.3

9.6
29.9
12.1

2.9
.6

1,8
.7

9,194
1.503
7.691
6,294
1,397

778
3,697
1,425

100.0

60.9
10.0
51 .0
5.2

24.5
9.4

5.9
.5

2.4
.9

9,447
1,804
7.643
6,320
1,323

917
3,484
1,373

100.0

62.1
11.9
50.3
6.0

22.8
9.0

6.0
.6

2.2
.9

100.0

4,595
1,041
3,554
( )
(1 )

875
2,668

818

51.3
11.6
39.7
9.8

29.8
9.1

3.0
.6

1 .7
.5

100.0

8,243
1,551
6,586
( )
(1 )

887
2,974

868

63.5
12.0
51.5
6.8

22.9
6.7

5.4
.6

1 .9
.6

100.0

8,814
1.625
7 , 8 9
( )
<1 )

890
3,087
900

64.4
11 .9
52.5
6.5

22.5
6.6

5.7
.6

2.0
.6

100.0

9,546
1,a32
7,714
( )
(1 )
910

3,180
956

65.4
12.6
52.9
6.2

21.8
6.6

6.2
.6

2.1
.6

9,649
1,762
7.1886
( )
(1 )
822

3,335
947

100.0

65.4
11 .9
53.5
5.6

22.6
6.4

6.2
.5

2.2
.6

100.0

64.9
11.4
53.5
6.0

22.5
6.6

9,560
1,680
7,1380
( )
(1 )
885

3,312
967

6.2
.6

2.1
.6

HOUSEHOLD DATA HOUSEHOLD DATA

Table A-8. Unemployed persons by reason for unemployment

(Numbers in thousands)

1 Data not available.
NOTE: Updated population controlsare introducedannually with the release of Januarydata.



Duration
Not seasonally adjusted Seasonally adjusted

July
2008

June
2009

July
2009

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009

July
2009

NUMBER OF UNEMPLOYED

Less than 5 weeks .
5 to 14 weeks
15 weeks and over .

15 to 26 weeks
27 weeks and over

Average (mean) duration, in weeks
Median duration, in weeks .

PERCENT DISTRIBUTION

Total unemployed
Lessthan 5 weeks .
5 to 14 weeks
15 weeks and over
15 to 26 weeks
27weeks and over .

3,121
3,291
3,021
1,300
1,661

16.3
8.9

100.0
33.1
34.9
32.0
14.4
17.6

3,899
3,648
7,548
3,329
4,218

22.5
14.5

100.0
25.8
24.2
50.0
22.1
27.9

a,456
4,091
7,654
2,720
4,934

24.1
14.7

100.0
22.7
28.9
50.4
17.9
32.5

2,884
2,853
3,168
1,450
1,718

17.3
9.8

100.0
32.4
32.0
35.6
16.3
19.3

3,371
4,041
5,715
2,534
3,182

20.1
11.2

100.0
25.7
30.8
43.5
19.3
24.2

a,a4s
3,982
6,211
2,531
3,680

21.4
12.5

100.0
24.7
29.4
45.9
18.7
27.2

3,275
4,321
7,002
3,054
3,948

22.5
14.9

100.0
22.4
29.6
48.0
20.9
27.0

3,204
4,006
7,833
3,452
4,381

24.5
17.9

100.0
21.2
26.9
51.9
22.9
29.0

3,233
3,557
7,880
2,915
4,985

25.1
15.7

100.0
22.0
242
53.7
19.9
33.8

Occupation
Employed Unemployed Unemployment

rates

July
2008

July
2009

July
2008

July
2009

July
2008

July
2009

Total, 16 years and over* .
Management, professional, and related occupations

Management, business, and financial operations
occupations .

Professional and related occupations
Service occupations .
Sales and office occupations
Sales and related occupations .
Of lice and administrative support occupations

Natural resources, construction, and maintenance
occupations .
Farming, fishing, and forestry occupations .
Construction and extraction occupations
Installation, maintenance, and repair occupations .

Production, transportation, and material moving
occupations ,
Production occupations
Transportation and material moving occupations

146,867
52,655

22,596
30,059
25,613
35,096
15,995
19,102

15,399
1,085
9,088
5,227

18,104
9,015
9,089

141,055
51 810

21,893
29,917
25,831
34,066
16,016
18,050

13,500
1,048
7,492
4,961

15,847
7,685
8,183

9,433
1,585

593
992

1,880
2,143
1,055
1,088

1 ,240
93

864
283

1 ,407
686
722

15,201
3,034

1,126
1,909
2,756
a,221
1,450
1,771

2,334
155

1,686
493

2,434
1,397
1,037

6.0
2.9

2.6
3.2
6.8
5.8
6.2
5.4

7.5
7.9
8.7
5.1

7.2
7.1
7.4

9.7
5.5

4.9
6.0
9.6
8.6
8.3
8.9

14.7
12.9
18.4
9.0

13.3
15.4
11.3

HOUSEHOLD DATA HOUSEHOLD DATA

Table A-9. Unemployed persons by duration of unemployment

(Numbers inthousands)

NOTE: Updated population controls are introduced annually with the release of January data.

Table A-10. Employed and unemployed persons by occupation, not seasonally adjusted

(Numbers inthousands)

1 Persons with no previous work experience and persons whose last job was in the Armed Forces are included in the unemployed total.
NOTE: Updated population controls are introduced annually with the release of January data.



Industry and class of worker

Number of
unemployed

persons
(in thousands)

Unemployment
rates

July
2008

July
2009

July
2008

July
2009

Total, 16 years and over 1
Nonagricultural private wage and salary workers .

Mining, quarrying, and oil and gas extraction .
Construction
Manufacturing
Durable goods _
Nondurable goods

Wholesale and retail trade
Transportation and utilities .
Information _
Financial activities .
Professional and business services
Education and health services
Leisure and hospitality
Other services .

Agriculture and related private wage and salary workers
Government workers
Self employed and unpaid family workers .

9,433
7,050

13
783
908
607
301

1,329
359
141
350
866
776

1 ,172
352
125
770
345

15,201
11 ,967

95
1,687
1,988
1 ,319

609
1,854

511
373
570

1,531
1,269
1,600

490
180

1 ,129
552

6.0
5.8
1.5
8.0
5.5
5.7
5.0
6.5
5.7
4.1
3.6
6.1
3.9
8.8
5.2
8.5
3.6
3.1

9.7
9.9

12.6
t8.2
12.4
13.7
10.1
9.0
8.8

11.5
6.1

10.9
6.1

11.2
7.4

12.1
5.1
5.2

Measure
Not seasonally adjusted Seasonally adjusted

July
2008

June
2009

July
2009

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009

July
2009

U-1 Persons unemployed 15 weeks or longer, as a percent of the
civilian labor force .

U-2 Job losers and persons who completed temporary jobs, as a
percent of the civilian labor force .

U-3 Total unemployed, as a percent of the civilian labor force
(official unemployment rate)

U-4 Total unemployed plus discouraged workers, as a percent of the
civilian labor force plus discouraged workers .

U-5 Total unemployed, plus discouraged workers, plus all other
marginally attached workers, as a percent of the civilian labor
force plus all marginally attached workers .

U-6 Total unemployed, plus all marginally attached workers, plus
total employed part time for economic reasons, as a percent
of the civilian labor force plus all marginally attached workers

1.9

2.9

6.0

6.3

7.0

10.8

4.8

5.9

9.7

10.1

10.9

16.8

4.9

6.0

9.7

10.2

11.0

16.8

2.1

3.0

5.8

6.0

6.7

10.4

3.7

5.4

8.5

8.9

9.8

15.6

4.0

5.7

8.9

9.3

10.1

15.8

4.5

6.2

9.4

9.8

10.B

16.4

B.2

5.1

9.5

10.0

10.8

16.5

6.2

5.1

9.4

9.8

10.7

16.3

HOUSEHOLD DATA HOUSEHOLD DATA

Table A-11. Unemployed persons by industry and class of worker, not seasonally adjusted

1 Persons with no previous work experience are included in the unemployed total.
NOTE: Updated population controls are introduced annually with the release of January data. Effective with January 2009 data, industries reflect the introduction of the 2007

Census industry classification system into the Current Population Survey. This industry classification system is derived from the 2007 North American Industry Classification
System. No historical data have been revised.

Table A-12. Alternative measures of labor underutilization

(Percent)

NOTE; Marginally attached workers are persons who currently are neither
working nor looking for work but indicate that they want and are available for a job
and have looked for work sometime in the recent past. Discouraged workers, a
subset of the marginally attached, have given a job-market related reason for not
looking currently for a job. Persons employed part time for economic reasons are

those who want and are available for full-time work but have had to settle for a
part-time schedule. For more information, see "BLS introduces new range of
alterative unemployment measures," in the October 1995 issue of the Monthly
Labor Review. Updated population controls are introduced annually with the
release of January data.



Category
Total Men Women

July
2008

July
2009

July
2008

July
2009

July
2008

July
2009

NOT IN THE LABOR FORCE

Total not in the labor force .
Persons who cun'ently want a job ,

Marginallyattached to the labor force 1
Reason not cun'ently looking:

Discouragementoverjoy prospects z ..
Reasons other than discouragement 3 .

MULUPLE JOBHOLDERS

Total multiple jobholders4 .
Percent of total employed

Primary job fulltime, secondary job parttime .
Primary and secondary jobs bothpart time .
Primary and secondary jobs bothfulltime .
Hours vary on primary orsecondary job.

77,564
5,213
1,573

461
1,112

7,743
5.3

4,149
1,783

335
1,426

79,614
6,244
2,282

795
1 ,486

7,282
5.2

3,807
1 ,796

332
1,292

29,040
2,251

810

301
508

3,981
5.0

2,267
622
209
859

30,798
2,793
1 .1a8

476
663

3,529
4.7

1 ,972
621
194
707

48,523
2,961

764

160
604

3,762
5.5

1,882
1,181

126
567

48,816
3,451
1,144

320
823

a,1sa
5.7

1 ,835
1 ,175

138
585

HOUSEHOLD DATA HOUSEHOLD DATA

Table A-13. Persons not in the labor force and multiple jobholders by sex, not seasonally adjusted

(Numbers inthousands)

1 Data refer to persons who have searched for work during the prior 12 months and
were available to take a job during the reference week.

2 Includes thinks no work available, could not find work, lacks schooling or training,
employer thinks too young or old, and other types of discrimination.

Includes those who did not actively look for work in the prior 4 weeks for such
reasons as school or family responsibilities, ill health, and transportation problems, as

well as a small number for which reason for nonparticipation was not determined .
4 Includes persons who work part time on their primary job and full time on their

secondaryjob(s), not shown separately.
NOTE: Updated population controls are introduced annually with the release of

January data.



Industry

Not seasonally adjusted Seasonally adjusted

July
2008

May
2009

June
2009P

July
200gP

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009p

July
2009P

Change
from:

June 2009-
July 2009 D

137,050

115,714

21 ,796

792
57.3

734.4
165,1
235.9
80.1

333.4

1,505
1 ,708.8

856.9
851 .9

1 ,031 .s
4,764.6
2,113.9
2,650.7

13,499
9,698

8,504
5,997
468.0
477.4
443.7

1 ,529.7
1 ,200.0
1 ,252.6

183.3
129.1
434.5
443.5
430.8

1 ,590.7
855.8
485.3
625.9

4,995
3,701

1 ,499.2
205.8
148.5
146.3
200.6

32.6
450.8
592.0
121 .9
856.2
741 .5

132,720

109,736

19,010

723
49.2

673.7
166.5
221 .5
80.8

285.7

6,347
1 ,443.8

702.2
741 .6
900.7

4,002.8
1 ,749.7
2,253.1

11,940
8,367

7,339
5,015
372.1
411 .a
364.6

1 ,315.6
1 ,021 .2
1 ,151 .9

163.8
127.0
380.5
426.8
376.5

1 ,335.7
654.6
395.0
594.5

4,601
3,352

1 ,450.3
189.6
126.7
125.9
170.1
31 .6

409.0
527.6
115.7
813.5
640.5

132,651

110,127

19,069

728
50.6

677.0
170.8
223.8
80.0

282.4

5,420
1 ,460.2

716.8
743.4
908.2

4,051 .4
1 ,774.7
2,276.7

11,921
8,347

7,293
4,975
371 .6
413.9
357.6

1 ,307.8
1 ,011 .7
1 ,144.2

163.3
126.8
375.5
425.6
377.2

1 ,322.4
640.7
391 .9
594.9

4,e2a
3,372

1 ,472.9
193.7
125.0
126.6
167.5
31 .0

411 .7
524.8
117.4
816.9
640.6

131,318

109,949

19,031

734
51 .6

682.1
172.3
225.5
80.2

284.3

5,437
1 ,465.0

715.9
749.1
9102

4,061 .7
1 ,784.8
2,276.9

11,860
8,301

7,242
4,939
372.3
415.1
357.8

1 ,295.8
1 ,002.3
1 ,139.1

162.5
126.6
371 .7
425.5
373.1

1 ,308.0
632.1
389.1
589.0

4,618
3,362

1,489.0
194.6
121.5
125.4
167.2

30.1
411.0
518.1
117.6
813.9
629.7

137,228

114,691

21 ,432

777
55.8

721 .3
162.7
227.6
79.5

331 .0

7,201
1 ,655.5

827.9
827.6
970.9

4,574.6
2,020.0
2,554.6

13,454
9,672

8,502
6,005
458.4
466.4
444.8

1 ,528.4
1 ,191 .1
1 ,247.3

182.5
129.1
431 .9
441 .8
428.4

1 ,625.7
892.9
483.4
627.9

4,952
3,656

1 ,478.1
200.0
149.0
146.2
199.5

33.0
447.1
591.5
118.1
850.0
739.3

133,000

110,457

19,520

754
51 .9

701 .9
166.9
222.8
83.3

312.2

6470
14815

7242
7573
9072

40814
17703
23111

12296
8554

7520
5239
38&4
417o
3864

13703
10705
1J 87J

17&5
1285
3975
4309
3897

14004
7028
4088
6014

4576
3415

14644
1916
1282
1293
1736
s 17

4183
5415
1145
8234
6590

132,481

109,865

19,253

740
51 .4

689.0
167.0
220.4
82.4

301 .e

6,367
1 ,461.7

715.3
746.4
885.5

4,019.6
1 ,739.3
2,280.3

12,146
8,532

7,490
5,130
382.4
415.5
376.2

1 ,344.1
1 ,051 .4
1 ,171 .1

167.8
127.8
389.2
431 .1
382.0

1 ,365.9
676.8
401.0
600.4

4,056
3,402

1 ,474.9
190.9
127.3
127.5
169.9
31.7

415.1
534.4
114.6
818.9
651.1

132,178

109,573

19,041

731
51.3

679.6
168.1
219.4
81.4

292.1

6,310
1 ,451 .2

705.0
746.2
876.1

3,983.1
1 ,736.1
2,247.0

12,000
8,409

7,372
5,034
373.5
410.7
367.8

1 ,325.9
1 ,032.0
1 ,156.1

164.2
127.4
382.8
427.2
378.4

1 ,335.3
654.2
394.4
597.4

4,028
3,375

1 ,471.7
190.5
126.1
127.0
170.2
31.5

410.5
529.6
114.5
814.9
641.4

131,735

109,178

18,818

725
51.1

673.8
169.1
217.7
80.3

287.0

5,224
1 ,428.3

694.6
733.7
860.3

3,935.3
1 ,713.4
2,221 .9

11 ,869
8,304

7,257
4,952
366.1
405.5
359.8

1 ,308.5
1 ,015.1
1 ,143.0

163.5
126.7
374.9
424.5
375.6

1 ,310.8
632.5
387.8
594.7

4,602
3,352

1 ,470.6
189.9
123.9
126.5
165.8
31 .0

409.0
523.2
114.2
811 .a
636.4

131,488

108,924

18,690

725
50.7

674.1
169.6
217.0
80.1

287.5

6,148
1 ,411 .2

683.4
727.8
850.2

3,886.9
1 ,697.9
2,189.0

11,817
8,274

7 , 235
4 , 942
361 .1
403 . 4
358. 0

1 ,294.4
999 . 9

1 ,135.6
162 . 8
1 2 6 . 4
370 . 4
423 . 1
370 . 5

1 ,338.4
660 . 7
382. 9
591 .0

4 , 582
3, 332

1 ,469.7
189. 2
121. 9
125 . 7
166. 8

31. 5
406 . 2
518 . 4
113 . 7
809 . 2
629 . 3

-247

- 2 5 4

- 128

0
- .4
. 3
. 5

- .7
- .2
.5

- 76
-17. 1
1 1 .2
-5.g

-10.1
- 48 . 4
- 15 . 5
-32.9

- 52
- 30

- 32
- 10

-5.0
-2.1
-1 .8

-14.1
15. 2
-7.4

- .7
- .3

-4.5
-1 .4
-5.1

27 . 6
28 . 2
-4.9
-3.7

- 20
- t o
_.g
- .7

-2.0
- .8

1. 0
.5

-2.8
-4.8

- .5
-2.6
-7.1

ESTABLISHMENT DATA ESTABLISHMENT DATA

Table B-1. Employees on nonfarm payrolls by industry sector and selected industry detail

(In thousands)

Total nonfarm

Total private

Goods-producing .

Mining and logging ..
Logging

Mining
Oil and gas extraction .
Mining, except oil and gas'.

Coal mining
Support activities for mining

Construction
Construction of buildings .

Residential building .
Nonresidential building

Heavy and civil engineering construction
Specialty trade contractors
Residential specialty trade contractors
Nonresidential specialty trade contractors

Manufacturing .
Production workers

Durable goods .
Production workers .

Wood products .
Nonmetallic mineral products .
Primary metals .
Fabricated metal products .
Machinery . .
Computer and electronic productsl.,,..

Computer and peripheral equipment .
Communications equipment
Semiconductors and electronic components
Electronic instruments .

Electrical equipment and appliances .
Transportation equipment*.

Motor vehicles and parts.,,,,,,,
Furniture and related products .
Miscellaneous manufacturing .

Nondurable goods .
Production workers .

Food manufacturing .
Beverages and tobacco products .
Textile mills
Textile product mills .
Apparel .
Leather and allied products .
Paper and paper products .
Printing and related support activities
Petroleum and coal products .
Chemicals .
Plastics and rubber products .

See footnotes at the end of table.



Industry

Not seasonally adjusted Seasonally adjusted

July
2008

May
2009

June
2009P

July
2009P

July
2008

Mar.
2009

Apr.
2009

May
2009

June
20099

July
2009P

Change
from:

June 2009-
July 2009 p

115,254

93,918

26,432

6,000.8
3,080.7
2,066.4

853.7

15,381 .0
1 ,872.3
1 ,200.7

539.6
546.0

1 ,282.8
2,881 .0
1 ,001 .4

854.8
1 ,488.2

620.8
3,022.8
1 ,528.7

850.6
420.7

4,485.9
495.8
230.7
69.4

1 ,406.1
361 .2
43.2
36.1

594.6
574.5
674.3

564.4

3,005
886.1
386.6
316.8

1 ,022.8
259.6
133.5

8,231
6,046.7

22.6
2,743.9
1 ,830.4
1 ,368.8

863.4
2,326.3

90.5
2,184.5
1 ,510.9

644.3
29.3

113,710

90,726

25,235

5,698.0
2,856.4
2,004.3

837.3

14,735.9
1 ,688.6
1 ,051 .5

479.4
507.8

1 ,240.0
2,823.1

982.2
830.4

1 ,380.4

589.1
3,002.7
1 ,488.2

807.6
404.6

4,234.0
466.7
214.5
57.3

1 ,271 .2
424.3
42.5
29.8

542.8
547.3
637.6

567.4

2,865
805.6
388.8
292.9
987.1
256.3
134.0

7,756
5,771 .1

20.4
2,608.5
1 ,771 .1
1 _32488

788.8
2,266.4

87.0
1 ,994.6
1 ,399.0

567.4
28.2

113,582

91,058

25,320

5,714.3
2,859.1
2,011 .s

843.4

14,790.3
1 ,692.7
1 ,051 .6

478.7
506.7

1 ,236.8
2,851 .4

987.7
838.8

1 ,395.1

586.5
3,007.7
1 ,490.4

806.4
401 .8

4,242.7
471 .9
213.3
57.9

1 ,287.8
411 .7
42.4
32.9

537.1
548.6
639.1

572.6

2,862
802.2
394.6
292.0
983.2
255.8
134.1

7,801
5,774.8

20.3
2,607.6
1 ,775.1
1 ,327.3

787.1
2,270.6

89.2
2,026.3
1 ,418.5

579.6
28.2

112,287

90,918

25,194

5,698.5
2,847.7
2,007.3

843.5

14,746.6
1 ,694.0
1 ,051 .e

478.5
507.2

1 ,209.7
2,843.1

984.0
843.1

1 ,412.8

579.9
2,993.6
1 ,486.8

799.5
401 .2

4,178.5
472.4
213.6
57.3

1 ,284.8
350.9
42.1
36.6

534.2
545.8
640.8

570.5

2,841
796.3
390.6
290.0
978.0
254.5
131 .1

7,800
5,768.2

20.4
2,609.1
1 ,776.2
1 ,326.9

785.1
2,265.8

87.8
2,037.8
1 ,425.0

584.3
28.5

115,796

93,259

26,425

5,966.9
3,062.5
2,053.2

851 .2

15,380.2
1 ,851 .4
1 ,191 .5

545.8
553.0

1 ,244.1
2,863.4
1 ,005.4

843.0
1 ,483.6

642.2
3,062.3
1 ,563.2

848.3
437.7

4,518.0
492.9
230.1
66.4

1 ,391 .2
420.a
42.7
27.6

592.8
577.7
675.8

559.7

2,995
882.9
380.1
315.9

1 ,022.8
260.5
133.0

8,154
6,019.9

22.3
2,730.9
1 ,820.0
1 ,361 .1

860.4
2,316.1

90.2
2,134.4
1 ,481 .5

624.4
28.5

113,480

90,937

25,479

5,741 .3
2,899.4
2,002.5

839.4

14,872.4
1 ,701 .8
1 ,067.7

497.7
518.6

1 ,193.5
2,827.6

985.0
830.4

1 ,433.4

610.0
3,045.5
1 ,530.9

810.4
418.5

4,295.5
474.0
220.7
59.6

1 ,300.3
406.2
43.0
27.0

554.6
558.5
651 .6

570.1

2,905
827.8
393.7
299.0
996.7
253.9
134.1

7,857
5,829.5

20.8
2,635.4
1 ,783.4
1 ,324.2

805.8
2,279.4

88.1
2,027.0
1 ,421 .9

576.6
28.5

113,228

90,612

25,371

5,710.8
2,875.5
1 ,997.7

837.6

14,839.7
1 ,690.2
1 ,057.1

492.4
518.0

1 ,189.3
2,828.9

984.2
831 .1

1 ,432.7

608 . 8
3,041 .2
1 . 5240

805 . 3
417. 6

4,251 .7
466. 8
217. 9

58 . 1
1 ,283.2

401 .8
43 . 0
27. 2

550 . 3
556 . 0
647 . 4

568 . 5

2 , 884
820 . 1
389 . 5
296 . 3
989 . 3
255 . 5
133 . 7

7,811
5, 799. 6

20 . 5
2, 619. 8
1 ,778.0
1 ,329.4

797. 0
2, 274. 3

88 . 0
2, 011. 7
1 ,411 .9

571 .5
28 . 3

1 1 3 , 1 3 7

90 , 532

2 5 , 3 0 8

5 , 695 . 7
2,861 .a
1 ,996.6

8 3 7 . 3

14,811 .6
1 ,e81 .e
1 ,050.2

4 8 6 . 3
517 . 0

1 ,186.3
2, 828. 0

9 8 4 . 7
a29 . 0

1 ,426.8

607 . 0
3,041 .8
1 ,526.0

805 . 8
4 1 7 . 3

4 , 233 . 5
4 6 6 . 7
214 . 6

57 . 2
1 ,277.4

4 0 5 . 4
42 . 5
2 8 . 5

545 . 6
5 5 0 . 5
645 . 1

567 . 5

2 , 858
808 . 6
381 .3
294 . 2
9 8 6 . 4
253 . 8
133 . 2

7 , 784
5,781 .6

2 0 . 3
2 , 613 . 5
1 ,774.4
1 ,327.9

791 .7
2 , 268 . 3

87 . 8
2, 002. 7
1 ,405.1

569 . 2
2 8 . 4

112 , 917

90 , 360

25 , 263

5, ea1. 7
2, 846. 6
1, 995. 6

839 . 5

14,791 .0
1 ,673.5
1 ,043.0

484. 6
515. 2

1 .182.0
2 ,830.4

984 . 7
829 . 4

1 ,422.7

605. 0
3,043.2
1, 524. 7

803 . 3
417 . 0

4,221 .9
468 . 3
212 . 9

56.1
1 ,269.9

412. 6
42 . 1
27. 8

537 . 3
551 .3
643.6

568. 2

2, 840
801 .6
379. 0
292 . 0
980. 9
254.1
132 . 8

7 , 755
5, 762. 0

20 . 2
2, 602. 8
1 ,772.6
1 ,324.5

784. 6
2, 265. 2

89 . 2
1 ,993.3
1 ,397.6

567 . 7
28 . 0

112 , 798

9 0 , 2 3 4

25 , 176

5,663.1
2,831 .3
1 ,993.0

838 . 8

14, 746. 9
1 ,668.3
1 ,038.7

482 . 6
513 . 2

1  176 . 0
2, 826. 8

986 . 3
829 . 9

1 ,415.3

603 . 2
3, 033. 7
1 ,517.1

796 . 2
415 . 4

4, 199. 5
467. 8
212 . 0

54 . 8
1 ,263.1

409 . 8
41 . 5
28 . 6

532 . 8
548 . 8
640 . 3

566 . 7

2 , 824
793. 9
379. 0
290. 8
975 . 7
253 . 7
131 .2

7, 742
5,749.1

20 . 2
2, 600. 6
1 ,769.7
1 ,323.1

780. 2
2 , 260 . 4

87 . 7
1 ,993.1
1 ,397.2

568 . 0
27. 9

- 119

- 126

- 87

-18.6
-15.3

-2.6
- .7

-44. 1
-5.2
- 4 . 3
-2.0
-2.0
-6.0
-3.6
1. 6

.5
- 7 . 4

-1 .8
-9.5
-7.6
-7.1
-1 .e

-1.5

- 22 . 4
- .5
_.g

-1 .3
-6.8
-2.8

- .6
.8

-4.5
-2.5
- 3 . 3

- 16
-7.7

.0
-1.2
-5.2

- .4
-1.6

- 1 3
-12.9

.0
-2.2
- 2 . 9
-1 .4
- 4 . 4
-4.8
-1 .5

- .2
- .4
.3
.1
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Table B-1. Employees on nonfarm payrolls by industry sector and selected industry detail-Continued

(in thousands)

Service-providing .

Private service-providing .

Trade, transportation, and utilities .

Wholesale trade .
Durable goods ....
Nondurable goods
Electronic markets and agents and brokers

Retail trade
Motor vehicle and parts dealers.

Automobile dealers
Furniture and home furnishings stores .
Electronics and appliance stores
Building material and garden supply stores
Food and beverage stores .
Health and personal care stores .
Gasoline stations .
Clothing and clothing accessories stores
Sporting goods, hobby, book, and music
stores .

General merchandise stores'.
Department stores .

Miscellaneous store retailers .
Nonstore retailers .

Transportation and warehousing .
Air transportation .
Rail transportation .
Water transportation .
Truck transportation .
Transit and ground passenger transportation
Pipeline transportation
Scenic and sightseeing transportation .
Support activities for transportation .
Couriers and messengers .
Warehousing and storage .

Utilities

Information .
Publishing industries, except Internet .
Motion picture and sound recording industries
Broadcasting, except Internet .
Telecommunications
Data processing, hosting and related services
Other information services .

Financial activities .
Finance and insurance .

Monetary authorities - central bank .
Credit intermediation and related activities'......

Depository credit intermediation*.
Commercial banking .

Securities, commodity contracts, investments .
Insurance carriers and related activities .
Funds, trusts, and other financial vehicles

Real estate and rental and leasing .
Real estate .
Rental and leasing services .
Lessors of nonfinancial intangible assets

See footnotes at the end of table.



Industry

Not seasonally adjusted Seasonally adjusted

July
2008

May
200g

June
2009p

July
2009P

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009P

July
2009P

Change
from:

June 2009-
July 2009 p

Professional and business services _
Professional and technical services'.

Legal services .
Accounting and bookkeeping services .
Architectural and engineering services .
Computer systems design and related
services .

Management and technical consulting
services .

Management of companies and enterprises .
Administrative and waste services .

Administrative and support services.
Employment services'.

Temporary help services .
Business support services .
Services to buildings and dwellings .

Waste management and remediation services

Education and health services .
Educational services .
Health care and social assistance .

Health care°.
Ambulatory health care services'.

Offices of physicians .
Outpatient care centers .
Home health care services .

Hospitals .
Nursing and residential care facilities',

Nursing care facilities .
Social assistance'.

Child day care services .

Leisure and hospitality .
Arts, entertainment, and recreation .

Performing arts and spectator sports
Museums, historical sites, zoos, and parks
Amusements, gambling, and recreation .

Accommodation and food services .
Accommodation .
Food services and drinking places .

Other services .
Repair and maintenance .
Personal and laundry services
Membership associations and organizations

Government .
Federal .

Federal, except U.S. Postal Service .
U.S. Postal Service .

State government .
State government education .
State government, excluding education .

Local government .
Local government education .
Local government, excluding education

17,918
7,817.8
1,177.6

870.4
1,475.2

1 ,459.6

1 ,017.3
1 ,907.6
8,192.4
7,825.6
3,149.6
2,348.5

808.2
1 ,973.8

366.8

18,572
2,757.3

15,814.4
13,367.0
5,682.9
2,274.3

535.7
963.1

4,670.4
3,013.7
1 ,613.8
2,447.4

791 .3

14,153
2,268.9

435.5
147.1

1 .6863
11 ,884.5

2,000.5
9,884.0

5,607
1239.6
1 ,339.0
3,028.0

21,336
2,798

2,043.5
754.2
4,902

2,056.9
2,844.7
13,636

6,923.6
6,712.3

16,728
7,572.0
1,132.6

882.7
1,345.7

1,450.5

1 .013.1
1 ,827.4
7,328.8
6,967.7
2,485.7
1 ,766.1

785.4
1 ,851 .0

361 .1

19,281
3,116.6

16,164.6
13,568.3
5,813.3
2,310.6

538.9
1 ,016.7
4,706.5
3,048.5
1 ,626.8
2,596.3

888.0

13,416
1,982.2

416.9
137.6

1,427.7
11,433.5
1,720.3
9,713.2

5,435
1 ,166.1
1 ,305.9
2,962.8

22 , 984
2 , 857

2,151 .7
705 . 2
5 , 236

2, 425. 8
2, 809. 9
14 , 891

8, 428. 4
6, 462. 2

16 , 755
7,583.5
1 ,145.9

870 . 0
1 ,350.5

1 ,452.4

1 ,015.7
1 ,827.8
7, 343. 3
6, 978. 5
2, 478. 5
1 ,756.7

774 . 4
1 ,887.6

364. 8

19 , 088
2, 902. 3

16, 185. 4
13, 634. 6

5, a44. 3
2,322.1

543. 5
1 ,022.7
4, 727. 4
3,062.9
1 ,632.6
2,550.8

839. 8

13 , 740
2,124.9

414. 8
142 . 5

1, 567. 6
11, 614. 6

1, 803. 5
9,811.1

5 , 492
1 ,169.4
1 ,316.4
3,006.5

22 , 524
2, 832

2,131 .4
700. 9
4,971

2,147.8
2,823.1
14 , 721

8, 087. 8
6, 633. 6

1 6 , 7 6 3
7 , 5 9 1 . 4
1  , 143 . 0

871  . 4
1 , 3 4 5 . 7

1  , 465 . 3

1  , 0 2 3 . 5
1  , 825 . 9
7 , 3 4 5 . 7
6 , 9 7 6 . 7
2 , 4 7 2 . 2
1  , 759 . 2

7 7 8 . 3
1  , 888 . 0

3 6 9 . 0

1 8 , 9 6 4
2 , 7 9 2 . 5

16,171 .3
13,666.3
5,852.9
2,330.0

540.4
1 ,026.1
4,743.5
3,069.9
1 ,632.1
2,505.0

788.7

13,854
2,191 .5

424.9
144.3

1 ,622.3
11 .6625
1 ,860.0
9,802.5

5,496
1 ,164.9
1 ,309.5
3,021 .5

21,359
2,800

2,147.9
711.9
4,892

2,076.8
2,815.5
13,617

6,899.8
6,716.8

17,788
7,833.6
1 ,163.0

947.5
1 ,449.2

1 ,456.2

1 ,011 .3
1 ,895.3
8,058.6
7,699.3
3,146.9
2,349.1

817.4
1 ,848.6

359.3

18,888
3,062.4

15,825.9
13,329.4
5,676.3
2,272.7

535.4
961 .1

4,646.8
3,006.3
1 ,612.3
2,496.5

844.6

13,473
1 ,966.6

406.9
132.1

1 ,427.6
11 ,506.s
1 ,854.6
9,651 .7

5,536
1 ,23o.6
1 ,328.9
2,976.6

22,537
2,776

2,020.2
755.8
5,184

2,365.1
2,819.1
14,577

8,088.3
6,488.2

16,910
7,697.9
1 ,144.9

929.5
1 ,377.9

1 ,459.2

1 ,016.0
1 ,852.6
7,359.4
6,999.2
2,567.0
1 ,835.4

799.1
1 ,791 .5

360.2

19,158
3,077.9

16,080.1
13,535.9
5,779.8
2,308.0

537.7
996.7

4,715.1
3,041 .0
1 ,521 .8
2,544.2

858.2

13,202
1 ,928.7

400.5
130.6

1 ,397.6
11 ,273.2

1 ,732.7
9,540.5

5,425
1 ,166.3
1 ,302.4
2,956.8

22,543
2,808

2,086.0
721 .7
5.186

2,379.9
2,805.9
14,549

8,078.7
6,469.8

16983
7 5 7 9 7
11364

9293
13641

1 ,460.4

L 0 1 6 ]
1 8 4 6 2
7 2 7 2 3
63117
25064
1 Ja15

7928
11787

3606

19J75
38774

169918
135536
51941
23105

5 3 8 ]
10045
4 ] 1 8 7
30428
15245
2 5 4 4 2

8533

13J68
19006

3923
1365

13772
112610
1 J286
95434

5420
1 1 6 3 1
12913
29586

22516
2676

21546
7210
5189

23855
28035
14551

86814
6 4 6 9 2

16,756
7,652.4
1,136.9

938.0
1,350.3

1 ,457.0

1,017.9
1 ,829.9
7,274.0
6,912.7
2,501 .9
1 ,780.6

790.5
1,786.1

361.3

19,215
3,077.6

16,137.7
13,581 .1
5,812.9
2,314.6

539.3
1 ,013.3
4,719.1
3,049.1
1 ,626.8
2,556.6

860.3

13,195
1 ,901 .8

396.8
130.9

1 ,374.1
11 ,293.6
1 ,728.7
9,564.9

5,416
1 ,158.4
1 ,293.3
2,964.3

22,605
2,860

2,150.2
709.5
5,189

2,386.2
2,802.5
14,556

8,078.0
6,478.3

16,650
7,617.3
1 ,131.5

936.3
1,336.4

1 ,456.4

1 ,016.7
1 ,818.9
7,213.6
6,853.0
2,466.2
1 ,749.2

784.6
1 ,773.5

360.6

19,252
3,090.0

16,162.1
13,606.1

5,829.3
2,320.6

542.8
1 ,017.9
4,722.1
3,054.7
1 ,628.4
2,556.0

852.2

13,177
1 ,883.6

392.2
130.5

1 ,360.9
11 ,293.6
1 ,726.9
9,566.7

5,423
1 ,156.7
1 ,300.2
2,965.8

22,557
2,819

2,111 .g
706.8
5,176

2,381 .1
2,795.1
14,562

8,085.8
6,476.2

16,612
7,610.0
1,128.8

940.3
1 ,322.9

1 ,464.3

11017.6
1 ,810.8
7,191 .5
6,829.6
2,440.6
1 ,739.4

788.7
1,771 .2

361 .9

19,269
3,089.1

16,179.4
13,625.7
5,838.9
2,326.8

539.7
1 .021 .5
4,726.3
3,060.5
1 .627.7
2,553.7

844.7

13,186
1,893.6

398.6
129.9

1,365.1
11,292.1

1,727.8
9,564.3

5.425
1 ,155.6
1 .3002
2,969.1

22,564
2,831

2,120.1
710.9
5.171

2 ,386.7
2,783.8
14,562

8,069.1
6,493.0

7.9

-38
-7.3
-2.7
4.0

-13.5

.9
-8.1

-22.1
-23.4
-25.6

-9.8
4.1

-2.3
1 .3

17
-.9

17.3
19.6

9.6
6.2
-3.1
3.6
4.2
5.8
~.7

-2.3
-7.5

9
10.0

6.4
-.6
4.2

-1 .5
.9

-2.4

2
1.1
.0

3.3

7
12
8.2
4.1
-5

5.6
11.3

0
-16.7
16.8
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Table B-1. Employees on nonfarm payrolls by industry sector and selected industry detail-Continued

(In thousands)

1 Includes other industries, not shown separately.
2 Includes motor vehicles, motor vehicle bodies and trailers, and motor

vehicle parts.

a Includes ambulatory health care services, hospitals, and nursing
and residential care facilities.

P = preliminary.



Industry

Not seasonally adjusted Seasonally adjusted

July
2008

May
2009

June
20099

July
20099

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009°

July
2009F>

Change
from:

June 2009-
July 2009P

Total private .

Goods-producing .

Mining and logging

Construction .

Manufacturing .
Overtime hours .

Durable goods .
Overtime hours

Wood products .
Nonmetallic mineral products .
Primary metals .
Fabricated metal products .
Machinery .
Computer and electronic products .
Electrical equipment and appliances
Transportation equipment .

Motor vehicles and parts 2
Furniture and related products ,
Miscellaneous manufacturing

Nondurable goods .
Overtime hours

Food manufacturing .
Beverages and tobacco products .
Textile mills .
Textile product mills .
Apparel .
Leather and allied products .
Paper and paper products .
Printing and related support activities
Petroleum and coal products .
Chemicals .
Plastics and rubber products .

Private service-providing .

Trade, transportation, and utilities

Wholesale trade .

Retail trade

Transportation and warehousing _

Utilities .

Information

Financial activities .

Professional and business services

Education and health services

Leisure and hospitality

Other services .

33.7

40.3

44.8

39.2

40.6
3.7

40.8
3.6

39.3
42.9
42.1
40.9
41.8
40.8
40.4
41.2
40.1
38.4
38.7

40.3
3.8

40.5
39.0
38.9
39.2
36.7
37.8
42.3
37.5
46.0
41 .7
40.8

32.4

33.3

38.3

30.3

36.4

42.3

36.8

35.6

34.7

32.6

25.8

30.9

33.0

39.0

42.9

38.0

39.3
2.7

39.2
2.5

37.1
40.6
39.8
39.0
39.6
39.8
39.2
39.9
37.9
37.7
38.0

39.4
3.1

40.0
37.0
38.5
38.1
36.2
32.2
40.9
37.2
43.0
40.7
39.5

31.9

32.8

37.5

29.9

35.7

42.1

36.0

35.7

34.6

32.1

24.7

30.4

33.1

39.3

43.6

38.2

39.7
2.9

39.7
2.6

38.7
41.4
40.0
39.3
39.7
40.2
39.3
40.7
39.3
38.2
38.1

39.7
3_3

40.0
35.7
38.2
38.4
35.7
32.0
41.8
37.7
43.8
41.4
40.2

31.9

32.8

37.6

29.9

35.8

41.9

36.1

35.7

34.7

32.1

24.9

30.3

33.2

39.4

42.7

38.7

39.6
2.9

39.6
2.6

38.7
42.5
39.8
39.0
39.6
39.7
38.5
40.7
39.4
38.0
38.2

39.7
3.2

39.7
36.0
37.5
38.0
36.1
33.7
42.1
37.5
43.7
41 .6
40.0

32.1

33.1

37.4

30.4

36.4

41.7

36.5

35.8

34.4

32.4

25.3

30.4

33.6

40.3

44,8

38.7

41.0
3.7

41.2
3.7

38.8
42.6
42.2
41.2
42.1
41.1
40.8
42.6
42.0
38.3
39.1

40.6
3.7

40.6
38.7
39.2
39.1
37.0
38.2
42.6
38.0
45.5
41.9
41.3

32.3

33.2

38.4

30.0

36.4

42.4

36.7

35.7

34.8

32.5

25.2

30.8

33.1

38.9

43.4

37.7

39.4
2.6

39.3
2.4

36.9
39.9
40.1
39.0
40.1
39.9
38.8
40.0
38.0
37.7
38.2

39.4
3.0

40.1
36.2
36.3
37.0
36.1
32.8
41.1
37.5
44.3
40.9
39.4

32.1

32.7

37.8

29.7

35.7

42.4

36.7

36.1

34.7

32.4

24.8

30.5

33.1

39.0

43.0

37.5

39.6
2.7

39.5
2.5

37.0
40.2
40.0
39.2
40.1
40.2
39.6
40.6
39.0
37.6
38.3

39.6
3.1

40.1
35.8
36.9
37.5
36.1
32.4
41.4
37.7
43.8
41.0
39.8

32.0

32.8

37.8

29.8

35.8

42.3

36.4

36.0

34.7

32.3

24.8

30.5

33.1

39.0

43.3

37.6

39.4
2.8

39.4
2.6

36.9
40.5
40.0
39.2
39.9
40.0
39.3
40.0
38.0
37.8
38.0

39.6
3.2

40.0
36.5
36.8
38.3
36.1
32.0
41.2
37.6
43.4
41.1
39.8

32.0

32.9

37.6

29.9

36.0

42.1

36.5

36.0

34.7

32.3

24.7

30.5

33.0

39.0

43.1

37.6

39.5
2.9

39.4
2.6

37.5
40.8
39.6
39.2
39.8
39.9
39.1
40.4
38.9
37.8
37.9

39.6
3.3

39.9
35.4
37.9
37.7
35.5
31.9
41.9
38.0
43.3
41.2
39.9

31.9

32.8

37.6

29.8

35.8

41.9

36.4

35.9

34.6

32.2

24.6

30.3

33.1

39.2

42.7

37.8

39.8
2.9

39.8
2.7

37.7
41.5
40.1
39.3
40.0
40.0
38.9
41.6
40.5
37.9
38.3

39.8
3.2

39.6
35.7
37.6
38.1
36.2
33.8
42.4
38.0
42.7
41.7
40.4

32.0

32.9

37.5

29.9

36.3

41.9

36.5

38.0

34.5

32.3

24.7

30.3

0.1

.2

-.4

.2

.3

.0

.4

.1

.2

.7

.5

.1

.2

.1
-.2
1.2
1.6
.1
.4

.2
-.1

-.3
.3

-.3
.4
.7

1.9
.5
.0

-.6
.5
.5

.1

.1

-.1

.1

.5

.0

.1

.1

-.1

.1

.1

.0
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Table B-2. Average weekly hours of production and nonsupervisory workersl on private nonfarm payrolls by industry sector and
selected industry detail

1 Data relate to production workers in mining and logging and manufacturing,
construction workers in construction, and nonsupervisory workers
in the service-providing industries. These groups account for approximately
four-fifths of the total employment on private nonfarm payrolls.

2 Includes motor vehicles, motor vehicle bodies and trailers, and motor
vehicle parts.
P = preliminary.



Industry

Average hourly earnings Average weekly earnings

July
2008

May
2009

June
2009P

July
200gP

July
2008

May
2009

June
2009P

July
2009D

Total private .
Seasonally adjusted

Goods-producing

Mining and logging .

Construction .

Manufacturing .

Durable goods .
Wood products .
Nonmetallic mineral products .
Primary metals .
Fabricated metal products .
Machinery .
Computer and electronic products .
Electrical equipment and appliances
Transportation equipment .
Furniture and related products .
Miscellaneous manufacturing .

Nondurable goods .
Food manufacturing .
Beverages and tobacco products .
Textile mills .
Textile product mills .
Apparel .
Leather and allied products .
Paper and paper products .
Printing and related support activities
Petroleum and coal products .
Chemicals .
Plastics and rubber products ,

Private service-providing .

Trade, transportation, and utilities .

Wholesale trade .

Retail trade .

Transportation and warehousing .

utilities ..

Information .

Financial activities .

Professional and business services .

Education and health services ..

Leisure and hospitality .

Other services .

$18.02
18.10

19.39

22.45

21.90

17.73

18,66
14.25
16.93
20.43
16.94
17.96
21.11
15.85
23.75
14.52
15.35

16.20
14.03
19.02
13.77
11.80
11.35
12.85
19.11
16.81
27.54
19.41
15.87

17.68

16.18

20.12

12.92

18.54

28.49

24.75

20.19

21.06

18.96

10.73

16.06

$18.47
18.53

1 9 8 3

2310

2254

1809

1920
1401
1 7 2 5
1900
1738
1836
2110
1 6 1 5
2485
1502
1618

1 6 4 3
1426
2038
1 3 6 3
1134
1128
1 3 8 5
1909
1661
2916
2016
1609

1818

1640

2 0 ] 8

1209

1854

2950

25A1

2012

2215

1929

1009

1829

$18.42
18.53

1934

2 2 9 9

2248

1 8 1 3

1922
1 4 8 5
1730
1996
17A3
1 8 2 4
2110
1618
2500
1 5 1 3
1606

1651
1434
2021
1 3 6 3
1 1 3 3
1140
1408
1929
1651
2941
2022
1602

1810

1 6 3 4

2086

1286

1 8 5 4

2920

2530

2087

2209

1932

1090

1618

$1846
1856

1998

2297

2 2 ] 1

1849

1 9 3 3
1498
1744
2052
1744
1 8 3 5
2197
1619
2499
1529
1 6 4 5

1652
1432
20o6
1 3 4 3
1097
1142
1 3 5 5
1951
1652
3008
2042
1594

1813

1639

2087

1299

1850

2942

2521

2063

2248

1944

1091

1647

$507.27
608.16

781 .42

1,005.76

858.48

719.84

761 .33
560.03
726.30
860.10
692.85
750.73
861 .29
640.34
978.50
557.57
594.05

652.86
568.22
741.78
535.65
462.56
415.55
485.73
808.35
630.38

1,266.84
809.40
647.50

572.83

538.79

770.60

391 .48

574.85

1,205.13

910.80

718.75

730.78

518.10

276.83

495.25

$609.51
613.34

773.37

990.99

856.52

710.94

752.64
553.16
700.35
788.04
677.82
727.06
863.66
633.08
991 .52
566.25
614.84

647.34
570.40
754.06
497.50
432.05
408.34
445.97
780.78
617.89

1,254.74
820.51
635,56

579.94

537.92

779.25

388.40

661 .88

1,241 .95

914.76

739.70

766.39

619.21

271 .45

495.22

$609.70
611 .49

779.71

1,002.36

858.74

719.76

763.03
574.70
716.22
798,40
685.00
724.13
872.34
635.87

1,017.50
577.97
611.89

655.45
573.60
721 .50
520.67
435.07
406.98
450.56
806.32
626.20

1,288.16
837.11
644.00

577.39

535.95

776.82

387,50

663.73

1,223.48

913.33

737.92

766.52

620.17

271 .41

489.65

$612.87
614.34

787.21

980.82

878.88

720.32

765.47
579.73
741.20
816.70
680.16
726.66
872.21
623.32

1,017.09
581.02
616.93

655.84
568.50
722.16
503.63
416.86
412.26
456.64
821.37
619.50

1,314.50
849.47
633.60

581 .97

542.51

780.54

394.90

677.04

1,226.81

920.17

738.55

762.99

629.86

276.02

491 .57

ESTABLISHMENT DATA ESTABLISHMENT DATA

Table B-3. Average hourly and weekly earnings of production and nonsupervisory workersl on private nonfarm payrolls by industry sector and
selected industry detail

1 See footnote 1, table B-2.
p : preliminary.



Industry July
2008

Mar.
2009

Apr.
2009

May
2009

June
200gP

July
200gP

Percent
change from:
June 2009-
July 2009 D

Total private:
Current dollars .
Constant (1982) dollars 2

Goods-producing

Mining and logging .

Construction .

Manufacturing .
Excluding overtime 4

Durable goods .

Nondurable goods .

Private service-providing .

Trade, transportation, and utilities .

Wholesale trade .

Retail trade ..

Transportation and warehousing .

Utilities .

Information .

Financial activities .

Professional and business services

Education and health services ..

Leisure and hospitality .

Other services .

$18.10
8.16

19,36

22.54

21.85

17.80
17.03

18.78

16.16

17.79

16.17

20.15

12.88

18.42

28.67

24.87

20.26

21.19

18.92

10.87

16.13

$18.50
8.64

1985

2&33

2259

1810
1752

1917

1646

1820

1638

2a59

1287

1868

2931

2531

2052

2226

1924

1088

1623

$1850
865

1982

2338

2255

1811
1751

1918

1649

1821

1638

2010

1296

1862

2929

2528

2064

2226

1933

1087

1622

$18.53
8.65

1984

2326

2259

1841
1749

1923

1645

1824

1642

2087

1297

1863

2945

2541

2015

2226

1934

1099

1624

$18.53
8.57

19.86

23.30

22.59

18.14
17.50

19.23

16.54

18.25

16.37

20.77

12.96

18.54

29.36

25.47

20.79

22.30

19.39

10.99

16.23

$18.56
N.A.

19.95

23.24

22.68

18.28
17.64

19.46

16.53

18.26

16.41

20.88

12.96

18.58

29.47

25.34

20.74

22.35

19.42

11.03

16.26

0.2
( 3 )

.5

-.3

.4

.8

.8

1.2

-.1

.1

.2

.5

.0

.2

.4

-.5

-.2

.2

.2

.4

.2

ESTABLISHMENT DATA ESTABLISHMENT DATA

Table B-4. Average hourly earnings of production and nonsupervisory workersl on private nonfarm payrolls by industry sector
and selected industry detail, seasonally adjusted

1 See footnote 1, table B-2.
EThe Consumer Price Index for Urban Wage Eamers and Clerical Workers

(CPI-W) is used to deflate this series.
s Change was -0.9 percent from May 2009 to June 2009, the latest month available.

4 Derived by assuming that overtime hours are paid at the rate of time
and one-half.

N.A. = not available.
P = preliminary.



Industry

Not seasonally adjusted Seasonally adjusted

July
2008

May
2009

June
2009P

July
20099

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009P

July
2009p

Percent
change from:
June 2009-
July 2009 p

Total private

Goods-producing .

Mining and logging .

Construction ..

Manufacturing .

Durable goods .
Wood products .
Nonmetallic mineral products .
Primary metals .
Fabricated metal products .
Machinery .
Computer and electronic products .
Electrical equipment and appliances
Transportation equipment .

Motor vehicles and parts 2
Furniture and related products
Miscellaneous manufacturing .

Nondurable goods .
Food manufacturing _
Beverages and tobacco products .
Textile mills .
Textile product mills .
Apparel .
Leather and allied products .
Paper and paper products .
Printing and related support activities
Petroleum and coal products .
Chemicals .
Plastics and rubber products .

Private service-providing .

Trade, transportation, and utilities .

Wholesale trade .

Retail trade .

Transportation and warehousing .

Utilities .

Information .

Financial activities .

Professional and business services

Education and health services .

Leisure and hospitality .

Other services .

1078

9 9 2

1407

1143

9 0 4

9 1 9
8 0 7
9 5 9
8 7 5

1002
1024
1012

8 8 8
8 5 5
6 8 1
7 5 9
8 7 9

8 7 9
1021

9 8 2
4 7 3
7 1 3
5 7 8
6 8 4
8 8 8
8 8 7

1099
9 8 7
8 8 5

1101

1 0 4 3

1100

1014

1071

9&8

1010

1081

1 1 4 8

1143

1 1 8 ]

1017

99.7

81.8

120.8

91.8

75.5

73.9
59.3
77.0
64.9
80.1
78.9
89.3
74.4
66.8
47.7
59.0
81 .5

77.8
96.9
86.2
37.0
58.8
47.0
55.9
72.6
73.7
88.3
87.6
71 .B

104.6

97.8

101 .5

95.8

99.2

98.2

94.2

102.5

105.9

117.2

107.5

97.0

100.4

82.7

123.7

93.6

76.1

74.2
61 .9
78.2
63.3
80.1
78.0
89.4
75.0
67.4
47.9
59.3
82.1

78.9
98.5
86.1
38.4
59.5
44.g
54.7
75.0
74.2
91 .7
89.2
73.1

105.0

98.1

10z.0

96.1

99.7

98.7

94.3

103.2

106.4

116.0

111.2

97.8

100.6

82.9

122.3

95.4

75.4

73.5
62.3
81 .0
62.9
78.8
77.0
87.7
72.6
66.8
47.6
58.6
80.9

78.6
99.1
87.9
36.5
58.5
45.0
55.8
75.3
72.8
93.3
88.8
70.9

105.6

98.5

101.3

97.4

99.6

97.9

94.6

103.6

105.6

116.3

114.0

98.4

106.2

97.3

137.6

107.5

91.0

93.0
77.7
92.4
88.2

101.0
102.4
101.9

89.3
91.1
75.1
75.3
89.4

87.7
100.8

93.3
48.3
71.2
57.9
70.9
83.5
84.7

105.0
98.2
89.3

108.9

103.9

109.5

100.4

107.9

97.9

100.3

107.2

114.2

115.9

110.0

99.8

100.7

84.1

129.6

93.2

78.3

77.3
62.0
76.8
70.0
84.2
84.9
91.5
76.7
71.0
51.9
61.4
82.4

79.3
98.2
86.7
37.3
58.5
48.4
57.4
74.8
75.9
89.4
89.3
74.3

105.5

98.6

103.3

96.1

100.7

99.6

97.4

104.9

107.5

117.4

106.1

97.0

100.1

82.9

125.2

90.8

77.5

76.1
60.8
76.8
67.6
82.6
82.9
91.1
76.7
69.7
50.7
59.9
82.9

79.4
99.1
85.0
37.9
58.4
46.8
57.2
74.9
75.2
90.0
88.8
74.1

104.8

98.4

102.7

96.2

100.0

98.9

96.0

104.0

106.7

117.1

105.7

96.9

99.8

81.8

123.6

90.1

76.0

74.5
59.3
76.3
65.8
81.3
80.3
90.0
75.0
66.8
47.4
59.2
81.8

78.7
98.6
86.3
37.2
59.3
46.9
55.6
73.5
74.7
88.9
88.2
72.5

104.7

98.5

101.8

96.3

100.0

98.3

95.3

103.6

106.4

117.4

105.7

97.0

99.1

80.7

122.3

88.5

75.3

73.3
59.3
75.1
63.1
80.0
78.5
88.6
74.3
66.1
46.5
58.2
81.2

78.2
98.3
83.2
38.0
58.3
44.2
54.1
74.6
74.6
88.2
87.8
72.0

104.1

97.9

101.4

95.8

99.1

97.8

94.4

102.9

105.3

117.3

105.1

96.5

99.1

80.5

120.7

87.5

75.6

73.9
58.9
76.3
83.7
79.4
77.5
88.3
72.4
70.5
52.1
57.7
81.3

78.1
97.4
83.4
37.2
58.9
45.2
59.1
74.9
73.8
87.2
88.2
71.7

104.3

97.8

100.7

95.8

100.2

97.5

94.1

103.0

104.7

117.7

105.6

98.5

0.0

-.2

-1.3

-1.1

.4

.8
-.7

1.6
1.0
-.8

-1.3
-.3

-2.6
6.7

12.0
-.9
.1

.1
-.9
.2

-2.1
1.0
2.3
9.2

.4
-1.1
1.1

.5
-.4

.2

.1

-.7

.0

1.1

-.3

-.3

.1

-.6

.s

.5

.0

ESTABLISHMENT DATA ESTABLISHMENT DATA

Table B-5. Indexes of aggregate weekly hours of production and nonsupervisory workersl on private nonfarm payrolls by industry sector and
selected industry detail

(2002=100)

1 See footnote 1, table B-2.
2 Includes motor vehicles, motor vehicle bodies and trailers, and

motor vehicle parts.
P = preliminary.
NOTE; The index of aggregate weekly hours are calculated by dividing

the current month's estimates of aggregate hours by the
corresponding 2002 annual average levels. Aggregate hours estimates
are the product of estimates of average weekly hours and production
and nonsupervisory worker employment.



Industry

Not seasonally adjusted Seasonally adjusted

July
2008

May
2009

June
200gp

July
20099

July
2008

Mar.
2009

Apr.
2009

May
2009

June
2009P

July
2009P

Percent
change from:
June 2009-
July 2009 *'

Total private .

Goods-producing .

Mining and logging .

Construction .

Manufacturing .

Durable goods .

Nondurable goods .

Private service-providing .

Trade, transportation, and utilities .

Wholesale trade .

Retail trade .

Transportation and warehousing .

Utilities .

Information .

Financial activities .

Professional and business services

Education and health services .

Leisure and hospitality .

Other services .

129.6

117.8

183.7

135.1

104.8

107.1

100.6

133.5

120.4

130.4

112.3

126.0

117.5

123.7

135.0

143.9

142.5

144.6

119.0

123.0

99.3

162.3

111.8

89.3

88.5

90.3

130.4

114.5

124.2

106.6

116.7

121.0

118.5

131.3

139.5

148.6

134.2

115.1

123.6

100.5

165.4

113.6

90.2

89.0

92.0

130.4

114.4

124.1

106.8

117.2

120.3

118.0

131.9

139.9

147.3

137.7

115.2

124.1

101.4

163.4

117.0

89.7

88.7

91.8

131.2

115.2

124.5

108.5

117.5

120.3

118.0

132.2

139.4

148.6

141.3

115.9

128.5

115.3

180.4

126.8

105.9

109.0

100.1

132.8

119.9

130.0

110.9

126.0

117.2

123.5

134.3

144.0

144.2

135.8

117.3

124.4

102.3

175.9

113.7

92.5

92.6

92.2

131.6

115.2

125.3

106.9

119.3

121.8

122.0

133.8

142.4

148.5

132.3

114.7

123.7

100.6

170.3

110.5

91.8

91.2

92.5

130.8

115.0

125.2

106.8

118.2

120.9

120.1

132.7

141.3

148.8

131.7

114.6

123.6

99.4

167.2

109.9

90.1

89.5

91.5

130.9

115.4

125.1

107.1

118.2

120.8

119.9

132.9

140.9

149.3

131.9

114.8

122.7

98.1

165.7

107.9

89 .3

88.0

91.4

130.3

114.3

124.0

106.4

116.6

119.9

119.0

132.3

139.7

149.5

131.1

114.1

122.9

98.3

163.2

107.2

90.4

8 9 . 8

91.3

130.5

114.5

123.8

106.4

118.1

120.0

118.1

132.1

139.2

150.2

132.2

'114.4

.2

0.2

-1.5

-.6

1 .2

2 .0

.1

.2

.2

-.2

.0

1.3

.1

-.8

-.2

-.4

.5

.8

.3

ESTABLISHMENT DATA ESTABLISHMENT DATA

Table B-6. Indexes of aggregate weekly payrolls of production and nonsupervisory workersl on private nonfarm payrolls by industry sector and
selected industry detail

(2002=100)

1 See footnote 1, table B-2.
P :: preliminary.
NOTE: The index of aggregate weekly payrolls are calculated by

dividing the current month's estimates of aggregate payrolls

by the corresponding 2002 annual average levels. Aggregate
payroll estimates are the product of estimates of average hourly
earnings, average weekly hours, and production and nonsupervisory
worker employment.



Jan. Feb. Mar. Apr. May June July Aug. Sept.I Nov.Oct. Dec.

52.6
84.9
53.5
42.1
22.1

51.7
67.7
62.5
57.7
18.6

55.4
64.6
60.3
55.6
21 .6

60.9
67.2
63.3
54.4
24.0

60.1
62.2
55.5
40.6
20.8

57.2
68.6
54.8
44.8
14.2

57.9
63.8
57.2
53.0
17.2

60.9
65.5
59.4
56.1
22.0

54.1
63.8
52.4
44.1
19.6

59.0
65.1
54.2
40.2
15.1

58.1
67.5
50.5
50.7
15.1

60.0
65.9
61.1
52.6
19.9

58.1
59.8
49.4
41.1
21.8

59.8
65.1
54.8
39.7
15.3

57.0
66.2
58.3
47.4
15.3

59.2
62.9
59.B
49.1
18.1

56.8
49.1
55.9
42.6
29.3

57.9
60.5
54.1
37.3
20.3

58.3
65.5
55.5
40.2
15.9

58.3
65.5
59.2
50.2
17.5

58.3
51.8
48.3
36.9

p 28.6

62.0
58.9
50.4
33.6

p 23.8

60.9
66.6
56.5
33.4

P 16.4

60.3
66.8
58.3
47.8

p 17.5

58.5
59.2
50.7
37.6

p 30.1

60.5
55.5
52.8
33.6

D 22_3

63.1
60.3
52.8
31.0

p 17.3

61.3
64.8
56.8
43.7

p 17.2

59.2
55.4
46.5
39.1

62.9
57.0
48.7
32.8

G3.3
61.1
52.4
33.4

63.3
64.4
57.2
42.3

54.2
55.7
55.9
34.7

60.3
55.0
53.3
34.9

61 .6
57.9
56.6
30.6

60.7
66.6
59.4
38.0

55.9
56.3
57.2
33.0

55.5
54.4
53.9
33.2

59.6
57.9
54.4
29.0

59.2
65.9
58.9
37.8

62.7
59.4
59.4
27.1

56.3
59.0
58.3
26.9

61 .4
62.4
56.8
26.0

59.8
64.9
58.1
32.3

36.7
57.8
44.6
30.7
6.0

36.7
56.6
40.4
48.8

6.0

33.7
45.2
37.3
34.3

9.0

45.2
44.0
39.8
27.7

8.4

46.4
49.4
41 .0
28.9

9.6

43.4
57.2
33.1
33.7
3.6

39.8
45.2
33.1
30.1
4.8

44.0
41 .0
36.7
28.9
4.8

42.2
53.6
30.7
37.3
10.8

41 .0
48.2
33.1
28.3

3.6

38.0
50.6
29.5
37.3
4.8

42.2
41.0
37.3
25.9
4.8

46.4
47.0
24.7
32.5
16.3

41 .6
48.2
28.9
29.5
7.8

36.1
48.8
28.9
35.5

6.0

41 .0
39.8
30.7
25.3

4.8

40.4
37.3
38.0
40.4
11.4

35.5
44.6
29.5
26.5
8.4

35.5
50.6
30.7
25.3

4.8

36.7
39.8
28.9
30.7

6.0

33.7
50.6
32.5
25.3

P 13.3

36.1
50.0
30.1
22.9

° 10.2

34.9
50.0
34.9
20.5

p  4 . 8

35.5
45.2
29.5
27.1

p  5 . 0

41.0
49.4
43.4
25.9

n 22.3

p

34.9
43.4
31 .9
19.9
7.8

39.8
45.2
28.9
17.5

n  7 . 2

32.5
42.2
30.7
24.7

n  7 . 2

43.4
42.2
30.7
27.7

36.7
45.2
28.9
16.9

36.1
47.0
26.5
1a.1

34.3
42.8
28.9
19.3

45.8
40.4
39.2
22.9

42.2
36.7
30.7
22.3

36.1
43.4
29.5
16.9

33.1
47.0
33.1
21.7

47.6
42.8
42.8
18.7

44.0
33.1
30.7
21 .1

38.0
42.2
28.3
13.3

33.7
48.8
28.9
21 .7

44.6
41.0
60.8
15.1

38.6
35.5
39.2
15.1

36.7
39.8
33.7
11 .4

33.7
45.8
34.3
16.9

ESTABLISHMENT DATA ESTABLISHMENT DATA

Table B-7. Diffusion indexes of employment change

(Percent)

Time span

Private nonfarm payrolls, 271 industries 1

Over 1-month span:
2005 .
2006 .
2007 .
2008 .
2009 .

57.6
60.7
57.9
20.5

Over 3-month span:
2005 .
200B
2007 .
2008 .
2009 .

62.7
64.2
62.5
20.8

Over 6-month span:
2005 .
2006 .
2007 .
2008 .
2009 .

62.5
59.0
59.0
24.4

Over 12-month span;
2005 .
2006 .
2007 .
2008 .
2009 .

61 .8
66.2
59.6
28.2

Manufacturing payrolls, 83 industries 1

Over 1-month span:
2005 .
2006 .
2007 .
2008 .
2009 .

47.0
44.0
48.2
10.2

Over 3-month span:
2005 .
2006 .
2007 .
2008 .
2009 .

48.8
39.2
51.2
11.4

Over 6-month span:
2005 .
2006 .
2007 .
2008 .
2009 .

39.8
34.3
38.0
9.6

Over 12-month span:
2005 .
2006 .
2007 .
2008 .
2009 .

38.0
44.6
35.5
15.1

1 Based on seasonally adjusted data for 1-, 3-, and 6-month spans and
unadjusted data for the 12-month span.
D = preliminary.
NOTE: Figures are the percent of industries with employment increasing

plus one-half of the industries with unchanged employment, where
50 percent indicates an equal balance between industries with increasing
and decreasing employment.



Publication of Payroll Employment for Small Metropolitan Areas Resumed

Effective with this release, BLS has resumed publication of payroll employment
series for 65 small metropolitan areas. See page 3 for additional information.
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REGIONAL AND STATE EMPLOYMENT AND UNEMPLOYMENT; JUNE 2009

Regional and state unemployment rates were generally higher in June. Thirty-eight states and the
District of Columbia recorded over-the-month unemployment rate increases, 5 states registered rate
decreases, and 7 states had no rate change, the Bureau of Labor Statistics of the U.S. Department of
Labor reported today. Over the year, jobless rates were higher in all 50 states and the District of
Columbia. The national unemployment rate, at 9.5 percent, was little changed between May and June,
but was up 3.9 percentage points from a year earlier.

In June, nonfarm payroll employment decreased in 39 states and the District of Columbia, increased
in 10 states, and was unchanged in 1 state. The largest over-the-month decrease in the level of employ-
ment occurred in California (-66,500), followed by Texas (-40,600), Ohio (-33,000), and Michigan
(-3 l,300). Kansas experienced the largest over-the-month percentage decrease in employment (-l .4 per-
cent), followed by New Mexico (-0.9 percent), Michigan (-0.8 percent), and Wyoming (-0.7 percent).
The largest over-the-month increases iii employment occurred in North Carolina (4,700), Mississippi
(4,500), Arkansas (3,400), and Montana (2,700). Montana (+0.6 percent) experienced the largest over-
the-month percentage increase in employment, followed by North Dakota (+0.5 percent) and Mississippi
(+0.4 percent). Over the year, nonfarm employment decreased M48 states and the District of Columbia,
increased in l state, and remained unchanged in l state. The largest over-the-year percentage decreases
occurred in Michigan (-8.l percent), Arizona (-7.4 percent), Nevada (-6.2 percent), and Oregon (-5.6
percent). Only North Dakota (+1 .6 percent) reported an over-the-year percentage increase, while Alaska
remained unchanged.
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Regional Unemployment (Seasonally Adjusted)

In June, the Midwest and West reported the highest regional jobless rates, 10.2 percent each. The
Northeast recorded the lowest rate, 8.6 percent. Three of the 4 regions registered statistically signi-
ficant rate changes from the previous month: the Midwest (+0.4 percentage point) and the Northeast
and South (+0.3 point each). All four regions experienced significant jobless rate increases from June
2008, the largest of which were in the Midwest and West (+4.2 and +4.l percentage points,
respectively). (See table 1.)

Among the nine geographic divisions, the East North Central and Pacific reported die highest
unemployment rates in June, 11.4 and 11.2 percent, respectively. The Pacific rate was the highest on
record for that division, the South Atlantic, at 9.8 percent, also posted a series high. (All region, divi-
sion,and state seriesbegin in l 976.) The West South Central registered the lowest jobless rate, 7.3
percent, in June. Five of the 9 divisions experienced statistically significant over-the-month unem-
ployment rate changes, all of which were increases: the East North Central and Middle Atlantic (+0.4
percentage point each), Mountain and West South Central (+0.3 point each), and South Atlantic (+0.2
point). All nine divisions had significant over-the-year rate increases, with the East North Central and
Pacific recording the largest changes (+4.8 and +4.6 percentage points, respectively).

State Unemployment (Seasonally Adjusted)

Michigan again reported the highest jobless rate, 15.2 percent, in June. (The last state to have an
unemployment rate of 15.0 percent or higher was West Virginia in March l 984.) The states with the
next highest rates were Rhode Island, 12.4 percent, Oregon, 12.2 percent, South Carolina, 12.1 percent,
Nevada, 12.0 percent, California, 11.6 percent, Ohio, 11.1 percent, and North Carolina, 11.0 percent.
The Nevada, Rhode Island, and South Carolina rates were the highest on record for those states.
Florida, at 10.6 percent, Georgia, at 10.1 percent, and Delaware, at 8.4 percent, also posted series highs.
North Dakota registered the lowest unemployment rate in June, 4.2 percent. Overall, 12 states and the
District of Columbia had significantly higher jobless rates than the U.S. figure of 9.5 percent, 27 states
reported measurably lower rates, and 11 states had rates little different Hom dirt of the nation. (See
tables A and 3 and chart 1.)

Twelve states recorded statistically significant over-the-month Lmemployment rate increases in
June. Michigan reported the largest of these (+1.1 percentage points), followed by Wyoming (+0.9
point) and West Virginia (+0.8 point). Thirty-eight states and the District of Columbia registered June
unemployment rates that were not appreciably different Hom those of a month earlier, though some had
changes that were at least as large numerically as the significant changes. (See table B.)

Michigan reported the largest jobless rate increase from a year earlier (+7.l percentage points),
followed by Oregon (+6.3 points). Four additional states recorded rate increases of 5.0 percentage
points or more. The remaining 44 states and the District of Columbia had smaller, but also statistically
significant, rate increases from June 2008. (See table C.)

Nonfarm Pavroll Employment (Seasonallv Adjusted)

Between May and June 2009, 14 states experienced statistically significant changes in employ-
ment, all of which were decreases. The largest statistically significant decreases occurred in California
(-66,500), Texas (-40,600), Ohio (-33,000), and Michigan (-3l,300). (See tables D and 5.)



Publication of Payroll Employment for Small Metropolitan Areas Resumed

Effective with the release of June 2009 data, BLS has resumed publication of payroll
employment series for 65 small metropolitan areas that were discontinued from the
establishment survey in March 2008 due to a reduction in funding that resulted from the
2008 Consolidated Appropriations Act enacted on December 26, 2007. The funds to
produce these series were restored with the 2009 Omnibus Appropriations Act enacted on
March ll, 2009. Publication of metropolitan area hours and earnings series will resume
on August 21, 2009, with the release of July 2009 data. The 65 metropolitan areas for
which BLS will resume publication of nonfarm employment data are listed on the BLS
Web site at http://www.b1s.gov/sae/msarestoration.htm.

3

Over the year, 45 states experienced statistically significant changes in employment, 44 had
decreases and 1 reported an increase. The largest statistically significant job losses occurred in
California (-766,300), Florida (-392,800), Michigan (-337,600), Ohio (-279,000), Illinois (-272,600),
and Texas (-266,300). The only statistically significant over-the-year employment increase occurred in
North Dakota (+6,000). Three states recorded statistically significant decreases in employment that
were less than 15,0002 New Hampshire (-13,300), Vermont (-l2,300), and Wyoming (-8,000). (See
table E-)

The Metropolitan Area Employment and Unemployment release for June is scheduled to be issued
on Wednesday, July 29. The Regional and State Employment and Unemployment release for July is
scheduled to be issued on Friday, August 2 l .
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Table A. States with unemployment rates significantly different from that
of the U.S., June 2009, seasonally adjusted

State Rate p

United States 1 9.5

Alaska .
Arkansas .
California .
Colorado .
Connecticut .
Delaware .
District of Columbia
Florida .
Hawaii .
Idaho .

8.4
7.2

11.6
7.6
8.0
8.4

10.9
10.6
7.4
8.4

Indiana .
Iowa .
Kansas .
Kentucky .
Louisiana .
Maine .
Maryland .
Michigan .
Minnesota
Montana .

10.7
6.2
7.0

10.9
6.8
8.5
7.3

15.2
8.4
6.4

Nebraska .
Nevada .
New Hampshire
New Mexico .
New York .
North Carolina .
North Dakota .
Ohio .
Oklahoma .
Oregon .

5.0
12.0

6.8
6.8
8.7

11.0
4.2

11.1
6.3

12.2

Pennsylvania
Rhode Island .
South Carolina
South Dakota .
Tennessee .
Texas .
Utah .
Vermont .
Virginia .
Wyoming .

8.3
12.4
12.1

5.1
10.8
7.5
5.7
7.1
7.2
5.9

1 Data are not preliminary.
P : preliminary.



State
Rate Over-the-month rate

change pMay 2009 June 2009 "

Arizona .
Florida .
Georgia .
Idaho .
Iowa .
Massachusetts .
Michigan .
New Jersey ..
New York .
Texas .
West Virginia .
Wyoming .

8.2
10.3
9.6
7.8
5.7
8.2

14.1
8.8
8.2
7.1
8.4
5.0

8.7
10.6
10.1
8.4
6.2
8.6

15.2
9.2
8.7
7.5
9.2
5.9

0.5
.3
.5
.6
.5
.4

1.1
.4
.5
.4
.8
.9
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Table B. States with statistically significant unemployment rate changes from May 2009 to
June 2009, seasonally adjusted

P : preliminary.



State
Rate Over-the-year rate

change pJune 2008 June 2009 "

Alabama .
Alaska .
Arizona .
Arkansas .
California .
Colorado .
Connecticut .
Delaware .
District of Columbia .
Florida .

Georgia .
Hawaii .
Idaho .
Illinois .
Indiana .
Iowa .
Kansas .
Kentucky .
Louisiana .
Maine .

Maryland .
Massachusetts .
Michigan .
Minnesota .
Mississippi .
Missouri .
Montana .
Nebraska .
Nevada .
New Hampshire

New Jersey .
New Mexico .
New York .
North Carolina
North Dakota .
Ohio .
Oklahoma .
Oregon .
Pennsylvania .
Rhode Island .

South Carolina
South Dakota .
Tennessee .
Texas .
Utah .
Vermont .
Virginia .
Washington .
West Virginia .
Wisconsin .
Wyoming .

4.9
6.6
5.5
5.0
7.1
4.8
5.5
4.6
6.8
6.0

6.1
3.9
4.7
6.6
5.6
4.1
4.3
6.4
4.2
5.2

4.3
5.1
8.1
5.3
6.9
5.8
4.4
3.3
6.4
3.7

5.2
4.1
5.3
6.1
3.1
6.4
3.8
5.9
5.3
7.7

6.5
2.9
5.4
4.8
3.3
4.5
3.9
5.2
4.3
4.4
3.2

10.1
8.4
8.7
7.2

11.6
7.6
8.0
8.4

10.9
10.6

10.1
7.4
8.4

10.3
10.7

6.2
7.0

10.9
6.8
8.5

7.3
8.6

15.2
8.4
9.0
9.3
6.4
5.0

12.0
6.8

9.2
6.8
8.7

11.0
4.2

11.1
6.3

12.2
8.3

12.4

12.1
5.1

10.8
7.5
5.7
7.1
7.2
9.3
9.2
9.0
5.9

5.2
1 .8
3.2
2.2
4.5
2.8
2.5
3.8
4.1
4.6

4.0
3.5
3.7
3.7
5.1
2.1
2.7
4.5
2.6
3.3

3.0
3.5
7.1
3.1
2.1
3.5
2.0
1 .7
5.6
3.1

4.0
2.7
3.4
4.9
1.1
4.7
2.5
6.3
3.0
4.7

5.6
2.2
4.4
2.7
2.4
2.6
3.3
4.1
4.9
4.6
2.7
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Table c. States with statistically significant unemployment rate changes from June 2008 to
June 2009, seasonally adjusted

D : preliminary.



State May
2009

June
2009 p

Over-the-month
change p

California..
Colorado.
Georgia..
K8HS3Su
Michigan..
Minnesota..
New Mexico..
New York..
Ohm"
Oregon..

Tennessee..
Texas..
Utah.
Virginia..

14,351,500
2,261 ,800
3,918,700
1,355,900
3,877,100
2,665,800

826,200
8,605,200
5,133,200
1 ,634,400

2,662,200
10,399,300

1,214,700
3,677,600

14,285,000
2,249,300
3,904,500
1 ,336,500
3,845,800
2,649,100

819,000
8,582,200
5,100,200
1 ,627,200

2,649,900
10,358,700
1 ,207,900
3,654,800

-66,500
-12,500
-14,200
-19,400
-31 ,300
-16,700
-7,200

-23,000
-33,000
-7,200

-12,300
-40,600
-6,800

-22,800
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Table D. States with statistically significant employment changes from May 2009 to
June 2009, seasonally adjusted

° : preliminary.



State
June
2008

June
2009 p

Over-the-year
change p

Alabama..
Arizona..
Arkansas..
California..
Colorado..
Connecticut..
Delaware..
Florida..
Georgia..
Hawaii..

Idaho..
Illinois.
Indiana..
Iowa..
Kansas..
Kentueky..
Maine..
Maryland .
Massachusetts..
Michigan..

Minnesota..
Mississippi..
Missouri..
Nevada..
New Hampshire..
New Jersey..
New Mexico..
New York..
North Carolina..
North Dakota..

Ohio..
Oklahoma..
Oregon .
Pennsylvania..
Rhode Island..
South Carolina..
Tennessee..
Texas.
Utah..
Vermont..

Virginia..
Washington..
West Virginia..
Wisconsin..
Wyoming..

1,999,500
2,627,600
1,203,500

15,051 ,300
2,353,400
1 ,704,300

434,000
7,772,200
4,118,800

619,500

650,400
5,958,700
2,968,100
1,523,000
1,387,100
1 ,856,500

617,700
2,601,200
3,293,800
4,183,400

2,764,500
1 ,151 ,900
2,797,000
1 ,271 ,500

646,300
4,066,200

847,400
8,802,900
4,138,700

366,800

5,379,200
1,590,300
1,723,500
5,806,900

482,700
1 ,942,100
2,779,100

10,025,000
1 ,254,600

306,300

3,761 ,100
2,963,400

758,400
2,871 ,900

297,500

1,909,800
2,434,100
1 ,177,100

14,285,000
2,249,300
1,639,200

412,400
7,379,400
3,904,500

599,900

618,400
5,686,100
2,815,100
1 ,480,000
1,336,500
1,774,200

598,300
2,545,000
3,187,400
3,845,800

2,649,100
1,120,900
2,717,800
1,192,400

633,000
3,931 ,200

819,000
8,582,200
3,947,000

372,800

5,100,200
1 ,559,800
1 ,627,200
5,630,700

462,900
1 ,851 ,100
2,649,900

10,358,700
1 ,207,900

294,000

3,654,800
2,858,100

735,300
2,753,500

289,500

-89,700
-193,500
-26,400

-766,300
-104,100
-65,100
-21,600

-392,800
-214,300
-19,600

-32,000
-272,600
-153,000

-43,000
-50,600
-82,300
-19,400
-56,200

-106,400
-337,600

-115,400
-31,000
-79,200
-79,100
-13,300

-135,000
-28,400

-220,700
-191 ,700

6,000

-279,000
-30,500
-96,300

-176,200
-19,800
-91 ,000

-129,200
-266,300
-46,700
-12,300

-106,300
-105,300
-22,100

-118,400
-8,000
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Table E. States with statistically significant employment changes from June 2008 to
June 2009, seasonally adjusted

P : preliminary.



Technical Note

This release presents labor force and unemployment
data for census regions and divisions, states, and selected
substrate areas from the Local Area Unemployment Statistics
(LAUS) program (tables 1 to 4). Also presented are nonfarm
payroll employment estimates by state and major industry
sector from the Current Employment Statistics (CES) pro-
gram (tables 5 and 6). The LAUS and CES programs are
both federal-state cooperative endeavors.

Labor force and unemployment-from the LAUS
program

balances of state are based on a similar regression approach
that does not 'incorporate CES or U] data. Estimates for
census regions are obtained by summing the model-based
estimates for the component divisions and then calculating
the unemployment rate. Each month, census division
estimates are controlled to national totals, state estimates are
then controlled to their respective division totals. Substate
and balance-of-state estimates for the live areas noted above
are controlled to their respective state totals. Estimates for
Puerto Rico are derived from a monthly household survey
similar to the CPS. A detailed description of the estimation
procedures is available from BLS upon request.

Annual revisions. Labor force and unemployment data
for prior years reflect adjustments made at the end of each
year. The adjusted estimates reflect updated population data
Hom the U.S. Census Bureau, any revisions in the other data
sources, and model reestimation. In most years, historical
data for the most recent five years (both seasonally adjusted
and not seasonally adjusted) are revised near the beginning of
each calendar year, prior to or coincident with the release of
January estimates.

Definitions. The labor force and unemployment data
are based on the same concepts and definitions as those used
for the official national estimates obtained from the Current
Population Survey (CPS), a sample survey of households that
is conducted for the Bureau of Labor Statistics (BLS) by the
U.S. Census Bureau. The LAUS program measures
employment and unemployment on a place-of-residence
basis, The universe for each is the civilian no institutional
population 16 years of age and over, Employed persons are
those who did any work at all for pay or profit in the
reference week (the week including the 12th of the month) or
worked 15 hours or more without pay in a family business or
farm, plus those not worldng who had a job from which they
were temporarily absent, whether or not paid, for such
reasons as labor-management dispute, illness, or vacation.
Unemployed persons are those who were not employed
during the reference week (based on the definition above),
had actively looked for a job sometime in the 4-week period
ending with the reference week, and were currently available
for work, persons on layoff expecting recall need not be
looking for work to be counted as unemployed. The labor
force is the sum of employed and unemployed persons. The
unemployment rate is the number of unemployed as a percent
of the labor force.

Seasonal adjustment. Seasonal adjustment of modeled
est imates of employment  and unemployment  levels  is
performed within the modeling procedure. Series are
decomposed into trend, seasonal, and irregular components
and survey error. This directly yields seasonally adjusted
estimates for employment and unemployment levels with
reliability measures. Labor force levels and unemployment
rates are calculated from these two estimates.

Area definitions. The substrate area data published in
this release reflect the standards and definitions established
by the U.S. Office of Management and Budget on November
20, 2008. A detailed list of the geographic definitions is avail-
able on the Internet at http://www.bls.gov/laW]ausmsa.htm.

Employment-from the CES program

Definitions. Employment data refer to persons on
establishment payrolls who receive pay for any part of the
pay period that includes the 12th of the month. Persons are
counted at their place of work rather than at their place of
residence, those appearing on more than one payroll are
counted on each payroll. Industries are classified on the basis
of their principal activity in accordance with the 2007 version
of the North American Industry Classification System.

Method of estimation. Estimates for 48 of the 50
states, the District of Columbia, the Los Angeles-Long
Beach-Glendale metropolitan division, New York City, and
the balances of California and New York State are produced
using estimating equations based on regression techniques.
This method, which underwent substantial enhancement at
the beginning of 2005, utilizes data from several sources,
including the CPS, the CES, and state unemployment
insurance (UI) programs. Estimates for the state of California
are derived by summing the estimates for the Los Angeles-
Long Beach-Glendale metropolitan division and the balance
of California. Similarly, estimates for New York State are
derived by summing the estimates for New York City and the
balance of New York State. Estimates for all nine census
divisions and the five additional substrate areas contained in
this release (the Cleveland-Elyria-Mentor and Detroit-
Warren-Livonia metropolitan areas and the Chicago-
Naperville-Joliet, Miami-Miami Beach-Kendall, and Seattle-
Bellevue-Everett metropolitan divisions) and their respective

Method of estimation. The employment data are
estimated using a "link relative" technique in which a ratio
(link relative) of current-month employment to that of the
previous month is computed from a sample of establishments
reporting for both months. The estimates of employment for
the current month are obtained by multiplying the estimates
for the previous month by these ratios. Small-domain models



are used as the official estimators for the approximately 44
percent of CES published series which have insufficient
sample for direct sample-based estimates.

these was the development of model-based error measures for
the monthly estimates and the estimates of over-the-month
changes. The introductory section of this release preserves
the long-time practice of highlighting the direction of the
movements in regional and state unemployment rates and
state nonfarm payrol l  employment  regardless of thei r
statistical significance. The remainder of the analysis in the
release takes statistical significance into consideration.

Annual revisions. Employment estimates are adjusted
annually to a complete count of jobs, called benchmarks,
derived principally from tax reports that are submitted by
employers who are covered under state unemployment
insurance (UI) laws. The benchmark information is used to
adjust the monthly estimates between the new benclnnark and
the preceding one and also to establish the level of
employment for the new benchmark month. Thus, the
benchmarking process establishes the level of employment,
and the sample is used to measure the month-to-month
changes in the level for the subsequent months.

Seasonal adjustment. Payroll employment data are
seasonally adjusted at the statewide supersector level. I n
some states, the seasonally adjusted payroll employment total
is computed by aggregating the independently adjusted super-
sector series. In other states, the seasonally adjusted payroll
employment total is independently adjusted. Revisions of
historical data for the most recent 5 years are made once a
year, coincident with annual benchmark adjustments.

Labor force and unemployment estimates. Model-
based error measures for both seasonally adjusted and not
seasonally adjusted data and for over-the-month changes are
available online at http://www.bls.gov/lau/lastde1T.htm. BLS
uses a 90-percent confidence level in detemiining whether
changes in LAUS unemployment rates are stat ist ically
significant. The average magnitude of the current year over-
the-rnonth change in a state unemployment rate that is
required in order to be statistically significant at the 90-
percent confidence level is between 0.3 and 0.4 percentage
point. More details can be found on the Web site. Measures
of nonsampling error are not  available,  but  addit ional
information on the subject is provided in Employment and
Earnings Online at http://www.bls.gov/opub/ee/home.htm.

Employment estimates. Measures of sampling error
for state CES data at the total nonfarm and supersector level
and for metropolitan area CES data at the total nonfarm level
are available online at http://www.bls.gov/sae/790stderr.htm.
BLS uses a 90-percent confidence level in determining
whether changes in CES employment levels are statistically
significant. Information on recent benchmark revisions for
states is available on the Internet at http://www.bls.gov/sae/.

Caution on aggregating state data. State estimation
procedures are designed to produce accurate data for each
individual state. BLS independently develops a national
employment series, state estimates are not forced to sum to
national totals. Because each state series is subject to larger
sampling and nonsampling errors than the national series,
summing them cumulates individual state level errors and can
cause significant distortions at an aggregate level, Due to
these statistical limitations, BLS does not compile a "sum-of-
states" employment series, and cautions users that such a
series is subject to a relatively large and volatile error
structure.

Additional information

Reliability of the estimates
The estimates presented in this release are based on

sample surveys, administrative data, and modeling and, thus,
are subject to sampling and other types of errors. Sampling
error is a measure of sampling variability-that is, variation
that occurs by chance because a sample rather than the entire
population is surveyed. Survey data also are subject to
nonsampling errors, such as those which can be introduced
into the data collection and processing operations. Estimates
not directly derived from sample surveys are subject to
additional errors resulting from the specific estimation
processes used. The sums of individual items may not
always equal the totals shown in the same tables because of
rounding. Unemployment rates are computed from
unrounded data and thus may differ slightly from rates
computed using the rounded data displayed in the tables.

More complete information on the technical procedures
used to develop these estimates and additional data appear in
Employment and Earnings Online.

Estimates of labor force and unemployment from the
LAUS program, as well as nonfarm employment from the
CES program, for over 300 metropolitan areas and
metropolitan New England City and Town Areas (NECTAs)
are available in the news release, Metropolitan Area
Employment and Unemployment. Estimates of labor force,
employment, and unemployment for all states, metropolitan
areas, labor market areas, counties, cities with a population of
25,000 or more, and other areas used in the administration of
various federal economic assistance programs are available
on the Internet at http://www.bls.gov/laW. Employment data
from the CES program are available on the Internet at
http://www.bls.gov/sae/.

Information in this release will be made available to
sensory impaired individuals upon request. Voice phone:
(202) 691-5200, ADD message referral phone: 1-800-877-
8339.

Use of error measures. In 2005, the LAUS program
introduced several improvements to its methodology. Among



Census region and
division

Civilian labor force
Unemployed

Number Percent of labor force

June
2008

April
2009

May
2009

June
2009

June
2008

April
2009

May
2009

June
2009

June
2008

April
2009

May
2009

June
200g

Northeast ..

New England .
Middle Atlantic

South

South Atlantic .
East South Central
West South Central

Midwest _

East North Central
West North Central

West .

Mountain .
Pacific .

28,210.4

77663.2
20,547.2

54,883.1

29,453.6
8,5698

18,859.9

34,8898

23,969.3
10,920.5

35,915.2

11,121.5
24,793.7

28,468.5

7,696.4
20,772.1

55,184.6

29,492.3
8,554.7

17,127.7

34,114.6

23,741.3
10,913.3

36,362.4

11,111.2
25,191.2

28,503.8

7,690.4
20,813.4

55,161.1

29,444.3
8,555.4

17,161.5

34,798.9

23,822.2
10,976.8

36,272.5

11,163.9
25,108.5

28,418.5

7,663.5
20,755.1

55,129.0

29,392.8
8,540.7

17,195.5

34,748.2

23,797.6
10,950.7

36,159.9

11 ,110.7
25,049.2

1,482.7

404.3
1 ,078.4

2,925.5

1 ,622.2
527.1
775.6

2,106.3

1 ,580.8
525.5

2,184.3

548.2
1,638.1

2,250.0

617.8
1,632.2

4,627.3

2,685.9
821.1

1,120.3

3,185.9

2,440.2
745.7

3,512.4

814.1
2,698.3

2,370.5

634.6
1,735.9

4,899.6

2,828.1
878.0

1,193.5

3,419.4

2,620.3
799.1

3,682.6

866.0
2,796.6

2,456.3

649.5
1 ,806.8

5,045.5

2,895.0
891.1

1 ,259.4

3,533.2

2,710.6
822.6

3,701.4

901.9
2,799.5

5.3

5.3
5.2

5.3

6.0

5.5
6.2
4.6

6.6
4.8

6.1

4.9
6.6

7.9

8.0
7.9

8.4

9,1
9.5
6.5

9.2

10.3
6.8

7.3
10.7

9.7

8.3

8.3
8.3

8.9

9.6
10.3

7.0

9.8

11.0
7.3

10.1

7.8
11.1

8.6

9.2

8.5
8.7

9.8
10.4
7.3

10.2

11.4
75

10.2

8.1
112

Census region and
division

Civilian labor force
Unemployed

Number Percent of labor force

May June May June May June

2008 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008 2009

Northeast

New England .
Middle Atlantic

South

South Atlantic
East South Central
West South Central

Midwest

East North Central .
West North Central .

West .

Mountain .
pacific .

28,122.8

7,641 .e
20,481.2

54,909.5

29,510.6
6,588.5

16,830.5

34,917.5

23,977.6
10,939.9

35,776.6

11,071.5
24,705.1

28,370.4

7,654.3
20,716.1

55,106.8

29,449.9
8,535.0

17,121 .9

34,746.7

23,775.7
10,971.0

36,112.5

11,115.6
24,996.9

28,507.6

7,764.5
20,743,1

55,378.9

29,671 .s
8,675.6

17,031 .7

35,357.5

24,279.3
11,078.2

36,058.8

11 ,198.2
24,860.6

28,719.4

7,765.1
20,954.3

55,650.6

29,625.6
8,650.7

17,374.3

35,234.6

24,125.5
11,109.1

36,316.0

11,190.8
25,125.2

1,390.3

379.0
1,011 .3

2,725.2

1,512.2
489.9
723.0

1,951.7

1 ,462.7
489.0

1,993.1

489.9
1 ,503.2

2,310.2

619.4
1,690.8

4,787.0

2,773.6
855.4

1 ,157.9

3,328.0

2,556.9
771.1

s,548.0

837.0
2,711.0

1,484.3

410.6
1,073.7

3,081.9

1,672.4
559.3
850.2

2,161.3

11623.4
537.9

2,188.3

560.1
1,628.2

2,419.2

661.5
1,817.1

5,255.7

2,972.3
932.3

1,351.1

3,626.5

2,780.9
845.6

3,733.4

926.5
2,806.9

4.9

5.0
4.9

5.0

5.1
5.7
4.3

5.6

6.1
4.5

5.6

4.4
6.1

s.1

8.7

8.1
8.2

9.4
10.0
6.8

9.6

10.8
7.0

9.8

7.5
10.8

5.2

5.3
5.2

5.6

5.6
6.4
5.0

S.1

8.7
4.9

6.1

5.0
6.5

8.6

a s
8.7

10.0
10.8
7.8

9.4

10.3

11.5
7.6

10.3

8.3
11.2

LABOR FORCE DATA LABOR FORCE DATA

Table 1. Civilian labor force and unemployment by census region and division, seasonally adjusted 1

(Numbers in thousands)

1 Census region estimates are derived by summing the Census
division model-based estimates.

NOTE: Data refer to place of residence. The States (including the
District of Columbia) that compose the various census divisions are: New
England: Connecticut, Maine, Massachusetts, New Hampshire, Rhode
Island, and Vermont, Middle Atlantic: New Jersey, New York, and
Pennsylvania, South Atlantic: Delaware, District of Columbia, Florida,
Georgia, Man/land, North Carolina, South Carolina, Virginia, and West
Virginia, East South Central: Alabama, Kentucky, Mississippi, and

Tennessee, West South Central: Arkansas, Louisiana, Oklahoma, and
Texas, East North Central: Illinois, Indiana, Michigan, Ohio, and
Wisconsin; West North Central: Iowa, Kansas, Minnesota, Missouri,
Nebraska, North Dakota, and South Dakota, Mountain: Arizona,
Colorado, Idaho, Montana, Nevada, New Mexico, Utah, and Wyoming,
and Pacific: Alaska, California, Hawaii, Oregon, and Washington.
Estimates for the current year are subject to revision early in the following
calendar year.

Table 2. Clvlllan labor force and unemployment by census region and division, not seasonally adjusted 1

(Numbersin thousands)

1 Census region estimates are derived by summing the Census
division model-based estimates.
NOTE: Data refer to place of residence. The composition of the regions

and divisions is described in table 1. Estimates for the current year are
subject to revision early in the following calendar year.



State and area

Civilian labor fame

U nemp\oyed

Number Percent of labor force

June
2008

April
200g

May
2009

June
20099

June
2008

April
2009

May
2009

June
2009P

June
2008

April
2009

May
2009

June
2009P

Aiabama
Alaska
Arizona
Arkansas .
California

Los Angeles-Long Beach-Glendale 1
Colorado .
Connecticut .
Delaware
District of Columbia
Florida

Miami-Miami Beach-Kendall 1 .

Georgia .
Hawaii .
Idaho
Illinois.

Chicago-naperville-Joliet 1
Indiana .
Iowa
Kansas
Kentucky .
Louisiana .
Maine

Maryland .
Massachusetts .
Michigan .

Detroit-warren-Livonia 2
Minnesota
Mississippi
Missouri .
Montana .
Nebraska .
Nevada .
New Hampshire

New Jersey .
New Mexioo .
New York .

New York City
North Carolina
North Dakota
Ohio .

Cleveland-Elyria-Mentor 2
Oklahoma
Oregon .
Pennsylvania
Rhode Island

South Carolina .
South Dakota .
Tennessee
Texas .
Utah .
Vermont .
Virginia .
Washington .

SeattleBellevue-Everett 1
West Virginia
VlAsconsin .
Wyoming

Puerto Rico

2,163.2
357.0

3,127.9
1,369.0

18,881.2
4871.2
2,726.7
1,871.9
442.3
331.9

9,198.5
1,211 .5

4,842.4
654.6
753.7

6,700.7
4,137.2
3,226.4
1,674.5
1,495. 1
2,040.1
2,068.1
706.1

2,996. 1
3,424.1
4,940.6
2,109.4
2,926.2
1,313.9
3,007.4
505.6
994.7

1,368.7
738.7

4,492.6
957.8

9,680.3
3,947.9
4,529.8
369.4

5 971.8
1,081 .8
1 748.2
1,951 .3
6,391 .0
567.5

2,145.8
444.0

3,039.2
11,682.5
1,381.3

354.4
4,118.6
3,46300
1.458.6
806.4

3,074.1
292.6

1,361.8

2,131 .4
358.7

3,153.4
1 359.0

18,629.5
4,998.5
2,737.4
1 ,887.2
438.3
326.2

9,2479
1 ,217.1

4,784.1
646.7
750.2

6,611 .2
4,102.8
3,205.3
1 ,674.8
1 ,522.0
2,076.5
2,074.3
7039

2,968.4
3,434.3
4 847.9
2,104.6
2,954.0
1,311 .9
3,008.4
502.7
990.5

11400.5
744.0

4,572.4
955.5

9,772.0
4,004.4
4,579.6
369.8

5,968.5
1,070.5
1,771 .7
2,003.6
6,430.8

563.4

2,198.4
446.9

3,039.1
11,924.8
1,379.4

361 .0
4,170.5
3,539.9
1,497.0
795.0

3,110.8
290.8

1 340.5

2,128.6
359.2

3,152.7
1,359.9

18,540.6
4,996.6
2,721 .2
1,886.5
437.9
329.0

9,243.7
11224.6

4,771 .4
649.2
750.8

6,667.0
4,131 .3
3,217.5
1,678.9
1,528.4
2,077.5
2,068.5
702.6

2,955.0
3,429.9
4,848.3
2,101 .6
2,957.3
1 ,311 .2
3,010.4
500.8
986.4

1,405.6
742.0

4,560.4
95888

9,771 .4
4,025.1
4,587.1

36833
5,979.7
1,076.4
1,771 .8
1,997.7
G,472. 1

566.0

2,203.1
4454

3,041.3
11,955.4
11382.4

360.9
4,170.0
3,561.0
1,492.2
793.4

3,105.4
291.6

1,332.2

2,128.4
359.9

3,145.2
1 ,367.1

18,494.4
4,997.0
2,699.9
1 ,880.7
437.6
328.4

9,192.1
1 ,224.0

4,769.3
645.5
749.2

6,654.1
4_125.4
3,214.6
1 ,682.8
1,520.9
2,077.0
2,067.7
701 .4

2,955.9
3,420.2
4,871 .G
2,087.5
2,957. 1
1,295.5
2,996.0

499.9
984.6

11400.5
788.1

4,551 .8
954.0

9,777.6
4,031 .7
4,556.8
365.3

5,965.0
1,071 .1
1,776.9
1,982.1
6,436.0

569.7

2,193.7
447.0

3,039.1
11 ,972.6
1 ,371 .5

358.8
4,158.9
3,56522
1 ,497.1

791.5
3,092.5

290.9

1,312.6

105.2
23.7

172.2
67.8

1,296.5
365.4
130.5
102.7
20.3
22.6

555.0
69.5

293.1
25.3
35.8

440.8
263.2
181 .2
68.4
G4.3

129.8
86.3
35.4

127.6
173.8
402.5
184.6
154.6
90.7

175.5
22.5
32.6
87.0
27.5

235.7
39.4

516.2
211 .8
277.6
11 .6

383.1
71.5
65.7

116.1
336.0
43.5

139.8
12.8

195.4
563.2

46.0
15.9

182.3
181 .5
65.6
34.7

134.9
9.3

152.3

191.3
2a.3

241.3
88.7

2,065.5
545]
202.5
148.5
32.5
32.2

893.7
100.3

440.2
44.9
52.6

61B.6
396.1
318.7
84.9
98.4

205.1
1279
55.5

200.7
274.5
626.6
302.8
238.4
119.5
242.5
30.1
44.4

148.1
47.0

384.4
55.4

751 .4
321 .g
491 .4
15.1

609.3
98.2

110.4
236.0
499.5
62.7

250.2
21 .6

300.5
793.0
71 .3
26.3

284.1
317.8
116.7
61 .0

268.6
13.2

206.4

208.3
29.7

258.6
95.0

2,152.8
578.3
207.0
150.4
35.6
35.2

953.6
121.5

458.9
48.0
58.6

670.3
433. 1
341 .9
95.8

107.3
221 .3
135.6
58.1

212.4
282.0
681 .4
322.6
240.8
127.3
270.9
31 .5
47.2

158.0
48.5

400.0
62.4

799.7
359.7
507.0
15.9

646.5
108.4
112.6
243.6
534.8
68.4

263.6
22.3

325.3
843.4
74.9
26.5

297.8
325.4
121 .a
67.0

276.4
14.7

191.5

215.6
30.4

274.2
98.8

2 146.2
564.3
204.0
149.8
36.9
35.9

970. 1
130.1

483.4
47.7
82.7

683.3
435.4
343.0
104.1
105.8
226. 1
140.9
59.9

215.2
295.6
740.1
340.8
249.1
116.3
278.3
31 .9
49.1

167.4
50.1

420.8
64.9

85422
381 .2
502.3
15.5

661.7
101 .6
112.1
242.0
537.0
70.7

265.0
22.6

328.2
899.7
78.1
25.4

298.9
330.8
131 .e
72.8

278.3
17.2

190.2

4.9
6.6
5.5
5.0
7.1
7.4
4.8
5.5
4.6
5.8
6.0
5.7

6.1
3.9
4.7
6.6
6.4
5.6
4.1
4.3
G.4
4.2
5.2

4.3
5.1
8.1
B.8
5.3
6.9
5.8
4.4
383
6.4
3 ]

5.2
4.1
5.3
5.4
6.1
3.1
6.4
66
3.6
5.9
5.3
7.7

6.5
2.9
6.4
4.8
3.3
4.5
3.9
5.2
4.5
4.3
4.4
3.2

11.2

9.0
7.9
7.7
6.5

11 .1
10.9
7.4
7.9
7.4
9.9
9.7
8.2

9.2
6.9
7.0
9.4
9.7
9.9
5.1
6.5
9.9
62
7.9

6.8
8.0

12.9
14.4
8.0
9.1
8.1
6.0
4.5

10.6
6.3

8.4
5.8
7.7
8.0

10.7
4.1

10.2
9.2
62

11 .8
7.8

11 .1

11.4
4.e
9.9
as
5.2
7.3
6.8
9.0
78
7.7
8.6
4.5

15.4

9.8
8.3
8.2
7.0

11.6
11.6
7.6
8.0
8.1

10.7
10.3
9.9

9.6
7.4
7.8

10.1
10.5
10.6
5 ]
7.0

10.7
6.6
8.3

7.2
8.2

14.1
15.3
8.1
9.7
9.0
6.3
4.8

11.2
6.5

8.8
6.5
8.2
8.9

111
4.3

10.8
10.1
6.4

12.2
8.3

12.1

12.0
5.0

10.7
7.1
5.4
7.4
7.1
9.1
8.1
8.4
8.9
5.0

14.4

10.1
8.4
8.7
7.2

11.6
11.3
7.6
8.0
84

10.9
10.6
10.6

10.1
7.4
8.4

10.3
10.6
10.7
6.2
7.0

10.9
6.8
8.5

7.3
8.6

15.2
16.3
8.4
9.0
9.3
6.4
5.0

12.0
6.8

9.2
6.8
8.7
9.5

11.0
4.2

11.1
9.5
6.3

12.2
8.3

12.4

12.1
5.1

10.8
7.5
5.7
71
7.2
9.3
8.8
9.2
9.0
5.9

14.5

LABOR FORCE DATA
SEASONALLY ADJUSTED

LABOR FORCE DATA
SEASONALLY ADJUSTED

Table 3. Civilian labor force and unemployment by state and selected area, seasonally adjusted

(Numbers in thousands)

1 Metropolitan division.
2 Metropolitan statistical area.
F' = preliminary.
NOTE: Data refer to place of residence. Data for Puerto Rico are derived from

a monthly household survey similar to the Current Population Survey. Area

definitions are based on Office of Management and Budget Bulletin No. 09-01,
dated November 20, 2008, and are available on the BLS W eb site at
http://www.bls.gov/lau/Iausmsa.htm. Estimates for the latest month are subject
to revision the following month.



State and area

Civilian labor force

Unemployed

Number Percent of labor force

May June May JuneMay June

2008 2009 2008 2009P 2008 2009 2008 2009D 2008 2009 2008 20099

Alabama
Alaska
Arizona
Arkansas .
California

Los Angeles-Long Beach-Glendale 1
Colorado .
Connectiait .
Delaware
District of Columbia
Florida .

Miami-Miami Beach-Kendall 1

Georgia .
Hawaii .
Idaho .
Illinois .

Chicago-naperville-Joliet 1
Indiana .
lowa
Kansas .
Kentucky .
Louisiana .
Maine .

Maryland .
Massachusetts .
Michigan

Detroit-Warren-Livonia 2 .
Minnesota .
Mississippi .
Missouri .
Montana .
Nebraska .
Nevada .
NewHampshire

New Jersey
New Mexico
New York .

New York City
North Carolina
North Dakota
Ohio .

Cleveland-Elynia-Mentor 2 .
Oklahoma .
Oregon .
Pennsylvania .
Rhode Island

South Carolina .
South Dakota .
Tennessee .
Texas .
Utah .
Vermont .
Virginia .
Washington .

Seattle-Bellevue-Everett 1
West Virginia
Vlhsconsin
Wyoming .

Puerto Rico

2,160.4
357.0

3,108.4
1,378.2

18,305.3
4,944.8
2,714.9
1,872.2

441.8
331.4

9,221.9
1,212.4

4,851 .7
854.2
752.9

6,716.7
4,147.8
3,243.5
1,675.3
1,492.0
2,049.4
2 065.3

704.3

3,007.9
3,412.1
4,967.2
2,113.2
2,929.5
1 ,320.7
3,022.5

5072
1,001 .1
1,363.8

73677

4,481 .9
955.3

9,619.0
3,913.7
4,544.7

372.1
5,982.9
1.0901
1,748.7
1,942.6
6,380.4

563.8

2_158.B
447.4

3,038.0
11.639.2
1,375.6

352.5
4,139.1
3,445.9
1.459.7

B13.2
3.067.3

290.7

1375.0

2,118.2
358.9

3,140.0
1,364.4

18,457.7
4,966.9
2,702.5
1,655.1

43588
326.8

g 235.3
1 221 .0

4,758.7
648.0
748.8

6 845. 1
4,127.4
3,227.3
1 ,673.0
1 ,522.B
2,081 .o
2,086.0

699.9

2,949.7
3,413.2
4,847.9
2,088.4
2,951.9
1,311.5
3,015.0

500.5
959 ]

1,402.0
737.9

4,547.3
954.5

9,713.9
3,997.5
4.564.0

370.1
5,987.9
1,077.3
1,771.5
11987.5
6,454.9

561.2

2,209.7
448.4

3,024.3
11,920.0
1,877.7

357.9
4,175.2
3,544.7
1,498.2

794.6
3,087.5

289,B

1 ,334.6

2, 183.6
363.8

3,141 .3
1,391 .5

18,397.4
4,942.7
2,751 .9
1,897.0

446.1
335.4

9,255.5
1,210.3

4,860.0
658.9
76400

6,804.2
4,200.7
3,275.2
1,890.8
1,518.3
2979.9
2,105.3

717.7

3,031 .e
3,473.4
5 017.5
2, 1398
2,958.3
1,333.5
3,087.7

512.9
1,008.5
1,372.5

74B.6

4,536.8
96765

9,755.7
3_9372
4,572.5

381 .0
6,048.7
1,102.1
1,772.3
1,965.0
6,450.7

570.8

2,1844
453.5

3,078.5
11,762.5
1,389.9

359.0
4,163.1
3,475.5
1.460.5

823.0
3,133.5

298.0

1,375.3

2,148.4
367.0

3,158.3
1 ,390.3

18,530.8
4,976.1
2,723.9
1 ,9o4.e

441 .3
332.7

9,242.5
1 ,230.9

4,786.3
650.8
758.8

6,746.0
4, 199.3
3,258.3
1 ,697.3
1 ,542.5
2,113.3
2,105.8

712.2

2,989.9
a,487.e
4,944.2
2,123.3
2,987.5
1 ,s13. 1
3,052.8

505.8
997.1

11404.7
744.9

4 599.4
962.8

9,858.9
4,023.9
4,598.3

376.1
8,031 .e
1,091 .6
1,803.0
1,996.0
8,496.0

572.4

2,230.9
456.0

3,075.9
12,075.2
1,379.4

363.2
4,197.2
3,580.6
1,504.9

806.6
3,145.4

296.1

1,316.7

92.7
22.8

151.9
65.1

1.185.9
333.9
121.8
99.2
17.5
21.3

508.9
63.9

274.5
22.5
29.8

414.0
257.2
167.0
62.1
61 .8

128.1
76.5
34.8

117.5
162.3
397.5
174.9
144.5
91.2

166.8
19.5
31.0
78.8
26.4

223.0
37.1

471 .g
187.7
261 .3

10.4
356.6

70.5
62.4

103.4
316.4
41 . 1

126.7
12.4

179.9
519.1
42.6
15.1

150.6
168.5
61 .g
33.9

127.5
B.5

156.1

197.1
25.9

250.1
93.5

2,082.0
562.0
200.6
148.9
sos
35.0

980.0
118.0

448.3
47.0
54.3

65622
439.7
336.7
B9.8

105. 1
219.5
130.1
56.7

208.5
273.5
671 .7
310.6
229.1
127.5
263.7

29.0
46.7

154.2
47. 1

393.2
61 a

771 .6
a4e.s
503.7
14.9

623.4
108.4
112.6
236.2
526.0
67.7

255.2
21.9

a11.4
821.7
72.3
25.5

292.9
317.0
122.3
66.2

268.8
14.5

191.3

1152
24.2

177.0
72.3

1,283.1
360.9
137.5
107.9
21.0
22.9

563.8
70.0

303.4
29.2
33.2

470.9
289.2
165.1
67.9
66.6

136.1
106.3
35.3

132.2
180.5
422.1
192.3
156.6
102.8
186.7
22.7
34.2
87.3
27.9

234.8
44.6

498.0
202.2
282.1

13.3
398.7
76.2
71 .2

113.7
341 .0
43.0

143.9
12.5

205.2
600.3
49.0
16.0

166.6
177.9
63.2
36.6

146.6
8.8

162.9

227.7
31.1

282.1
104.6

2,152.0
564.9
21z.5
154.8
aa.3
37.7

996.1
141.8

503.2
52.6
60.5

710.9
474.2
345.4
103.9
100.6
234.6
163.5
58.7

224.4
302.2
761 .4
364.0
252.2
129.0
290.3
32.2
51 .0

169.8
50.4

424.4
70.6

846.0
375.9
514.9

17.2
574.0
110.2
118.0
241 .2
547.3
69.9

273.6
22.4

341 .0
965.0
81 .7
25.5

308.1
330.0
137.5
75.9

289.2
17.0

199.5

4.3
6.4
4.9
4.7
6.5
6.8
4.5
5.3
4.0
6.4
5.5
5.3

5.7
3.4
3.9
6.2
6.2
5.1
3.7
4.1
6.2
3.7
4.9

3.9
4.8
8.0
8.3
4.9
6.9
5.5
3.8
3.1
5.8
3.6

5.0
3.9
4.9
4.8
5.7
2.8
6.0
6.5
3.6
5.3
5.0
7.3

11.4

5.9
2.8
s.e
4.5
3.1
4.3
8.8
4.9
4.2
4.2
4.2
2.9

9.3
8.0
8.0
6.9

11 .3
11 .3
7.4
7.9
7.8

10.7
10.1
9.7

9.4
7.2
7.3
9.9

10.7
10.4
5.4
6.9

10.5
5.3
8.1

7.1
8.0

13.9
14.9
7.B
9.7
B.7
5.8
4.7

11 .0
8.4

8.6
6.5
7.9
8.7

11.0
4.0

10.4
10.1

6.4
11.9
8.1

12.1

11.5
4.9

10.3
6.9
5.3
7.1
7.0
8.9
82
B.3
B.7
5.0

14.3

5.3
6.6
5.6
52
7.0
7.3
5.0
5.7
4.7
a s
6.1
p a

6.2
4.4
4.4
6.9
6.9
5.7
4.0
4.4
6.5
5.1
4.9

4.4
5 2
8.4
9.0
5.3
7.7
6.1
4.4
3.4
6.4
3.7

5.2
4.6
5.1
5.1
6.2
3.5
6.6
6.9
4.0
p a
5.8
7.5

6.6
2.8
8.7
5.1
3.5
4.5
4.0
5.1
4.3
4.4
4.7
3.0

11.8

10.6
8.5
8.9
7.5

11.6
11.4

7.8
8.1
8.7

11.3
10.8
11.5

10.5
8.1
8.0

10.5
11.3
10.6
6.1
7.0

11.1
7.8
8.2

7.5
8.7

15.4
17.1

8.4
9.5
9.5
G.4
5.1

12.1
6.8

9.2
7.3
a s
9.3

11.2
4.6

11.2
10.1
6.5

12.1
8.4

12.2

12.3
4.9

11 .1
8.0
5.9
7.0
7.3
9.2
9.1
9.4
9.2
5.7

15.2

LABOR FORCE DATA
NOT SEASONALLY ADJUSTED

LABOR FORCE DATA
NOT SEASONALLY ADJUSTED

Table 4. Civilian labor force and unemployment by state and selected area, not seasonally adjusted

(Numbers in thousands)

1 Metropolitan division.
2 Metropolitan statistical area.
P = preliminary.
NOTE: Data refer toplace of residence. Data for Puerto Rico are derived from

a monthly household survey similar to the Current Population Survey. Area

definitions are based on Office of Management and Budget Bulletin No. 09-01,
dated November 20, 2008, and are available on the BLS W eb site at
http:/lwww.bls.gov/lau/lausmsa.htm. Estimates for the latest month are subject
to revision the following month.



State

T0ia11 Construction Man ufacturi ng

June
2008

Apr.
2009

May
2009

June
2009P

June
2008

Apr.
2009

May
2009

June
2009P

June
2008

Apr.
2009

May
2009

June
2009P

1,999.5
322.3

2,627.6
1,203.5

15,051.3

2,353.4
1,704.3

434.0
704.9

7,772.2

4,118.8
619.5
650.4

5,958.7
2,968.1

1,523.0
1,387.1
1,656.5
1,940.2

617.7

2,601.2
3,293.8
4,183.4
2,764.5
1,151.9

2,797.0
445.5
963.6

1 ,271 .5
646.3

4,066.2
847.4

6,802.9
4,135.7

366.8

5,379.2
1,590.3
1 ,723.5
5,806.9

482.7

1,942.1
410.5

2,779.1
10,625.0
1,254.6

306.3
3,761.1
2,963.4

756.4
2,871.9

297.5

1,912.9
320.9

2,462.3
1,179.2

14,412.3

2,266.7
1 ,640.3

415.1
702.4

7,450.1

3,933.5
604.5
618.6

5,717.8
2,836.0

1 ,487.8
1 ,360.5
1 ,790.3
1 ,932.3

59B.9

2,543.2
3,184.1
3,901.5
2,6G9.1
1,118.4

2,727.5
439.9
946.3

1,201.6
631.5

3,941 .3
825.2

8,6275
3,949.5

368.4

5,132.9
1 ,569.1
1 ,636.0
5,648.3

464.6

1,851 .4
404.0

2,666.1
10,426.6
1,219.0

295.4
3,672.7
2,869.4

738.8
2,752.3

293.2

1,911.3
322.5

2,438.4
1,173.7

14,351.5

2,261 .8
1 ,644.0

414.9
703.4

7,399.3

3,918.7
602.0
616.4

5,700.0
2,818.7

1 ,48s.4
1 ,355.9
1 ,780.0
1,930.6

598.0

2,546.1
3,189.7
3,877.1
2,665.8
1,116.4

2,725.1
438.0
947.0

1 ,198.4
632.8

3,933.3
826.2

8,605.2
3,942.3

370.9

5,133.2
1 ,55966
1 ,s34.4
5,634.1

463.8

1,851.3
404.3

2,662.2
10,399.3
1,214.7

295.2
3,677.6
2,865.2

738.7
2,754.7

291 .4

1,909.8
322.3

2,434.1
1,177.1

14,285.0

2,249.3
1 ,639.2

412.4
703.0

7,379.4

3,904.5
599.9
618.4

5,688.1
2,815.1

1 ,480.0
1 ,33655
1 ,774.2
1 ,928.8

598.3

2,545.0
3,187.4
3,845.8
2,649.1
1,120.9

2,717.8
440.7
948.5

1 ,192.4
633.0

3,931 .2
819.0

8,582.2
3,947.0

372.8

5,100.2
1,559.8
1 ,627.2
5,630.7

462.9

1 .851 .1
404.3

2,649.9
10,358.7
1 ,207.9

294.0
3,654.8
2,858.1

736.3
2,753.5

289.5

110.1
17.3

189.0
55.9

789.1

1G3.1
65.5
25.6
12.8

515.2

206.5
37.9
45.4

258.7
145.1

73.1
65.1
85.3

135.2
29.4

180.2
132.9
153.5
111.1
62.4

140.1
29.6
50.1

118.4
25.7

164.8
57.6

360.6
237.2
21 .0

211 .5
75.2
95.4

256.8
20.5

113.1
23.3

132.7
672.5
90.9

15.7
223.1
202.8
37.9

118.1
27.9

92.0
16.6

141.7
53.2

665.4

140.6
51.9
22.5
12.3

427.4

176.4
32.7
40.1

228.1
125.3

66.5
57.0
70.9

139.5
26.2

154.7
116.6
133.5
95.1
58.7

129.7
25.7
47.4
97.1
21.7

146.8
49.2

338.0
195.8
19.6

181.8
74.7
78.9

2M.8
17.8

103.8
22.1

111.8
615.6
76.6

13.2
194.6
178.3
34.4

101.6
25.4

91.0
16.1

139.4
52.1

655.3

138.8
53.0
22.1
12.2

44.2

171.6
32.8
39.7

226.0
127.1

66.9
56.6
69.1

140.1
26.1

154.3
113.8
130.7
97.0
60.4

127.5
24.9
48.2
93.2
21.4

141.3
49.4

336.1
195.6
21.1

183.7
72.9
78.9

234.5
18.1

104.3
22.5

108.5
604.6
75.0

13.4
192.4
176.7

35.3
106.7
25.1

91.4
16.2

140.8
54.3

642.0

138.0
51.3
21.5
12.1

434.8

168.8
32.8
39.1

220.6
127.1

65.8
56.2
68.8

140.6
25.8

154.3
111.6
125.3
93.1
61.9

127.4
25.9
48.7
91.7
21.3

140.7
48.7

334.8
193.9
22.1

181.2
72.4
80.5

235.4
17.9

102.4
22.2

106.4
594.4
74.2

13.7
190.5
174.6
35.0

104.1
24.1

( 2 )
13.1

174.1
183.0

1,430.6

410.5
( 2  )

63. 5
661.3
527.6

228.2
188.6
246.7
152.6

59.4

128.7
287.3
588.7
335.9
161.2

292.1
20.1

101.6
48. 5
76.5

145.2
188.0

(§)
( )
373.5

301.3
35.4

536.0
517.2
26.5

744.6
151.2
196.1
647.1
48.3

243.3
42.8

365.6
925.4
126.3

35.0
265.8
294.0
56.6

494.6
10.0

(2 )
12.5

166.5
167.0

1,324.0

364.8
( 2 )

57.4
593.5
453.8

206.9
173.6
211.6
146.5
54.0

124.0
273.0
471.1
304.0
145.4

262.6
19.3
94.2
45.0
69.2

133.4
175.1
(Q)
( )
340.0

271.4
32.1

500.5
453.9
24.9

638.2
138.5
170.8
581.6
43.7

218.5
39.2

325.8
867.6
114.3

31.1
243.9
269.4
51.7

441.8
9.7

(2 )
13.4

165.0
163.6

1,314.1

361 .5
( 2  )

57.0
583.8
437.9

202.3
170.8
210.1
144.5

53.2

131 .8
174,2

(3 )
( )
335.0

1235
273.0
455.3
300.2
143.2

259.9
193
93.9
45.0
69.1

271 .4
31 .7

495.2
449.1
24.4

626.0
135.6
189.3
577.4
43,4

215.5
38.8

319.3
855.5
113.6

30.8
241.0
266.9
50.8

438.7
9.9

(2 )
13.0

162.7
162.9

1,306.0

360.4
( 2  )

56.0
581 .0
429.4

200.5
169.2
207.0
143.7

53.5

1 2 3 0
271.1
436.1
296.5
144.7

257.4
19.2
92.9
45.1
68.4

129.9
173.5

(22)
( )
331.2

272.0
31.6

491.7
443.6
23.7

610.6
135.6
167.4
573.7
43,1

21355
38.0

314.2
845.2
113.2

30.3
237.6
287.8
50.5

441.9
9.9

ESTABLISHMENT DATA
SEASONALLY ADJUSTED

ESTABLISHMENT DATA
SEASONALLY ADJUSTED

Table 5. Employees on nonfarm payrolls by state and selected industry sector, seasonally adjusted

(In thousands)

Alabama
Alaska .
Arizona
Arkansas .
California

Colorado .
connerflicgt ..
Delaware
District of Columbia a
Florida

Georgia
Hawaii 3
Idaho
Illinois .
Indiana .

Iowa
Kansas
Kentucky .
Louisiana
Maine .

Maryland 3
Massachusetts
Michigan .
Minnesota .
Mississippi .

Missouri
Montana ..
Nebraska 3
Nevada
New Hampshire

New Jersey .
New Mexico .
New York
North Carolina
North Dakota

Ohio . .
Oklahoma
Oregon
Pennsylvania
Rhode Island

South Caroling
South make
Tennessee
Texas
Utah

Vermont .
Virginia
Washington ...
west Virginia
Wisconsin
Wyoming .

See footnotes at end of table.



Stale
Trade, transportation, and utilities Financial activities Professional and business services

June
2008

Apr.
2009

May
2009

June
2009P

June
2008

Apr.
2009

May
2009

June
20099

June
2008

Apr.
2009

May
2009

June
20099

390.4
64.7

522.6
248.3

2,874.4

431.7
311.0

a1.4
29.1

1,588.2

877.7
118.3
131.8

1,206.6
582.4

309.1
263.2
382.6
383.8
125.0

467.6
570.7
773.6
523.3
223.9

544.1
92.2

204.9
232.2
140.1

866.8
145.2

1,528.5
772.3
77.5

1,039.5
289.0
337.2

1,129.7
77.7

374.5
81.9

604.1
2,149.1

249.5

59.3
661.6
553.9
142.1
541.8
55.7

377.9
63.7

482.7
236.0

2,700.2

414.5
297.6

76.3
26.5

1,519.6

835.8
113.7
122.4

1,165.8
559.8

312.7
259.0
373.7
379.4
120.4

449.7
546.9
724.8
508.1
217.2

530.7
89.5

201.0
224.4
139.4

847.7
138.8

1,473.1
729.7

78.7

998.3
286.5
313.4

1 ,096.6
73.7

358.4
81.6

577.8
2,085.1

243.1

56.5
640.9
529.6
136.5
516.7

55.7

377.7
62.7

482.1
236.8

2,695.3

414.6
298.8

76.9
26.6

1,513.3

831.4
113.6
122.0

1,160.9
559.8

312.6
257.1
368.6
378.3
120.0

448.2
547.3
719.6
503.1
216.5

529.6
88.5

199.8
225.7
139.7

843.9
138.7

1,466.9
730.5
79.0

1,000.7
256.3
313.5

1,096.1
73.3

358.2
81 .4

574.2
2,076.0

242.9

57.1
643.6
531.3
136.2
512.6
55.5

376.1
63.3

4a0.0
236.9

2,683.9

415.0
298.7
76.5
26.3

1,501.9

828.3
112.9
121.8

1,155.a
559.7

313.0
255.4
366.9
378.8
119.2

448.2
546.2
718.6
503.9
218.1

530.0
88.1

200.1
226.0
139.8

844.8
136.8

1,466.3
733.6
79.6

999.9
285.3
311 .5

1 ,092.2
73.4

356.0
81 .7

573.9
2,054.9

241.6

56.6
641 .9
529.3
136.1
512.4

55.2

99.2
14.8

176.4
52.3

851 .7

156.1
143.9
45.9
28.4

525.1

225.4
29.4
31.7

393.3
136.0

102.8
73.4
91.7
95.5
32.8

153.3
221.4
204.9
176.8

(2 )
165.5

21.9
69.1
61.7
38.2

271 .4
34.8

725.0
212.2

20.3

290.6
83.2

102.1
330.5

33.4

106.3
31.3

145.1
648.5

74.2

12.8
188.2
152.8

29.7
164.2

11.6

99.8
14.6

169.2
49.8

807.3

147.4
140.0

44.8
27.5

507.6

215.8
28. 8
31.0

377.1
133.3

102.0
71.6
89.9
92. 3
32.0

145.3
209.5
193.2
1274.4

( )

162.1
21.8
68.4
59.0
37.4

259.0
33.8

693.8
203.7

20.3

277.5
80. 5
96. 3

318.1
32.2

102.5
30.1

137.8
640.5

73.0

12.6
187.3
147.4
28. 3

159.9
11.6

9 7 . 8
1 4 . 9

1 6 7 . 4
5 0 . 1

8 0 4 . 4

1 4 7 . 8
1 3 9 . 9

4 4 . 6
2 7 . 6

5 0 4 . 9

214.3
28. 7
30.7

375.7
131.9

102.7
71 .3
88.4
92.4
31.9

143.4
209.7
192.4
174.6

( 2  J

162.9
21 .7
68. 7
58.8
37.0

258.2
33.7

690.4
202.7

20.0

278.8
80.2
95.6

316.3
32.3

1 0 3 . 7
2 9 . 8

1 3 8 . 6
6 4 1 . 9

7 2 . 1

1 2 . 7
1 8 5 . 7
1 4 6 . 6

2 8 . 3
1 5 9 . 6

1 1 . 6

98.0
14.6

167.6
49. 3

802.6

146.4
139.5

44.3
27.0

502.5

212.7
28. 5
30.7

375.2
133,4

103.2
71.2
89.1
91.4
32.0

143.0
208.6
192.1
175.2

( 2 )
162.3
21 .6
68.5
58.4
37.3

256.8
32.7

685.1
199.8

20.3

279.9
80.3
94.8

317.3
32.4

102.9
30.0

137.5
642.9

71.2

12.6
186.6
147.0

28.2
158.8

11.5

220.8
25.9

385.5
116.9

2,24a.2

352.0
206.1

59.5
152.9

1,151.1

565.1
75.2
80.6

864.7
285.5

122.8
148.8
184.3
205.3

56.1

398.4
488.0
562.0
328.5

95.5

342.6
40.6

105.6
153.7

66,6

616.4
108.0

1,159.1
506.9

30.3

670.5
184.1
196.3
710.7

54.8

224.3
28.0

326.0
1 ,341 .8

162.8

22.9
657.2
351.0

60.7
279.7

18.5

201.5
26.4

352.9
115.9

2,141.8

323.4
191.8

53.8
150.3

11076.1

516.3
73.2
74.3

796.8
266.0

112.6
140.0
177.9
201.7

54.7

394.4
455.8
504.5
295.4

88.5

333.1
39. 1
99.7

141.6
64.4

577.8
105.4

1,122.0
466.0

29.8

617.6
175.3
180.4
680.0

52.1

211.5
25.7

305.1
1,276.9

157.4

20.8
e41 .6
329.8

58.5
255.0

1 7 8

202.6
26. 5

342.1
115.1

2,131.4

324.8
191.2

53.7
149.8

1,064.7

508.6
73.8
74.0

796.0
263.9

1 1 3 . 3
1 3 9 . 8
1 7 3 . 7
2 0 1 . 5

5 5 . 4

396.8
458.1
502.3
294.8

86.9

332.6
39.2
99. 0

141.4
65.0

578.3
105.0

1,118.5
455.1

29.7

618.6
171.4
180.4
673.9

51.9

210.5
26.2

307.5
1,275.8

155.9

21,1
642.9
327.5

58.5
256.9

17.8

202.0
25.9

337.1
110.6

2,117.7

320.9
189.4

53.5
148.0

1 ,062.6

512.1
72.9
75.8

798.4
265.6

111.7
137.1
172.8
201.8

58.0

396.7
456.8
492.8
291.3

85.9

328.5
39.3
98.6

139.7
65.3

576.0
104.8

1,107.5
485.8

30.0

613.0
168.8
179.1
6 6 9 5

52.0

213.0
26. 5

303.7
1,263.9

154.6

20.9
634.1
327.4

58.3
254.1

17.6

ESTABLISHMENT DATA
SEASONALLY ADJUSTED

ESTABLISHMENT DATA
SEASONALLY ADJUSTED

Table 5. Employees on nonfarm payrolls by state and selected industry sector, seasonally adjusted-Continued

(In thousands)

Alabama
Naska .
Arizona
Arkansas .
California

Colorado
Conneciicnét ..
Delaware
District of Columbia 3
Florida

Georgia
Hawaii 3
Idaho
Illinois .
Indiana .

Iowa
Kansas
Kentucky .
Louisiana
Maine .

Maryland 3
Massachusetts .
Michigan .
Minnesota .
Mississippi .

Missouri
Montana ..
Nebraska 3
Nevada
New Hampshire .

New Jersey .
New Mexico .
New York .
North Carolina
North Dakota

Ohio .
Oklahoma
Oregon
Pennsylvania
Rhode Island

South Caroling
South Dakota
Tennessee3
Texas .
Utah

Vermont
\Arglnla
Washington .
was Virginia
Wlaconsln
Wwmins .

See footnotes at end of table.



State
Education and health services Leisure and hospitality Government

June
2008

Apr.
2009

May
2009

June
2009P

June
2008

Apr.
2009

May
2009

June
2009P

June
2008

Apr.
2009

May
2009

June
2009P

Alabama .
Alaska .
Arizona .
Arkansas _
California

Colorado .
Connection .
Delaware .
District of Columbia 3 .
Florida .

Georgi
Hawaiian
Idaho
Illinois ..
Indiana .

Iowa .
Kansas .
Kentucky ..
Louisiana .
Maine .

Maryland 3 .
Massachusetts
Michigan .
Minnesota .
Mississippi .

Missouri
Montana ..
Nebraska 3
Nevada .
New Hampshire .

New Jersey ..
New Mexico .
New York .
north Carolina
North Dakota

Ohio ,
Oklahoma .
Oregon
Pennsylvania
Rhode Island

South Carolina
Soutl'l Dakota .
Tennessee3 ..
Texas
Utah

Vermont .
Virginia .
Washington .
west Virginia .
Wisconsin .
Wyoming .

211.2
37.2

319.9
157.3

1,723.9

249.1
296.3
60.1

102.8
1 ,042.4

463.7
73.9
78.2

79B,7
407.0

205.9
176.4
244.2
255.6
117.7

381.8
639.3
607.8
441.2
128.4

392.5
60.6

132.2
95.8

104.9

590.2
114.9

1,829.3
534.6
51 .7

814.7
198.2
219.8

1,098.1
99.8

207.1
82.0

357.7
1285.9

145.8

58.4
436.8
380.4
116.8
404.3

( 2 )

213.6
38.3

315.9
1G2.5

1,744.8

256.0
299.8
61 .5

106.7
1,059.2

477.4
74.4
78.1

802.4
418.0

210.1
178.1
246.1
258.5
118.7

389.4
645.6
612.8
459.3
129.1

398.0
63.2

134.3
97.3

107.1

599.2
117.1

1,659.3
543.9

52.5

822.6
199.0
224.5

1,118.7
99.8

206.6
63.1

354.9
1 ,338.e

149.7

60.2
441.0
364.2
117.7
14.4

( )

217.2
38.6

314.8
164.3

1,744.3

257.5
300.7
61 .s

106.4
1 .050.7

480.5
74.7
78.7

803.9
416.9

209.6
178.2
246.9
259.8
119.1

390.7
648.1
611 .6
458.9
129.7

399.2
61.8

134.7
98.0

106.9

597.7
118.4

1,657.4
543.5
52.9

828.6
200.1
224.9

1,117.1
99.7

208.2
53.4

363.8
1,543.2

150.1

50.2
440.3
364.6
117.9
413.0

(2 )

2165
38.4

317.0
168.9

1 ,743.4

258.3
300.2
61.3

108.2
1 ,048.2

473.7
75.0
79.1

805.4
416.3

210.3
176.9
248.1
258.4
119.5

390.3
652.8
612.8
458.2
129.9

399.4
63.2

135.2
98.3

106.7

598.9
119.0

1,660.9
542.4

53.5

828.5
200.1
226.0

1 ,124.5
gg_g

209.5
63.9

366.3
1 ,s43.2

148.8

60.3
447.1
353.5
118.6
42 .9

( )

174.a
32.6

269.7
100.6

1 ,576.6

274.6
138.4
40.0
57.7

947.6

395.2
107.5
63.6

533.2
283.8

135.4
116.2
171 .3
195.0
80.0

237.2
306.3
398.0
245.7
125.4

281.7
59.2
82.4

335.4
63.5

343.9
86.3

715.9
397.8
33.4

493.6
143.8
173.9
503.1
50.9

220.3
43.1

273.5
1,011.9

114.8

32.5
349.8
285.0

72.0
259.1
34.5

1728
317

2516
1034

L51&3

2662
1367
305
519

9130

3852
1020
507

M 3 5
2885

1323
1154
1738
1959
513

228A
2968
3833
2a57
1231

2762
536
810

M 6 3
630

3328
846

7066
3884
334

4990
1455
1668
4913
500

204.0
42.1

268.1
1,016.0

110.9

312
3438
2837

705
2487
336

1732
325

2584
1015

15182

2627
1318
387
5&5

8973

3 8 8 ]
1013

509
5116
28&7

1320
1154
1733
1969
514

2334
3008
seas
2408
1232

2774
594
823

3150
62A

same
854

7053
3922

345

4984
1459
1617
4934

507

204.7
42.7

271.0
1,017.3

110.8

303
a504
28aa

713
2522

sos

174.4
32.0

260.0
101.2

1,512.2

262.2
137.5
40.0
58.7

899.1

384.8
101.2

59.8
51a.0
2a9.1

132.7
114.3
173.4
196.6
58.0

236.2
304.0
387.1
237.9
122.6

276.3
58.6
83.8

313.1
61.8

334.0
82.7

705.8
390.1
35.2

495.2
147.6
167.9
493.6
50.2

204.0
42.6

271.9
1,018.2

111.0

30.0
346.1
288.9

70.9
257.8

33.3

384.8
83.1

433.9
214.4

2,528.0

382.0
252.6

61.9
234.6

1,122.9

694.2
124.5
118.9
853.2
442.5

2s2.s
253.6
322.3
362.5
104.0

486.1
435.8
649.9
419.8
247.6

447.3
87.9

163.7
161.5
95.0

651.3
197.3

1,510.8
705.1
76.4

796.6
321 .8
296.6
748.2
63.6

348.7
75.3

419.2
1,782.0

211.2

53.6
691.2
543.6
144.9
417.6

69.3

3836
836

4316
218.1

25238

3914
2489
621

2360
14200

6921
1298
1210
8613
44Q0

2535
2642
31&9
3668
1034

4932
4380
6418
4183
2525

4506
900

1618
1574
948

652.1
200.3

1,505.1
720.0
79.2

7900
3317
3022
7528

626

3411
765

4261
M8094

2171

539
7005
55L9
1468
4206

704

383.1
83.9

426.6
217.9

2,512.2

393.2
250.0

61.6
236.7

1,115.3

694.5
126.6
120.5
858.2
439.3

253.2
265.1
321.0
367.7
102.8

492.1
434.3
643.2
420.4
252.5

451.6
91.0

167.8
157.4
95.6

651.3
199.8

1,509.2
715.2
79.5

790.3
331.3
301.7
753.1
62.1

341.5
76.9

430.3
1,811.7

217.7

54.2
704.8
550.3
147.0
428.5

70.9

385.0
84.5

425.4
220.1

2,505.5

389.8
249.4

51.4
236.1

1,117.7

696.3
126.5
120.8
852.4
439.4

252.9
254.1
320.8
367.2
102.7

491.5
432.0
648.4
419.6
253.1

451.6
91.7

167.7
156.8
98.5

650.7
199.3

1,503.9
729.1
78.7

784.3
334.7
298.0
753.7
GO .5

344.0
76.6

429.0
1,831 .0

217.1

53.9
695.5
545.1
146.1
427.1
70,8

ESTABLISHMENT DATA
SEASONALLY ADJUSTED

ESTABLISHMENT DATA
SEASONALLY ADJUSTED

Table 5. Employees on nonfarm payrolls by state and selected industry sector, seasonally adjusted-Continued

(In thousands)

1 Includes mining and logging, information, and other services (except public
administration), not shown separately.

2 This series is not published seasonally adjusted because the seasonal
component, which is small relative to the trend-cycle and irregular components, cannot
be separated with sufficient precision.

3 Mining and logging is combined with construction.
D = preliminary.
NOTE: Data are counts of jobs by place of work. Estimates are currently projected

from 2008 benchmark levels. Estimates subsequent to the current benchmarks are
provisional and will be revised when new information becomes available.



State

Total Mining and Logging Construction Manufacturing

May June May June May June May June

2008 2009 2008 20099 2008 2009 2008 2009p 2008 2009 2008 2009p 2008 2009 2008 2009P

2,012.0
32899

2,648.3
1,213.2

15,126.4

2,359.8
1 ,717.3

437.0
703.3

7,848.6

4,147.4
625.4
655.8

6,012.3
3,m2.s

1 ,545.3
1 ,4os.e
1 ,878.7
1,949.3

622.4

2,626.4
3,320.4
4,227.0
2,791.9
1,160.9

2,828.4
450.8
975.5

1,285.6
650.1

4,093.8
851 .8

8,846.4
4,176.3

371 .7

5,4a8.1
1,e08.5
1 ,7se.0
5,882.3

489.7

1,%3.5
416,6

2,w599
10,663.6
1,256.7

308.6
3,787.7
2,981.4

766.8
2,903.7

298.9

1,015.4

1 ,917.0
326.4

2,454.9
1,180.9

14,395.5

2,262.4
1,653.4

417.4
702.8

7,430.9

3,931.4
605.1
619.2

5,730.7
2,842.8

1 ,500.3
1 ,364.9
1 ,789.7
1 ,934.0

600.3

2,561 .8
3,208.1
3,927.2
2,693.9
1,120.0

2,752.1
439.9
955.1

1 ,203.1
634.9

3,952.0
830.6

8,645.6
3,975.0

374.6

5,169.5
1,571 .1
1,642.2
5,677.8

467.9

1,872.5
410.5

2,673.2
10,438.6
1,213.7

295.3
3,690.5
2,875.3

744.8
2,774.5

292.9

977.4

2,011.2
340.9

2,602.8
1,208.6

15,149.7

2,379.1
1,724.7

440.9
704.5

7,711.2

4,119.3
623.4
661 .4

6,023.0
2,978.7

1,543.7
1,404.5
1,872.3
1,947.0

632.4

2,629.5
3,336.7
4,242.3
2,814.5
1,152.7

2,828.5
454.9
976.3

1 ,278.9
655.7

4,140.3
849.8

8,887.4
4,158.3

370.9

5,431 .8
1 ,594.8
1 ,741 .0
5,856.1

489.8

1,958.1
421 .0

2,782.3
10,666.2
1,261 .6

308.7
3,806.8
2,993.4

763.7
2,923.2

308.0

1,029.5

1,917.6
339.8

2,405.5
1,182.0

14,367.5

2,274.7
1,658.3

418.8
703.2

7,306.0

3,909.8
602.5
628.7

5,744.1
2,817.3

1,499.5
1,351 .4
1,786.2
119322

611 .6

2,572.3
3,228.6
3,903.1
2,702.2
1 ,120.4

2,746.4
450.2
959.3

1 ,195.2
642.0

3,993.9
823.4

8,672.5
3,962.9

376.3

5,148.7
1 ,562.7
1 ,643.0
5,675.3

468.9

1,865.4
414.5

2,655.1
10,391.6
1,215.1

296.8
3,695.0
2,888.6

741.0
2,800.2

300.1

982.1

12.5
15.1
13.3
10.6
28.6

28.0
(1 ).8

(1 )
6.3

2.3
9.6

23.4
54.4

1.8

10.3
( 1 )

4.0
10.2
6.8

( 1 )
1.5
8.0
6.3
9.5

4.9
8.0

( 1 )
12.0
1.0
1.7

21.0
6. 6
6. 6
6. 5

11.9
51.4

8.4
22.1

. 3

1 4.4
(  )
(1 >
226.3

12.3

. 9
11 .0

7.5
30.5

3. 5
28.6

( 1 )

12.6
15.4
10.6
11.6
27.2

26.2

( 1 ).7
( 1 )

6.2

9. 8
( 1  )

2 . 6
10.4

7.0

2. 3
10.1
25. 7
52.3

1.6

( '  )
1.3
7.6
5. 0
9.5

4.9
8.1

( 1 )
12.5
1.0
1.7

19.3
6.4
6.4
7. 5

11.8
45.3

7.1
23.5

.2

14 . 2
(  )
( 1 )
209.5

13.7

. 8
11.1

7.1
27.7

3. 3
26.0

( 1 )

12.6
15.5
13.7
10.8
29.0

28.5
( 1 ) .8

( 1 )
6 . 3

10.2
(1 >

4. 5
10.2
6. 9

2. 3
9. 6

23. 7
55.0

2. 3

( 1  )
1.5
8. 2
6.4
9. 5

5. 0
8. 3

( 1  )
12.3

1.1

1.7
21 . s

6. 9
6. 6
6.8

12.0
52.6

8. 7
22.6

.2

1 4 . 3
(  )
( 1 )
230.5

12.6

.9
11.0

7.6
31.0

3.6
29. 3

( 1 )

12.5
15.8
10.9
11.a
27.4

25.3

( 1 ).7
(1 )

6.2

2. 3
10.1
25. 8
52.6

2. 0

9. 8
( 1 )

3 . 7
10.5

7.0

( 1 )
1.3
7.8
4.4
9. 5

4. 9
8. 3

( 1 )
12.6

1.0

1 .7
19.3
6. 6
6.4
7.6

11.9
46.1

7.4
24.2

.2

1 4 2
(  )
( 1 )
206.5

13.9

. 9
11 .3

7 3
27.2

3.4
25.8

( 1 )

111.0
17.8

193.4
56. 7

803.4

165.0
67. 5
26.2
12.9

524.2

209.4
38.0
46. 9

267.4
148.7

75.9
66.2
87.6

135.5
30.6

182.3
136.8
160.6
115.7
64. 5

144.4
30.8
51.9

120.6
26. 7

168.6
58.5

366.5
241.1

21.3

218.3
76.1
96.0

264.4
21.2

114.3
24.5

137.5
679.9

92.6

16.2
226.2
204. 1

39.0
123.4
28.4

58.2

91.5
16.5

139.2
52.8

651.1

139.2
54.1
22.2
12.3

434.8

172.6
32.8
39.8

231.7
129.9

68.9
56.8
70.2

140.4
26.9

154.8
116.0
136.0
100.1

60.4

129.4
25.1
49.0
93.4
21.8

143.3
49.9

341.6
197.4

21.9

187.4
73.5
77.8

239.3
18.4

104.7
23.6

109.8
606.7

75.6

13.9
192.6
177.0

36.4
109.8
25.9

48.0

110.8
19.9

192.0
57.4

805.4

169.7
68. 3
26. 3
13.0

522.4

208.1
38.1
48.3

273.8
151.9

78.4
68.2
88.2

136.9
31 .5

184.1
140.0
166.3
122.6

63.9

146.7
31.8
53.1

121.2
27.3

1 7 0 ]
59.0

373.7
240.7

23.2

223.7
77.0
96.9

269.3
21 .8

114.2
25.6

136.2
682.8

94.1

17.1
227.9
207.0

39.6
127.5

29.3

57.6

92.1
18.7

141.6
55.9

653.4

144.2
54. 3
22.2
12.3

437.6

171.7
33.0
41.6

235.1
134.1

71.3
59.2
71.6

141.1
28.1

151.9
118.4
138.4
103.3

62.8

132.8
27.6
51.2
92.6
22.5

145.9
50.4

349.8
196.9

24.6

192.2
74.5
81 .4

247.4
19.0

103.3
24. 6

109.6
603.2

76.4

15.0
194.5
17a.7

36.8
113.0

25.8

46.6

2 8 7 ]
10.9

174. 7
183.8

1,434.1

145. 5
188. 5

31.4
1 .7

377.2

413. 5
15.1
63.9

663. 3
533.4

229.5
185. 5
250.9
153.4

59.3

128.9
288.2
577. 5
336.7
162.6

294.1
20. 3

102.2
49.0
76.3

302.2
35.3

536.8
520. 5

26.4

746.2
151.8
196.1
649. 3

48.6

245. 7
42.9

366.9
928.3
126.7

35.1
266.6
293. 4

56.8
493.7

9. 8

102. 0

253.3
10.9

164.9
163.7

1,312.2

131.5
114.2
27. 6

1.3
334.6

362.8
14.3
56. 5

583.6
438.8

203.0
170.8
210.2
144.8

53. 3

123.1
273.0
457.0
300.3
143.5

260.9
19.2
93.5
45.1
69.0

271.1
31.4

495.0
449.9

24.2

625.2
135.6
167.7
577.3

43. 3

216. 4
38.8

319.9
854.1
113.6

30. 8
241.6
265.4

50.8
436.3

9. 7

93.0

287.7
15.8

174.6
1a3.9

1,438.8

145_9
1a9.7

32.4
1_7

375.7

412.2
15.0
64.2

666.1
533.7

230.4
189.3
248.0
153.6

60.1

129.4
289.7
596.9
340.8
161.8

294.7
20. 3

102.1
49.0
76.8

303.5
35.4

540.4
519.2

26.9

750.4
152.0
196.7
652.3

48.6

244.6
43.2

367.0
931 .0
126.8

35.3
266.8
294.8

57.0
501.8

10.0

101.5

251.9
15.7

162.8
163.8

1,309.9

130.5
174. 7

27.2
1.3

332.3

362.2
1 4 3
56.3

58455
434.7

202.5
170.0
208.6
144.5

54.0

123.6
273.0
441.7
301.2
145.0

259.1
19.4
93.2
4 5 3
68.7

273.8
31.7

496.5
446.4

24.0

613.9
135.6
168.7
578.7

43. 3

214.8
38.5

316.0
848.0
113.6

30.7
239.0
268.8

50.8
447.6

9.8

92.1

ESTABLISHMENT DATA
NOT SEASONALLY ADJUSTED

ESTABLISHMENT DATA
NOT SEASONALLY ADJUSTED

Table s. Employees on nonfarm payrolls by state and selected Industry sector, not seasonally adjusted

(In thousands)

Alabama
Naska _
Arizona
Arkansas .
California

Colorado .
Connecticut .
Delaware
District of Columbia ..
Florida .

Georgia .
Hawaii
Idaho
Illinois .
Indiana .

Iowa
Kansas
Kentucky
Louisiana .
Maine .

Maryland .
Massachusetts
Michigan
Minnesota .
Mississippi

Missouri
Montana .
Nebraska
Nevada
New Hampshire

New Jersey .
New Mexico .
New York . . .
North Carolina
North Dakota

Ohio .
Oklahoma
Oregon
Pennsylvania
Rhode Island

South Carolina
South Dakota .
Tennessee
Texas
Utah .

Vermont .
Virginia
Washington
west Virginia
Wisconsin
Wyoming ..

Puerto Rico .

See footnotes at end of table.



State

Trade, transportation, and utilities Information Financial activities Professional and business services

May June May June May June May June

2008 2009 2008 2009P 2008 2009 2008 2009P 2008 2009 2008 2009P 2008 2009 2008 2009p

390.2
66.9

519.1
248.5

2,856.7

427.8
311 .0

81.3
27.9

1,590.8

877.5
118.3
131.9

1,208.1
583.9

310.5
262.7
383.5
383.6
123.7

466.6
568.9
776.6
527.1
224.3

545.1
92.4

205.6
231.3
139.5

865.6
145.1

1,522.9
772.0
78.3

1 ,040.e
289.5
335.4

1 .1st .4
77.5

374.8
82.3

603.1
2,135.4

247.9

59.2
657.6
552.7
141.4
542.6

55.7

180.6

377.2
64.4

479.7
236.8

2,875.7

411.2
298.5
76.3
25.5

1,507.1

830.1
112.8
121.8

1,158.4
559.4

313.4
256.6
369.4
377.7
117.5

447.1
544.7
722.2
504.5
217.3

529.6
89.0

200.3
224.6
138.9

840.8
138.4

1,460.5
731.0
79.1

1,000.1
285.7
311 .4

1,095.4
73.2

360.1
82.2

573.6
2,067.5

241.0

56.6
640.8
527.5
136.2
511.9
55.3

173.1

390.5
69.0

517.6
248.9

2,860.6

431 .e
313.2
82.0
28.2

1,579.3

87366
118.0
132.5

1,211.0
585.1

311.1
284.1
383.8
383.4
126.0

469.7
576.3
780.8
527.8
223.9

545.5
93.0

205.6
231.5
141.5

874.0
144.5

1 ,539.1
773.7
78.1

1 ,041 .1
289.8
336.0

1 ,131 .2
78.2

375.2
83.0

602.8
2,144.5

248.8

59.7
661.3
554.7
142.1
545.8

56.9

182.1

376.2
67.5

476.2
237.5

2,675.8

415.4
301.3

77.0
26.4

1,493.7

827.0
112.3
122.4

1,159.9
561 .0

314.6
256.5
368.0
378.2
119.8

450.5
551 _8
725.9
509.0
217.7

530.9
89.4

200.8
225.4
141.1

850.2
136.6

1 ,476.6
735.4

80.0

1 ,003.2
285.2
310.9

1 .0941
73.9

357.0
82.8

573.7
2,052.9

240.5

57.1
8421
530.3
136.5
51s.5

56.5

171.8

27.2
7.1

43.2
18.7

480.7

77.1
38.5
7.1

21.0
158.1

109.9
10.7
11.8

116.3
40.2

24.1
39.2
30.0
30.9
10.8

50.8
90.7
62.3
57.8
13.5

64.4
7.6

18.8
15.9
12.6

92.7
15.4

263.2
72.3
7_5

86.5
29.3
36.3

108.1
10.6

28.8
G.9

51.3
219.6

31.4

5.8
88.3

104.9
11.2
50.9
4.0

20.6

25.8
7.1

39.5
17.0

448.1

72.8
35.0
7.1

19.3
147.0

103.6
9.5

12.2
108.5
39.0

32.9
37.5
29.3
27.0
10.2

48.7
85.0
56.7
55.9
13.2

63.2
7.3

17.8
14.5
12.1

88.6
15.3

252.5
67.5
7.2

79.7
28.7
35.0
9B.3
10.1

29.8
6.9

47.2
205.7
29.9

5.5
81.6

100.7
10.5
49.3

4.0

19.5

27.0
7.0

42.8
18.6

483.6

77.4
38.5
7.2

20.8
157.6

110.3
11.1
11.9

115.3
40.4

34.0
39.2
30.4
31 .7
10.9

50.2
90.6
62.5
58.0
13.5

64.9
7.8

18.9
15.2
12.8

93.4
16.4

266.0
72.4
7.5

86.5
29.3
36.6

107.4
10.8

29.1
7.0

51.3
219.5

31.5

5.7
BB.G

106.0
11.2
50.7
4.0

20.6

25.7
7.2

38.8
17.0

444.8

72.8
35.7
7.2

19.4
144.4

103.4
9.5

12.2
108.4
39.2

33.0
37.4
28.9
27.5
10.2

48.9
85_5
56.1
55.6
13.2

63.6
7.3

17.8
14.3
12.3

88.2
15.6

253.7
67.8
7.2

80.4
28.7
35.3
98.5
10.1

29.9
7.0

46.5
204.4
29.8

5.5
79.9

101.1
10.3
49.6
4.1

19.2

99.4
15.0

177.1
52.7

857.3

156.0
143.5
45.7
28.3

528.7

226.5
29.6
31.8

394.8
136.5

102.9
73.5
92.4
94.9
32.9

154.1
221.1
207.a
177.0
47.1

166.4
21 .9
69.3
62.0
38.2

272.5
34.8

722.2
212.7
20.2

292.1
83.5

102.8
331.1

33.5

106.6
31 .2

145.4
650.3

74.3

12.9
189.3
154.2
29.8

164.8
11.6

47.7

97_7
15.0

167.1
50.1

805.1

147.2
139.7
44.4
27.5

505.8

214.6
28.7
30.8

375.3
131.9

102.6
71.2
88.9
92.1
31.8

143.5
208.9
193.0
175.3
44.9

162.7
21.5
68.7
58.7
36.9

258.1
33.6

687.9
202.6

20.0

278.9
80.2
95.7

315.2
32.2

103.8
29.9

138.6
642.1
71.9

12.7
186.2
146.3
28.4

159.6
11.6

43,5

99.8
15.2

176.7
52.7

856.0

156.7
145.3
46.3
28.4

527.1

225.5
29.6
31.9

396.8
137.4

103.8
73.8
92.3
95.7
33.2

154.8
223.6
208.1
178.5
47.2

167.1
22.1
69.7
62.0
38.6

274.2
34.9

730.0
214.5
20.4

292.5
83.6

102.6
33366

33.5

107.5
31 .6

146.0
652.5

74.2

13.0
190.6
154.0
29.9

165.5
11.8

47.9

98.5
15.0

167.2
49.7

804.0

147.2
140.3

44.5
27.1

504.5

213.2
28.6
31.1

377.6
134.6

104.1
71 .6
89.8
91 .e
32.3

144.3
210.9
194.9
176.8

44.4

163.1
21 .8
69.0
58.6
37,6

259.3
32.9

690.0
201.6

20.4

281.9
80.8
95.1

320.1
32.4

103.7
30.4

137.9
645.8

11.2

12.8
188.6
147.8

28.5
160.1

11.7

43.5

222.0
26.9

389.8
118.0

2,246.7

354.2
207.5
59.8

153.8
1,160.3

565.5
75.7
82.0

870.5
287.7

123.4
148.5
183.9
206.8

56.9

401.4
491.5
574.0
329.0
95.9

343.7
41 .e

106.7
156.6

67.7

619.4
107.6

1,159.0
507.1
30.5

673.8
185.5
197.6
714.4

55.3

226.7
28.2

323.4
1,341.3

164.2

23.4
656.2
352.4

61.1
281.1

18.9

107.2

202.5
26.9

342.5
115.1

2,128.0

326.9
191.8
54.1

149.9
1,065.7

507.6
73.5
74.9

799.5
265.1

113.7
139.9
172.5
201.7
56.0

399.2
460.1
506.2
298. 1
87.3

333.2
39.5
99.2

141.6
65.5

579.3
105.0

1,116.9
466.3
29.8

618.9
172.9
181.0
675.7
52.2

212.8
26.6

306.1
1,277.1

156.8

21.3
640.4
327.1
58.9

257.7
18.1

101.6

221.9
27.7

386.8
117.5

2,253.5

358.4
210.3
59.8

155.3
1,154.4

566.5
75.3
82.8

875.6
289.0

124.4
149.7
1852
206.1

57.8

402.9
497.5
570.5
332.3
95.7

345.4
41.9

107.1
154.3
67.8

625.5
108.5

11173,4
509.6

31.0

676.4
185.8
198.0
718.6
56.2

224.7
28.6

326.8
1 ,347.a

164.5

23.5
661.3
353.6

61.2
284.2
19.7

106.5

202.9
27.8

338.3
111.2

2,123.4

328.6
193.5
54.0

150.4
1,064.3

513.3
73,2
78.3

810.5
267.8

112.9
139.0
173.8
202.6
57.5

401.a
465.3
503.0
299.4

86.0

332.0
40.0

100.0
139.9
66.5

582.7
105.5

1,123.1
469.8
30.5

620.8
171.2
181.6
678.1
53.1

213.7
27.1

303.4
1,276.3

156.9

21.5
637.7
329.4

58.9
258.5
18.6

101.3

ESTABLISHMENT DATA
NOT SEASONALLY ADJUSTED

ESTABLISHMENT DATA
NOT SEASONALLY ADJUSTED

Table e. Employees on nonfarm payrolls by state and selected industry sector, not seasonally adjusted-Continued

(In thousands)

Alabama
Alaska .
Arizona
Arkansas .
California

Colorado .
Connecticut .
Delaware
District Of Columbia ..
Florida .

Georgia
Hawaii
Idaho
Illinois .
Indiana _

Iowa
Kansas
Kentucky
Louisiana
Maine .

Maryland .
Massachusetts
Michigan
Minnesota
Mississippi

Missouri
Montana ..
Nebraska
Nevada .
New Hampshire

New Jersey .
New Mexico .
New York
North Carolina
North Dakota

Ohio . .
Oklahoma .
Oregon
Pennsylvania
Rhode Island

South Carolina
South Dakota .
Tennessee
Texas
Utah

vermont .
\Arglnla
washington .
Wed Vlrglnla
Wlscondn
wyvmins .

Puerto Rico .

See fooinotss at end of table.



State

Education and health services Leisure and hospitality Other services Government

May June May June May June May June

2008 2009 200a 2009P 2008 2009 2008 20099 2008 2009 2008 2009P 2008 2009 2008 2009p

Alabama .
Alaska .
Arizona
Arkansas .
California .

Colorado .
Connecticut ..
Delaware
Diszrim of Columbia
Florida .

Georgia .
Hawaii
Idaho .
Illinois .
Indiana .

Iowa .
Kansas ..
Kentucky ..
Louisiana .
Maine .

Maryland .
Massachusetts ..
Michigan .
Minnesota .
Mississippi

Missouri
Montana ..
Nebraska .
Nevada .
New Hampshire .

New Jersey .
New Mexico ,
New York ,
North Carolina
north Dakota

Ohio .
Oklahoma .
Oregon ..
Pennsylvania .
Rhode Island

South Carolina .
South Dakota .
Tennessee .
Texas .
Utah .

Vermont _
Virginia ..
Washington ..
West Virginia
Wisconsin .
Wyoming .

Puerto Rico ..

211.6
37.7

320.3
157.6

1,736.7

250.2
296.0
G0.2

102.1
1,048.1

466.3
74.0
77.6

798.9
405.6

207.4
177.3
244.9
255.1
118.0

382.7
638.7
611.3
442.2
127.8

391.6
61.0

133.0
95.9

105.0

592.7
116.1

1,638.2
535.6
52.1

816.2
199.4
220.2

1 ,099.7
101.4

207.4
e2.0

356.7
1,284.9

143.1

59.1
441.7
363.5
116.5
404.5
24.2

112.2

217.3
38.8

316.4
164.4

1,756.1

258.5
301.6
61.7

106.2
1_056_2

481.2
75.2
78.0

805.8
417.1

210.6
178.2
247.0
259.8
119.6

391.9
648.9
616.0
451.4
130.3

400.0
62.0

135.0
98.4

107.2

601.7
119.7

1,670.8
544.5
52.8

830.2
200.2
226.4

1,120.2
101 .1

208.7
63.5

364.0
1,344.5

147.4

60.2
444.1
368.2
118.1
413.6
24.7

111.6

210.5
37.5

317.6
156.1

1,720.4

249.4
294.3
60.1
97.8

1 ,039.9

458.5
74.6
77.8

796.1
400.6

201.5
176.6
244.2
254.3
116.8

381.5
625.8
s06.1
439.4
125.6

390.5
50.3

131.8
95.8

104.9

593.7
112.8

1,605.8
533.6
52.1

806.3
197.8
217.5

1,080.1
97.1

206.3
61 .8

356.1
1,280.1

142.7

58.0
440.4
359.9
116.1
404.6

24.6

106.3

215.6
38.6

315.7
167.7

1,737.2

258.6
297.1

61.5
102.8

1,045.8

470.5
75.5
78.6

803.3
408.6

206.5
176.5
247.7
257.1
118.4

390.9
639.7
609.9
455.5
127.8

398.5
62.9

134.8
98.3

106.6

501.5
116.6

1,637.7
541.3
53.8

818.7
198.6
222.2

1,106.9
97.1

208.7
63.4

365.8
1 ,339.0

146.2

59.8
449.1
362.7
117.7
412.6
25.1

105.9

179.8
34.7

274.9
103.0

1,592.5

268.7
142.7
42.0
59.2

967.7

407.1
108.5
64.3

548.4
294.8

140.7
119.2
178.5
200.1
60.7

246.8
313.9
41400
253.3
128.4

293.4
58.8
84.7

339.4
63.6

352.4
87.8

732.9
409.4

34.1

516.5
146.3
175.5
525.6
53.0

229.3
44.2

281.5
1,032.1

114.2

29.9
ssh .6
287.2

74.1
267.6

34.1

74.0

175.9
34.1

263.6
104.2

11528,7

255.4
140.9
40.4
59.9

913.6

396.4
101.4
59.9

529.6
296.1

136.1
116.8
17a.0
199.1
57.5

238.0
305.8
400.5
246.5
124.4

285.8
56.6
84.5

316.2
61 .7

341.6
B6.2

717.0
402.0

35.0

514.6
149.1
168.9
509.1
51.6

212.8
43.8

276.2
1,034.5

109.8

27.7
357.6
290.2

72.3
258.7

32.8

72.6

180.3
38.8

269.9
104.5

1,609.2

283.6
147.4
44.5
58.8

957.3

405.1
108.5
66.6

558.6
297.4

143.2
120.2
178.9
200.4
68.6

254.3
328.9
424.1
261.8
128.3

299.0
63.4
85.8

340.0
69.6

371 .8
88.9

753.1
414.8

34.7

526.7
147.8
178.9
537.7
55.8

231.4
47.1

284.6
1,044.1

116.8

32,4
372.2
293.8

75.0
276.9
38.8

73.9

179.1
38.2

261.2
105.3

1,538.8

270.0
146.5
43.4
60.2

910.2

394.6
101.9
62.6

541.0
301.5

140.0
117.8
180.1
199.8
66.5

252.1
326.5
412.6
252.4
124.4

290.4
62.9
87.4

315.8
67.3

358.5
86. 1

745.9
407.7

36.4

526.5
151.1
172.4
525.7

54.7

214.9
46.6

281.2
1,047.1

113.2

30.3
367.2
298.2
73.4

275.2
37.8

72.3

82.6
11.6

101.1
46.0

521.1

94.7
63.7
20.5
65.1

346.8

162.4
27.6
20.9

263.1
113.8

58.1
54.0
75.7
69.4
20.1

118.6
120.4
177.6
118.6
37.9

121.8
17.6
35.5
37.4
22.0

167.0
29.8

370.5
177.7
15.6

221.9
63,5
61.7

255.5
22.9

72.5
16.0

106.0
364.2
35.7

9.9
189.6
108.1
56.2

139.1
12.2

16.9

76.8
11 .5
93_8
44.1

506.0

92.1
62.8
20.3
65.1

331.6

155.4
26.8
19.1

258.3
108.3

56.3
54.5
74.0
69.8
19.6

115.7
117.7
173.0
115.8
36.6

117.5
17.0
35.2
30.8
22.5

165.3
29.4

369.5
175.0
15.1

217.6
62.6
60.5

252.3
22.0

71.7
15.8

102.2
358.7

33.3

9.4
184.9
106.6
55.6

134.5
11.9

15.5

82.7
11.7

101.3
46.4

523.4

95.9
64.6
20.8
66.2

346.8

162.6
27.3
21.2

268.3
114.0

58.5
53.5
75.7
69.5
20.3

120.0
124.1
179.0
120.4
37.7

122.8
17.9
35.6
37.5
22.4

169.6
32.4

371.9
179.8

15.5

222.9
63.9
61 .8

258.2
23.2

72.5
16.1

106.3
367.5
36.0

10.0
190.7
108.8

56.3
140.7

12.3

16.7

78.8
11 .7
94.8
45.1

506.5

92.9
64.5
20.6
66.8

333.9

156.5
28.5
20.2

264.2
111.1

56.1
54.4
73.5
70.4
19.5

115.0
121.3
173.0
115.5
38.1

118.2
18.0
35.4
37.0
21.1

171 .3
30.6

371 .4
178.6

15.0

218.7
02.2
60.5

253.7
22.5

73.3
15.9

102.5
361.4

33.5

9.6
186.0
108.2
55.6

134.2
12.2

15.5

388.0
85.2

441 .4
217.6

2,568.3

392.6
257.6

62.8
231.3

1,140.4

699.0
127.9
120.7
871.3
451.3

260.5
269.9
327.9
365.2
107.6

494.2
448.7
657.3
428.2
249.4

458.6
90.5

167.8
165.5
97.5

659.0
200.4

1,527.6
721 .3

79.2

814. 1
332.2
306.0
760.7
65.4

353.0
78.4

434.1
1,801 .3

214.3

56.2
699.6
552.8
150.2
432.5
71 .4

296.0

386.4
85.8

437.6
221 . 1

2,557.3

401.4
254.1
63.3

234.7
1,128.3

697.3
130. 1
123.6
869.6
450.2

260.5
272.5
324.5
369.3
106.0

499.8
446.7
659.0
431.0
252.6

464.9
92.6

171.9
161.3
98.3

660.5
202.4

1,527.5
732.4
82.0

805.1
337.3
310.7
77055

63.6

347.5
79.4

435.6
1 ,838.2

220.7

56.4
709.6
559.2
149.9
439.8

72.9

299.0

387.4
82.8

409.8
211 .8

2,569.8

382.0
252.3
61.5

234.3
1,044.4

686.7
125.9
119.7
850.2
422.3

255.1
260.3
321.9
360.4
104.9

482.6
438.7
639.8
426.5
245.5

446.9
88.1

166.6
160.1

92.9

662.2
195.7

1,527.1
69344

74.7

793.3
315.2
307.3
745.1
64.4

348.3
77.0

405.2
1,766.4

213.6

53.1
696.0
553.2
144.3
421.9

71.3

316.4

384.3
83.6

398.0
217.0

2,546.3

369.1
249.7

61 .2
236.5

1 ,033.1

687.6
127.7
121.7
849.1
417.7

256.2
258.9
318.4
366.8
103.3

487.3
434.9
639.8
429.1
251 .5

452.9
92.6

169.7
155.4
97.8

660.7
198.1

11521.2
711.0
768

780.5
328.7
307.5
747.8

62.6

341.9
78.2

418.5
1,807.0

219.9

53.6
699.6
556.1
145.3
429.5

72.7

314.1

ESTABLISHMENT DATA
NOT SEASONALLY ADJUSTED

ESTABLISHMENT DATA
NOT SEASONALLY ADJUSTED

Table e. Employees on nonfarm payrolls by state and selected industry sector, not seasonally adjusted-Continued

(In thousands)

1 Mining and logging is combined with construction.
*' = preliminary.

NOTE: Data are counts of jobs by place of work. Estimates are currently projected

from 2008 benchmark levels. Estimates subsequent to the current benchmarks are
provisional and wt\\ be revised when new information becomes available.
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U.s. FORECLOSURE ACTIVITY INCREASES 7 PERCENT IN JULY
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u.s. FORECLOSURE ACTIVITY INCREASES 7 PERCENT IN JULY
By RealtyTrac Staff

E
I
E

u.s. nanuaunnaivnyunszrlrmenrrnamndvzuus
ov¢¢Jso,ouonnuuumunnu¢¢nmF»»¢¢:¢awm»1¢s.s¢u»ng4v~wn1=»»u

zavxue, Calif. -- August 12, 2009 -- Rea¥tyTrac" (www.r¢:altvtra».:.¢=Jn=), the leading online rnarkecplace For foreclosure
properties, Mdav released ins July 2009 u.s. Foreclosure Market Report"", which shows foreclosure filings -- default
notices, scheduled auctions anti bank relaossessions -~ were reported on 360,149 U.5. properties during the rrsonth, an
increase of n<=:a11~,f 7 percent from t%1e previous month and an increase of 32 percent from luiy 2008. The report also shows.
:hat one m every 355 U.S. housing units received a foreclosure fulangLr: Jury.

I 'Flew ..-.:=.. for erasure heal 11159 and culnfnem on this reiicn.

"July marks. the third time In the last five months where we've seen a new record set for foreclosure activity," noted James
, J. Saccacio, chief executive officer of RealtyTrac "Despite continuedefforts by the federal government and state
8governments to patch together a safety net for distressed homeowners, we're seeing significantprov~th in both the initial

notices of default and in the bank repossessions."

Nevada, California, Arizona post top state foreclosure rates
For the 31st consecutive month Nevada documented the nation's highest state foreclosure rate, with one in every 56

s housing units receuvmg a Foreclosure filing in July -
E In Nevada decreased 18 percent from the previous month, likely the result of a new state law requiring lenders to offer

mediation to homeowners facing foreclosure. The law took effect July 1. Meanwhile, scheduled auctions (NTS) and bank
, repossessions (REO) in Nevada both increased more than 20 percent from the previous month, boosting overall
' foreclosure ac\iv»tv in the state by 4 percent on a month~cver-month basis.

mom than six times the national average, Initial default notices (NOD)

2 One in every 133 Arizona housing units received a foreclosure Ming in July, the nation's third highest state foreclosure rate
and more than 2.s times the national average. Scheduled auctions (NTS), the first public record m the Arizona foreclosure
process, jumped 25 percent from the previous month while bank repossessions stayed flat.

E
g Other states with foreclosure rates ranlang among the nation's 10 highest were Florida, Utah. Idaho, Georgia, Illinois,
i Colorado and Oregon.

Initial defaults (NOD) in California spiked 15 percent from the previous month, and the state registered the nanon's
L second highest state foreclosure rate for the third month in a row. One in every 123 California housing units received a
3 foreclosure ftlrng in July, nearly three times the national average. Scheduled auctions (NTS) in California were down 1

percent from the previous month, but bank repossessions (REO) were up 4 percent - leaving overall foreclosure aczivitv
up nearly 7 percent on a month~over-month basis.

Four states account for more than half of total foreclosure activity
The top four state foreclosure eaivity totals in iuiy were rein>orted by Celifoma, with 1c=8,104 properties receiving a
foreclosure filing, Fk:1'3€§a, with 56,486 properties receiving a foreclosure filing; Arircwa, with 19,694 properties receiving a

i foreclosure filing ; and rievafia, with 19,535 prosseriies receiving a foreclosure filing. Together these four states accouzrnted
; for nearly 5? percent of the nation's iota! foreclosure aaiviiy.

Illinois registered the fifth highest state foreclosure activity total, with 14,524 properties receiving a foreclosure filing
during the month. overall foreclosure activity in Illinois increaser nearly 35 percent frc>m the previous month, boosted by
an 86 percent surge in default notices (LIS), whichbounced back from low levers in May and June, A state law enacted
April S gave delinquent borrowers an extension of up to to days before the start of the foreclosure process.

Although Florida bank repossessions (REO) decreased B percent from the previous month, the Sta£e's overall foreclosure
activity was steel! up 7 percern from the previous month because of a 9 percent month-over-month increase in both initial
default notices (LIS) and scheduled awctiorxs (NFS).

http://www.realtytrac.com/ContentManagement/PressRelease.aspx?channelid=9&ItemID=... 8/13/2009
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The RealtyTrac U.S. Foreclosure Market Report provides a count of the total number or properties with at least one
E foreclosure filing reported during the month ... broken cut by type of filing at the state and national level. Data is also
i available at the individual county level. Data Is collected from more than 2,2oo counties nationwide, and those counties
e account for more than 90 percent of the u.s. population. Realtwrac's report incorporates documents filed in all three
phases of foreclosure:

EDefault - notice of Default (NOD) and Lis Pendent (L1S);
Auction - Notice of Trustee Sale and Notice of Foreclosure Sale (NTS and NFS); and
Real Estate Owned. or REO properties (that have been foreclosed on and repurchased by a bank).
If more than one foreclosure document is filed against a property during the month, only the most recent filing is counted
in the report. The report also checks if the same type of document was filed against a property in a previous month. If so,
and If that previous riling occurred within the stlmated foreclosure timeframe for the state the property is in, the report
does not count the property in the current month.

8Four states dominate lop 10 metro foreclosure rates
i Foredosure filings were reported on 16,798 Las Vegas properties in July, one in every 47 housing units ._ more :Han 7.5

times the national average and the highest foreclosure rate among metro areas with a population of at least 200,000. The
city's foreclosure activity increased nearly 6 oeroen: from the previous month and 89 percent from July2008.

i Seven California metro areas documented foreclosure rates among the top 10 in July. Stockton posted the nation's second
highest metro foreclosure rate ._ one in every 62 housing units received a foreclosure filing - followed by Modesto at No.
3 (one in 63), Merged at No. 5 (one in 66), Riverside-San Bernardino-Uwtario at No. 5 (one in 67), Bakersfield at No. 7

I (one in 76)1 Vvllejo-Fairfield at No. B (one in 83), and Sacramento-Arden-ArcadeRoseville at No. la (one in 105).

' Foreclosure activity In Michigan dropped 39 percent from the previous month, mostly due to a es percent decrease in
i scheduled auctions (NTS. A state law that took effect July s requires lenders ._ before scheduling a foreclosure auction ...

to provide delinquent borrowers a uniform default notice with contact information for approved housing counselors who
, can assist in loan modification. The law freezes foreclosure prooeedlnqs an extra 90 days for homeowners who commit to
' work on a loan modification plan.

I Other states with totals among the 10 highest In the country were Texas (12,077), Georgia (11,136), Ohio (11,D21),
I Mlchlgan (8,257) and New Jersey (6,457).

Other cities with top 10 metro for¢»c1osure: takers were cape Coral-Fort Myers, Fla., at No. 4, with one in every 64 housing
units receiving a foreclosure tiling, and phoenix-Mesa-Scottsdale, Ariz., at No, 9. with one in every 103 housing units
receiving a foreclosure filing.

Report methodology
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Mortgage-Backed Securities
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Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

BANK RESERVES
(Two-W eek Period; in Mi l l ions, Not Seasonal ly  Adjusted)

Recent Levels

7/15/09
743860
387829
356031

7/29/09
728856
347217
381639

Change
_15004
_4061 2
25608

Average Levels Over the Last...

12 W ks. 26 Wks. 52 Wks.
777896 755940 557494
451108 519244 495733
326788 236696 61761

MI (Curran<:y+demand deposits)
M2 (Mi +savings+small time deposits)

MONEY SUPPLY
(One~Week Period; in Billions, Seasonally Adjusted)

Recent Levels

7/20/09
1644.8
8341 .1

7/27/09
1647.6
8365.7

Change
2.8

24.6

Growth Rates Over the Last...

3 Mos. 6 Mos. 12 Mos.
19.0% 13.0% 16.9%

3.1% 2.3% 8.1%
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EXECUTIVE SUMMARY
UNS GAS, INC.

DOCKET NO. G-04204A-08-0571
TESTIMONY OF STAFF WITNESS RALPH c. SMITH

My testimony addresses the following issues, and responds to the testimony of UNS Gas, Inc.
("UNSG", "UNS Gas," or "Company") witnesses on diesel issues:
» The Company's proposed revenue requirement
• The determination of a Fair Value Rate of Return and its application to Fair Value Rate

Base
RUCO's recommended base revenue increase
Adjusted Rate base
Adjusted Test year revenues, expenses, and net operating income

My findings and recommendations for each of these areas are as follows:

The Company's Proposed Revenue Requirement
The Company's proposed revenue requirement of a base rate increase of $9.480 million, or 18.53
percent, is significantly overstated. In its filing, UNSG calculated the same revenue deficiency
on its proposed original cost rate base (OCRB) and fair value rate base (FVRB).

UNSG overstated rate base and understated operating income. Additionally, the Company is
requesting an excessive rate of return.

UNSG's request for a 9.54 percent overall return on OCRB could be viewed as effectively
requesting a return on equity of 12.58 percent on OCRB, as shown on my Attachment RCS-2,
Schedule D, page l, and summarized below:

UNS Gas Proposed to Show Equivalent Requested ROE
Capitalization

Percent
50.01%
49.99%

100.00%

Capital Source
Long-Term Debt
Common Stock Equity
Overall Cost of Capital

Cost
Rate

6.49%
12.58%

Weighted Avg.
Cost of Capital

3.25%
6.29%
9.54%

The testimony of RUCO witness William Rigsby addresses RUCO's recommended return on
equity and weighted cost of capital to be applied to OCRB.

The Determination of a Fair Value Rate of Return (FVROR) and its Application to FVRB
The Commission's traditional calculation of return on fair value rate base calculation has been
called into question by a recent Arizona Court of Appeals ruling involving Chaparral City Water
Company. In that ruling, the Arizona Court of Appeals found that Staff's determination of
operating income in that case had ignored fair value rate base, and that the Commission must use
fair value rate base to set rates per the Arizona Constitution.

That Court of Appeals decision provided some guidance for calculating the return on fair value
rate base. For example, at pages 13-14, paragraph 17, the Court of Appeals decision stated that:
" ... the Commission cannot ignore its constitutional obligation to base rates on a utility's fair
value. The Commission cannot determine rates based on the original cost, or OCRB, and then



engage in a superfluous mathematical exercise to identify the equivalent FVRB rate of return.
Such a method is inconsistent with Arizona law." At page 13, the decision stated that: "If the
Commission determines that the cost of capital analysis is not the appropriate methodology to
determine the rate of return to be applied to theFVRB, the Commission has the discretion to
determine the appropriate methodology."

The Commission reopened Docket No. W-02113A-04-0616 to address such issues in a Chaparral
City remand proceeding and, on July 28, 2008, issued Decision No. 70441. In Decision No.
70441 , the Commission determined the rate of return on FVRB that was reasonable and
appropriate for Chaparral City, noting that there are many methods the Commission can use to
determine an appropriate FVROR, including adjusting the weighted average cost of capital
("WACC") to exclude the effect of inflation on the cost of equity, and that the FVROR adopted
there fell widiin the range of recommendations in that proceeding and reflected the
Commission's exercise of its expertise and discretion in the ratemaking process.

My direct testimony in the instant rate case describes RUCO's derivation of the fair value return
on fair value rate base calculations in view of the Court of Appeals decision concerning
Chaparral and the Commission's Decision No. 70441 in the Chaparral remand case, as described
above. Attachment RCS-2, Schedule D, page 2, shows the derivation of four FVROR
calculations that were considered by RUCO, including:

Calculation 1 - Reduce Recommended OCRB-Based Return on Equity for Estimated
Inflation
Calculation 2 - Reduce Recommended OCRB-Based Overall Rate of Return for
Estimated Inflation
Calculation 3 - With Fair Value Rate Base Increment at Zero Cost
Calculation 4 - With Fair Value Rate Base Increment at 1.25 Percent

My Attachment RCS-2, Schedule A, page 2, in columns A through D, summarizes the resulting
revenue deficiencies that would be produced in the current UNSG rate case from each of those
FVROR figures, and in Column E shows RUCO's recommended FVROR of 5.38 percent.
RUCO's recommendation falls within the range of FVRORs developed using various calculation
methods, and is near, but not at the low end of that range. believe that this information and
RUCO's recommended FVROR in the current UNSG rate case that was made after considering
these alternatives appropriately fulfills the requirement of the Arizona Constitution that the
Commission must base rates on a utility's fair value.

My Attachment RCS-2, Schedule A, page 1, Column D, shows the amount of base rate revenue
increase on FVRB of $841,000.

Recommended Base Rate Revenue Increase
On original cost rate base (OCRB) my calculations show a jurisdictional revenue deficiency of
$803,000 and $841,000 on FVRB, based on a FVROR of 5.38 percent. I recommend that UNSG
be authorized a base rate increase of no more than $841,000 on adjusted FVRB. That is an
average revenue increase of approximately 1.63 percent over adjusted test year revenue of
$51,674 million.

Adjusted Rate Base



Adj ,
No. Description

Increase
(Decrease) Note

B-1 Construction Work in Progress/Post Test Year Plant $ (1,527,588)
B-2 Customer Advances $ (589,152)
B-3 Prepayments s (95,671)
B-4 Cash Worldng Capital $ 81
B-5 Customer Deposits $ [al
B-6 Accumulated Deferred Income Taxes $ (196,256)

Total of RUCO Adjustments $ (2,408,667)
UNS Proposed Rate Base (Original Cost) $ 182,293,106
RUCO Proposed Rate Base (Original Cost) $ 179,884,439

Summary of Rate Base UNS Gas RUCO Difference
aOrt 'pal Cost Rate Base $ 182,293,106 S 179,884,439 $ (2,408,667

RCND Rate Base $ 329,266,770 $ 325,871,264 $ (3,395,506
Fair Value RateBase $ 255,779,939 $ 252,877,851 $ (2,902,088)

Adj
No. Description

Pre-Tax Operating
Income or Expense

Adjustment
Net Operating

Income Adjushnent
c-1 Gas Retail Revenue $ 516,003 $ 316,836
C-2 Depreciation & Property Taxes for CWIP $ 95,042 5 58,358
C-3 Incentive Compensation $ 152,511 $ 93,645
C-4 Stock-Based Compensation Expense s 266,399 $ 163,574
C-5 Supplemental Executive Retirement Plan Expense $ 101,021 $ 62,029
C-6 American Gas Association Dues $ 16,762 $ 10,292
C-7 Outside Services Legal Expense $ 217,674 S 133,656

C-8 Fleet Fuel Expense $ 471,826 $ 289,711
C-9 Rate Case Expense s 158,333 $ 97,220
C-10 Interest Synchronization $ s (30,215
c-11 Property Tax Expense $ 230,913 $ 141,785
C-12 2010 Pay Increase $ 250,622 $ 153,887

Total of RUCO's Adjustments to Net Operating Income S 2,477,106 $ 1,490,778
Company Proposed Net Operating Income as $ 11,600,004
Rounding $ $

Lueating Income per RUCOAdj used Net $ 13,090,782

The following adjustments to UNSG's proposed original cost rate base should be made:

Summarv of RUCO Adiustments to Rate Base

tal Schedule is a placeholder for a potential adjustment to be submitted in a later stage
filing, such as surrebuttal

The f o l l ow i ng  t ab l e sum m ar i zes  UNS G as '  r eques t ed  and  RUCO 's  r ecom m end  O CRB,

reconstruction cost new depreciated (RCND) rate base and FVRB, and the differences:

Adjusted Net Operating Income
The following adjustments to UNSG's proposed revenues, expenses and net operating income
should be made:

Summary of RUCO Adjustments to Net Operating Income
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1 1. INTRODUCTION

2 Q-

3

4

Please state your name, position and business address.

Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin & Associates, PLLC,

15728 Farmington Road, Livonia, Michigan 48154.

5

6 Q-

7

8

9

10

Please describe Larldn & Associates.

Larldn & Associates is a Certified Public Accounting and Regulatory Consulting firm.

The firm performs independent regulatory consulting primarily for public service/utility

commission staffs and consumer interest groups (public counsels, public advocates,

consumer counsels, attorneys general, etc.). Larldn & Associates has extensive experience

in die utility regulatory field as expert witnesses in over 400 regulatory proceedings

including numerous telephone, water and sewer, gas, and electric matters.

11

12

13

14 Q-

15

16

A.

17

18

19

20

21

22

23

24

25

26

A.

A.

Mr. Smith, please summarize your educational background.

I received a Bachelor of Science degree in Business Administration (Accounting Major)

with distinction from the University of Michigan - Dearborn, in April 1979. I passed all

parts of the Certified Public Accountant ("C.P.A.") examination in my first sitting in 1979,

received my CPA license in 1981 , and received a certified financial planning certificate in

1983. I also have a Master of Science in Taxation from Walsh College, 1981, and a law

degree (.I.D.) cum laude from Wayne State University, 1986. In addition, Shave attended

a variety of continuing education courses in conjunction with maintaining my accountancy

license. I am a licensed C.P.A. and attorney in the State of Michigan. I am also a

Certified Financial PlannerTm professional and a Certified Rate of Return Analyst

("CRRA"). Since 1981, I have been a member of the Michigan Association of Certified

Public Accountants. I am also a member of the Michigan Bar Association and the Society

of Utility and Regulatory Financial Analysts ("SURFA"). I have also been a member of
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1 the American Bar Association (ABA), and the ABA sections on Public Utility Law and

2 Taxation.

3

4 Q.

5

6

Please summarize your professional experience.

Subsequent to graduation Hom the University of Michigan, and after a short period of

installing a computerized accounting system

7

for a Southfield, Michigan realty

management firm, I accepted a position as an auditor with the predecessor CPA Hun to

8

9

10

Larldn & Associates in July, 1979. Before becoming involved in utility regulation where

the majority of my time for the past 29 years has been spent, I performed audit,

accounting, and tax work for a wide variety of businesses that were clients of the firm.

11

12

13

14

15

During my service in the regulatory section of our firm, Shave been involved in rate cases

and other regulatory matters concerning electric, gas, telephone, water, and sewer utility

companies. My present work consists primarily of analyzing rate case and regulatory

filings of public utility companies before various regulatory commissions, and, where

16 schedules relating to the issues for presentation

17

appropriate, preparing testimony and

before these regulatory agencies.

18

19 I have performed work in the field of utility regulation on behalf of industry, state

20 attorneys general, consumer groups, municipalities, and public service commission staffs

21 concerning regulatory matters before regulatory agencies in Alabama, Alaska, Arizona,

22 Arkansas, California, Connecticut, Delaware, Florida, Georgia, Hawaii, Indiana, Illinois,

23 Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi, Missouri, New Jersey,

24 New Mexico, New York, Nevada, North Dakota, Ohio, Pennsylvania, South Carolina,

25

A.

South Dakota, Texas, Utah, Vermont, Virginia, Washington, Washington D.C., West
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1 Virginia and Canada as well as the Federal Energy Regulatory Commission and various

2 state and federal courts of law.

3 Q»

4

5 A.

Have you prepared an attachment summarizing your educational background and

regulatory experience"

Yes. Attachment RCS-1 provides details concerning my experience and qualifications.

6

7 Q-

8 A.

On whose behalf are you appearing?

I am appearing on behalf of the Residential Utility Consumer Office ("RUCO").

9

10 Q-

11

12

13

14

15

16

17

18

Have you previously testified before the Arizona Corporation Commission?

Yes. I have previously testified before the Commission on a number of occasions. I

testified before the Commission in Docket No. E-01345A-06-0009, involving an

emergency rate increase request by Arizona Public Service Company ("APS" or

"Company"), and APS' Docket Nos. E-01345A-05-0816, E-01345A-05-0826 and E-

01345A-05-0827, concerning proceedings involving APS base rates and other matters. I

also testified before the Commission in the last UNS Gas, Inc. rate case, Docket Nos. G-

04204A-06-0463, G-04204A-06-0013 and G-04204A-05-0831, and in the last UNS

Electric, Inc. rate case Docket No. E-04204A-06-0783, as well as the last Southwest Gas

Corporation rate case, G-01551A-07-0504.19

20

21 Q- What is the purpose of the testimony you are presenting?

22

23
s

24

A.

A. The purpose of my testimony is to address the rate base, adjusted net operating income

and revenue requirement proposed by UNS Gas, Inc. ("UNSG", "UNS Gas," or

"Colnpany").
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1 Q-

2

3

Have you prepared any exhibits to be filed with your testimony?

Yes. Attachments RCS-2 through RCS-6 contain the results of my analysis and copies of

selected documents that are referenced in my testimony, respectively.

4

5

6

11.

Q-

REVENUE REQUIREMENT

What issues are addressed in your testimony?

My testimony addresses the Company's proposed revenue requirement and selected other

issues.

7

8

9

10 Q-

11 A.

What revenue increase has been requested by UNSG"

UNSG is requesting an increase in base rate revenues of $9.480 million, or approximately

6.1% percent, based on adjusted gas retail revenues at current rates of $5l.l58 million.

The revenue amount is from Company Schedule C-l in UNSG's filing and is also shown

on RUCO Schedule C on Attachment RCS-2.

12

13

14

Q-

15

16

17

18

19

20

A.

What revenue increase does RUCO recommend?

RUCO recommends a revenue increase of no more than $841,000 on adjusted fair value

rate base. As shown on Schedule A, on original cost rate base (OCRB) my calculations

show a jurisdictional revenue deficiency of $803,000.

21 Test Year

22

A.

Q_

23 A. RUCO's

24

What test year is being used in this case?

UNSG's tiling is based on the historic test year ended June 30, 2008.

calculations use the same historic test year.

25

26

A.

A.

Q- Could you please discuss the test year concept?
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1

2

3

4

5

6

7

8

9

10

Yes. In Arizona, a historic test year approach is used. Various adjustments are made to

the historic test year amounts to ensure that there is a matching of investment, revenues

and expenses. Rate base items, such as plant in service and accumulated depreciation, are

based on the actual level as of the end of the historic test year. Several rate base items that

tend to fluctuate from month to month, such as materials and supplies and prepayments,

are based on a test year average level. Since end of test year net plant in service is used,

revenues are annualized based on end of test year customer levels. Additionally, certain

expenses, such as depreciation and payroll costs, are annualized based on end of test year

levels. This is to ensure that the going-forward revenue and expense levels are matched

with the investment (net plant-in-service) used to serve those customers.

11

12

13

14

15

16

As time goes forward, changes in the Colnpany's cost structure will occur. For example,

rate base will increase as new plant is added to serve new customers, revenue will increase

as customers are added, expenses will fluctuate, etc. It is very important to be consistent

with a test period approach to ensure that there is a consistent matching between

investment, revenues and costs. Any adjustments that reach beyond the end of the historic

test year must be very careliully considered before being adopted.17

18

19 B.

20 Q-

21

22

23

24

25

26

A.

A.

Summary of Company Proposed and RUCO A¢§usted Revenue Requirement

What did your review of UNSG's filing indicate?

As shown on Attachment RCS-2, Schedule A, column C, based on the weighted cost of

capital recommended by RUCO witness William Rigsby for application to OCRB, and the

adjustments to UNSG's rate base and net operating income recommended by myself, I

have calculated a jurisdictional base rate revenue requirement deficiency on OCRB of

$803,000. As also shown on Schedule A, page l, column D, I have calculated a

recommended base rate increase of $841,000 using a fair value rate of return (FVROR) of
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1

2

5.38. UNSG should receive a base rate increase of no more than $841,000 in this case.

This represents an overall increase of approximately 1.63 percent.

3

4

5

c.

Q-

6 A.

7

8

9

10

Organization AfR UCO Accounting Schedules

How are RUCO's accounting schedules organized?

RUCO's accounting schedules are presented in Attachment RCS-2. They are organized

into summary schedules and adjustment schedules. The summary schedules consist of

Schedules A, A-1, B, B.1, C, C.l and D. Attachment RCS-2 also contains rate base

adjustment Schedules B-1 through B-61 and net operating income adjustment Schedules

C-l through C-12.

11

12

13

14

Q-

15

16

17

18

19

20

21

22

23

24

What is shown on Schedule A of AttachmentRCS-2?

Attachment RCS-2 presents the RUCO Accounting Schedules and revenue requirement

determination. Schedule A presents the overall financial summary, giving effect to all the

adjustments I am recommending in my testimony. This schedule presents the change in

the Company's gross revenue requirement needed for the Company to have the

opportunity to earn RUCO's recommended rate of remen on RUCO's proposed Original

Cost and Fair Value rate bases. The rate base and operating income amounts are taken

from Schedules B and C, respectively. The overall rate of return on original cost rate base

of 7.55 percent, as presented in the retiled testimony of RUCO witness Rigsby, is

provided on Schedule D for convenience, as are the derivation of RUCO's recommended

fair value rate of return.

Columns A and B of Schedule A replicate UNSG's proposed calculations of the

revenue deficiency. Columns C and D of Schedule A presents RUCO's determination of

A.

1 Currently, RUCO Adjustments B-4 and B-5 are placeholders, Le., schedules reserved for an adjustment to be
calculated at a later stage of proceeding, if necessary
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1

2

3

4

5

6

the base rate revenue deficiency on OCRB and FVRB. Column C reflects Mr. Rigsby's

recommended overall weighted cost of capital for OCRB. Column D uses RUCO's

proposed fair value rate of return, which is explained in my testimony.

The operating income deficiency shown on line 5 of Schedule A is obtained by

subtracting the operating income available on line 4 (operating income as adjusted) from

the required operating income on line 3. Line 7 represents the gross revenue requirement,

which is obtained by multiplying the income deficiency by the gross revenue conversion

factor (GRCF). The derivation of the GRCF is shown on Schedule A-1 .

7

8

9

10 Q-

11

12

13

14

15

16

What is shown on page 2 of Schedule A?

Page 2 of Schedule A shows information concerning the potential impacts on UNSG's

revenue deficiency in the current rate case that was considered by RUCO in developing

the recommended FVROR recommendation. Similar to information presented by RUCO

and Staff to the Commission in a recent remand proceeding, Docket N0. W-021 l 3A-04-

0616, concerning Chaparral City Water Company, and in some other recent rate cases, I

have also presented on Schedule A, page 2, in columns A through D various potential

ways of determining a FVROR for UNSG, including:17

18

19

20

Calculation 1

Estimated Inflation

Reduce Recommended OCRB-Based Return on Equity for

21

22

23

Calculation 2 - Reduce Recommended OCRB-Based Overall Rate of Return for

Estimated Inflation

Calculation 3 - With Fair Value Rate Base Increment at Zero Cost

Calculation 4 - With Fair Value Rate Base Increment at 1.25%

24

25

26

A.

The details for each FVROR calculation are shown on Schedule D, page 2.

On Schedule A, page 2, in column E, I also present RUCO's ultimate

recommendation of the FVROR and the resulting base rate revenue deficiency. RUCO's
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1

2

3

4

recommendation falls within the range of FVRORs developed using various calculation

methods, and is near, but not at the low end of that range. I believe that this information

and RUCO's recommended FVROR in the current UNSG rate case that was made after

considering these alternatives appropriately fulfills the requirement of the Arizona

Constitution that the Commission must base rates on a utility's fair value.5

6

Q- What is shown on Schedule A-1 ?7

8

9

10

A. Schedule A-1 shows the derivation of the GRCF. The GRCF is used to convert the net

operating income deficiency into a revenue deficiency amount.

11 Q.

12

13

14

How does the GRCF recommended by RUCO compare with the GRCF contained in

UNSG's filing?

As shown on Schedule A-1, RUCO recommends a GRCF of 1.636582. Other than

carrying out two extra decimal places for slightly improved accuracy, this is essentially

the same as the GRCF of 1.6366 used in UNSG's tiling.15

16

17

18

Q- What is shown on Schedule B?

19

20

21

22

23

24

25

A.

A. Schedule B presents UNSG's proposed adjusted test year Original Cost and Fair Value

rate base and RUCO's proposed adjusted test year Original Cost and Fair Value rate base.

The beginning rate base amounts presented on Schedule B are taken from the Company's

filing for die test year, specifically UNSG Schedule B-1. RUCO's recommended

adjustments to rate base are summarized on Schedule B. 1. Shave prepared a Schedule B. l

for adjustments to UNSG's proposed original cost rate base. Because there is only one

adjustment that differs between OCRB and Reconstruction Cost New Depreciated

(RCND) rate base, I have only prepared one Schedule B.l, which shows OCRB amounts.
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I address the difference in the OCRB and RCND amount used by the Company for

CVVIP/post test year plant in a subsequent section of my testimony.

Schedules B-1 through B-6 provide further support and calculations for the rate

base adjustments RUCO is recommending.

Q. How was the fair value basis of rate base determined?

As shown on Attachment RCS-2, Schedule B, the fair value rate base was determined by

averaging Original Cost and Reconstruction Cost New Depreciated (RCND) rate base

information. For purposes of this presentation, I have used die Company's OCRB and

RCND information as the starting point for RUCO's derivation of the fair value rate base.

Q- What is shown on Schedule C?

A. The starting point on Schedule C is UNSG's adjusted test year net operating income, as

provided on Company Schedule C-1. RUCO's recommended adjustments to UNSG's

adjusted test year revenues and expenses are summarized on Schedule C.l. Each of the

adjustments are discussed in my testimony.

Schedules C-1 through C-12 provide fUrther support and calculations for the net

operating income adjustments RUCO is recommending.

Q. What is shown on Schedule D?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

A. Schedule D, page 1, summarizes the capital structure and cost of capital that was proposed

by UNSG and the capital structure and cost of capital that is recommended by RUCO

witness Rigsby. As noted above, Schedule D, page 2, also presents four alternative

calculations of a FVROR that were considered by RUCO in developing RUCO's

recommended FVROR for use with the RUCO's adjusted fair value rate base.
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1 Q.

2 A.

3

4

5

6

What is shown on Schedule D, page 1, lines 7-10?

On its Schedule D-l, UNSG purported to be requesting a return on equity ("ROE") of 11.0

percent, and an overall rate of return of 8.75 percent. However, on its Schedule A-l, line

7, UNSG has applied an overall rate of return of 9.54 percent to its proposed OCRB. On

Schedule D, I have shown a calculation based on the capital structure UNSG used for

developing its recommended rate of return of 9.54 percent on OCRB. This calculation

shows that the equivalent return on equity ("ROE") implicit in UNSG's request for 9.54

percent on OCRB is an ROE of 12.58 percent, as summarized below:

7

8

9

10

Cost
Rate

6.49%
12.58%11

Capital Source
Long-Term Debt
Common Stock Equity
Overall Cost of Capital

UNS Gas Proposed to Show Equivalent Requested ROE
Capitalization

Percent
50.01%
49.99%

100.00%

Weighted Avg.
Cost of Capital

3.25%
6.29%
9.54%

12

13

14

15

D .

Q -

1 6

1 7

1 8

1 9

20

21

Return on Fair Value Rate Base

Has the Commission's traditional calculation of return on fair value rate base been

called into question by a recent Court of Appeals decision?

Yes. The Commission's traditional calculation of return on fair value rate base calculation

has been called into question by a recent Arizona Court of Appeals ruling involving

Chaparral City Water Company. In that ruling, the Arizona Court of Appeals found that

Staff' s determination of operating income in that case had ignored fair value rate base, and

that the Commission must use fair value rate base to set rates per the Arizona Constitution.

22

23 Q -

24

25

26

A.

A.

What guidance for calculating the return on fair value rate base does that Court of

Appeals decision provide?

First, the Court of Appeals specifically stated that the Commission was notbound to apply

an authorized rate of return that was developed for use with an original cost rate base,
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1

2

3

4

5

6

7

8

9

10

11

without adjustment, to the fair value rate base. Page 9 of the Court of Appeals decision

stated that: "Chaparral City asks that the Commission be directed to apply die

'authorized rate of return' to the fair value rate base rather than to the OCRB, as Chaparral

City contends was done here." At page 13, paragraph 17, the Court of Appeals decision

stated as follows: "The Commission asserts that it was not bound to use the weighted

average cost of capital as the rate of return to be applied to the FVRB. The Commission is

Thus, the Court of Appeals clearly stated that the Commission is not bound to

apply to the FVRB the same weighted average cost of capital that was developed for

application to the OCRB.

correct."

12

13

14

15

16

At pages 13-14, paragraph 17, the Court of Appeals decision stated that: "... the

Commission cannot ignore its constitutional obligation to base rates on a utility's fair

value. The Commission cannot determine rates based on the original cost, or OCRB, and

then engage in a superfluous mathematical exercise to identify the equivalent FVRB rate

of return. Such a method is inconsistent with Arizona law." At page 13, the decision

states: "If the Commission determines that the cost of capital analysis is not the

appropriate methodology to determine the rate of return to be applied to the FVRB, the

Commission has the discretion to determine the appropriate methodology."

17

18

19

20 Q-

21

Was a remand proceeding established by the Commission to address the calculation

of the return on fair value rate base, i.e., to address the ruling in the Court of

22 Appeals decision?

23

24

Yes. The Commission reopened Docket No. W-02113A-04-0616 to address such issues

in a Chaparral City remand proceeding and, on July 28, 2008, issued Decision No. 70441.

25 In Decision No. 70441, the Commission determined the rate of return on FVRB that was

26

A.

reasonable and appropriate for Chaparral City, noting that there are many methods the
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1

2

3

4

Commission can use to detennine an appropriate FVROR, including adjusting the

weighted average cost of capital ("WACC") to exclude the effect of inflation on the cost

of equity, and that the adopted FVROR fell within the range of recommendations in that

proceeding and reflected the Commission's exercise of its expertise and discretion in the

ratemaking process.25

6

7

8

Q.

9

10

11

A.

12

13

14

15

16

17

18

19

20

How has RUCO addressed the ruling in the Court of Appeals decision for purposes

of the current UNSG rate case?

In view of the Court of Appeals decision in the Chaparral city case, RUCO has

appropriately adjusted the weighted cost of capital to derive a FVROR to apply to the

utility's FVRB. My direct testimony in die instant rate case describes RUCO's derivation

of the fair value return on fair value rate base calculations in view of the Court of Appeals

decision concerning Chaparral and the Commission's Decision No. 70441 in the Chaparral

remand case, as described above.3 My Attachment RCS-2, Schedule D, page 2, shows the

derivation of four FVROR calculations that were considered by RUCO. My Attachment

RCS-2, Schedule A, page 2, in columns A through D, summarizes the resulting revenue

deficiencies that would be produced in the current UNSG rate case from each of those

FVROR figures. Schedule A, page 2, Column E shows RUCO's recommended FVROR

and the resulting revenue deficiency. This FVROR recommendation was also applied to

the FVRB on Schedule A, page 1, column D.

21

22 IH. RATE BASE

23 Q, Have you prepared a schedule that summarizes RUCO's proposed adjustments to

rate base?24

2 See, e.g., Decision No. 70441 at page 41 , Finding of Fact Nos. 16 and 17.
3 See, e.g., the preceding discussion, including the description of the calculations shown on Schedule A, page 2, at
pages 7-8 of this testimony.



Summary of Rate Base UNS Gas RUCO Difference
Original Cost Rate Base $ 182,293,106 $ 179,884,439 $ (2,408,667)
RCND Rate Base $ 329,266,770 $ 325,871,264 $ (3,395,506
Fair Value Rate Base $ 255,779,939 $ 252,877,851 $ (2,902,088
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1

2

3

4

Yes. As noted above, the adjusted rate base is shown on Schedule B and the adjustMents

to UNSG's proposed rate base are shown on Schedule B.1. A comparison of the

Company's proposed rate base and RUCO's recommended rate base on an Original Cost

and Fair Value basis is presented below:

5

6

7

8

9

10 Q,

11 A.

1 2

ADJUSTMENTS TO ORIGNAL COSTRATE BASE

Please discuss RUCO's adjustments to UNSG's proposed original cost rate base.

RUCO has made five adjustments to UNSG's proposed original cost rate base. These

have been designated as RUCO Adjustments B-1 through B-6. Each adjustment is

discussed below.13

1 4

15

1 6

Consh'uction Work in Progress/Post TestYear Plant

Please explain the adjustment shown on Schedule B-1.

17 A. UNS Gas  has  proposed to include  $1.528 mi l l ion  of Pos t  Tes t  Year  Non-Revenue

1 8 Producing Plant in Service (i.e., Construction Work in Progress ("CW1P")) in rate base.

1 9 RUCO adjustment B-1 removes that amount of CVVIP Hom rate base.

20

21 Q- Please discuss UNS Gas' reason for requesting the inclusion of CWIP in rate base.

22 As descr ibed in the  tes t imony of UNS Gas wi tness  Dal las  Dukes ,  the  inclus ion of post  t es t

23 year  non-revenue producing plant  in  ra te  base  wi l l  help the  Company begin recover ing i t s

24 investment  and an oppor tuni ty at  earning a  reasonable  return in a  more equi table  t ime

25

A.

A.

fr ame.
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1

2 Q~ Is inclusion of CWIP in rate base up to the discretion of the Commission?

3 Yes, it is. RUC()'s understanding is, in specific instances, the Commission has allowed a

4 utility to include CWIP in rate base, but the Commission's general practice has been to not

5 allow CWIP to be included in rate base. As such, the Commission denied the Company's

6 request for CVVIP in rate base in its last rate case.4

7

8 Q- Does RUCO agree with the proposal of UNS Gas to include CWIP in rate base in the

9 current case?

10 No. In general, RUCO does not favor inclusion of CWIP in rate base unless the utility

11 demonstrates compelling reasons to justify this exceptional ratemaking treatment. Fora

12 number of reasons, including the following, RUCO does not support UNS Gas' request for

13 rate base inclusion of CWIP/post test year plant in the current case:

14

15 1) Inclusion of CVVIP in rate base is an exception to the Commission's normal

16 practice, and UNS Gas has not met its burden of proof showing why it requires such

17 an exceptional ratemaking treatment.

18 2) The CWIP was not in service at the end of the test year. As of June 30, 2008, the

19 construction projects were not sewing customers.

20 3) The Company has not demonstrated that its June 30, 2008 CWIP balance was for

21 non-revenue producing and non-expense reducing plant. Much of the construction

A.

A.

4 Decision No. 70011, Docket No. G-04204A-06-0463
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1 appears to be for mains and services which can be related to serving customer growth,

2 and/or can reduce expenses for maintenance.

3 4) Revenues have not been extended beyond the test year to correspond with customer

4 growth. Hence, including the investment in rate base, without recognizing the

5 incremental revenue it supports, would be imbalanced.

6

7 Q. Please elaborate on how including CWIP in rate base is an exceptional ratemaking

8 treatment and why the circumstances in this case do not warrant such treatment.

9 A. CWIP, as the title designates, is not plant that is completed and providing sen/ice to

10 ratepayers during the test year. During the test year, it was not used or useful in delivering

11 gas service to the Company's customers. The ratemaking process is predicated on an

12 examination of the operations of a utility to insure that the assets upon which ratepayers

13 are required to provide the utility with a rate of return are prudently incurred and are both

14 used and useful in providing services on a current basis. Facilities in the process of being

15 built are not used or useful. The ratemaking process therefore excludes CWIP from rate

16 base until such projects are completed and providing service to ratepayers in the context of

17 a test year that is being used for determining the utility's revenue requirement. In the

18 current UNS Gas rate case, the test year is June 30, 2008, and the construction projects the

19 Company seeks to include in rate base were not providing service during that period. As a

20 general ratemaking principle, such CWIP should be excluded Hom rate base.

21

22 Furthemiore, some of the facilities that are being constructed and are included in CWIP

23 will be used subsequent to the test year ended June 30, 2008 to serve additional customers.
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1 It would not be appropriate to include the investment that will serve those new customers

2 without also including the revenues that would be received from those customers. In other

3 words, allowance of CWIP in rate base would result in a mismatch in the ratemaking

4 process.

5

6 Additionally, some of the plant being added, such as main replacements, could result ina

7 reduction in maintenance expenditures which would not be reflected in the test year. The

8 inclusion of C P in rate base, therefore, creates an imbalance in the relationships

9 between rate base serving customers and the revenues being provided to the utility from

10 customers who were taking service during the test year. Consequently, CWIP should not

11 be allowed in rate base unless there are very compelling circumstances which would

12 warrant an exception to the general rules . In the current case, UNS Gas has not

13 demonstrated convincingly that it requires an exception to the Commission's standard

14 ratemaking treatment of excluding CWIP from rate base. It is not appropriate to include

15 the CWIP in rate base, particularly as the projects may result in additional revenues or cost

16 savings which have not been reflected in the test year ended June 30, 2008.

17

18 Q- How does UNS Gas accrue a return on construction projects?

19 A. UNS Gas accrues a return, representing its financing costs during the construction period,

20 called Allowance for Funds Used During Construction (AFUDC). This AFUDC ream

21 accounts for the utility's financing cost during the construction period. Then, when the

5 RUCO is aware of only one instance in which the Commission has allowed CWIP in rate base. That occurred in the
early 1980s when the Commission considered the costs associated with the Palo Verde Nuclear Plant. Because the
up-front costs were so great, the Commission allowed CWIP in rate base in order for the plant to be built.
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1 plant is placed into service, the AFUDC becomes part of the cost of the plant and is

2 depreciated.

3

4 Q. How does plant that is placed into service between rate case test years typically get

5 reflected in the regulatory process ?

6 If the plant is used to serve new customers, the utility receives revenue from those

7 customers. If the plant helps the utility reduce expenses, such as maintenance, the utility

8 benefits from such cost reductions during the intervening period. Once the plant is

9 recognized in rate base in a test year, and rates are reset, the utility earns a cash return on

10 the plant investment, less accumulated depreciation. The related revenues and expense

11 impacts, including mown and measurable expense reductions enabled by the plant, are

12 then also recognized in the ratemaldng process.

13

14 Q- Did the Commission address this issue in UNS Gas' last rate case?

15 Yes. The Commission's decision in Decision No. 70011 addressed the issue of post-test

16 year plant at pages 7-8, and reached the following conclusion:

17
18
19
20
21
22
23
24
25
26
27
28
29
30

A.

A.

We agree with Staff that post-test-year plant should not be included in rate base for
the same reasons stated above with respect to the Company's request for CWIP.
Although the Commission has allowed post-test-year plant in several prior cases
involving water companies, it appears that the issue was developed on die record
in those proceedings in a manner that afforded assurance that a mismatch of
revenues did not occur. For example, in Decision No. 66849 (March 19, 2004), we
stated that "we do not believe that adoption of this method would result in a
mismatch because the post-test-year plant additions are revenue neutral (i.e., not
funded by CIAC or AlAn)" (ld. at 5). In the instant case, however, the Company's
request appears to be simply a fallback to its CWIP position, and there is no
development of the record to support inclusion of the post-test-year plant. The
entirety of UNS's argument consists of two questions in Mr. Grant's direct
testimony, which essentially provided that: the Commission has approved post-
test-year plant in some prior cases, UNS is experiencing a high customer growth
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1
2
3
4
5
6
7

rate, and therefore the Company is entitled to inclusion of post-test-year plant if
the Commission denies CWIP (Ex. A-27 at 28-29). Even if we were inclined to

recognize post-test-year plant in this case, there is not a sufficient basis upon
which to evaluate the reasonableness of the request (i.e., whether a mismatch
would exist). We therefore deny the Company's proposal on this issue.

8 Q- Please summarize your adjustment to rate base for CWIP/Post Test Year Plant.

9 As shown on Schedule B-1, UNS Gas' proposed rate base is reduced by $1 .528 million to

10 remove the CW'IP/ Post Test Year Plant.

11

12 Q- Does your adjustment to remove CWIP from rate base affect UNS Gas' expenses?

13

14

15

16

17

Yes. UNS Gas has proposed to treat CWIP at the end of the test year as if it were plant in

service. Consistent with that, UNS Gas has included depreciation and property tax

expense associated with CWIP in the test year. Consistent with RUCO's recommendation

that CWIP not be included in rate base, RUCO adjustment C-2, which is described in a

subsequent section of my testimony, removes the related UNS Gas adjustments for

depreciation and property tax expense.18

19

20

21

22

Customer Advances for Construction

Please explain RUCO Adjustment B-2.

This adjustment decreases rate base by $589,152 to reflect the full end-of-test-year

balance for Customer Advances.23

24

25 Q-

26

Why has UNSG sought to remove $589,152 from Customer Advances?

Mr. Dukes' direct testimony at page 12 claims that this amount of Customer Advances

relates to projects that are not in rate base as of the end of the test year.27

28

A.

A.

A.

A.
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1 Q-

2

3

4

Was a similar claim made by UNSG in its last rate case?

Yes. As one of UNSG's supporting arguments for its attempt to include CWIP in rate

base, UNSG had also attempted to have a portion of Customer Advances excluded from

the determination of rate base, using similar arguments from the prior case.

5

6 Q. Did the Commission make that UNSG-proposed adjustment in UNSG's last rate

7

8

9

case"

No. In UNSG's last rate case, the Commission appropriately deducted the full amount of

Customer Advances from rate base. This issue is addressed in Decision No. 70011 at

pages 8-10, and the Commission reached the following conclusion:10

11
12
13
14

15
16
17
18
19

20
21
22
23
24
25

26
27

28

29
30

We agree with Staff and RUCO that advances represent customer-supplied funds
that are properly deducted from the Company's rate base. Indeed, the
Commission's own rules contemplate that such a deduction is required, as Staff
witness Smith testified. Had UNS not requested the inclusion of CWIP in rate
base, a ratemaldng treatment that is only afforded under extraordinary
circumstances (and apparently has not occurred for more than 20 years), there
would presumably not have been an issue raised by the Company with respect to
an alleged "mismatch" between exclusion of CWIP and deducting advances from
rate base. The Company's attempt to frame this issue as one in which it is being
treated in a discriminatory manner is unpersuasive .

As we have stated in prior cases, regulated utility companies control the timing of
their rate case filings and should not be heard to complain when their chosen test
periods do not coincide with the completion of plant that may be considered used
and useful and therefore properly included in rate base. We believe our
conclusions regarding UNS's CWIP-related proposals are entirely consistent with
the treatment that has been afforded to other utility companies regulated by the
Commission and provide a result that is fair to both the Company and its
customers.

31

32 Q-

33

34

35

A.

A.

A.

Do you agree with UNSG's claim that some Customer Advances should be excluded

in the determination of rate base?

No. Because Customer Advances represent non-investor supplied capital, they should be

reflected as a deduction to rate base. Additionally, research conducted in the context of
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1

2

3

4

UNSG's last rate case did not reveal any instance in which CWIP for a major utility was

excluded from rate base and customer advances were not also reflected as a deduction to

rate base. Additionally, the Commission's rules at A.A.C. R14-2-103, Appendix B,

Schedule B-1 , require companies to reflect Advances as a deduction from rate base.

5

6 Q.

7

8

A.

9

10

Please summarize your adjustment to rate base for Customer Advances.

The rate base deduction for Customer Advances should reflect the full end-of-test year

amount. For the reasons described above, the adjustment proposed by UNSG should be

rejected. Customer Advances proposed by UNSG should be increased by $589,152 and

rate base reduced by this amount.

11

12 B-3

Q.13

14 A.

15

16

Prepayments

What adjustment has the Company made to rate base for Prepayments?

As shown on UNS Gas Schedule B-5, page 2 of 3, the Company has proposed to increase

rate base by $95,671 for the use of a 13-month average for Prepayments, rather than using

the end-of-test year ba1ance.6

17

18

19

Q- Do you agree with that Company-proposed adjustment?

20

21

22

23

24

No. While the use of an average balance can be appropriate for ratemaldng purposes,

virtually all of the other rate base balances in this case, including those for Plant in

Service, Accumulated Depreciation, Customer Advances, Customer Deposits, etc., are

year-end balances. Unless there is a compelling reason to deviate from consistent use of

year-end balances, which I do not believe there is for Prepayments, year-end balances

should be used for consistency. The Company's proposed adjustment to Prepayments is

A.

6 UNS Gas also proposes a similar adjustment for Materials and Supplies, but that adjustment is only $728 on a M&S
balance of over $2 million and is therefore being ignored on the basis of immateriality.
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1

2

inconsistent with the majority of the other rate base components, which are based on end-

of-test-year balances, is basically unnecessary and should be rejected.

3

4 B-4

Q.

A.

5

6

Cash Working Capital

Have you reviewed the Company's request for a cash worldng capital allowance?

Yes. The Company has proposed a cash working capital allowance of approximately

$l,568, i.e., under $1,600.7

8

9

10

Q-

A.

11

12

13

14

On the other hand, if revenues are

15

16

What is cash working capital?

Cash worldng capital is the cash needed by the Company to cover its day-to-day

operations. If the Company's cash expenditures, on an aggregate basis, precede the cash

recovery of expenses, investors must provide cash working capital. In that situation a

positive cash working capital requirement exists.

typically received prior to when expenditures are made, on average, then ratepayers

provide the cash working capital to the utility, and the negative cash worldng capital

allowance is reflected as a reduction to rate base. In this case, the cash working capital

requirement is a reduction to rate base as ratepayers are essentially supplying these funds .17

18

19

20

Q-

21

22

23

24

Does UNSG have a positive or negative cash working capital requirement?

Based on its calculations, UNSG has a slight positive cash working capital requirement of

under $1,600. In other words, ratepayers are essentially supplying the funds used for the

day-to-day operations of the Company approximately at the same time UNS Gas is paying

for the cash expenditures. On average, revenues from ratepayers are received virtually on

the same day as when the utility pays the associated expenditures.

25

A.
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1 Q~

2

3

4

Did UNSG present a lead/lag study in support of its cash worldng capital

requirement?

Yes, UNSG performed a lead/lag study to calculate the cash worldng capital requirement

in this case. The Company also provided its lead/lag study calculations with the work

5 papers provided in the case.

6

7 Q- HasUNSG made any revisions to the cash working capital calculation included in its

8 filing?

9 No, none of which I am aware.

10

11 Q.

12 A.

13

14

15

16

Are you recommending any revisions to UNSG's cash working capital request?

Not at this time. However, in a later filing, such as in surrebuttal, I would propose to

update UNSG's cash working capital allowance to reflect the impact of RUCO's

adjustments to operating expenses and revenue based taxes, and to synchronize the

calculation of cash working capital with RUCO's recommended revenue increase.7 I have

reserved Schedule B-4 for a cash working capital update.

17

18 8_5 Custom et Deposits

19 Q-

20 A.

21

22

23

Are you proposing an adjustment for Customer Deposits at this time?

No. Customer Deposits, an offset to rate base, also have fluctuated from month to month,

as shown in UNSG's response to Staff data request TF 6-28. The test year average for

Customer Deposits would be approximately $3.034 million, versus the June 30, 2008

balance of only $2.609 million used by UNSG8. If Customer Deposits were also to be

A.

A.

7 Such synchronization has not yet been reflected at this time, but would be incorporated in RUCO's surrebuttal
tiling.
s The September 2007 amount for customer deposits was missing from UNSG's response to Staff data request TF
6.Z8(c).
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1

2

3

4

5

6

calculated using a test year average, rather than using the year-end balance, an adjustment

for this would decrease rate base by approximately $425,000 .

I am recommending that a year-end balance be used for Customer Deposits.

UNSG's filing reflected the use of a year-end balance. However, if other rate base

components, such as Prepayments, are going to be adjusted using a l3-month average,

then, for consistency with such an adjustment, Customer Deposits, which have also

Huctuated during the test year, should also be reflected in rate base on a 13-month average

basis.

7

8

9

10

11

12

Accumulated Deferred Income Taxes

Please explain the adjustment to Accumulated Deferred Income Taxes ("ADIT") that

were included in rate base by UNSG for Accounts 190 and 283.

This adjustment is shown on Schedule B-6. The following items reflected in Accounts

190 and 283 are removed:

13

14

15

16

17

18

19

20

Dividend Equivalents

Restricted Stock

Restricted Stock - Directors

Stock Options

Vacation

Pension

21

22

23

24

25

26

A.

Each of these items has no corresponding liability that is offsetting rate base. The removal

of these items decreases rate base by $423,669. ADIT for a particular item is generally

included in rate base as an offset to the related item generating the deferred taxes that is

included in rate base, and is excluded if the related item is excluded from rate base. The

ADIT components for which there is no corresponding asset or liability should be

removed from rate base. Additionally, consistent with my use of the full test-year-end
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balance of Customer Advances in rate base, I have reversed UNSG's adjustment that had

decreased the ADIT balance in Account 190 by $227,413. That reversal increases rate

base by the $227,413 of ADIT related to the Customer Advances. The net adjustment to

ADIT shown on Schedule B-6 decreases rate base by $196,256.

Q-

RECONSTRUCTION COSTNEWDEPRECIATED RATE BASE

Please describe RUCO's adjustments to RCND rate base.

For the most part, RUCO's adjustments to UNSG's proposed RCND rate base are the

same amounts as RUCO's adjustments to OCRB. On its Schedule B-3, page 2, however,

UNSG used an amount of $2.514 million for its adjustment for CWIP/post-test year plant,

versus the $1.528 million for this adjustment shown on UNSG's Schedule B-2, page 2.

Consequently, I have removed the $2.514 million from RCND rate base, as shown on

Schedule B.

Q- Do you have any other comments about the significant difference between the OCRB

and RCND adjustment amounts used by UNSG for this item?

A. Yes. UNS Gas has not justified how the RCND amount for this item would be so much

higher than the OCRB amount. This is essentially for end-of-test year CWIP that UNSG

wants to treat as plant in service, so presumably the OCRB and RCND amounts should be

the same.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Iv.

Q-

ADJUSTMENTS TO OPERATING INCOME

Please describe how you have summarized RUCO's proposed adjustments to

operating income.

A.

A. Schedule C summarizes RUCO's recommended net operating income. Schedule C.1

presents RUCO's recommended adjustments to Arizona test year revenues and expenses.
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1

2

3

4

The impact on state and federal income taxes associated with each of the recommended

adjustments to operating income are also reflected on Schedule C.l. UNSG's proposed

adjusted test year net operating income is $11.600 million, whereas RUCO's

recommended adjusted net operating income is $13,091 million. The recommended

adjustments to operating income are discussed below in the same order as they appear on

Schedule C.1.

5

6

7

8

9

10

C-1

Q-

A.

Revenue Annualization

Please explain RUCO Adjustment C-1.

This adjustment reverses the Company's proposed customer annualization adjustment,

which had decreased test year revenue by approximately $516,000.11

12

13

14

Q»

15

16

How is a customer annualization typically used in a utility rate case?

Where a utility is growing and having to add plant during a test year to serve additional

customers, a revenue annualization adjustment is typically employed in order to capture

the impact on revenue from customer growth that has occurred and to better match the

revenue with the test year plant that has been added to serve the new customers. The

revenue growth that relates to the addition of customers is captured in an adjustment to

increase revenue that is related to the increased plant that has been added to serve

additional customers during the test year.

17

18

19

20

21

22 Q, How has the customer annualization been applied by UNS Gas in the current rate

23

24

25

26

A.

A.

case?

While the Company employed an annualization method similar to the one that was used in

its last rate case, the rote application of such method in the current case is decreasing test

year revenues. Moreover, the decrease in revenue produced by the Company's calculation



Period

Average
Number of
Residential
Customers Change

2004 118,967
2005 124,452 5,484

2006 129,054 4,602
2007 131,788 2,734

TYE 6/2008 132,347 559

Avg 7/08 .. 3/09 132,601 254
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1

2

3

appears to be related to customer seasonality rather than a permanent decline in customer

count during the test year, and therefore should not be adopted because it would understate

test year and going-forward revenues.

4

5 Q-

6 A.

7

8

9

10

11

12

13

14

Hasn't UNS Gas experienced customer growth?

Yes, it has. Year after year, UNSG's number of average customers has been increasing.

This holds true for the test year as well. Consequently, because customer counts year-

over-year have been increasing for the past several years including the test year, test year

revenues should not be decreased based on the misapplication of an annualization

adjustment. In other words, while the application of an annualization adjustment may

have made sense and been appropriate in UNSG's last rate case to account for customer

growth that had occurred during that test year which ended December 31, 2005, rote

application of such a method in the current case produces results that do not make sense

because it essentially assumes that UNSG is losing residential and commercial customers,

when clearly that is NOT the case.15

16

17 Q.

18 A.

19 .

20

What year-over-year increases has UNS Gas experienced for residential customers?

The year-over-year increases UNS Gas has experienced for residential customers are

summarized in the following table:

21



Period

Average
Number of
Residential
Customers Change

12 Months Ended:

6/30/2005 121,703
6/30/2006 126,852 5,149
6/30/2007 130,763 3,911

TYE 6/2008 132,347 1,585

Period

Average
Number of

Commercial
Customers Change

2004 10,654
2005 10,883 229
2006 11,158 275
2007 11,387 229

TYE 6/2008 11,446 60
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1

2

3

4

Ea ch  ye a r ,  UNS Ga s  h a s  ga i n e d  r e s i d e n t i a l  cu s t ome r s . M or e ove r ,  e ve n  i f  on e  l ook s  a t

comparab l e  pe r i ods  ending i n  June  30  t h rough  t he  cur r en t  t e s t  yea r  ended  June  30 ,  2008 ,

U N S  G a s  h a s  ga i n e d  r e s i d e n t i a l  cu s t om e r s  i n  e a ch  ye a r . In for ma t i on  comp a r i n g  t h e

n u mb e r  of  U N S  G a s '  a ve r a ge  r e s i d e n t i a l  cu s t ome r s  for  1 2 -mon d i  p e r i od s  e n d i n g  w i t h

June 30 i s  summarized in  the  fol lowing table :5

6

7

8

9

10

11

1 2 Wh i l e  gr owt h  i n  t h e  t e s t  ye a r  h a s  s l owe d  comp a r e d  wi t h  t h e  r ob u s t  gr owt h  of  p r e vi ou s

years ,  there was s t i l l  growth of res ident ial  customers .13

1 4

15 Q.

1 6

17

What year-over-year increases has UNS Gas experienced for commercial customers"

The year-over-year increases UNS Gas has experienced for commercial customers are

summarized in the following table:

18

19

20

21

22

23

24

25

26

A.

Each year, UNS Gas has gained commercial customers Information comparing the

number of UNS Gas' average commercial customers for 12-month periods ending with

June 30 is summarized in the following table:



Period

Average

Number of

Commercial

Customers Change

12 Months Ended:

6/30/2005 10,764

6/30/2006 10,989 225

6/30/2007 11,293 304

TYE 6/2008 1 1,442 149
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Looking at comparable periods ending in June 30, through the current test year ended June

30, 2008, UNS Gas has gained commercial customers in each year.

Q-

A.

What do you conclude from this information?

I conclude that UNS Gas has added, on average, both residential and commercial

customers in each and every year, including the test year. Consequently, an adjustment to

decrease test year revenue would understate test year and going-forward revenues and be

inappropriate and should be rejected. Test year revenue of $516,000 should not be

removed as proposed by UNSG. RUCO adjustment C-1 restores this amount of actual test

year revenue to the test year.

C-2

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

Depreciation & Property Taxes for CWIP/Post Test Year Plant

This adjustment is related to RUCO Adjustment B-1, which removed UNSG's request for

inclusion in rate base of CWIP/Post Test Year Plant. It removes $58,107 of Depreciation

Expense, $11,351 of O&M Expense related to depreciation on transportation equipment,

and $25,584 of Property Tax Expense related to the adjustment to remove UNSG's

request for CWIP/Post Test Year Plant in Service. In total, UNSG's expenses are reduced

by $95,042.

Q- How did you determine the recommended assessment rate for property taxes?
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1

2

3

4

5

6

This adjustment reflects the known statutory assessment ratio of 22 percent applicable for

2009, when rates in this case are expected to be effective. Section 42-15001 of the

Arizona State Legislature provides the current percentages for properly tax assessments.

The assessment rate schedule provides for decreasing the 25 percent rate applicable in

2005 by 0.5 for the year 2006 and 1.0 percent each year thereafter until a 20 percent rate is

attained in 2011. The Company's calculation also used a 22 percent assessment rate.

7

8

9

10

11

12

Incentive Compensation Expense

Please explain Staff Adjustment C-3.

This adjustment provides for the allocation of 50 percent of the test year expense for the

incentive compensation to shareholders. Test year expense for incentive compensation

expense proposed by UNSG is reduced by $140,484. Related payroll tax expense is

decreased by $12,027.13

14

15

16

17

18

19

20

Q- Please explain why a 50

incentive compensation program.

percent allocation to shareholders is appropriate for an

21

22

23

In general, incentive compensation programs can provide benefits to both shareholders

and ratepayers. The removal of 50% of the incentive compensation expense, in essence,

provides an equal sharing of such cost, and therefore provides an appropriate balance

between the benefits attained by both shareholders and ratepayers. Both shareholders and

ratepayers stand to benefit from the achievement of performance goals, however, there is

no assurance that the award levels included in the Company's proposed expense for the

test year will be repeated in future years.

24

25

A.

A.

A.

Q- Please briefly discuss the key provisions of the incentive compensation program.
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1

2

3

4

5

6

7

8

9

10

The Company's response to Staff data request TF 6.64 states UNS Gas non-union

employees participate in UniSource Energy Corporation's ("UniSource") Performance

Enhancement Plan ("PEP"). The structure of the PEP determines eligibility for certain

bonus levels by measuring UniSource's performance in three areas: (1) financial

performance, (2) operational cost containment, and (3) core business and customer service

goals. Levels of achievement in each area are assigned percentage-based "scores." Those

scores are combined to calculate the final payout level. The amount made available for

bonuses pursuant to the PEP may range from 15 to 150 percent of the targeted payout

level. The financial performance and operational cost contaimnent components each

make up 30 percent of the bonus structure, while the core business and customer service

goals account for die remaining 40 percent.11

12

13 As explained in the Company's response to Staff data request TF 6.64:

14
15
16
17
18
19
20
21

The scores from each goal are totaled and then multiplied by the targeted bonus of
each employee to determine the total available dollars to be paid out. Targeted
bonus percentages, as a percent of base salary, range from 3% to 14% for regular
unclassified employees, and 25% to 80% for Managers and Officers. Bonus
percentages, as a percent of base salary, are used in the calculation of total
available dollars, and actual awards may vary at management's discretion, based on
individual employee contribution. If a payout is achieved, employee PEP bonuses
will be distributed near the end of the first quarter the following year.

22

23

24

Q-

25

Does UNSG recognize that its proposed treatment of incentive compensation expense

in the current case represents a conscious deviation from principles and policies

established in prior Commission Orders?

26 A. Yes. Data request TF 6.103 asked:

27

28
29

Are there any aspects of the Colnpany's accounting adjustments and revenue
requirement claim which represents a conscious deviation from the principles and

A.

9 See Attachment RCS-5.
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1
2
3
4
5
6
7

policies established in prior Commission Orders? If so, identify each area of
deviation, and for each deviation explain the Company's perception of the principle
established in the prior Commission orders, how the Company's proposed
treatment in this rate case deviates from the principles established in the prior
Commission orders, and the dollar impact resulting from such deviation. Show
which accounts are affected and the dollar impact on each account for each such
deviation.

8

9

10

11

UNSG's response to this data request states in part that: "In the prior Commission

decision, 50% of the incentive compensation expense was excluded from revenue

requirements. UNS Gas is requesting iilll recovery of the normal and recuning level of

incentive compensation expense."

12

13 Q-

14

15

16

17

What reasoning does UNSG give for its request to recover 100% of its incentive

compensation expense despite prior Commission Orders?

In his Direct Testimony at page 21, Company witness Dukes stated that the Company's

incentive compensation program is designed to award non-union employees for their

contributions to the company.

18

19 Q-

20

21 A.

22

23

24

25

26

27

What criteria has the Commission found important in deciding issues concerning

utility incentive compensation in recent cases?

The criteria the Commission has found important in deciding this issue in recent cases are

described in various orders which have addressed the treatment of utility incentive

compensation expense for ratemaking purposes. In Decision No. 68487 (February 23,

2006), the Commission adopted Staff's recommendation for an equal sharing of costs

associated with the Southwest Gas Corporation's ("SWG") Management Incentive Plan

("MIP") expense. For example, in reaching its conclusion regarding SWG's MIP, the

Commission stated in part on page 18 of Order 68487 that:

28

29
30

A.

We believe that Staffs recommendation for an equal sharing of the costs
associated with MIP compensation provides an appropriate balance between the
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1
2

3
4

5
6

benefits attained by both shareholders and ratepayers. Although achievement of
the performance goals in the MIP, and the benefits attendant thereto, cannot be
precisely quantified there is little doubt that both shareholders and ratepayers
derive some benefit from incentive goals. Therefore, the costs of the program
should be borne by both groups and we find Staffs equal sharing recommendations
to be a reasonable resolution.

Mr. Dukes has not refuted the fact that both shareholders and ratepayers derive some

benefit from incentive goals.

7

8

9

1 0 Q, Do UNSG's shareholders and customers both benefit from the achievement of

11

12

13

14

A.

incentive compensation program?

Yes. Shareholders benefit from the achievement of financial goals. Additionally,

shareholders benefit from the achievement of expense reduction and expense containment

goals between rate cases. Shareholders and ratepayers can both benefit from the

achievement of customer service goals.15

16

17

18

19

Q-

20

21

A.

How does the amount of UNSG's incentive compensation expense in the current case

compare with the amount from UNSG's prior rate case?

The following table summarizes UNSG's incentive compensation (PEP) expense in the

current case, the prior case (Docket No. G-04204A-06-0463), and the amount which was

ultimately allowed in Decision 7001 l :



Line

No. Description Amount Source

l Incentive compensation (PEP) included in current case $ 280,968 Schedule C-3

2

Incentive compensation (PEP) expense requested in
Docket No. G-04204A-06-0463 126,859$

Staff Witness Smith,
Sch. c-6

3 Increase $ 154,109 Ll -L2
4 Percent Increase 121.48% L3/L2

5 Amount Allowed in Decision No. 70011 $ 63,430 Decision 70011
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1

2

3

4

5

6

7

8

9

1 0

As  s h o w n  i n  t h e  a b o v e  t a b l e ,  t h e  C o m p a n y ' s  i n c e n t i v e  c o m p e n s a t i o n  e x p e n s e  i s

significantly higher in the current rate case than it was in the prior UNSG rate case.

Q -

11

1 2

1 3

1 4

A .

15

16

Have  the  f ac ts  changed  mate r i a l l y  s i nce  the  l a s t  UNS Gas  ra te  c ase  tha t  a  d i f f e rent

resu l t  concerning the  shar ing of  incentive  compensation expense  should occur?

No, I don't bel ieve so. The rationale for the 50 percent al location to shareholders of this

expense  in the  current  c ase  appears  to be  consi s tent  wi th the  Commiss ion's  f ind ings

concerning  SWG's MIP in Dec i s ion No.  68487 ,  and f indings about UNSG's incent ive

compensat ion expense  in Dec is ion No. 70011 .  In Dec is ion No. 70011 (November 27 ,

2007), in the last UNS Gas rate case, Docket No. G-04204-06-0463 et al , the Commission

stated in part on page 27 that:1 7

18
1 9
2 0
2 1

We be l ieve  that Staf f s recommendation prov ides a  reasonable  balanc ing of  the
interests between ratepayers and shareholders by requiring each group to bear half
the cost of the incentive program.

22

23 Q . Did UNSG appeal Decision No. 70011?

2 4 No.

25

2 6 Q . Was an equal sharing of  incentive compensation expense ordered in other recent

2 7

A.

Commission decisions in rate cases involving Arizona uti l i ties?
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1 A. Yes. In Decision No. 70360 (May 27, 2008), in the recent UNS Electric, Inc. rate case,

2 Docket No. E-04204A-06-0783, the Commission stated at page 21 that:

3
4

5
6
7
8

9
10

Consistent with our finding in the UNS Gas rate case (Decision No.
70011, at 26-27), we believe that Staff's recommendation provides a
reasonable balancing of the interests between ratepayers and shareholders
by requiring each group to bear half the cost of the incentive
program...Given that the arguments raised in the UNS Gas case are
virtually identical to those presented in this case, we see no reason to
deviate from that recent decision.

11 Finally, in Decision No. 70665 (December 24, 2008), in the most recent Southwest Gas

12 Company rate case, Docket No. G-01551A-07-0504, the Commission stated at page 16

13 that:

In the last Soudiwest Gas rate case, as well as several subsequent cases,3
we disallowed 50 percent of management incentive compensation on the
basis that such programs provide approximately equal benefits to
shareholders and ratepayers because the performance goals relate to
financial perfonnance and cost containment goals as well as customer
service elements. (Decision No. 68487 at 18.) In that Decision, we
stated:

In Decision No. 64172, the Commission adopted Staff's
recommendation regarding MIP expenses based on Staflf"s claim
that two of the five performance goals were tied to return on
equity and thus primarily benefited shareholders. We believe that
Staff's recommendation for an equal sharing of the costs
associated with MIP compensation provides an appropriate
balance between the benefits attained by both shareholders and
ratepayers. Although achievement of the performance goals in
the MIP, and the benefits attendant thereto, cannot be precisely
quantified there is little doubt that both shareholders and
ratepayers derive some benefit from incentive goals. Therefore,
the costs of the program should be borne by both groups and we
find Staffs equal sharing recommendation to be a reasonable
resolution.

14
15
16
17
18

19
20

21
22
23
24
25
26
27

28
29
30

31
32

33
34

35

36
37
38

39
40

(Id.) We believe the same rationale exists in this case to adopt the position
advocated by Staff and RUCO to disallow 50 percent of the Company's
proposed MIP costs.4
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1
2
3
4
5
6
7
8
9

See UNS Gas, Inc., Decision No. 70011 (November 27, 2007) at 27; Arizona Public
Service Co., Decision No. 69663 (June 28, 2007) at 27, and UNS Electn'c, Inc., Decision
No. 70360 (May 27, 2008) at 21 .
sOn the same basis, we will also disallow 100 percent of the Southwest Gas stock
incentive plan ("S1P"). The costs related to similar incentive plans were recently rejected
for APS and UNS Electn'c. (See Ex. S-12 at 32-34.) As was noted in the APS case,
stock performance incentive goals have the potential to negatively affect customer
service, and ratepayers should not be required to pay executive compensation that is
based on the performance of the Company's stock price. (Decision No. 69663 at 36.)

10

11 Q-

12

13

Should the 50/50 ratepayer/shareholder sharing that the Commission applied to

utility incentive compensation in UNSG's last rate case be modified to a 100 percent

ratepayer responsibility for such cost based on the analysis presented by Mr. Dukes?

14 No. The 50/50 sharing of UNSG's incentive compensation program cost ordered by the

15 Commission in Decision No. 70011 should continue to apply in the current UNSG rate

16 case.

17

18 Q- Please summarize your recommendation concerning UNSG's incentive compensation

19 expense.

20

21

22

I recommend continuing the 50 percent allocation for UNSG's incentive compensation

expense to shareholders ordered by the Commission in Decision No. 7001 l. This results

in a reduction to test year expense of $140,484.

23

24 C-4

25 Q-

Stock-Based Compensation Expense

What amounts of stock-based compensation expense has UNSG included in the test

26

27

28

year?

UNSG's response to data request RUCO 1.46 identifies $266,399 of stock-based

compensation expense in the test year.

29

30 Q-

31

A.

A.

A.

For what types of stock-based compensation has UNSG included an expense in the

test year?
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1 A.

2

UNSG has included an expense in the test year for the following types of stock-based

compensation:

3

4

5

6

Stock Option Expense

Dividend Equivalents on Stock Units

Performance Stock Award

Dividend Equivalent on Stock Options

Directors Stock Awards7

8

9 As described in the Company's response to TF 6.92 and UniSource Energy's March 22,

10 2009 Proxy Report, the UNSG's parent company, UniSource Energy offers the following

11 types of stock-based compensation:

12

13 Stock options

14 Stock options are offered as part of as part of UniSource Energy's long-term incentive

15 program for officers. Options have an exercise price equal to the fair market value on the

16 date of grant and a maximum term of ten years. The options vest at one-third increments

17 beginning on the first anniversary of grant date.10

18

19 Performance share awards

20 Performance share awards reward achievement of financial performance objectives and/or

21 shareholder value objectives. Performance share awards are paid in shares of UniSource

22 Energy stock under a three year cycle. Performance goals are based on compound annual

23 shareholder return. No dividends are paid on performance shares until earned and vested.

10 Also see, e.g., UNSG's responses to Staff data request TF 6.92.
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1

2 Directors stock awards

3 Non-employee directors receive an annual award in restricted stock units as follows:

4

5
6
7

8

9
10

11
12

13
14
15

Directors serving on the date of the Annual Shareholders' meeting receive a grant on
the date of that meeting. Any person who first becomes a director after the Annual
Shareholders' meeting receives a grant on a date approved by the Compensation
Committee. All restricted stock unit grants to directors vest at the earlier of the next
annual meeting following grant date or the first anniversary of grant.
The actual number of restricted stock units granted is calculated by dividing $45,000
by the closing price of our common stock on the date of grant.
Vested stock unit grants must be deferred and distributed in January of the year
following the year during which a director ceases to serve as a member of our Board.
Deferred stock units accrue dividend equivalents during the deferral period. Deferral
stock units are distributed in shares of Company stock.

16 Dividend equivalent on stock units and stock options

17 Under the Director's Deferred Compensation Plan ("DCP"), certain eligible officers and

18 other employees selected for participation, and non-employee members of the Board, may

19 elect to defer a percentage of the compensation of fees that would otherwise become

20 payable to the individual for his services. Each participant in the DCP may elect that his

21 deferrals be credited in the form of additional deferred shares instead of cash. Deferred

22 shares accrue dividend equivalents, credited in the form of additional deferred shares, as

23 dividends are paid by UniSource Energy on its issued and outstanding common stock.

24 Each participant elects the time and manner of payment (lump sum or installments) of his

25 deferred shares under the DCP.

26

27

28

Q~ Did the Commission recently disallow another utility's stock based compensation in a

recent decision?
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1 Yes. In Decision No. 69663, from a recent APS rate case, the Commission adopted a

2

3

Staff recommendation in that case where cash-based incentive compensation expense was

allowed and stock-based compensation was disallowed. Additionally, page 36 of Decision

4 69663 indicates that the Commission rejected

5

No. an argument by APS that the

Commission not look at how compensation is determined or its individual components:

"APS argues that the issue is whether APS compensation, including
incentives, is reasonable. APS does not believe that the Commission should look
at how that compensation is determined or its individual components, but rather
should just look at the total compensation. The Company argues that the interests
of investors and consumers are not in fundamental conflict over the issue of
financial performance, because both want the Company to be able to attract needed
capital at a reasonable cost."

6

7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

"We agree with Staff that APS' stock-based incentive compensation
expense should not be included in the cost of service used to set rates. Contrary to
APS' argument that we should not look at how compensation is determined, we do
not believe rates paid by ratepayers should include costs of a program where an
employee has an incentive to perform in a manner that could negatively affect the
Company's provision of safe, reliable utility service at a reasonable rate. As
testified to by Staff witness Dittmer and set out in Staff's Initial brief, "[e]nhanced
earnings levels can sometimes be achieved by short-term management decisions
that may not encourage the development of safe and reliable utility service at the
lowest long-term cost. For example, some maintenance can be temporarily
deferred, thereby boosting earnings. But delaying maintenance can lead to
safety concerns or higher subsequent 'catch-up' costs." [cite omitted] To the
extent that Pinnacle West shareholders wish to compensate APS management for
its enhanced earnings, they may do so, but it is not appropriate for the utility's
ratepayers to provide such incentive and compensation."

31

32

Thus, in Decision No. 69663, the Commission made an adjustment to disallow a portion

of that utility's incentive compensation expense, specifically the stock-based

33 compensation.

34

35 Q- Was stock-based compensation expense also disallowed in the Commission's recent

36

A.

decision in the rate case involving UNS Electric, Inc.?
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1

2

Yes, it was. In Decision No. 70360 at page 22, the Commission, in referencing a similar

decision regarding Southwest Gas Corporation as well as APS' last rate case stated:

3

4
5
6
7
8

"For these same reasons, we agree with Staff that test year expenses should
be reduced to remove stock-based compensation to officers and
employees...The disallowance of stock-based compensation is consistent
with the most recent rate case for Arizona Public Service Company
(Decision No. 69663)."

9

10 Q- Please discuss the reasons for removing stock-based compensation.

11 Ratepayers should not be required to pay executive compensation that is based on the

12 performance of the Company's (or its parent company's) stock price. Additionally, prior

13 to being required to expense stock options for financial reporting purposes under

14 Statement of Financial Accounting Standards No. 123 Revised (SFAS 123R), the cost of

15 stock options was typically treated as a dilution of shareholders' investments, i.e., it was a

16 cost borne by shareholders. While SFAS 123R now requires stock option cost to be

17 expensed on a company's financial statements, this does not provide a reason for shifting

18 the cost responsibility for stock options from shareholders to utility ratepayers.

19

20

21

Q- Please explain RUCO Adjustment C-4.

22

23

24

As shown on Schedule C-4, this adjustment decreases test year expense by $266,399 to

reflect the removal of UNSG's stock option compensation expense that is allocated to

Arizona operations. The expense of providing stock options and other stock-based

compensation to officers, employees and directors beyond their other compensation

should be borne by shareholders and not by ratepayers .25

26

27

A.

A.

A.

C-5 Supplemental Executive Retirement Plan Expense
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1 Q. Please explain RUCO Adjustment C-5.

2

3

4

5

6

7

8

9

10

This adjustment removes 100% of the expense for the Supplemental Executive Retirement

Plan ("SERP"). The SERP provides supplemental retirement benefits for select

executives. Generally, SERPs are implemented for executives to provide retirement

benefits that exceed amounts limited in qualified plans by Internal Revenue Service

("IRS") limitations. Companies usually maintain that providing such supplemental

retirement benefits to executives is necessary in order to ensure attraction and retention of

qualified employees. Typically, SERPs provide for retirement benefits in excess of the

limits placed by IRS regulations on pension plan calculations for salaries in excess of

specified amounts. IRS restrictions can also limit the Company 401(k) contributions such

that the Company 401(k) contribution as a percent of salary may be smaller for a highly

paid executive than for other employees.

11

12

13

14 Q-

15

16

17

18

19

Has utility SERP expense been disallowed by the Commission in a series of recent

rate cases?

Yes. In Decision No. 68487, February 23, 2006, in a Southwest Gas Corporation rate

case, the Commission adopted a recommendation by RUCO to remove SERP expense. In

reaching its conclusion regarding SERP, the Commission stated on page 19 of Order

68487 that:

20

21

22
23

24
25

26
27

28
29

30

A.

A.

Although we rejected RUCO's arguments on this issue in the Company's last rate
proceeding, we believe that the record in this case supports a finding that the
provision of additional compensation to Southwest Gas' highest paid employees to
remedy a perceived deficiency in retirement benefits relative to the Company's
other employees is not a reasonable expense that should be recovered in rates.
Without the SERP, the Company's officers still enjoy the same retirement benefits
available to any other Southwest Gas employee and the attempt to make these
executives 'whole' in the sense of allowing a greater percentage of retirement
benefits does not meet the test of reasonableness. If the Company wishes to
provide additional retirement benefits above the level permitted by IRS regulations
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1

2

applicable to all other employees it may do so at the expense of its shareholders.
However, it is not reasonable to place this additional burden on ratepayers.

3

4 Q-

5

6

7

A.

Was SERP expense disallowed in the Comnlission's decision in the last rate case

involving UNS Gas, Inc?

Yes, it was. See Decision No. 70011 at pages 27-29. Notably, at page 28 of that Decision,

the Commission stated:

8

9
10
11
12
13
14
15
16
17
18

the issue is not whether UNS may provide compensation to select executives in
excess of the retirement limits allowed by the IRS, but whether ratepayers should
be saddled with costs of executive benefits that exceed the treatment allowed for
all odder employees. If the Company chooses to do so, shareholders rather than
ratepayers should be responsible for the retirement benefits afforded only to those
executives. We see no reason to depart from the rationale on this issue in the most
recent Southwest Gas rate case [See also Arizona Public Service Co., Decision No.
69663, at 27 (June 28, 2007), wherein SERP costs were excluded in their
entirety.], and we therefore adopt the recommendations of Staff and RUCO and
disallow the requested SERP costs.

19

20

21

22

Q. Was SERP expense also disallowed in the Commission's recent decisions in the rate

cases involving UNS Electric, Inc.?

Yes, it was. In the recent UNS Electric, Inc. rate case, in Decision No. 70360 at page 22,

referencing the above captioned quote, the Commission stated:23

24
25
26
27
28
29

We see no reason to depart from the rationale on this issue in the most
recent UNS Gas rate case, and we therefore adopt the recommendations
of Sta]fand RUCO and disallow the requested SERP costs.

The Commission's Decision No. 70665 (December 24, 2008) in the most recent

30 Southwest Gas rate case, Docket No. G-01551A-07-0504, stated as follows on pages 17-

31 18:

32
33
34

A.

We agree with Staff and RUCO that the SERP expenses sought by
Southwest Gas should once again be disallowed. We do not believe any
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material factual difference exists in this case that would require a result
that differs from the Company's prior case. In that case, we stated:

[W]e believe that the record in this case supports a finding that the
provision of additional compensation to Southwest Gas' highest
paid employees to remedy a perceived deficiency in retirement
benefits relative to the Company's other employees is not a
reasonable expense that should be recovered in rates. Without the
SERP, the Company's officers still enjoy the same retirement
benefits available to any other Southwest Gas employee and the
attempt to make these executives "whole" in the sense of allowing
a greater percentage of retirement benefits does not meet the test of
reasonableness. If the Company wishes to provide additional
retirement benefits above the level pennitted by IRS regulations
applicable to all other employees it may do so at the expense of its
shareholders. However, it is not reasonable to place this additional
burden on ratepayers.

(Decision No. 68487 at 19.)

In the recent UNS Gas, APS, and UNS Electric cases, we followed the
rationale cited above in disallowing SERP expenses. In Decision No.
70011, we indicated that SERP costs should not be recoverable and
indicated:

[T]he issue is not whether UNS may provide compensation to
select executives in excess of the retirement limits allowed by the
IRS, but whether ratepayers should be saddled with costs of
executive benefits that exceed the treatment allowed for all other
employees. If the Company chooses to do so, shareholders rather
than ratepayers should be responsible for the retirement benefits
afforded only to those executives. We see no reason to depart
from the rationale on this issue in the most recent Southwest Gas
rate case, and we therefore adopt the recommendations of Staff and
RUCO and disallow the requested SERP costs.

1
2

3
4

5
6

7
8
9

10

11
12
13
14

15
16
17
18
19

20
21
22

23
24
25
26

27
28
29
30

31
32

33
34
35
36

37
38

39
40
41

42

[Id. At 28, (footnote omitted).] For these reasons, we agree with the
recommendations of Staff and RUCO that the request for inclusion in rates
of SERP expenses should be denied. We therefore adopt the
recommendations ofStaff and RUCO on this issue.

43 Q, What adjustment related to UNSG's SERP expense do you recommend?
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1

2

recommend the adjustment to remove UNSG's expense for the SERP, which is shown on

Schedule C-5 and reduces O&M expense by $101,021 .

3

4

5

6

American Gas Association Dues

Please explain RUCO's proposed adjustment for American Gas Association dues.

This adjustment is shown on Schedule C-6 and reduces test year expense by $18,678 to

reflect the removal of 40 percent of AGA dues.7

8

9

10

Q~ How does RUCO's proposed adjustment for AGA dues compare with UNSG's

proposedtreatment of such dues?

As noted above, I recommend the removal of 40 percent of AGA core dues, while

UNSG's filing reflected the removal of only 4 percent of the AGA dues.

11

12

13

14 Q-

15

16

17

18

19

A.

20

21

22

What information did UNS Gas provide concerning the specific benefits of AGA

activities to the Company and Arizona ratepayers?

UNSG witness Gary A. Smith addresses AGA benefits at pages 9-14 of his direct

testimony. The AGA does provide some benefit to the utilities that comprise its

membership, however, this does not negate the fact that a significant portion of AGA

expenditures are related to programs which should be disallowed for ratemaking purposes.

I have attached to my testimony a listing and description of the AGA's functions as listed

in the March 2005 Annual Audit report to the National Association of Regulatory Utility

Commissioners (NARUC), and have identified the percentage of AGA activities related to

each function.23

24

A.

A.

A.
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1 Q-

2

3

4 A.

5

6

Does the information provided by UNSG show that 96 percent (100 percent minus

the Company's 4 percent disallowance) of AGA dues-funded activities are beneficial

to the Company and/or to its Arizona ratepayers?

No. UNS Gas has demonstrated that there is some benefit of AGA membership to the

Company and to Arizona ratepayers from some of the AGA's functions. However, the

Company has failed to demonstrate that ratepayers should fund activities conducted

through an industry organization that would be subject to disallowance if conducted

directly by the utility. The Company has failed to demonstrate that a disallowance of

AGA dues of only 4 percent is adequate. As I will discuss below, other states have used a

significantly higher disallowance percentage for gas utility AGA dues than UNSG is

proposing here.

7

8

9

10

11

12

13

14

Q.

15

16

17

18

19

A.

20

To your knowledge what percentage disallowance for utility AGA dues has been used

in other recent utility rate cases?

In the last UNS Gas rate case, as described on pages 32-33 of Decision No. 70011, UNS

Gas had initially included $41,854 for AGA dues, and RUCO witness Moore

recommended a partial disallowance of $1,523, based on an AGA/NARUC Oversight

Committee Report indicating that 1.54 percent of AGA dues were for marketing and 2. 10

percent of dues were for lobbying activities. UNS Gas agreed with that adjustment, and it

was ultimately adopted by the Commission. At pages 33-34 of Decision No. 70011,

however, the Commission also stated that:21

22

23
24
25
26
27
28
29
30

Mr. Smith raises a valid point regarding the nature of AGA dues and whether a
higher percentage of such dues should be disallowed as related to activities that are
not necessary for the provision of services to UNS customers. However, we
believe it is reasonable, in this case, to allow $40,311 ($41,854 - $l,523), in
accordance with RUCO's recommendation. As we indicated in the Southwest Gas
Order, however, we expect UNS in its next rate case to provide more detailed
support for the allowance of AGA dues and how the AGA's activities benefit the
Company's customers aside from marketing and lobbying efforts.
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

Since my testimony in the last UNS Gas rate case, I have become aware of AGA dues

disallowances made in gas utility rate cases in Michigan and California. In California, it

appears that a disallowance of 25 percent of Pacific Gas and Electric Company's AGA

dues was made by the Company itself in its filing in Application 05-12-002 (filed 12/2/05)

as related to lobbying in the broader sense. In a more recent California rate case,

Application No. 06-12-009, involving San Diego Gas and Electric, that utility appears to

have proposed a 2 percent AGA dues disallowance for lobbying in the narrowest sense,

the Division of Ratepayer Advocates ("DRA") proposed that the entire cost of SDG&E's

AGA dues be excluded, and UCAN supported either the full disallowance or a 25 percent

disallowance based on the result from the PG&E rate case and their review of AGA

activities information. 11

In a Michigan case involv ing Consumers Energy Company's gas util ity

operationslz, that utility conceded to a PSC Staff adjustment to disallow 16.17 percent of

the AGA dues. As described in the testimony of MPSC Staff witness Wanda Clavon

]0I'1€S13I15

16

17
18
19
20
21
22
23

Staff adjusted dues to eliminate activities that would not be allowed if the
Company took on those activities for themselves. These activities include Public
Affairs (15.43%) and Media Communication-Promotion (0.74%). Staff obtained
the information necessary to make this adjustment from the Audit Report on
Expenditures of the American Gas Association issued June 2001. The total
disallowance is 16.17%, or $60,780. This disallowance is consistent with the last
rate cases of Consumers, MichCon and MGU.

24 Q- How did you determine the percent disallowance for AGA dues?

25

26

This was based upon a review of information in the two most recent National Association

of Utility Regulatory Commissioners (NARUC) sponsored Audit Reports of the

A.

11 A final order has apparently not been issued yet in the SDG&E rate case, and the parties are apparently worldng on
a settlement.
12 Michigan plc Case No. U-13000.
13 Filed 12/14/2001, at page 6
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1

2

3

4

5

6

Expenditures of the American Gas Association, as well as die components by function of

the AGA's 2007 and 2008 budgets. I also relied upon a Florida PSC Staff memorandum,

discussed in more detail below, which contained a 40 percent AGA dues disallowance.

Copies of relevant pages from the NARUC-sponsored audit reports are provided in

Attachment RCS-4. AGA 2007 and 2008 budget information, by component, is

summarized on Schedule C-6, page 2.

Q-

7

8

9

10

A.

11

12

13

14

15

16

17

18

19

20

What is the purpose of the NARUC-sponsored audits of AGA expenditures?

The purpose of the NARUC-sponsored audits of AGA expenditures is to provide

regulatory commissions with information that is useiiil in helping them decide which, if

any, of the costs of the association should be approved for inclusion in utility rates. As

stated in the June 2001 memo to the Chairs and Chief Accountants of the State Regulatory

Commissions included with the NARUC-sponsored audit of 1999 AGA expenditures:

"Often, state commissioners review the costs of the association charged or allocated to the

utilities in their jurisdiction in accordance with the policies of their commission for

treatment of costs directly incurred by the state's utilities for similar activities." The

NARUC-sponsored audit categorizes the AGA expenditures and, as stated in the

aforementioned memo, "these expense categories may be viewed by some State

commissions as potential vehicles for charging ratepayers with such costs as lobbying,

advocacy or promotional activities which may not be to their benefit."

21

22 Q.

23

Have other regulatory commissions required similar adjustments to utility-incurred

AGA dues, based on the results of the NARUC-sponsored audits?

24

25

26

A. Yes. As an example, I have included in Attachment RCS-4, an excerpt fifom a Florida

Public Service Commission Staff Memorandum (dated 12/23/03) in a City Gas Company

rate case addressing this issue. As stated in that document:
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1

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

In City Gas's last rate case, In re: Request for rate increase by City Gas Company
of Florida, Docket No. 000768~GU, Order No. PSC-01-0316-PAA-GU, issued
February 5, 2001, the Company removed $4,045 for AGA dues for lobbying. The
Commission removed an additional combined amount of $4,970 for memberships,
dues and contributions. In re: Application for a rate increase by City Gas
Company of Florida, Docket No. 940276-GU, Order No. PSC-94-0957-FOF~GU,
issued August 9, 1994, for interim purposes, the Commission disallowed 40% of
AGA dues. This order stated that the percentage was based on the 1993 National
Association of Regulatory Commission's CNARUC) Audit Report on the
Expenditures of the American Gas Association (Audit Report). Order No. PSC-
94-0957-FOF-GU further stated that this reduction was consistent with
adjustments made in rate cases involving other gas companies. In the final order in
Docket No. 940276-GU, Order No. PSC-94-1570-FOF-GU, issued December 19,
1994, the Commission removed 40.48% of AGA dues "which were related to
lobbying and advertising that did not meet the criteria of being informational or
educational in nature." In re: Request for rate increase by Florida Division of
Chesapeake Utilities Corporation, Docket No. 000108-GU, Order No. PSC-00-
2263-FOF-GU, issued November 28, 2000, the Commission removed 45.10% of
AGA dues.

21
22
23
24
25
26
27
28
29

The latest NARUC Audit Report on AGA expenditures that Staff was able to
locate is dated June, 2001, for the twelve-month period ended December 31, 1999.
By a review of the Summary of Expenses, it appears that 41.65% of 1999 AGA
expenditures are for lobbying and advertising. Staff has not been able to locate a
more recent NARUC Audit Report of the AGA expenditures. However, because
approximately 40% appears to have been consistent over a number of years, Staff
believes it is not unreasonable to assume that 40% is representative of 2003 and
2004 expenditures and recommends that 40% of AGA dues be disallowed in this
proceeding.

30
31
32
33
34
35
36
37

From information supplied by the Company, AGA dues were $39,277 in 2003.
According to recommendations in Issue 44 and 45, Account 921 should be trended
on inflation only at 2.0% for 2004. On that basis the 2004 amount is $40,063
($39,277 x 1.02). Disallowing 40% would result in disallowing $16,025 for 2004.
The Company's $2,847 adjustment reduces Staffs adjustment to $13,178 ($16,025
- $2,847) for 2004. This position follows past Commission practice of placing
charitable contributions and advertising that is not informational or educational in
nature below the line.

38
39
40
41

Based on the above analysis, Account 921, Office Supplies and Expenses, should
be reduced by an additional $13,178 for AGA membership dues related to
charitable contributions and advertising that is not informational or educational in
nature.

42 The Company is in agreement with this adjustment.
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1

2 Q-

3

4

5

6

A.

7

8

Did the Commission also address the issue of the appropriate portion of AGA dues to

disallow for ratemaldng purposes in the most recent Southwest Gas Corporation rate

case?

Yes, it did. The Commission adopted a 40 percent disallowance of AGA dues in Decision

No. 70665,in the recent Southwest Gas rate case. In Docket No. G-01551A-07-0504, the

Commission adopted Staffs recommendation to disallow 40% of AGA dues. Decision

No. 70665, at page 12 stated that:

9

10
11
12

We find that Staffs recommended disallowance of 40 percent of AGA dues
represents a reasonable approximation of the amount for which ratepayers receive
no supportable benefit.

13

14 Q~ What amount of AGA membership dues expense have you removed from test year

15 expense?

As shown on Schedule C-6, I have removed 40 percent, or $18,678, from the $46,694 of

test year expense for AGA membership dues. This removes $16,762 more than UNSG's

proposed 4 percent removal which amounted to $1,915.

16

17

18

19

20

21

Outside Legal Expense

Please explain RUCO's adjustment to Outside Legal Expense.

22 A. This adjustment removes a portion of UNS Gas' significantproforma increase amount for

23 normalizing outside legal expense in the test year.

24

25 Q- What is the test year amount of Outside Legal Expense?

26 The Company's test year expense for Outside Legal Expense (other than rate cases) is

27

A.

A.

$83,555. The Company has made a proforma adjustment to increase Outside Legal
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1

2

Expense by $305,984 to normalize this expense in the test year, based on a three year

average of 2005 - 2007 expenses, which included large annual legal costs related to an El

3 Paso Natural Gas ("EPNG") pipeline case before the FERC.

4

5 Q. Describe UNS Gas' historical Outside Legal Expenses.

6 The Company spent $488,000, $439,000, and $242,000 in the years 2005, 2006, and 2007

7 on outside legal costs for matters other than ACC rate cases. A significant amount of

8 these fees in those years are related to the EPNG regulatory proceedings before the FERC,

9 which had settled. The Company's outside legal fees have steadily declined since its last

10

11

rate case. The Company also stated in its UES Results of Operations for Year End 2008 :

..* *-* Begin- Confidentiad* * *

12
13
14
15
16
17

14 * * *End Confidential* * *

Q. What amount of outside legal expense are you recommending?

18

19

I am recommending that a normalized amount of outside legal expense excluding the

EPNG legal costs be used. Because it appears that some level of EPNG FERC costs will

20 be ongoing, I have provided for an annual amount for EPNG FERC proceedings of

21 approximately $100,000 based on actual test year costs. As shown on Schedule C-'7,

ZN RUCO has reduced outside legal expense by $217,674.

23

24

25

Fleet Fuel Expense

Please explain adjustment C-8.

A.

A.

" TF-6.46 UnsG(057I>0799 |
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1 This adjustment reduces the Company's fleet fuel expense included in the test year. The

2 test year fleet fuel expense is based on unusually high fuel prices in effect during the test

3 year, in some months over $4.00 a gallon, the Country's record high point. The amount of

4 gallons purchased in the test year is the highest among historical yearly gallons purchased.

5 Schedule C-8 shows a historical comparison of gallons purchased by year. If one

6 calculates a monthly average of gallons for 2009 and annualized it for the rest of the 2009,

7 the annual amount of gallons yields an amount lower than the three year average. The

8 Company's response to RUCO data request 1.94 states the current price of gas as of May

9 6, 2009 is $2.09 per gallon. According to ArizonaGasPrices.com , the current price of gas

10 in Arizona is $2.278 per gallon as of May 29, 2009, but has recently been trending higher.

11 My adjustment to fleet feel expense calculates fleet fuel expense based a three year

12 average of gallons purchased multiplied by an the current price of gas as of May 29, 2009

13 of $2.278 per gallon. As shown on Schedule C-8, I have reduced fleet fuel expense by

14 $240,913. This adjustment will be updated if gas prices change significantly during the

15 course of this proceeding.

16

17

Rate Case Expense

What amount of rate case expense is the Company requesting recovery for in this

18 case?

19 A. UNS Gas is requesting recovery of $500,000 for current rate case expenses over three

20 years for an annual allowance of $166,667 per year. The Company also included

21 $100,000 of unamortized rate case expense from the prior rate case and proposed that also

22 be normalized over three years for an additional amount of $33,333, bringing the

23

A.

Company's request forproforma total rate case expense to $200,000 per year. The
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1 Company stated in response to Staff data request TF 6.68 that it did not remove

2 amortization of rate case expense related to the previous rate case that will be recovered

3 prior to new rates becoming effective and therefore, the Company's test year amount of

4 rate case expense included an additional $58,333. The response to TF 6.68 also states that

5 this amount would be removed resulting in a reduction of test year rate case expense of

6 $58,333.

7

8 Q. Do you agree with the Company's proposed amount of rate case expense for this

9 case?

10 No. Even with the Company's proposed correction, the total amount of rate case expense

11 is excessive and would represent an unreasonable burden on ratepayers. Additionally, the

12 amount included in rates for an allowance for rate case expense should be understood to

13 be a normalized amount, not an amortization.

14

15 Q. What total amount of rate case expense was allowed in the last UNSG rate case?

16 A. The allowance for rate case expense was based on a total amount of $300,000 for rate case

17 expenses in its prior rate case, Docket No. G-04204A-06-0463, normalized over a period

18 of three years.

19

20 Q- How does the current UNSG rate case compare with the last UNSG rate case?

21 The current UNS Gas rate case is similar to and presents many of the same

22 issues and adjustments to rate base and operating expenses (i.e., CWIP, property taxes,

23

A.

A.

incentive compensation, etc.), if not less, than those that were addressed by the
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1 Commission in the Company's last rate case. For example, in the prior rate case, it was the

2 Colnpany's first case under its new ownership. The Company also conducted a

3 depreciation study supporting new depreciation rates in the prior case. UNS Gas is not

4 proposing to revise its depreciation rates in this case.

5

6 Q- What do you recommend for the allowance for rate case expense for UNS Gas in this

7 proceeding?

8 A. I recommend an annual allowance of $100,000, based on nonnalizing a total amount of

9 $300,000 over a three-year period. The $500,000 for current rate case cost requested by

10 UNS Gas is nearly double (i.e., is almost 81 percent higher) the amount of rate case

11 expense requested and allowed by the Commission in the Southwest Gas' last rate case,

12 Docket No. G-01551A-07-0504, which was $276,000 in total and was normalized over a

13 three-year period, to produce an annual allowance of $92,000 per year. The rate case

14 expense allowance in the last UNS Gas case was $100,000, based on normalizing a total

15 amount of $300,000 over three years. Additionally, the rate case allowance in the last

16 UNS Electric rate case was $100,000, based on normalizing a total amount of $300,000

17 over three years. The current UNS Gas rate case has similarities to the last UNS Gas and

18 UNS Electric rate cases in terms of both the scope of issues in the cases, and the majority

19 of each application being sponsored by in-house or affiliated company staff

20

21 Q- Please summarize your recommended adjustment.



Direct Testimony of Ralph C. Smith
Docket No. G-04204A-08-0571
Page 53

1 A. I recommend an annual allowance of $100,000 per year, based on a total of $300,000

2 normalized over three years. Schedule C-9 reduces the Company's proposed annual

3 allowance for current rate case costs by $100,000.

4

5 I also recommend that the amount recorded by UNS Gas in the test year of $58,333 for

6 prior rate case expense be removed. The Company's response to Staff data request TF

7 6.68 indicates this adjustment is needed to correct an error in UNS Gas' filing.

8

9 As shown on Schedule C-9, my total adjustment allows for a $100,000 per year

10 normalized rate case expense, and reduces the rate case expense in UNSG's filing by

11 $158,333.

12

13

14

15

16

17

18

19

20

21

C-10 Interest Synchronization

Q. Please explain your interest synchronization adjustment.

A. The interest synchronization adjustment applies the weighted cost of debt to the

calculation of test year income tax expense. After adjustments, my proposed rate base

differs from that of the Company. This results in an adjustment to the amount of

synchronized interest included in the tax calculation. The calculation of the interest

synchronization adjustment is shown on Schedule C-10. This adjustment increases

income tax expense by $30,215 - the amount shown on Schedule C-l0 and decreases the

Company' achieved operating income by a similar amount.

22

23

24

C-11

Q .

Properly Tax Expense
Please explain RUCO Adjustment C-11.
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1 A. This adjustment reflects the most current average known property tax rate for the 2008 tax

2 year.

3

4 Q- How did you determine the most current average known property tax rate for the

5 2008 tax year?

6 The Company's response to RUCO 1.90 indicates the most current average known

7 property tax rate for the 2008 tax year is 7.6127 percent as opposed to the 8. 1359 percent

8 used by the Company in calculating test year property tax expense.

9

10 Q- How did you determine the recommended assessment rate?

11 As previously stated, Section 42-15001 of the Arizona State Legislature provides the

12 current percentages for assessed valuation of class one property for the years 2005 through

13 2010. The new assessment rate schedule provides for decreasing the 25 percent rate

14 applicable in 2005 by 0.5 for the year 2006 and 1.0 percent each year thereaiier until a 20

15 percent rate is attained in 2011 .

16

17 The assessment rate for 2008 was 23 percent. The Company's calculation used the 22

18 percent assessment rate for 2009. Since the Commission approved rates are expected to

19 become effective no later December 1, 2009, and the Company's anticipated rate case

20 interval is three years, as evidenced by the Company's and RUCO's proposed

21 normalization period for rate case expense, the property tax rate that will be effect for

22 2009 should be used. In terms of determining the recommended assessment rate, I also

23

A.

A.

considered how my recommendation in the current UNS Gas rate case compares with
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1 property tax rates approved in recent Arizona gas rate cases. This comparison is

2 summarized in the following table:

3

4
5

6 In the 2004 SWG rate case, it appears that the utility, Staff and RUCO all ultimately

7 agreed on the appropriateness of using a 24.5 percent assessment rate effective for 2006 in

8 conjunction with the test year in that case ending August 31 , 2004. In the last UNS Gas

9 rate case an assessment rate of 24 percent for 2007 was used for rates that became

10 effective in mid-2007. In the most recent Southwest Gas rate case, an assessment rate of

11 23 percent was used effective for 2008 for rates that became effective on December 1,

12 2008. believe the appropriateness of using the known 22 percent assessment rate for

13 2009 in the current UNS Gas rate case is supported by the comparison in the above table.

14

15 Q- What is RUCO's recommended property tax expense adjustment?

16 A. As shown on Schedule C-11, Staffs recommended adjustment reduces UNS Gas'

17 proposed properly tax expense by $230,913.

18

19

20 Q-

C-12 2010 Pay Increase

Please explain your adjustment for a 2010 pay increase.
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2

3

4

5

6

This adjustment is shown on Schedule C-12, and reduces UNSG's proposed expense for

payroll by $225,740 and related payroll tax expense by $24,882 to remove a projected

2010 pay increase. The Company increased its end-of-test-year payroll for two rounds of

pay increases: a 3 percent increase in 2009 and another 3 percent increase projected for

2010. The 2010 pay increase is not known and measurable, and is too far removed from

the test year. Additionally, with the poor economy many companies are curtailing

budgeted pay increases. For all of these reasons, the 2010 pay increase projected by UNS

Gas should be removed from test year expense.

7

8

9

10 Q» Does this conclude your testimony?

11 A.

A.

Yes, it does.
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Attachment RCS-1
QUALIFICATIONS OF RALPH c. SMITH

Accomplishments
Mr. Smith's professional credentials include being a Certified Financial PlannerTm professional, a licensed
Certified Public Accountant and attorney. He iilnctions as project manager on consulting projects involving
utility regulation, regulatory policy and ratemaking and utility management. His involvement in public
utility regulation has included project management and in-depth analyses of numerous issues involving
telephone, electric, gas, mid water and sewer utilities.

Mr. Smith has performed work in the field of utility regulation on behalf of industry, public service
commission staffs, state attorney generals, municipalities, and consumer groups concerning regulatory
matters before regulatory agencies in Alabama, Alaska, Arizona, Arkansas, California, Connecticut, Florida,
Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi,
Missouri, New Jersey, New Mexico, New York, Nevada, North Dakota, Ohio, Pennsylvania, South Carolina,
South Dakota, Texas, Utah, Vermont, Virginia, Washington, Washington DC, West Virginia, Canada,
Federal Energy Regulatory Commission and various state and federal courts of law. He has presented expert
testimony in regulatory hearings on behalf of utility commission staffs and interveners on several occasions.

Project manager in Larkin & Associates' review, on behalf of the Georgia Commission Staff of the budget
and planning activities of Georgia Power Company, supervised 13 professionals, coordinated over 200
interviews with Company budget center managers and executives, organized and edited voluminous audit
report, presented testimony before the Commission. Functional areas covered included fossil plant O&M,
headquarters and district operations, internal audit, legal, affiliated transactions, and responsibility reporting.
All of our findings and recommendations were accepted by the Commission.

Key team member in the firm's management audit of the Anchorage Water and Wastewater Utility on behalf
of the Alaska Commission Staff, which assessed the effectiveness of the Utility's operations in several areas,
responsible for in-depth investigation and report writing inareas involving information systems, finance and
accounting, affiliated relationships and transactions, and use of outside contractors. Testified before the
Alaska Commission concerning certain areas of the audit report. AWWU concurred with each of Mr.
Smith's 40 plus recommendations for improvement.

Co-consultant in the analysis of the issues surrounding gas transportation performed for the law Et of
Cravats, Swain & Moore in conjunction with the case of Reynolds Metals Co. vs. the Columbia Gas
System, Inc., drafted in-depth report concerning the regulatory treatment at both state and federal levels of
issues such as flexible pricing and mandatory gas transportation.

Lead consultant and expert witness in the analysis of the rate increase request of the City of Austin - Electric
Utility on behalf of the residential consumers. Among the numerous ratemaking issues addressed was the
economies of the Utility's employment of outside services, provided both written and oral testimony
outlining recommendations and their bases. Most of Mr. Smith's recommendations were adopted by the City
Council and Utility in a settlement.

Key team member performing an analysis of the rate stabilization plan submitted by the Southern Bell
Telephone & Telegraph Company to the Florida PSC, performed comprehensive analysis of the Company's
projections and budgets which were used as the basis for establishing rates.

Lead consultant in analyzing Southwestern Bell Telephone separations in Missouri, sponsored the complex
technical analysis and calculations upon which the firln's testimony in that case was based. He has also
assisted in analyzing changes in depreciation methodology for setting telephone rates.
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Lead consultant in the review of gas cost recovery reconciliation applications of Michigan Gas Utilities
Company, Michigan Consolidated Gas Company, and Consumers Power Company. Drafted
recommendations regarding the appropriate rate of interest to be applied to any over or under collections and
the proper procedures and allocation methodology to be used to distribute any refunds to customer classes.

Lead consultant in the review of Consumers Power Company's gas cost recovery refund plan. Addressed
appropriate interest rate and compounding procedures and proper allocation methodology.

Project manager in the review of the request by Central Maine Power Company for an increase in rates. The
major area addressed was the propriety of the Company's ratemaking attrition adjustment in relation to its
corporate budgets and projections.

Project manager in an engagement designed to address the impacts of the Tax Reform Act of 1986 on gas
distribution utility operations of the Northern States Power Company. Analyzed the reduction in the
corporate tax rate, uncollectible reserve, ACRS, unbilled revenues, customer advances, CIAC, and timing of
TRA-related impacts associated with the Company's tax liability .

Project manager and expert witness in the determination of the impacts of the Tax Reform Act of 1986 on the
operations of Connecticut Natural Gas Company on behalf of the Connecticut Department of Public Utility
Control - Prosecutorial Division, Connecticut Attorney General, and Connecticut Department of Consumer
Counsel.

Lead Consultant for The Minnesota Department of Public Service ("DPS") to review the Minnesota Incentive
Plan ("Incentive Plan") proposal presented by Northwestern Bell Telephone Company ("NWB") doing
business as U S West Communications ("USWC"). Objective was to express an opinion as to whether
current rates addressed by the plan were appropriate from a Minnesota intrastate revenue requirements and
accounting perspective, and to assist in developing recommended modifications to NWB's proposed Plan.

Performed a variety of analytical and review tasks related to our work effort on this project. Obtained and
reviewed data and performed other procedures as necessary (1) to obtain an understanding of the Company's
Incentive Plan filing package as it relates to rate base, operating income, revenue requirements, and plan
operation, and (2) to formulate an opinion concerning the reasonableness of current rates and of amounts
included within the Company's Incentive Plan filing. These procedures included requesting and reviewing
extensive discovery, visiting the Company's offices to review data, issuing follow-up information requests in
many instances, telephone and on-site discussions with Company representatives, and frequent discussions
with counsel and DPS Staff assigned to the project.

Lead Consultant in the regulatory analysis of Jersey Central Power & Light Company for the Department of
the Public Advocate, Division oRate Counsel. Tasks performed included on-site review and audit of
Company, identification and analysis of specific issues, preparation Of data requests, testimony, and cross
examination questions. Testified in Hearings.

Assisted the NARUC Committee on Management Analysis with dratting the Consultant Standards for
Management Audits.

Presented training seminars covering public utility accounting, tax reform, ratemaking, affiliated transaction
auditing, rate case management, and regulatory policy in Maine, Georgia, Kentucky, and Pennsylvania.
Seminars were presented to commission staffs and consumer interest groups.

Previous Positions
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With Larkin, Chapski and Co., the predecessor timi to Larkin & Associates, was involved primarily in utility
regulatory consulting, and also in tax planning and tax research for businesses and individuals, tax return
preparation and review, and independent audit, review and preparation of financial statements.

Installed computerized accounting system for a realty management firm.

Educat ion

Bachelor of Science in Administration in Accounting, with distinction, University of Michigan, Dearborn,
1979.

Master of Science in Taxation, Walsh College, Michigan, 1981. Master's thesis dealt with investment tax
credit and property tax on various assets.

Juris Doctor, cum laude, Wayne State University Law School, Detroit, Michigan, 1986. Recipient of
American Jurisprudence Award for academic excellence.

Continuing education required to maintain CPA license and CFP® certificate.

Passed all parts of CPA examination in first sitting, 1979. Received CPA certificate in 1981 and Certified
Financial Planning certificate in 1983. Admitted to Michigan and Federal bars in 1986.

Michigan Bar Association.

American Bar Association, sections on public utility law and taxation.

Partial list of utility cases participated in:

79-228-EL-FAC
79-231-EL-FAC
79-535-EL-AIR
80-235-EL-FAC
80-240-EL-FAC
U- 1933 *
U-6794
81 -0035Tp
81 -0095TP
81 -308-EL-EFC
810136-EU
GR-81-342
Tr-81 -208
U-6949
8400
18328
18416
820100-EU
8624
8648
U-7236
U6633-R
U-6797-R
U-5510-R

Cincinnati Gas & Electric Company (Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
East Ohio Gas Company (Ohio PUC)
Ohio Edison Company (Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
Tucson Electric Power Company (Arizona Corp. Commission)
Michigan Consolidated Gas Co. --16 RefUnds (Michigan PSC)
Southern Bell Telephone Company (Florida PSC)
General Telephone Company of Florida (Florida PSC)
Dayton Power & Light Co.- Fuel Adjustment Clause (Ohio PUC)
Gulf Power Company (Florida PSC)
Northern States Power Co. -- E-002/Minnesota (Minnesota PUC)
Southwester Bell Telephone Company (Missouri PSC))
Detroit Edison Company (Michigan PSC)
East Kentucky Power Cooperative, Inc. (Kentucky PSC)
Alabama Gas Corporation (AlabamaPSC)
Alabama Power Company (Alabama PSC)
FloridaPower Corporation (Florida PSC)
Kentucky Utilities (Kentucky PSC)
East Kentucky Power Cooperative, Inc. (Kentucky PSC)
Detroit Edison - Burlington Northern Refund (Michigan PSC)
Detroit Edison - MRCS Program (Michigan PSC)
Consumers Power Company -MRCS Program (Michigan PSC)
Consumers Power Company - Energy conservation Finance
Program (Michigan PSC)



Page 4 of 10Attachment RCS-1, Qualifications of Ralph C. Smith

South Carolina Electric & Gas Company (South Carolina PSC)
Generic Working Capital Hearing (Michigan PSC)
Westcoast Transmission Co., (National Energy Board of Canada)
Southern Bell Telephone & Telegraph Co. (Florida PSC)

82-240E
7350
RH-I-83
820294-TP
82-165-EL-EFC
(Subfile A)
82-168-EL-EFC
830012-EU
U-7065
8738
ER-83-206
U-4758
8836
8839
83-07-15
81-0485-WS
U-7650
83-662
U-7650
U-6488-R
U-15684
7395 & U-7397
820013-WS
U-7660
83-1039
U-7802
83-1226
830465-EI
U-7777
U-7779
U-7480-R
U-7488-R
U-7484-R
U-7550-R
U-7477-R**
18978
R-842583
R-842740
850050-EI
16091
19297
76-l8788AA
&76-18793AA

Toledo Edison Company(Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
Tampa Electric Company (Florida PSC)
The Detroit Edison Company - Fermi Ii (Michigan PSC)
Columbia Gas of Kentucky, Inc. (Kentucky PSC)
Arkansas Power & Light Company (Missouri PSC)
The Detroit Edison Company -- Refunds (Michigan PSC)
Kentucky American Water Company (Kentucky PSC)
Western Kentucky Gas Company (Kentucky PSC)
Connecticut Light & Power Co. (Connecticut DPU)
Palm Coast Utility Corporation (Florida PSC)
Consumers Power Co. - Partial and Immediate (Michigan PSC)
Continental Telephone Company of California, (Nevada PSC)
Consumers Power Company - Final (Michigan PSC)
Detroit Edison Co., FAC & PIPAC Reconciliation (Michigan PSC)
Louisiana Power & Light Company (Louisiana PSC)
Campaign Ballot Proposals (Michigan PSC)
Seacoast Utilities (Florida PSC)
Detroit Edison Company (Michigan PSC)
CP National Corporation (Nevada PSC)
Michigan Gas Utilities Company (Michigan PSC)
Sierra Pacific Power Company (Nevada PSC)
Florida Power & Light Company (Florida PSC)
Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company (Michigan PSC)
Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company - Gas (Michigan PSC)
Michigan Gas Utilities Company (Michigan PSC)
Detroit Edison Company (Michigan PSC)
Indiana & Michigan Electric Company (Michigan PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)
Duquesne Light Company (Pennsylvania PUC)
Pennsylvania Power Company (Pennsylvania PUC)
Tampa Electric Company (Florida PSC)
Louisiana Power & Light Company (Louisiana PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)

Detroit Edison - Refund - Appeal of U-4807 (Ingham
County, Michigan Circuit Court)

85-53476AA
& 85-534785AA

U-8091/U-8239
TR-85-179**
85-212

Detroit Edison Refund - Appeal of U-4758
(Ingham County, Michigan Circuit Court)
Consumers Power Company - Gas Refunds (Michigan PSC)
United Telephone Company of Missouri (Missouri PSC)
Central Maine Power Company (Maine PSC)

ER-85646001
& ER-85647001
850782-EI & 850783-EI
R-860378
R-850267

New England Power Company (FERC)
Florida Power & Light Company (Florida PSC)
Duquesne Light Company (Pennsylvania PUC)
Pennsylvania Power Company (Pennsylvania PUC)
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851007-WU
& 840419-SU
G-002/GR-86- 160
7195 (Interim)
87-01 -03
87-01 -02

R-860378
3673-
29484
U-8924
Docket No. 1
Docket E-2, Sub 527
870853
880069**
U-1954-88-102
T E-1032-88-102
89-0033
U-89-2688-T
R-891364
F.c. 889
Case No. 88/546*

Florida Cities Water Company (Florida PSC)
Northern States Power Company (Minnesota PSC)
Gulf States Utilities Company (Texas PUC)
Connecticut Natural Gas Company (Connecticut PUC))
Southern New England Telephone Company
(Connecticut Department of Public Utility Control)
Duquesne Light Company Surrebuttal (Pennsylvania PUC)
Georgia Power Company (Georgia PSC)
Long Island Lighting Co. (New York Dept. of Public Service)
Consumers Power Company .-. Gas (Michigan PSC)
Austin Electric Utility (City of Austin, Texas)
Carolina Power & Light Company (North Carolina PUC)
Pennsylvania Gas and Water Company (Pennsylvania PUC)
Southern Bell Telephone Company (Florida PSC)
Citizens Utilities Rural Company, Inc. & Citizens Utilities
Company, Kingman Telephone Division (Arizona CC)
Illinois Bell Telephone Company (Illinois CC)
Puget Sound Power & Light Company (Washington UTC))
Philadelphia Electric Company (Pennsylvania PUC)
Potomac Electric Power Company (District of Columbia PSC)
Niagara Mohawk Power Corporation, et al Plaintiffs, v.
Gulf+Western, Inc. et al, defendants (Supreme Court County of

87-11628*

890319-EI
891345-EI
ER 8811 0912]
6531
R0901595
90-10
89-12-05
900329-WS
90-12-018
90-E-1185
R-911966
1.90-07~037, Phase 11

U-1551-90-322
U-1656-91-134
U-2013-91-133
91-174***

U-1551-89-102
& U-1551-89-103
Docket No. 6998

Onondaga, State of New York)
Duquesne Light Company, et al, plaintiffs, against Gulf+
Western, Inc. et al, defendants (Court of the Common Pleas of
Allegheny County, Pennsylvania Civil Division)
Florida Power & Light Company (Florida PSC)
Gulf Power Company (Florida PSC)
Jersey Central Power & Light Company (BPU)
Hawaiian Electric Company (Hawaii PUCs)
Equitable Gas Company (Pennsylvania Consumer Counsel)
Artesian Water Company (Delaware PSC)
Souther New England Telephone Company (Connecticut PUC)
Souther States Utilities, Inc. (Florida PSC)
Southern California Edison Company (California PUC)
Long Island Lighting Company (New York DPS)
Pennsylvania Gas & Water Company (Pennsylvania PUC)
(Investigation of OPEBs) Department of the Navy and all Other
Federal Executive Agencies (California PUC)
Southwest Gas Corporation (Arizona CC)
Sun City Water Company (Arizona RUCO)
Havasu Water Company (Arizona RUCO)
Central Maine Power Company (Department of the Navy and all
Other Federal Executive Agencies)
Southwest Gas Corporation -
Corporation Commission)
Hawaiian Electric Company (Hawaii PUC)

Rebuttal and PGA Audit (Arizona

TC-91~040A and
TC-9l~040B

9911030-WS &
911-67-WS
922180
7233 and 7243

Intrastate Access Charge Methodology, Pool and Rates
Local Exchange Carriers Association and South Dakota
Independent Telephone Coalition
General Development Utilities - Port Malabar and
West Coast Divisions (Florida PSC)
The Peoples Natural Gas Company (Pennsylvania PUC)
Hawaiian Nonpension Postretirement Benefits (Hawaiian PUC)
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R-00922314
& M-920313C006
R00922428
E-1032-92-083 &
U-1656-92-183

Metropolitan Edison Company (Pennsylvania PUC)
Pennsylvania American Water Company (Pennsylvania PUC)

92-09- 19
E- 1032-92-073
UE-92- 1262
92~345
R-932667
U-93-60**
U-93-50* *
U-93-64
7700
E-1032-93-111 &
U- 1032-93- 193
R-00932670
U- 1514-93- 169/
E- 1032-93-169
7766
93-2006- GA-AIR*
94-E-0334
94-0270
94-0097
pU-314-94-688
94- 12-005-Phase I
R-953297
95-03-01
95-0342
94-996-EL-AIR
95- 1000-E
Non-Docketed
Staff Investigation
E-1032-95-473
E- 1032-95 -433

GR496-285
94-10-45
A.96-08-001 et al.

96-324
96-08-070, et al.

97-05-12
R-00973953

97-65

Citizens Utilities Company, Agua Fria Water Division
(Arizona Corporation Commission)
Southern New England Telephone Company (Connecticut PUC)
Citizens Utilities Company (Electric Division), (Arizona CC)
Puget Sound Power and Light Company (Washington UTC))
Central Maine Power Company (Maine PUC)
Pennsylvania Gas & Water Company (Pennsylvania PUC)
Matanuska Telephone Association, Inc. (Alaska PUC)
Anchorage Telephone Utility (Alaska PUC)
PTI Communications (Alaska PUC)
Hawaiian Electric Company, Inc, (Hawaii PUC)
Citizens Utilities Company - Gas Division
(Arizona Corporation Commission
Pennsylvania American Water Company (Pennsylvania PUC)
Sale of AssetsCC&N from Contel of the West, Inc. to
Citizens Utilities Company (Arizona Corporation Commission)
Hawaiian Electric Company, Inc. (Hawaii PUC)
The East Ohio Gas Company (Ohio PUC)
Consolidated Edison Company (New York DPS)
Inter-State Water Company (Illinois Commerce Commission)
Citizens Utilities Company, Kauai Electric Division (Hawaii PUC)
Application for Transfer of Local Exchanges (North Dakota PSC)
Pacific Gas & Electric Company (California PUC)
UGI Utilities, Inc. - Gas Division (Pennsylvania PUC)
Southern New England Telephone Company (Connecticut PUC)
Consumer Illinois Water, Kankakee Water District (Illinois CC)
Ohio Power Company (Ohio PUC)
South Carolina Electric & Gas Company (South Carolina PSC)
Citizens Utiiity Company - Arizona Telephone Operations
(Arizona Corporation Commission)
Citizens Utility Co. - Northern Arizona Gas Division (Arizona CC)
Citizens Utility Co. - Arizona Electric Division (Arizona CC)
Collaborative Ratemaddng Process Columbia Gas of Pennsylvania
(Pennsylvania PUC)
Missouri Gas Energy (Missouri PSC)
Southern New England Telephone Company (Connecticut PUC)
California Utilities' Applications to Identify Sunk Costs ofNon-
Nuclear Generation Assets, & Transition Costs for Electric Utility
Restructuring, & Consolidated Proceedings (California PUC)
Bet] Atlantic - Delaware, Inc. (Delaware PSC)
Pacific Gas & Electric Co., Southern California Edison Co. and
San Diego Gas & Electric Company (California PUC)
Connecticut Light & Power (Connecticut PUC)
Application of PECO Energy Company for Approval of its
Restrucmring Plan Under Section 2806 of the Public Utility Code
(Pennsylvania PUC)
Application of Delmarva Power &Light Co. for Application of a
Cost Accounting Manual and a Code of Conduct (Delaware PSC)
Energy Gulf States, Inc. (Cities Steering Committee)
Southwestern Telephone Co. (Arizona Corporation Commission)
Delaware - Estimate Impact of Universal Services Issues
(Delaware PSC)

16705
E- 1072-97-067
Non-Docketed
Staff Investigation
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PU~314-97- 12
97-0351
97-8001

US West Communications, Inc. Cost Smdies (North Dakota PSC)
Consumer Illinois Water Company (Illinois CC)
Investigation of Issues to be Considered as a Result of Restructuring of Electric
industry (Nevada PSC)
Generic Docket to Consider Competition in the Provision
of Retail Electric Service (Arizona Corporation Commission)

98-05-006-Phase I San Diego Gas & Electric Co., Section 386 costs (California PUC)
9355-U. Georgia Power Company Rate Case (Georgia PUC)
97-l2~020 - Phase I Pacific Gas & Electric Company (California PUC)
U-98-56, U-98-60, Investigation of 1998 intrastate Access charge filings
U-98-65, U-98-67 (Alaska PUC)
(U-99-66, U-99-65, Investigation of 1999 Intrastate Access Charge filing
U-99-56, U-99-52) (Alaska PUC)
Phase ll of 97-SCCC-149-GIT

Southwester Bell Telephone Company Cost Studies (Kansas CC)
PU-314-97-465 US West Universal Service Cost Model (North Dakota PSC)
Non-docketed Assistance Bell Atlantic - Delaware, Inc., Review of New Telecomm.

U-0000-94-165

Contract Dispute

Non-docketed Project
Non-docketed
Project
E- 1032-95-417

T- 1051B-99-0497

T-01051B-99-0105
A00-07-043
T-01051B-99-0499
99-419/420
PU314-99-119

98-0252

00- 108
U-00-28
Non-Docketed

00-11-038
00-11-056
00-10-028

98-479

99-457

99-582

99-03-04

and Tariff Filings (Delaware PSC)
City of Zealand, M] - Water Contract with the City off-Iolland, MI
(Before an arbitration panel)
City of Danville, IL - Valuation of Water System (Danville, IL)
Village of University Park, IL - Valuation of Water and
Sewer System (Village of University Park, Illinois)
Citizens Utility Co., Maricopa Water/Wastewater Companies
et al. (Arizona Corporation Commission)
Proposed Merger of the Parent Corporation of Qwest
Communications Corporation, LCI Intemationad Telecom Corp.,
and US West Communications, Inc. (Arizona CC)
US West Communications, Inc. Rate Case (Arizona CC)
Pacific Gas & Electric - 2001 Attrition (California PUC)
US West/Quest Broadband Asset Transfer (Arizona CC)
US West, Inc. Toll and Access Rebalancing (North Dakota PSC)
US West, Inc. Residential Rate Increase and Cost Study Review
(North Dakota PSC
Ameritech - Illinois, Review of Alternative Regulation Plan
(Illinois CUB)
Delmarva Billing System Investigation (Delaware PSC)
Matanuska Telephone Association (Alaska PUC)
Management Audit and Market Power Mitigation Analysis of the
Merged Gas System Operation of Pacific Enterprises and Enova
Corporation (California PUC)
Southern California Edison (California PUC)
Pacific Gas & Electric (California PUC)
The Utility Reform Network for Modification of Resolution E-
3527 (California PUC)
Delmarva Power & Light Application for Approval of its Electric
and Fuel Adjustments Costs (Delaware PSC)
Delaware Electric Cooperative Restructuring Filing (Delaware
PSC)
Delmarva Power & Light db Conectiv Power Delivery
Analysis of Code of Conduct and Cost Accounting Manual (Delaware PSC)
United Illuminating Company Recovery of Stranded Costs
(Connecticut OCC)
Connecticut Light & Power (Connecticut OCC)99-03-36

Civil Action No.
98-1117 West Penn Power Company vs. PA PUC (Pennsylvania PSC)
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Case No. 12604
Case No. 126 la
41651
13605-U
14000-U
13196-U

Non-Docketed

Non-Docketed

Application No.
99-01-016,

Upper Peninsula Power Company (Michigan AG)
Wisconsin Public Service Commission (Michigan AG)
Northern Indiana Public Service Co Overearnings investigation (Indiana UCC)
Savannah Electric & Power Company - FCR (Georgia PSC)
Georgia Power Company Rate Case/M&S Review (Georgia PSC)
Savannah Electric & Power Company Natural Gas Procurement and Risk
Management/Hedging Proposal, Docket No. l3196-U (Georgia PSC)
Georgia Power Company & Savannah Electric & Power FPR
Company Fuel Procurement Audit (Georgia PSC)
Transition Costs of Nevada Vertically Integrated Utilities (US Department of
Navy)
Post-Transition Ratemaking Mechanisms for the Electric Industry

Restructuring (US Department of Navy)

Phase I
99-02-05
01-05-19-RE03

G-0155lA-00-0309

00-07-043

Connecticut Light & Power (Connecticut OCC)
Yankee Gas Service Application for a Rate Increase, Phase I-2002-IERM
(Connecticut OCC)
Southwest Gas Corporation, Application to amend its rate
Schedules (Arizona CC)
Pacific Gas & Electric Company Attrition & Application for a rate increase
(California PUC)

97-12-020
Phase II
01- 10- l0
13711-U
02-001
02-BLVT-377~AUD
02-S&TT-390-AUD
01-SFLT-879-AUD

01-BSTT-878-AUD

Pacific Gas & Electric Company Rate Case (California PUC)
United Illuminating Company (Connecticut OCC)
Georgia Power FCR (Georgia PSC)
Verizon Delaware §271(Delaware DPA)
Blue Valley Telephone Company Audit/General Rate Investigation (Kansas CC)
S&T Telephone Cooperative Audit/General Rate Investigation (Kansas CC)
Sunflower Telephone Company Inc., Audit/General Rate Investigation
(Kansas CC)
Bluestem Telephone Company, Inc. Audit/General Rate Investigation
(Kansas CC)

p404, 407, 520, 413
426, 427, 430, 421/
CI-00-712

U-01-85

U-01-34

U-01-83

U-01-87

Sherbume County Rural Telephone Company, db as Connections, Etc.
(Minnesota DOC)
ACS of Alaska, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of Anchorage, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of Fairbanks, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of the Northland, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
Verizon Delaware, Inc. UNE Rate Filing (Delaware PSC)
Wheat State Telephone Company (Kansas CC)
Golden Belt Telephone Association (Kansas CC)
Shoreham Telephone Company, Inc. (Vermont BPU)

96-324, Phase II
03-WHST-503-AUD
04-GNBT- 130-AUD
Docket 6914
Docket No.
E-01345A-06-009
Case No.
05-1278-E-PC-PW-42T

Arizona Public Service Company (Arizona Corporation Commission)

Docket No. 05-304
Docket No. 04-0113

Appalachian Power Company and Wheeling Power Company both d/b/a
American Electric Power (West Virginia PSC)
Delmarva Power & Light Company (Delaware PSC)
Hawaiian Electric Company (Hawaii PUC)
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Case No. U-14347 Consumers Energy Company (Michigan PSC)
Case No. 05-725-EL-UNCCincinnati Gas & Electric Company (PUC of Ohio)
Docket No. 21229-U Savannah Electric & Power Company (Georgia PSC)
Docket No. 19142-U Georgia Power Company (Georgia PSC)
Docket No.
03-07-01RE01
Docket No. 19042-U
Docket No. 2004-178-E
Docket No. 03-07-02
Docket No. EX02060363 ,
Phases I&II Rockland Electric Company (NJ BPU)
Docket No. U-00-88 ENSTAR Natural Gas Company and Alaska Pipeline Company (Regulatory

Commission of Alaska)

Connecticut Light & Power Company (CT DPUC)
Savannah Electric & Power Company (Georgia PSC)
South Carolina Electric &. Gas Company (South Carolina PSC)
Connecticut Light & Power Company (CT DPUC)

Yankee Gas Service (CT DPUC)

Southwest Gas Corporation (Arizona Corporation Commission)
Interior Telephone Company, Inc. (Regulatory Commission of Alaska)

South Central Telephone Company (Kansas CC)

Tri-County Telephone Company (Kansas CC)

Phase 1-2002 IERM,
Docket No.
01 -05- 19 REO3
Docket No.
G-01551A-00-0309
Docket No. U-02-075
Docket No. 05-SCNT-
1048-AUD
Docket No. 05-TRCT-
607-KSF
Docket No. 05~KOKT-
060-AUD
Docket No. 2002-747
Docket No. 2003-34
Docket No. 2003-35
Docket No. 2003-36
Docket No, 2003-37
Docket Nos. U-04-022,
U-04-023
Case 05-116-U/06-055-U
Case 04- 137-U
Case No. 7109/7160
Case No. ER-2006-0315
Case No. ER-2006-0314
Docket No. U-05~043,44
A-122250F5000

Kan Okla Telephone Company (Kansas CC)
Northland Telephone Company of Maine (Maine PUC)
Sidney Telephone Company (Maine PUC)
Maine Telephone Company (Maine PUC)
China Telephone Company (Maine PUC)
Standish Telephone Company (Maine PUC)

E-01345A-05-0816
Case No. U-14347
E-01345A-06-009
05- 1278-E-PC-PW-42T

Anchorage Water and Wastewater Utility (Regulatory Commission of Alaska)
Energy Arkansas, Inc. EFC (Arkansas Public Service Commission)
Southwest Power Pool RTO (Arkansas Public Service Commission)
Vermont Gas Systems (Department of Public Service)
Empire District Electric Company (Missouri PSC)
Kansas City Power & Light Company (Missouri PSC)
Golden Heart Utilities/College Park Utilities (Regulatory Commission of Alaska)
EquitableResources,Inc. and The Peoples NaturalGas Company, d/b/a
Dominion Peoples (Pennsylvania PUC)
Arizona Public Service Company (Arizona CC)
Consumers Energy Company (Michigan PSC)
Arizona Public Service Company (Arizona CC)
Appalachian Power Company and Wheeling Power Company both d/b/a
American Electric Power Co. (West Virginia PSC)
Delmarva Power & Light Company (Delaware PSC)
Hawaiian Electric Company (Hawaii PUC)
Cincinnati Gas & Electric Company (Ohio PUC)
Savannah Electric & Power Company (Georgia PSC)
Anchorage Water Utility (Regulatory Commission of Alaska)

Docket No. 05-304
Docket No. 04-0113
05-806-EL-UNC
Docket No. 21229-U
U-06-45
03-93-EL-ATA,
06- 1068-EL-UNC
PUE-2006-00065
G-04204A-06-0463 et. al
Docket No. 2006-0386
E-01933A-07-0402

Duke Energy Ohio (Ohio PUC)
Appalachian Power Company (Virginia Corporation Commission)
UNS Gas, Inc. (Arizona CC)
Hawaiian Electric Company, Inc (Hawaii PUC)
Tucson Electric Power Company (Arizona CC)
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G-01551A-07-0504
Docket No.UE-072300
PUE-2008-00009
PUE-2008-00046
E-01345A-08-0172
A-2008-2063737

Southwest Gas Corporation (Arizona CC)
Puget Sound Energy, Inc. (Washington UTC)
Virginia-American Water Company (Virginia SCC)
Appalachian Power Company (Virginia SCC)
Arizona Public Service Company (Arizona CC)
Babcock & Brown Infrastructure Fund North America, LP. and The Peoples
Natural Gas Company, d/b/a Dominion Peoples (Pennsylvania PUC)
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UNS Gas, Inc.
Capital Structure & Cost Rates

Docket No. G-04204A-08-0571
Schedule D
Page 2 of 2

Test Year Ended June 30, 2008

Line
No. Capital Source

Weighted Avg.
Cost of Capital

(D)

1
2
3
4

Capitalization
Amount

(A)
Calculation 1 - Reduce Recommended OCRB-Based Return
Short-Term Debt n/a
Long-Tenn Debt 99,265
Common Stock Equity 99,242

Total Capital 198,507

$
$
s

Cost
Percent Rate

(B) (C )
On Equity for Estimated Inflation

n/a 3.95%
50.01% 6.49%
49.99% 6.11% [a]

100.00%

n/a
3.25%
3.05%
6.30%

r Esteem
3.95%
6.49%
8.61%

ate Inflation
5
6
7
8

n/a
3.25%
4.30%
7.55%

-2.50% [b]
5.05%

9
10

Calculation 2 - Reduce Recommended OCRB-Based Overall Rate of Return to
Short-Term Debt $ - 0.00%
Long-Term Debt $ 99,265 50.01 %
Common Stock Equity $ 99,242 49.99%

Total Capital S 198,507 100.00%

Fair Value Adjustment
UNS Gas Proposed Return

11
12
13
14
15

89,952,641
89,931,798

179,884,439

Cost
0.00%

35.57%
35.56%

3.95%
6.49%
8.61%

0.00%
2.31%
3.06%

28.87%
100.00%

0% [c] 0.00%
5.37%16

Calculation3 - With Fair Value Rate Base Increment at Zero
Short-Term Debt $
Long-Term Debt $
Common Stock Equity $

Capital financing OCRB $
Appreciation above OCRB
not recognized on utility's books
Total capital supporting FVRB

S 72,993,413
$ 252,877,852

17
18
19
20
21

3.95%
6.49%
8.61%

0.00%
2.3 I %
3.06%

28.87%
100.00%

1.25% [d] 0.36%
5.73%22

Calculation 4 - With Fair Value Rate Base Increment at 1.25 Percent
Short-Term Debt $ - 0.00%
Long-Term Debt $ 89,952,641 35.57%
Common Stock Equity $ 89,931,798 35.56%

Capital financing OCRB $ 179,884,439
Appreciation above OCRB
not recognized on utility's books
Total capital supporting FVRB

$ 72,993,413
s 252,877,852

-2.50%
-2.50%

[dl

Notes and Source
[a] Per RUCO witness William Rigsby, inflation to remove from OCRB-based ROE:
[b] Per RUCO witness Rigsby, inflation to remove from OCRB~based Overall Rate of Return :
[c] The appreciation of Fair Value over Original Cost has not been recognized on the utility's books.

Such off-book appreciation has not been financed by debt or equity capital recorded on the utility's books.
The appreciation over Original Cost book value is therefore recognized for cost of capital
purposes at zero cost.
Approximates the mid-point of a range from zero to 2.5 percent, with 2.5 percent representing an approximate
real risk-free rate of return

Lines 11-22, Col.A:
Fair Value Rate Base $ 252,877,851
Original Cost Rate Base $ 179,884,439
Difference $ 72,993,413

Difference is appreciation of Fair Value over Original Cost that is not recognized on the utility's books.

Schedule A
Schedule A
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UNS Gas, Inc .
Property Tax Expense

Docket No, G~04204A-08»057l
Schedule C-11
Page 1 of 1

Test Year Ended June 30, 2008

Line
No. Description Amount Reference

1
2
3

UNS Gas Proposed Increase to Property Tax Expense
RUCO Proposed Increase to Property Tax Expense
Adjustment to Property Tax Expense

$
s
$

1,354,074
1,123,161
(230,913)

A
B

L2-L1

Notes and Source
A: UNS Gas Filing, Schedule C-2, page 4, line 7

B: Amounts taken from Company workpapers used to calculate its property tax expense adjustment

Transmission
$ 12,465,045

Distribution
$ 177,788,678

$
$

(55,514)
(539,039)

$
$
s
$
$

General/
Intangible
13,656,266
(3,786,247)

(332,698)
(238,708)

93,000

$

s
s
$
s
$ $

$
$
$
s

s
$
$

Total
203,909,989

(3,786,247)
(559,555)

(4,042,395)
1,059, I62
2,010,060

198,591,014

4

5
6
7
8
9
10
11
12
13
14

s $ s 43,690,023

Uti l i ty Plant in Service Taxes
Total Net Plant in Service - Rate Base
Less: Licensed Transportation in Rate Base
Less: Land Cost & Rights of Way in Rate Base
Less: Environmental Properly in Rate Base
Plus: Land FCV Per Arizona Dept. of Revenue
Plus: Materials & Supplies in Rate Base
Plant in Service Full Cash Value
Assessment Ratio*
Taxable Value
Average Tax Rate
Property Tax $

11,870,492
22.0%

2,611,508
7.6127%
198,806 $

(171,343)
(3,264,648)

966,162
2,010,060

177,328,909
22.0%

39,012,360 s

7.6127%
2,969,894 $

9,391,613
22.0%

2,066,155
7.6127%
157,290 $

$ $ $

$ s $ $
22.0%

15
16
17
18
19
20
21

$ s s s

Environmental Property in Rate Base
Statutory Full Cash Value Adjustment
Environmental Full Cash Value
Assessment Ratio*
Taxable Value
Average Tax Rate
Property Tax $

539,039
50%

269,520
22.0%

59,294
7.6127%

4,514 $

3,264,648
50%

1,632,324
22.0%

359,111
7.6127%
27,338 $

238,708
50%

119,354
22.0%

26,258
7.6127%

1,999 $

22
23
24
25
26

$
$
s
$
s

203,320 s
s
$
S
$

2,997,232 $
s
s
$
S

Total Property Taxes
Property Taxes on Leased Property
Total Property Tax Expense
Less: Recorded Property Taxes Excluding Call Center
Property Tax Expense Adjustment

203,320
(167,683)

35,637

2,997,232
(1,981,552)
1,015,680

159,289 $
19,325 a s

178,614 $
(106,770) $

71,844 $

3,359,841

19,325
3,379,166

(2,256,005)
1,123, 161

Total
27
28
29
30
31

$ s

$ s s 15,441

$

$

$

a: Property Tax for Leases calculated as follows (amounts taken from Company workpaper)
Cottonwood Lease Primary Value Secondary Value
Full Cash Value $ 962,504 $ 1, 145,159
Assessment Ratio* 22.0% 22.0%
Taxable Value 211,751 251,935
Tax Rate 5.6883% l.3479%
Property Tax 12,045 3,396

Nogales Lease
Full Cash Value
Assessment Ratio*
Taxable Value
Tax Rate
Property Tax
Percentage Allocated to UNS Gas
Properly Taxes Allocated
Total Lease Taxes

32
33

34
35
36
37
38
39

$

432,493
22.0%

95,148
10.Z038%

9,709
40%

3,884 s
$

3,884
19,325

* 2009 Arizona Statutory Assessment Ratio 22.0%

FERC 408
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Attachment RCS-3

Excerpts from NARUC-sponsored Audits of the
Expenditures of the American Gas Association



Docket No. G-04204A~08-0571
Attachment RCS-3
Page 2 of 11 1

AUDIT REPORT ON THE EXPENDITURES

OF THE

AMERICAN GAS ASSOCIATION

(For the 12 month period ended December 31,1999)

JUNE 2001

in*

COMMITTEE ON
UTILITY ASSOCIATION OVERSIGHT

National Association of
Regulatory Utility Commissioners
1101 Vermont Avenue; Suite 200

Washington, D.C. 20005

Telephone No. (202) 1898-2200



EXPENSE CATEGORY PERCENTAGE

Public Affairs 15.43%

Communications 11.64%

Media Communications:

Commercial Equipment 4.47%

Environmental 0.74 %

Promotional 0.74%

Residential Equipment 2.96%

Corporate Affairs & International

General Counsel 84 Corporate Secretary 4.02%

Regulato Affairs 11.20%

Marketing Services 15.02%

Operating & Engineering Services 14.70%

Policy 84 Analysis 12.07%

Induct Finance 84 Admin. Programs 2.94 %

0.00%

TOTAL
|
I 107.23% * n
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AMERICAN GAS ASSOCIATION
SUMMARY OF EXPENSES

FOR THE YEAR ENDED DECEMBER 31,1999

11.30%

I. General 84 Administrative Expense

~iI
r!
I

* Expense in excess of 100% not funded by dues.

Note : The table above was prepared by the Staff Subcommittee on Utility Association
Oversight and should be read in conjunction with the audited financial statements and
schedules contained within this report. The expense categories listed above relate to
audit definitions found on page 111-3 herein.

I



American Gas Association

Expenditures Funded by Member Dues

For the Year Ended December 3 I, 1999
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Group

Number

Group

Name

Net

Expense Adjustments

G&A

Allocation

(5)

Adjusted
Net

Expense

m o

of

Dues

03 Public Affairs 4,147,682 3, 4 (l,690,669) 455,752 2,912,765 15.43%

03 Communications 4 1,698,695 498,479 2,197,174 1 1.64%

08 Media Communications
Commercial Equipment
Environmental
Promotional
Residential Equipment

759,932

176 708

126,708

503,934

1 ,z

1,2

1 8

1,2

61,868

10,316

10,316

41,027

21,400

3,568

3,568

14, I91

843,200

140,592

140,592

559,152

4.47%
0.74%
0.74%
196%

06. 16 Corporate Affairs and International 1,483,688 3 (5,217) 655,144 2,133,615 11.30%

General Counsel & Corp. Secretary 588,436 3 170,907 759,343 4.0°>%

09 Regulatory Affairs 1,492,676 'v
J 194,393 427,268 2,1 14,337 11."0%

08 Marketing Services 4,654,503 1, z (2,302,920) 484,237 2,835,820 1-=.0*00

14 Operating & Engineering Services 1,949,534 826,051 2,775,585 1470°0

A -

Policy & Analysis 1,374,743 1 277.704 626,659 2,279,106 12-0790

1 * Industry Finance & Admin. Programs 498,349 56,969 555,318 2.94%

=-»l.l0.1 I General & Administrative Expense 4,247,002 q
.J (2,809) (4,244,193) 0.00%

Grand Total 21,953,895 S (1,707,296) $ $20,246.599 ]07330.b

05

Adjustments as a result ofA.G.A./NARUC Oversight Committee Staff H°r¢ement.
I Allocation of Group Vice President's salaries.
2 Media Communications portion of division expenses.
3 Expenses transferred to Government Relations.
4 Breakout of communications portion of division expenses

G&A allocated on basis of equivalent full-time employees during 1999.5
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Atv1ER1CAN GAS ASSOCIATION

Definitions of Functional Cost Centers
For the Year Ended December 31 , 1999

COST
CENTER DESCRIPTION

03 Communications develops informational materials for member companies and
consumers and coordinates all media activity.

Public affairs provides members with information on legislative developments:
prepares testimony, comments, and filings regarding legislative activities, lobbies on
behalf of the industry.

(IS Media Communications manages the development and placement of consumer
information advertisements in national print and electronic media.

Commercial Equipment - explains the use of specific models of
commercial/institutional equipment, emphasizing cost savings energy
efficiency and the other additional benefits of natural gas.

Environmental - describes the environmental benefits of natural gas to
advocate its increased use to replace other fuels.

Industrial Equipment - explains cost-savings, energy-savings and other
benefits provided by the industrial applicationsof specific equipment.

Institutional - to enhance the image of the natural gas industry as a business
entity.

Power Generation Natural Gas Equipment - explains cost-savings. energv-
savings and other benefits provided by specific equipment for generating
power.

Promotional - promotes the efficient use of natural gas by emphasizing the
resource efficiency, cost and other inherent qualities of natural gas.

Residential Equipment - explains cost-savings, energy-savings, and other
related benefits to the customer/user provided by certain models of residential
natural gas appliances such as boiler, furnaces, ranges and water heaters.

12 Finance & Administration develops and implements programs in such areas as
accounting, human resources and risk management for member companies.,

III-3
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05 General Counsel & Corporate Secretaw provides legal counsel to the Association

06 Corporate Affairs provides opportun'ities for interaction between member

companies and the financial community. The focus is to promote interest in the

investment opportunities in the industry.

09 Regulatory Affairs provides members with information on FERC and state
regulatory developments, prepares testimony, comments, and filings regarding

regulatory activities.

08 Market Development assists members in their efforts to encourage the most efficient
utilization of gas energy by exchanging information about marketing trends,
conducting utilization efficiency programs and exploring market opportunities.

14 Operating 84 Engineering develops and implements programs and practices to meet

the operational, safety and engineering needs of the industry.

07 Policy 8< Analysis identiliesthe need for and conducts energy analyses and modeling
efforts in the areas of gas supply and demand, economics and the environment.

General & Administrative includes:

01 Office of the President provides senior management guidance for all A.G.A.

activities.

10 Human Resources develops and administers employee programs and provides

general office and personnel services.

1 I Finance and Administration develops and administers financial accounting

and treasury services and maintains computers services capability.

an Pipeline Research: develops, manages and evaluates pipeline research projects that
provide advances in technology.

* Reserve: Extraordinary adjustments are recorded as reserve charges.
adjustments are identified in the audited financial statements.

Major

=e< Not funded by current year General Fund Dues .
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AUDIT REPORT ON THE EXPENDITURES

OF THE

AMERICAN GAS ASSOCIATION

(For the 12 month period ended December 31, 1998)
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COMMITTEE ON
UTILITY ASSOCIATION OVERSIGHT

National Association of
Regulatory Utility Commissioners

1101 Vermont Avenue, N.W., Suite 200
. Washington, D.C. 20005 .
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10.27%

MEDIA co1v1MUn1cAT1ons:

Commercial Equipment 5.96%

Environmental 3.37%
Industrial Equipment 1.36%

Marketing Services 16.20%

Meeting Service -0.18%

4.90%OD¢11ating & Engineering Services

Planning & Analysis 9.51%

0.00%» aGeneural & Administrative Ex sh

TOTAL 102.82% *

Promotional

Residential Equipment

Finance & Administration Services

General Counsel 8:Corporate Segren

Government Relations

1.46%

8.40%

12.17%

5.54%

23.86%

Docket No. G-04204A-08-0571
Attachment RCS-3
Page 8 of 11

AMERICAN GAS ASSOCIATION
SUMMARY OF EXPENSES

FOR THE YEAR ENDED DECEMBER 31, 1998

* Expense in excess of 100% not funded by dues.

Note: The table above was prepare by the Staff Subcommittee on Utility Association
Oversight and should be read in conjunction with the audited Financial statements and
schedules contained within this report. The expense categories listed above relate to
audit deiinidons found on page 111-3 herein.
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Group
Number

Group Net
Expense Adjustments

Adjusted

Net
Expense

%
of

Dues

03 Communications 1,561;612 2 (2,679) 430,782 1,989,715 I0.27%

13 Media Communications
Commercial Equipment
Environmental
Industrial Equipment
Promotional
Residential Equipment

I , 105,739
625,598
252,954
270,820

1,557,378

1,2
1,2
1,2

1,2

3 I ,943
18,072
7,307
7,823

44,990

17,848
10,098
4,083
4,372

25,139

1, I 55,53o
653,768
264,344
283,015

1,627,507

5.96%
3.37%
1.36%
l .46%
8.40%

06 Finance & Administration Services 1,797,937 3 (13,893) 574,377 2,358,420 12.17%

05 General Counsel & Corp. Secretary 938,797 3 (8,566) 143,594 1,073,825 5.54%

09 Government Relations 3,802,555 3 ,459 800,025 4,625,039 23.86%

08 Marketing Services 2,693,462 1 (107,456) 553,863 3,139,869 16.20%

04 Meeting Services (34,155) (34,155) -018%
I

14 Operating & Engineering Services 661 ,825 - 287,188 949,013 4.90%

07 Policy & Analysis 1,392,718 451,296 1,844,014 9.51%

01,10,11 General &. Administrative Expense 3,302,665 (3,302,665) 0 0.00%

Grand Total 19,929,905 s  0 $  0 s 19,929,905 102.84%

Adjustments as a result of A.G.A./NARUC Qversight Committee Staff agreement
I Allocation of Group Vice President's salaries.
2 Media Communications portion of division expenses.
3 Expenses transferred to Government Relations.
4 G8:A allocated on basis of equivalent full-time employees during 1997.

me

Iii-2

22

G&A
Allocation

(4)
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AMERICAN GAS ASSOCIATION

De8nitions of Functional Cost Centers
For the Year Ended December3 1 , 1998

COST
CENTER DES CRIPTION

03 Communications develops informational materials for member companies and
consumers and coordinates all media activity.

13 Media Communications manages the development and placement of consumer
information advertisements in national print and electronic media

Commercial Equipment - expla ins the use of  specif ic models of
commercial/insNtutionOl equipment, emphasizing cost savings energy
efficiency and the other additional benefits of natural gas.

Environmental - describes the environmental benefits of natural gas to
advocate its increased use to replace other fuels.

Industrial Equipment - explains cost-savings, energy-savings and other
benefits provided by the industrial applications of specific equipment.

Promotional - promotes the .efficient use of natural gas by emphasizing the
resource efficiency, cost and other inherent qualities of natural gas.

Residential Equipment - explains cost-savings, energy-savings, and other
related beneEtsto the customer/user provided by certain models of residential
natural gas appliances such as boiler, furnaces, ranges and water heaters.

06/
16

Finance & Administration develops and implements programs in such areas as
accounting, human T€SO\1IIC€S and risk management for member companies.

05 General Counsel & Corporate Secretaryprovides legal counsel to the Association.

09 Government Relations provides members with TiMor-mation on legislative and
regulatory developments, prepares testimony, comments, and Blinds regarding
legislative and regulatory activities, lobbies on behalfofthe industry.

08 Marketing assists members in their efforts to encourage the most efficient utilization
of gas energy by exchanging information about marketing trends, conducting
utilization efficiency programs and exploring market opportunities.

IH-3
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04 Meeting Services and Membership Services provides support services for committee
meetings and conferences. In addition, coordinates services provided to members.

14 Operating & Engineering develops and implements programs and practices to meet
the operational, safety and engineering needs of the industry.

07 Policy & Analysis identifies the need for and conducts energy analyses and modeling
efforts in the areas of gas supply and demand, economics and the environment.

General & Administrative includes:

01 Office of the President provides senior management guidance for all A.G.A.
activities.

10 Human Resources develops and administers employee programs and provides
general office and personnel services.

11 Finance and Administration develops and administers financial accounting
and treasury services and maintains computers services capability.

'=l= Pipeline Research: develops, manages and evaluates pipeline research projects dirt
provide advances in technology.

* Reserve: Extraordinary adjustments are recorded as reserve charges.
adjustments are identified in the audited financial statements.

Maier

* Not girded by current year General Fund Dues.

111-4
.r
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Excerpt from Florida PSC City Gas Company rate case 01152004

State of Florida

Public Service Commission
Capital Circe Office Center 2540 Shu nard Oak Boulevard

Tallahassee, Florida 32399-0850

MEMORANDUM

DATE:DECEMBER 23, 2003

T0:DIRECTOR., DIVISION OF THE COMMISSION CLERK & ADMINISTRATIVE
SERVICES (BAYO)

FROM:DIVISION OF ECONOMIC REGULATION (BRINKLEY, BAXTER,
DRAPER, GARDNER, HIEWUT, KAPROTH, KENNY, LESTER, LINGO, c. Rom1G,

SPRINGER, STALLCUP, WHEELER, WINTERS)
D1vIs1on OF COMPETITIVE SERVICES (MAKIN)
OFFICE OF THE GENERAL COUNSEL (JAEGER)

RE:DOCKET NO. 030569-GU - APPLICATION FOR RATE INCREASE BY CITY
GAS COMPANY OF FLORIDA.

AGENDA:01/06/04 - REGULAR AGENDA - PROPOSED AGENCY ACTION -
INTERESTED PERSONS MAY PARTICIPATE

CRITICAL DATES:5-MONTH EFFECTIVE DATE: JANUARY 15, 2004 (PAA
RATE CASE)

SPECIAL INSTRUCTIONS:NONE

FILE NAME AND LOCATION'S:\PSC\ECR\WP\City Gas 030569-GU\
FinaLRCM

Find Attachments 1-5.123
Final Attachments 6A-7P. 123

Final Attachment 8.xls
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ISSUE 39: Is City Gas's $(2,847) adjustment to Account 921, Cilice Supplies and
Expenses, for American Gas Association membership dues appropriate?

RECOMMENDATION: No, Account 921, Oiiice Supplies and Expenses, should be
reduced by an additional $13,178 for American Gas Association membership dues related
to charitable contributions and advertising that is not informational or educational in
nature. (C. ROMIG)

STAFF ANALYSIS: On MFR Schedule.G-2,Page17 of 34, the Company included
$1 ,966,495 in its Account 921, Office Supplies and Expense for the 2003 interim year.
Included in this amount is $39,277 related to American Gas Association (AGA)
membership dues. This was inflated for customer growth and general inflation of 1.0232
to $40,188. On MQFR G-2, Page 2 of'34, it removed $2,847 that was labeled as
"attributable to lobbying." This represents an adjustment of 7.08%.

In City Gas's last rate case, In re: Request for rate increase by City Gas Company of
Florida, Docket No. 000768-GU, Ofdcl' No. PSC-01-0316-PAA-GU, issued February 5,
2001 , the Company removed $4,045 for AGA dues for lobbying. The Commission
removed an additional combined amount of$4,970 for memberships, dues and
contributions. In re: Application for a rate increase by City Gas Company of Florida,
Docket No. 940276-GU, Order No. PSC-94-0957-FOF-GU, issued August9, 1994, for
interim purposes, the Commission disallowed 40% of AGA dues, This order stated that
the percentage was based on die 1993 National Association of Regu1atOry Commission's
(NARUC) Audit Report on the Expenditures of the American Gas Association (Audit
Report). Order No. PSC-94-0957-FOF-GU furrier stated that this reduction was
consistent with adjustments made in rate cases involving other gas companies. In die anal
order in Docket No. 940276-GU, Order No. PSC-94»l570-FOP-GU, issued December
19, 1994, the Commission removed 40.48% of AGA dues "which were related to
lobbying and advertising that did not meet the criteria of being informational or
educational in nature." In re: Request for rate increase by Florida Division of Chesapeake
Utilities Corporation, Docket No. 000108-GU, Order No, PSC-00-2263-FOF-GU, issued
November 28, 2000, the Commission removed 45.10% of AGA dues.

The latest NARUC Audit Report on AGA expenditures that Staff was able to locate is
dated.Tune, 2001, for the twelve-month period ended December 31, 1999. By a review of
the Summary of Expenses, it appears that41 .65% of 1999 AGA expenditures are for
lobbying and advertising. Stieff has not been able to locate a more recent NARUC Audit
Report of die AGA expenditures. However, because approximately 40% appears to have
been consistent over a number of years, Staff believes it is not unreasonable to assume
that 40% is representative of 2003 and 2004 expenditures and recommends that 40% of
AGA dues be disallowed in this proceeding.

From information supplied by the Company, AGA dues were $39,277 in 2003. .
According to recommendations 'm Issue 44 and 45, Account 921 should be trended on
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inflation only at 2.0% for 2004. On that basis the 2004 amount is $40,063 ($39,277 x
1.02). Disallowing 40% would result 'm disallowing $16,025 for 2004. The Company's
$2,847 adjustment reduces Staffs adjustment to $13,178 ($16,025 - $2,847) for 2004.
This position follows past Commission practice of placing charitable contributions and
advertising that is not informational or educational in nature below Ute line.

Based on the above analysis, Account 921, Office Supplies and Expenses, should be
reduced by an additional $13, 178 for AGA membership dues related to charitable
contributions and advertising that is not iMonnational or educational in nature.

The Company is in agreement with this adjustment.



Data Request!
Workpaper No. Subject Confidential No. of Pages Page No.

TF 6-28 Working capital adjustment detail - Customer deposits No 8 2~9

TF 6.64

Description of SERP and incentive compensation programs
available to officers and employees No 68 10-77

TF 6.103
UNS Gas' Accounting adjustments deviating from prior
Commission decisions No 1 78

TF 6.92 UNS Gas' description of incentive compensation plans No 4 79-82
UniSource Energy's March 23, 2009 Proxy Report (publicly
available) No 51 83- 133

RUCO 1,94 1  IUNS Gas' fleet fuel expense sup ring data No 4 134-137
Public information on Arizona gasoline prices No 5 138-142

TF 6.68 Explanation of rate case expense adjustment correction No 3 143-145

RUCO 1.90 Current average known prove tax rate No 2 146-147

UNSG0571/02839 UNS Gas' Accumulated Deferred Income Taxes Workpaper No 1 148

UNSG0571/02244 &
related excel file UNS Gas'Depreciation Workpapers No 8 149-156

TF 6.54 American Gas Association Dues Expense No 11 157-167

RUCO 1.48 Copies of American Gas Association Dues Invoices No 4 168-171

UNSG0571/02500 UNS Gas' American Gas Association Dues Workpapers No 1 172

UNSG0571/02585-86 UNS Gas' Outside legal mosts workpapers No 12 173-184

UNSG0571/02563 - 74
& related excel file l~UNS Gas' Payroll Ex nae Workpapers No 2 185-186

UNSG0571/02608 UNS Gas' Payroll Tax Expense Workpapers No 1 187
Total Pages Including this Pa e 187

Attachment RCS-5
Page 1 of 187

Docket No. G4>4204A-08-0571

UNS Gas, Inc.
Docket No. G-04204A-08-0571

Attachment RCS-5
Copies of UNS Gas' Responses to Data Requests

and Workpapers Referenced in the Direct Testimony and Schedules of
Ralph c. Smith



Attachment RCS-5
Page 2 of 187

Docket No. G-04204A-08-0571

UNS GAS, INC.'S RESPONSE TO
STAFF'S FIFTH SET OF DATA REQUESTS

DOCKET NO. G04204A-08-0571
April 17, 2009

TF 6.28: For the Company's details of adjustments to worldng capital, B-5, page 2
of 3, M&S and Prepayments.
a. Please provide the monthly amounts of M&S for the 60 months ending

December 31, 2008.
b. Please provide the monthly amounts of Prepayments for the 60 months

ending December 31, 2008.
Please also provide the monthly amounts of Customer Deposits for the 60
months ending December 31, 2008.

RESPONSE: 8. Please see the Excel file TF 6.28(a) on Me enclosed CD for the
monthly amounts of M&S for the period January 2006 through
December 2008. The prior months January 2004 - December 2005
were provided in the prior rate case.

b. Please see the Excel tile TF 6.28(b) on the enclosed CD for the
monthly amounts of Prepayments for the period January 2006 through
December 2008. The prior months January 2004 .- December 2005
were provided in the prior rate case.

c. Please see the Excel file TF 6.28(c) on the enclosed CD for the
monthly amounts of Customer Deposits for the period January 2006
through December 2008. The prior months January 2004 - December
2005 were provided in the prior rate case.

The Excel files on the CD arenot identified by Bates numbers.

RESPONDENT : Mina Brings

DHHBS DukesWITNES s :
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UNS GAS, INC.

STAFF'S STH SET: TF 6-28a - Materials and Supplies 60 months ending December 2008

JANUARY 2006 THROUGH DECEMBER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acct Account Title Date Beg Balance Period Net Balance

12600
12500

Undistributed Stores Expense
Materials & Supplies

JAN-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
FEB-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
MAR-06

12500
12500

Materials & Supplies
Undistributed Stores Expense

Sum
APR-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
MAY-06

12600
12500

Undistributed Stores Expense
Materials & Supplies

Sum
JUN-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
JUL-06

12500
12600

Materials 8= Supplies
Undistributed Stores Expense

Sum
AU G-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
SEP-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
OCT-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
NOV-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
DEC-06

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Jan-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Feb-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Mar-07

$110,243.38
$1 ,888,849.07
$1 ,999,092.45
$2,045,542.15

$154,662.80
$2,200,204.95
$1,910,982.28

$253,555.09
$2,164,517.35
$1,921,181 .24

$288,154.21
$2,209,835.45
$1 ,733,202.23

$259,452.05
$1 ,992,654.28

$263,835.80
$1 ,872,833.43
$2,136,669.23
$1 ,979,472.38

$220,506.79
$2,199,979.17
$1,985,328.84

$209,508.23
$2, 194,837.07
$2,004,910.86

$208,887.05
$2,213,277.91
$2,037,466.11

$212,892.78
$2,250,158.89
$1990,051.37

$239,309.43
$2,229,380.80
$2,013,963.14

$226,865.27
$2,240,828.41
$1 ,959,122.79

$202,241 .97
$2,161 ,364.76
$1,910,127.13

$192,584.14
$2,102,891.27
$1 ,955,877.72

$210,683.34
$2,188,551.06
$1,911,248.16

$44,419.42
$156,693.08
$201 ,112.50
($134,579.89)

$98,892.29
($35,687.B0)
$10,218.98
$34,599.12
$44.818.10

($187,979.01)
($28,702.16)

($216,681.17)
$139,531 .20

$4,383.75
$144,014.95
($43,329.01)
$106,638.95
$63,309.94
$5,856.46

($10,998.56)
($5,142.10)
$19,582.02
($1 ,141 .18)
$18,440.84
$32,555.25
$4,325.73

$35,880.98
($47,414.74)
$25,515.55
($20,798.09)
$23,911 .77
($12,444.16)
$11 ,457.51
($54,840.35)
($24,623.30)
($79,463.65)
($48,995.66)
($9,677.83)

($58,673.49)
$45,750.59
$18, 119.20
$53,859.79
($44,629.56)
($12,384.75)
($57,014.31)
$75,730.94

$154,662.80
$2,045,542.15
$2,200,204.95
$1 ,910,962.26

$253,555.09
$2,164,517.35
$1,921,181.24

$288,154.21
$2,209,335.45
$1 ,733,202.23

$259,452.05
$1,992,654.28
$1 ,872,833.43

$263,835.80
$2,136,669.23

$220,506.79
$1,979,472.38
$2,199,979.17
$1,985,328.84

$$09,508.23
$2,194,837.07
$2,004,910.86

$208,367.05
$2,213,277.91
$2,037,466.11

$212,692.78
$2,250,158.89
$1,990,051.37

$239,309.43
$2,229,360.80
$2,013,963.14

$226,865.27
$2,240,828.41
$1 ,959,122.79

$202,241.97
$2,161,364.76
$1,910,127.13

$192,564.14
$2,102,691.27
$1 ,955,877.72

$210,683.34
$2,166,561 .06
$1,911,248.16

$198,298.59
$2,109,546.75
$1 ,986,979.1012500 Materials & Supplies

Sum
Apr-07
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Docket No. G-04204A-08~0571

UNS GAS, INC.

ST AFF'S 6T H SET :  T F 6-28b.  Prepayments

JANUARY  2006 T HROUG H DECEM BER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acc t Account Title Date Beg Balance Period Net Balance

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

JAN-06

1 4 t h
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
FEB-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
MAR-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
APR-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
MAY-06

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

Sum
JUN-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
JUL-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
AUG-06

1 4 t h
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
SEP-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
OCT-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
NOV-06

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
DEC-06

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
JAN-07

$0.00
$181 ,140.02
$66,125.01

$247,285.03
$39,862. 12

$149,039.69
$0.00

$188,901 .81
$36,238.29

$116,939.36
$0.00

$153,177.65
$122,516.71
$84,839.03

$0.00
$207,355.74
$55,840.63
$52,738.70

$0.00
$108,579.33

$0.00
$20,638.37
$48,860.55
$89,498.92

$137,128.92
$325,768.50
$84,663.93

$547,561 .35
$130,148.84
$348,664.08
$74,990.78

$553,803.70
$123.168.76
$315,949.66
$55,293.01

$494,411 .43
$160,544.83
$283,235.24
$33,185.45

$476,965.52
$149,228.56
$250,520.82
$16,440.91

$418,190.29
$137,912.29
$217,806.40

$0.00
$355,718.69
$185,091 .98

$0.00
$137,451 .97

$0.00
($32,100.33)
($25,262.89)
($58,363.22)
($3,623.83)

($32,100.33)
$0.00

($35,724.16)
$86,278.42

($32,100.33)
$0.00

$54,178.09
($66,676.08)
($32,100.33)

$0.00
($98,7'/6.41)
($6,980.08)

($32,100.33)
$0.00

($39,080.41)
$84,663.93

$305,130.13
$88,268.37

$478,062.43
($6,980.08)
$22,895.58
($9,673.15)
$6,242.35
($6,980.08)

($32,714.42)
($19,697.77)
($59,392.27)
$37,376.07

($32,714.42)
($22,107.56)
($17,445.91 )
($11,316.27)
($32,714.42)
($16,744.54)
($60,775.23)
($11 ,316327)
($32,714.42)
($16,440.91 )
($60,471 .60)

($460.32)
($32,714.42)

$0.00
($33,174.74)
($32,714.42)

$0.00
($4,336.19)

$0.00
$149,039.69

$39,862.12
$188,901 .81
$36,238.29

$116,939.36
$0.00

$153,177.65
$122,516.71
$84,839.03

$0.00
$207,355.74
$55,840.63
$52,738.70

$0.00
$108,579.33
$48,860.55
$20,638.37

$0.00
$69,498.92
$84,663.93

$325,768.50
$137,128.92
$547,561 .35
$130,148.84
$348,664.08
$74,990.78

$553,803.70
$123,168.76
$315,949.66
$55,293.01

$494.411 .43
$180,544.83
$283,235.24
$33,185.45

$476,965.52
$149,228.56
$250,520.82
$16,440.91

$416,190.29
$137,912.29
$217,808.40

$0.00
$355,718.69
$137,451 .97
$185,091 .98

$0.00
$322,543.95
$152,377.56

$0.00
$133,115.78

Page 1 of 3 6/3/2009 4:29 PM



Attachment RCS-5
Page 5 of 187

Docket No. G-04204A-08-0571

UNS GAS, INC.

ST AFF'S 6T H SET :  T F 6-28b.  Prepayments

JANUARY  2006 T HROUGH DECEM BER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acc t Account Title Date Beg Balance Period Net Balance

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
FEB-07

14100
14050
14010

Other Prepaids
Prepaid Taxes
Prepaid Insurance

Sum
MAR-07

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
APR-07

14100
14050
14010

Other Prepaids
Prepaid Taxes
Prepaid Insurance

Sum
mAy-07

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
JUN-07

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
JUL-07

14100
14050
14010

Other Prepaids
Prepaid Taxes
Prepaid Insurance

Sum
AUG-07

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
SEP-07

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
OCT-07

14010
14050
14100

Prepaid Insurance
Prepaid Taxes
Other Prepaids

Sum
NOV-07

14100
14050
14010

Other Prepaids
Prepaid Taxes
Prepaid Insurance

Sum
DEC-07

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

Sum
JAN-08

14050
14010

Prepaid Taxes
Prepaid Insurance

Sum
FEB-08

$322,543.95
$152,377.56

$0.00
$133,115.78
$285,493.34
$166,702.93

$0.00
$119,663.14
$286,366.07

$86,948.72
$0.00

$56,908.55
$143,857.27

$48,780.03
$0.00

$54,234.30
$103,014.33

$21 ,519.88
$0.00

$40,651 .51
$62,171 .39

$347,692.71
$0.00

$147,778.29
$495,471 .00
$139,649.77

$0.00
$369,225.29
$508,875.06
$334,556.87

$0.00
$131 ,521 .25
$466,078.12
$299,888.45

$0.00
$92,597.16

$392,485.61
$255,220.03

$0.00
$130,906.04
$396,126.07
$123,286.33

$0.00
$230,551 .61
$353,837.94

$0.00
$195,883.19
$138,684.12
$334,557.31

$0.00
$161 ,214.77

($37,050.61 )
($32,714.42)

$0.00
$33,587.15

$872.73
($109,794.38)

$0.00
($32,714.42)

($142,508.80)
($32,714.42)

$0.00
($8,128.52)

($40,842.94)
($8,128.52)

$0.00
($32,714.42)
($40,842.94)
$326,172.83

$0.00
$107,126.78
$433,299.61

$21 ,532.58
$0.00

($8,128.52)
$13,404.06
($8,128.52)

$0.00
($34,668.42)
($42,796.94)
($34,668.42)

$0.00
($38,924.09)
($73,592.51)
($34,668.42)

$0.00
$38,308.88

$3,640.46
($34,668.42)

$0.00
($7,619.71 )

($42,288.13)
$15,397.79

$0.00
($34,6B8.42)
($19,270.63)

$0.00
($34,668.42)
$40,061 .70
$5,393.28

$0.00
($34,668.42)

$285,493.34
$119,663.14

$0.00
$166,702.93
$286,366.07

$56,908.55
$0.00

$86,948.72
$143,857.27

$54,234.30
$0.00

$48,780.03
$103,014.33

$40,651 .51
$0.00

$21 ,519.88
$62,171 .39

$347,692.71
$0.00

$147,778.29
$495,471 .00
$369,225.29

$0.00
$139,649.77
$508,875.06
$131 ,521 .25

$0.00
$334,556.87
$465,078.12
$299,888.45

$0.00
$92,597.16

$392,485.61
$265,220.03

$0.00
$130,906.04
$396,126.07
$230,551 .61

$0.00
$123,285.33
$353,837.94
$138,684.12

$0.00
$195,883.19
$334,567.31

$0.00
$161 ,214.77
$178,745.82
$339,960.59

$0.00
$126,548.35
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Docket No. G-04204A-08-0571

UNS GAS,  INC.

ST AFF'S 6T H SET :  T F 6-28b.  Prepayments

JANUARY  2006 T HROUG H DECEM BER 2008
Note: January 2004 .. December 2905 Provided in prior rate case.

Acct Account Title Date Beg Balance Period Net Balance

14100 Other Prepaids

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

Sum
MAR-08

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

Sum
APR-08

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
MAY-08

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

Sum
JUN-08

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
Jul-08

14050
14010
14100

Prepaid Taxes
Prepaid Insurance
Other Prepaids

Sum
Aug-08

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
Sep-08

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
Oct~08

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
Nov-08

14100
14010
14050

Other Prepaids
Prepaid Insurance
Prepaid Taxes

Sum
Dec-08

($7,817.30)
($42,485.72)

$0.00
($34,668.42)
$26,867.03
($7,801 .39)

$0.00
($34,668.42)
($7,817.30)

($42,485.72)
($7,817.30)

($34,568.42)
$0.00

($42,485.72)
$105.59

$189,018.71
($136,933.05)

$52,191 .25
($7,817.30)

$198,230.35
($105.59)

$190,307.46
$0.00

($37,253.65)
($11 ,644.71 )
($48,898.36)
$24,366.60
($65,002.17)

$0.00
($40,635.57)
($3,989.92)

($34,170.49)
$0.00

($38,160.41)
($3,989.92)

($34,170.49)
$0.00

($38,160.41)
$66,032.50
($34,170.49)

$0.00
$31 ,862.01

$170,928.52
$297,474.87

$0.00
$91 ,877.93

$197,795.55
$289,673.48

$0.00
$57,209.51

$189,978.25
$247,187.76
$182,160.95
$22,541 .09

$0.00
$204,702.04

$105.59
$211,559.80
$45,227.90

$256,893.29
$37,410.60

$409,790.15
$0.00

$447,200.75
$0.00

$372,536.50
$25,765.89

$398,302.39
$50,132.49

$307,534.33
$0.00

$357,666.82
$46,142.57

$273,363.84
$0.00

$319,506.41
$42,152.65

$239,193.35
$0.00

$281 ,346.00
$108,185.15
$205,022.86

$0.00
$313,208.01Sum

$178,745.82
$339,960.59

$0.00
$126,546.35
$170,928.52
$297,474.87

$0.00
$91 ,877.93

$197,795.55
$289,673.48
$189,978.25

$57,209.51
$0.00

$247,187.76
$0.00

$22,541 .09
$182,160.95
$204,702.04
$45,227.90

$211,559.80
$105.59

$256,893.29
$0.00

$409,790.15
$37,410.60

$447,200.75
$25,765.89

$372,536.50
$0.00

$398,302.39
$50,132.49

$307,534.33
$0.00

$357,666.82
$46,142.57

$273,363.84
$0.00

$319,506.41
$42,152.65

$239,193.35
$0.00

$281,346.00
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Docket No. G-04204A-08-0571

UNS GAS, INC.

STAFF'S 6TH SET: TF 6-28a - Materials and Supplies 60 months ending December 2008

JANUARY 2006 THROUGH DECEMBER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acct Account Title Date Beg Balance Period Net Balance

12600 Undistributed Stores Expense

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
May-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Jun-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Jul-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Aug-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Sep-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Oct-07

t 2500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Nov-07

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Dec-07

12500
12600

Materials 8= Supplies
Undistributed Stores Expense

Sum
Jan-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Feb-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Mar-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Apr-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
May-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Jun-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Jul-08

$198,298.59
$2,109,546.75
$1,986,979.10

$190,608.18
$2,177,587.28
$1 ,877,947.37

$226,143.40
$2,104,090.77
$1,903,791 .23

$232,024.43
$2,135,815.66
$1,914,452.68

$240,004.22
$2,154,456.90
$1 ,809,981 .52

$242,844.47
$2,052,826.09
$1,797,971 .90

$242,527.35
$2,040,499.25
$1 ,728,977.35

$236.068.68
$1 ,965,046.03
$1,721,039.39

$226,104.42
$1,947,143.81
$1 ,783,037.36

$239,403.95
$2,022,441 .31
$1,765,336.54

$242,663.85
$2,008,000.39
$1 ,721 ,557.88

$275,944.22
$1,997,501.60
$1 ,665,755.34

$299,571 .74
$1,965,327.08
$1 ,608,342.37

$302,419.75
$1,910,7e2.12
$1 ,841 ,320.14

$289,054.87
$1,930,374.81
$1 ,688,805.27

$341 ,455.13

($7,690.41)
$68,040.53

($109,031.73)
$35,535.22
($73,496.51)
$25,843.86
$5,881 .03

$31 ,724.89
$10,661 .45
$7,979.79

$18,641 .24
($104,471.06)

$2,840.25
($101,630.81)
($12,009.72)

($317.12)
($12,326.84)
($68,994.55)
($6,458.67)

($75,453.22)
($7,937.96)
($9,964.26)

($17,902.22)
$61 ,997.97
$13,299.53
$75,297.50
($17,700.82)

$3,259.90
($14,440.92)
($43,779.16)
$33,280.37
($10,498.79)
($55,802.04)
$23,627.52
($32,174.52)
($57,412.97)

$2,848.01
($54,564.96)
$32,977.77
($13,365.08)
$19,612.69
$27,285.13
$52,400.46
$79,685.59
($35,747.57)

$3,565.13

$190,608.18
$2,177,587.28
$1 ,877,947.37

$226,143.40
$2,104,090.77
$1 ,903,l/'91 .23

$232,024.43
$2,135,815.66
$1,914,452.68

$240,004.22
$2,154,456.90
$1,809,981.62

$242,844.47
$2,052,826.09
$1 ,797,971 .90

$242,527.35
$2,040,499.25
$1,728,977.35

$236,068.68
$1,965,046.03
$1,721,039.39

$226,104.42
$1,947,143.81
$1,783,037.36

$239,403.95
$2,022,441 .31
$1 ,765,336.54

$242,663.85
$2,008,000.39
$1 ,721 ,557.38

$275,944.22
$1,997,501.50
$1 ,665,755.34

$299,571 .74
$1,965,327.08
$1 ,608,342.37

$302,419.75
$1,910,752.12
$1,641,320.14

$289,054.57
$1,930,374.81
$1 ,668,605.27

$341 ,455.13
$2,010,060.40
$1,632,857.70

$345,020.26
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Docket No. G-04204A-08-0571

UNS GAS, INC.

STAFF'S 6TH SET: TF 6-28a - Materials and Supplies 60 months ending December 2008

JANUARY 2005 THROUGH DECEMBER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acct Account Title Date Beg Balance Period Net Balance

12600
12500

Undistributed Stores Expense
Materials 8< Supplies

Sum
Aug-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Sep-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Oct-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Nov-08

12500
12600

Materials & Supplies
Undistributed Stores Expense

Sum
Dec-08

($32,182.44)
$25,047.83
$1 ,621 .59

$26,669.42
($38,540.10)

$5,853.54

($32,686.56)
($6,154.34)
$35,781 .53
$29,627.19
($13,552.05)
$23,650.29
$10,098.24
$31 ,381 .20
$70,313.41

$107,694.61

$1 ,977,877.96
$370,068.09

$1 ,634,479.29
$2,004,547.38
$1,595,939.19

$375,921 .63

$1,971,860.82
$1 ,589,784.85

$411 ,703.16
$2,001,488.01
$1 ,576,232.80

$435,353.45
$2,011 ,586.25
$1,607,614.00

$511 ,666.86
$2,119,280.86Sum

$2,010,060.40
$345,020.26

$1,632,857.70
$1,977,877.96
$1 ,634,479.29

$370,088.09

$2,004,547.38
$1,595,939.1Q

$375,921 .63
$1,971,860.82
$1 ,589,784.85

$411 ,703.16
$2,001 ,488.01
$1,576,232.80

$435,353.45
$2,011 ,586.25
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Docket No. G-04204A-08-0571

UNS GAS, INC.

STAFF'S 6TH SET: TF 6-28c. Customer Deposits

JANUARY 2006 THROUGH DECEMBER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acct Account Title Date End Balance

24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100

Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer
Customer

Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
.Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits
Deposits

JAN-06
FEB-O6
MAR-06
APR-06
MAY-06
JUN-06
J U L-06
AUG-06
SEP-06
OCT-06
NOV-06
DEC-06
JAn-07
FEB-07
MAR-07
APR-07
MAY-07
JUN-07
JUL-07
AUG-07
OCT-07
NOV~07
DEC-07
JAN-08
FEB-08
MAR-08
APR-08
MAY-08
JUN-08
JUL-08
AUG-08
SEP-08
OCT-08
NOV-08
DEC-08

($3,127,197.92)
($3,126,339.75)
($3,125,270.17)
($3,110,409.09)
($3,096,040.90)
($3,085,705.60)
($3,093,543.92)
($3,124,148.28)
($3,200,738.94)
($3,253,291 .68)
($3,346,209.35)
($3,363,759.99)
($3,402,069.30)
($3,453,034.24)
($3,426,840.79)
($3,514,869.51)
($3,361 ,558.38)
($3,365,274.14)
($3,385,228.58)
($3,386,825.41 )
($3,235,273.10)
($3,184,534.59)
($3,090,471 .39)
($3,028,603.93)
($2,905,315.77)
($2,804,224.92)
($2,737,549.95)
($2,676,263.89)
($2,609,271 .06)
($2,609,478.65)
($2,611 ,299.02)
($2,590,814.91)
($2,589,543.17)
($2,680,041 .97)
($2,687,432.88)

Page 1 of 1 6/3/2009 4:02 PM
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UNS GAS, INC.
STAFF'S GTH SET: TF 6-28c. Customer Deposits

JANUARY 2006 THROUGH DECEMBER 2008
Note: January 2004 - December 2005 Provided in prior rate case.

Acct Account Title Date End Balance

24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100
24100

Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits
Customer Deposits

JAN-06
FEB-O6
MAR-06
APR-O6
MAY-06
J U N-06
J U L-06
AUG-06
SEP-O6
OCT-06
NOV-06
DEC-06
JAn-07
FEB-07
MAR-07
APR-07
MAy-07
JUN-07
JUL-07
AUG-07
OCT-07
NOV-07
DEC-07
JAN-08
FEB-08
MAR-08
APR-08
MAY-08
JUN-08
JUL-08
AUG-08
SEP-08
OCT-08
NOV-08
DEC-08

($3,127,197.92)
($3,126,339.75)
($3,125,270.17)
($3,110,409.09)
($3,096,040.90)
($3,085,705.60)
($3,093,543.92)
($3,124,148.28)
($3,200v738.94)
($3,253,291 .68)
($3,346,209.35)
($3,363,759.99)
($3,402,069.30)
($3,453,034.24)
($3,426,840.79)
($3,514,889.51)
($3,361 ,558.38)
($$,365,274.14)
($3,385,228.58)
($3,386,825.41)
($3,235,273.10)
($3,184,534.59)
($3,090,471 .39)
($3,028,603.93)
($2,905,315.77)
($2,804,224.922
($2,737,549.95)
($2,676,263.89)
($2,809,271 .06)
($2,609,478.65)
($2,611 ,299.02)
($2,590,814.91)
($2,589,543.17)
($2,680,041.97)
($2,687,432.88)

Page 1 of 1 6/3/2009 4:02 PM
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TF 6.64 List and describe all retirement and incentive programs available to
Company officers and employees.

a. Specifically identify the cost of any SERP or similar programs
directly charged or allocated.

b. State the cost by program, of each retirement program directly
charged or allocated.

RESPONSE: Incentives: UNS Gas non-union employees part_icipate in
UniSource Energy Corporation's ("UniSource") Performance
Enhancement Plan ("PEP"). Please see the PDF file TF 6.64(a)
(Summary Performance Enhancement Plan), Bates Nos.
UNSG(057l)075l3 to UNSG(0571)07544, on the enclosed CD for
the PEP plan description.

The structure determines eligibility for certain bonus levels by
measuring UniSource's performance in three areas :

Financial performance (UniSource's earnings per share),

Operational cost contdnrnent (UniSource's utility O&M costs);
and

Core business and customer service goals

Levels of achievement in each area are assigned percentage-based
"scores," and those scores are combined to calculate the final
payout level. The amount made available for bonuses through this
formula may range from 15 percent to 150 percent of the targeted
payout level.

The f inancial performance and operational cost containment
components each make up 30 percent of the bonus structure, while
the core business and customer serv ice goals account for the
remaining 40 percent.

The scores from each goal are totaled and then multiplied by the
targeted bonus of each employee to determine the total available
dollars to be paid out. Targeted bonus percentages, as a percent of
base salary, range from 3% to l4% for regular unclassified
employees, and 25% to 80% for Managers and Officers. Bonus
percentages, as a percent of base salary, are used in the calculation
of total available dollars, and actual awards may vary at
management's discretion, based on individual employee
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contribution. If a payout is achieved, employee PEP bonuses will
be distributed near the end of the first quarter the following year.

Retirement Programs: .UNS Gas Employees are eligible to
participate in the Pension Plan for Employees of UniSource
Energy Services ("UES"). Please see PDF file TF 6.63(c) (Pension
Plan) in response to TF 6.63(c) for the summary plan description.
Additionally, UNS Gas Employees are eligible to participate in the
Tucson Electric Power Company ("TEP") 401(k) Plan as described
below:

401(k) PLAN

TEP's 401(k) Plan takes advantage of Section 40l(k) of the
Internal Revenue Code and permits employees to voluntarily save
from 1/2% to 50% of their pay, before any deduction for state or
federal income taxes. UniSource matches, 50 cents on the dollar,
up to the first 6% of pay saved in the 401(k) Plan for UNS Gas
employees.

I
1

Employees' savings and UniSource matching contributions are
invested in one or any combination of a selection of professionally
managed investment funds at the direction of the employee.
Employees are eligible to join the 401(k) Plan upon their date of
employment. UniSource matching contributions are fully and
immediately vested.

a. UNS Gas is in the process of gathering this information and
will provide the response to this data request shortly.

UNS Gas is in the process of gathering this information and
will provide the response to this data request shortly.

RESPONDENT: Gabrielle Camacho/Dawn Sabers

WITNESS: Dallas Dukes

SUPPLEMENTAL
RESPONSE: a. & b. Please see the Excel workbook TF 6.64 on the enclosed CD

for expenses for retirement plans requested. The allocation
methodology is listed for each expense. For information on
the allocation methodology, please see the response to TF
6.35 for our policies on allocations.

RESPONDENT :

WITNESS:

b.

Linda Joyce

Karen Kissinger
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SUPPLEMENTAL
RESPONSE: The title of the PDF attachment listed above under the heading

"Incentives" is listed incorrectly. The title of the attachment
should be TF 6.64 (a) Pension Summary Plan Description. The
Bates numbers for this tile remain the same, Bates Nos.
UNSG(057l)07513 to UNSG(057l)0'/544.

Additionally, please see the response to TF 6.92 for the Long-Term
Incentive Program.

Gabrielle Camacho/Dawn SabersRESPONDENT :

WITNESS: Dallas Dukes

l



"PEE(firmO*9
n:°¢°
'a'°'?
w e
E  0 0
_:cow
.°s=»~t= 9< (D

6
z...GJ
.ah
oo
D

(D
w
z
D
o
4-1

co
so
oo
<
4 -
o
'o
o
.c
4-1o
E

a)a>a>
w w w:ccG)G)4Dl:Lo.cLxxxwma:
(D(D(Dwwwbuzz
*s*5°<s£881

E E S
E E E
t o oIJ.IJ.I.l.

u>a.»a>
. : J : . 1 :t o om u m

m u m
E Y E
t o o
'c>'o'ow m a :
mummum
11'51:0)
mum
2 9 9
<<<

m m

v v LDo m mv- D CD
LD LD F
o v- I\r~ N N

p' N c*'>
N cy P
o 4- N
v ' LO No N v
1 - 1 - (\I

GJ
1-"-

| | Q

4
'5a__l
80)

(D
S o
Q.Z><:
LIJ

co
'Q
F'

69 Ia 69 99 he <-A e=> he he

:co
.c:

ID

o

C m Q.

o D. '4- c a E E Q
L-
Q) 'U

|_ GJ
cm
:s

I
V)

UI

8 .D
983
'Haas
238
o f863
E t . ;

E T88"' D o
9 2 5
"' ¢'a*'-'
: > n ¢ u . =

8
z

: C
o 0"-1J

D.. enc/J<n"*n:a§8uJuJ Lu  8uJuJ
DDDL..(D|-

'é' c
_'E _w
D- o.
ea Q Cc .. =.8

2 o c
0 - m : E c o

o so o
._ 4:
3¥ ">"'a

892
O _ I D



Attachment RCS-5
Page 14 of 187

Docket No. G-04204A-08-0571

SUMMAR YPLAN DESCRIPTION
OF

THE PENSION PLAN
FOR EMPLOYEES

OF
UNISOURCE ENERGY SERVICES

Effective August 11, 2003
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SUMMARY PLAN DESCRIPTION
OF THE PENSION PLAN FOR EMPLOYEES

OF UNISOURCE ENERGYSERVICES

Introduction

This document constitutes the Summary Plan Description ("SPD") for die Pension Plan
for Employees of Unisource Energy Services (the "Plan"). The Plan is a defined benefit pension
plan that Unisource Energy Services ("UES") has adopted for eligible employees. The Plan
became effective as of August ll, 2003 .

Few goals are of greater long-range importance than providing for a financially secure
retirement. That is why Unisource Energy Services ("UES") sponsors this Plan for you and
other eligible employees. The Plan is designed to provide you with retirement income for life
based on your salary and the years you work for the UES or any other participating company
("Elnployer"). When your benefits under this Plan are combined with Social Security and your
personal savings, it offers valuable financial security for your retirement years.

On August 11, 2003, Tucson Electric Power Company acquired certain assets and
liabilities of Citizens Communications Company ("Citizens"). In connection with that
acquisition, certain Citizens employees who were active participants in the Citizens Pension Plan
became employees of UES. To the extent that those employees will also be entitled to benefits
under this Plan, dieir benefits firm this Plan will be integrated with the benefits provided firm
the Citizens Pension Plan.

Some terms in the summary are technical. See the Glossary in AppendixA starting at
page 24 at the back of the SPDfor the definition of any capitalized term you do not understand.
If you still have questions, please call the Benefits Ojicefor additional help.

You should read this summary closely so you understand how the Plan
works. However, because this is a summary, not every provision is described
and the description of certain provisions has been simplified. Full details are
contained in the Plan document, which is a legal text governing the operation
of the Plan. Copies of the Plan document are available to review in the
Benefits Office during regular business hours. If you have any questions
contact the Plan Administrator. This SPD does not interpret, extend or
change the Plan in any way. If there are any inconsistencies between this
SPD and the Plan document, the provisions of the Plan document will govern
your rights and benehts

1
DC1 301263341
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Eligibility andEnrollment

When Are You Eligible to Participate in this Plan?

Former Citizens Employees. If you were an active participant in the Citizens Pension
Plan on August 10, 2003 -- the day before Citizens was acquired, you automatically became a
Pamlcipant in this Plan as of August 11, 2003, if on that date or immediately after the end of a
Permitted Leave, you (a) were employed by UES in an eligible class of Employees and (b)
earned at least one "Hour of Service" (as defined below),

New Employees. You will become a Participant on the first day of the month on or after
the day you become an Eligible Employee. You are an "Eligible Employee" if z

• UES has classified you as a common law employee of UES,

you are at least age 21, and

• you have earned one year of Eligibility Service, which is a twelve-month period,
beginning with your date of hire (or an anniversary of your date of hire) in which you
are credited with at least 1,000 Hours of Service.

You are not in the class of employees eligible to participate in the Plan if:

you provide services to UES as an independent contractor or consultant, or
pursuant to an employee leasing agreement, or UES has classified you as a leased
employee or as contract labor, or

• you are a collective bargaining employee, and your agreement does not
specifically provide for your participation in the Plan, or

you are a non-resident alien.

Defining Hours of Service. An Hour of Service is each hour that you actually work for
UES or an affiliated employer. You also receive an Hour of Service for each regularly scheduled
work hour that you do not work, but are paid or entitled to be paid due to an approved leave of
absence, vacation, illness, jury duty, holiday or disability. However, you will not receive more
than 501 hours of service for any single continuous period during which you perform no duties,
and you cannot receive double credit for the same period of service.

Hours of Service are also credited for each hour for which back pay has either been paid,
awarded or agreed to by a participating company (to the extent not already counted above).

If you are a former Citizens employee who was actively participating in the Citizens
Pension Plan on August 10, 2003, your Hours of Service will include any hours credited to you
under the terms of the Citizens Pension Plan, taking into account for this purpose the provisions
relating to disregarding service due to a period of severance.

2

DC1 30126334.1
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Rehired Employees. If you previously worked for UES and have been rehired as an
Employee, your eligibility to participate in the Plan and the date you will be considered to be a
Participant will depend on several factors, including (1) your years of employment with UES
when you left, and (2) the length of dine you were gone.

If you are not an Eligible Employee when you are rehired, you will become a Participant
in accordance with the eligibility mies that apply for new Employees (described in the prior
section).

If you are an Eligible Employee when you are rehired, you will become a Participant as
follows:

• If you are gone for less than 12 consecutive months, you will
Participant as of your date of rehire.

become a

• If you are gone for 12 or more consecutive months, you must earn at least one
year of Eligibility Service after your rehire before you will become a Participant.
Upon completing a year of Eligibility Service, you will become a Participant
effective on your date of rehire.

• If you did not have a vested interest when you left employment and you are gone
for 60 or more consecutive months, you will be treated as a new Employee for
purposes of reentering the Plan.

The rules regarding participation and credited service upon rehire are quite complex.
think they may apply to you, please contact the Benefits Office for more detail.

If you

Service with an affiliated employer. If you work for Tucson Electric Power Company
or another affiliate which is part of the same corporate group as UES, you will continue to be
credited with Hours of Service under the Plan. However, you will not be eligible to become a
Participant unless you are employed by UES, and your service with the non-participating
company will not count toward increasing your benefit.

Once You Are Eligible to Participate, How Do You Enroll?

Enrollment in the Plan is automatic. You do not have to complete an enrollment form in
order to participate. UES's Benefit Office will notify you when you become a Participant in the
Plan.

Who Pays For t h e  P lan ?

You do not have to contribute toward the cost of your pension benefits. UES contributes
the funds to provide for die payment of benefits under the Plan, and those funds are held in trust.

3
DC1 30126334.1
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Pos oped retirement benefit

Normal retirement benefit

Early retirement benefit

Plan Benefits At a Glance

Benefits at termination of employment

Normal Retirement Benefit

This is the first day of the month coinciding with or next following your 65"' birthday.
retirement benefit is calculated on the basis of the following:

Each of these terms is discussed below. In addition, if you were an active participant in
the Citizens Pension Plan on August 10, 2003, and began participation in this Plan on August ll,
2003, your retirement benefit is reduced by the benefit payable to you from the Citizens Pension
Plan. Here is the basic benefit formula that is used for calculating your normal retirement benefit
when you retire on or after age 65:

You are eligible to retire with full benefits upon reaching your Normal Retirement Date.
Your

•

•

•

Your "Average Compensation,"

Your "Average Covered Compensation," and

Your years of "Benefit Service" up to 35 years.

Benefits Payable under the Plan

After five ears of Vestin_g Service

I If you die after vesting

retire after age QQ

re benefits start

Attachment RCS-5
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%» of your Average Compensation

0.7% of the excess of your Average Compensation over your Average Covered Compensation

MULTIPLIED BY

of Benefit Service at retirement, up to 35 years

MINUS (for certain former Citizens employees)

The amount of benefit payable to you from the Citizens Pension Plan

4
DC1 30126334.1
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2001 $3,083.33 2006 $3,416.67*

2002. $3,166.67 2007 $3,750*

2003 $3,250 2008 $3,916.67*

2004 $3,583.33 2009 $4,083.33*

2005 $3,333.33* 2010 (6 months to 7/1) $4,666.67*
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For former Citizens employees who began participation in this Plan on August 11, 2003 ,
note that your Average Compensation and Benefit Service with Citizens is counted in calculating
your benef i ts. Your compensat ion and serv ice  wi th Ci t izens i s  de te rmined according to the
prov i s i ons  of  the  C i t i z e ns  Pe ns ion P l an  ( a s  i n  e f f e c t  on Au gu s t  10 ,  2003 ,  or  y ou r  e a r l i e r
termination), and is counted even if your benefit was frozen as of February 1, 2003.

Here are the important terns you need to know to calculate your retirement benefit from
the Plan:

Average Compensat ion.  Your  Average  Compensat ion i s  your  ave rage  monthly  bas i c
earnings for the 60 consecutive months of highest pay during the last 120 months of your Benefit
Se rv ice .  I f  you  have  l e ss  than 60  months of  Benef i t  Se rv ice ,  Average  Compensat ion wi l l  be
based on the entire period of your service. For the purpose of detennining whether months are
consecutive, any month during which you have no Benefit Service will  be ignored.

Here is an example . Assume your salary  is set annual ly , so your monthly  basic  earnings
are consistent throughout the year:

*Your 60 consecutive months of highest pay are from July 1, 2005 through June 30, 2010. Your
average monthly earnings are $3,833.

"Monthly  basic  earnings" means your monthly  rate  of  base salary  or wages paid to you,
determined as of the f irst day of the month. If you are not compensated at a monthly rate, your
monthly rate will be determined as 1/12th of your annual rate. Items of compensation other than
base salary or wages, such as overtime pay, special  remuneration and employer contributions to
any employee benefit plan, are excluded from monthly basic earnings.

The following rules apply to the compensation used to determine Average Compensation:

Compensat ion conside red in any  year  cannot  exceed $200 ,000 .
changes based on IRS mies in effect from time to time.

This amount

• Compensation inc ludes amounts you e lect to have UES contribute  on a pre-tax
basis to a 401(k) plan, health plan or f lexible  spending account. However, non~
qualified deferred compensation is not included.

5
DC1 301263341
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Average Covered Compensation. This is the average of the annual Social Security
wage bases on which you and your employer pay Social Security taxes during a 35-year period,
it changes from year to Year based on cost-of-living adjustments to the Social Security taxable
wage base. This 35-year period ends on the last day of the calendar year in which you reach your
Social Security retirement age. Average Covered Compensation is based on the Social Security
law in effect on January 1, 1977.

Benefit Service. Your Benefit Service is al l  time (including any approved leaves of
absence) beginning on the date you began working for UES and ending on your "Severance from
Service" date. You have a "Severance from Service" when your employment terminates for any
reason, including quit, involuntary termination, retirement or death. In addition, you have a
Severance from Service on the first anniversary of a leave of absence, other than a leave due to
(a) pregnancy, birth of a child, placement of a child with you in connection with adoption of the
child or caring for a child immediately following birth or adoption or (b) any other protected
leave under the Family and Medical Leave Act of 1993. You wil l  have a Severance from
Service no later than the second anniversary of the beginning of such a Medical or Family Leave
(unless you earlier terminate due to quit, involuntary termination, etc.).

The following periods of service, however, are not included in your Benefit Service:

1 any period before you became a Participant in the Plan,

• any Period of Severance, even if it is less than one year. A Period of Severance
means the time beginning on your last day of work and ending on the date you are
re-employed, and

any period in which you are ineligible to participate in the Plan (for example,
because you are employed by a non-participating affiliate).

If you are not Vested in your benefits when you leave employment or otherwise have a
Severance from Service and are later rehired, you can lose credit for your prior Benefit Service.
This will happen if:

• you have a period of severance of at least 60 consecutive months, or

• you have a period of severance of at least IN consecutive months, and you do not
earn at least 12 months of service after your reemployment with UES or an
affiliated employer.

If you are a Part-Time Employee, your Benefit Service will be computed on the basis that
200 Hours of Service with UES is one-tenth (l/10) of a year of Benefit Service. However, no
more than one year of Benefit Service will be credited in any Plan Year. "Part-Time Employee"
means an employee who is employed and compensated for 28 hours per week or less.

6
DC1 30126334.1
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1.3% of your Average Compensation = .013 x $4,200 (A) $54.60

Plus 0.7% of the excess of Average Compensation over Average Covered

Compensation = .007 x $534 (B)

+ $3.74

Multiplied by the aggregate of your Benefit Service under the Citizens
Pension Plan and this Plan (up to 35 years) (S)

x30

Normal Straight Life retirement benefit (C x S) $1,750.20
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If you were an active participant in the Citizens Pension Plan on August 10, 2003 and
became a participant in this Plan on August 11, your Benefit Service will include the Benefit
Service credited to you under the terns of the Citizens Pension Plan for purposes of calculating
your benefit under the Plan , and the amount of offset of your benefit attributable to your
Citizens Pension Plan benefit. Your Citizens' Benefit Service is also used in determining
whether you have earned 35 years of Benefit Service. Note that Benefit Service that is
disregarded under the Citizens Pension Plan because of a break in your service is similarly
disregarded under this Plan.

An Example of the Normal Retirement Benefit Calculation - Assume you decide to
retire in 2004 at age 65 with 30 years of Benefit Service. Also assume your Average
Compensation is $4,200 per month. Based on your retirement date, your Annual Covered
Compensation is $43,992, or $3,666 a month. Therefore, your Average Compensation over
Average Covered Compensation is $534. Here's how your normal retirement benefit under this
Plan is determined:

Normal Retirement Benefit Calculation Under this Plan

In this example, your normal Retirement Benefit would be $1 ,750.20. This is the amount
payable to you each month for life beginning at age 65. Keep in mind that your monthly
payment will be adjusted if you elect to receive it in any other payment form - for example, in
monthly payments over your lifetime and the lifetime of your spouse .

If you are a former Citizens employee who was an active participant in the Citizens
Pension Plan on August 10, 2003 and began participation in this Plan on August ll, 2003, any
amount payable to you under the Citizens Pension Plan will be subtracted from the amount
payable under this Plan. For purposes of the prior example, assume that 29 of the 30 years of
Benefit Service were with Citizens, and one year of Benefit Service was under this Plan. Also
assume that your Average Compensation under the Prior Plan was $4,l00, and Annual Covered
Compensation was $3,664 in 2003. Therefore, your Average Compensation over Average
Covered Compensation is $436.

Based on these assumptions, your normal Retirement Benefit under the Citizens Pension
Plan would be:

7
DCI 30126334.1
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$1,634.15 per month on a Straight Life basis. As a result, that amount will be deducted from the
amount you will receive from this Plan. Accordingly, you will receive $1,634.15 per month
tram the Citizens Pension Plan and $116.05 per month from this Plan, for a total retirement
benefit of $1 ,750.20 per month on a Straight Life basis.

Early Retirement Benefit

You may retire as early as the first day of the month coinciding with or next following
your 55"' birthday, as long as you have completed five years of Vesting Service. For the
definition of Vesting Service, see the discussion entitled "How your Vesting Service is
Determined," later in the SPD .

Your early Retirement Benefit is your Accrued Normal Retirement Benefit as of the date
your employment ends, multiplied by the early retirement fraction described below. Your
Accrued Normal Retirement Benefit is the benefit you have earned through the date you stop
working (under the normal retirement formula above) but using the Benefit Service you would
have had if you had continued worldng until your Normal Retirement Date (up to 35). This
"projected" retirement benefit is then multiplied by the ratio of your actual Benefit Service to the
Benefit Service you would have if you continued worldng to your Normal Retirement Date.

J »~w~¢»»~v»~¢» wwwwwnwnw
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Your actual Benefit Service as of the date your employment terminates
(determined without regard to the 35 year limit)

Your projected Benefit Service as if you had continued working until your Normal Retirement
(determined without regard to the 35 year limit)
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65 0% 100%

64 5% 95%

63 10% 90%

62 15% 85%

61 20% 80%

60 25% 75%

59 30% 70%

58 35% 65%

57 40% 60%

56 45% 55%

55 50% 50%
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As noted above, your benefit will be subject to a second reduction if you begin receiving
payments before your Normal Retirement Date. Your benefit will be reduced by five-twelfths
(5/12) of one percent (1%) for each full month for which you receive distribution of your
benefits before you tum age 65. This reduction is made because you will be receiving payments
over a longer period of time. The reduction is calculated monthly, however, the schedule below
gives you an idea of the reduction factors that would apply for selected ages:

Early Retirement Benefit Reduction Schedule

If you retire in the middle of a year, the reduction is interpolated based on the first of the month
in which your benefit begins.

An Example of the Early Retirement Benefit Calculation -- Assume as in the prior example
that you decide to retire in 2004, but you are age 60 with 30 years of Benefit Service, Also
assume your Average Compensation is the same, $4,200 per month. Based on your 2004
retirement date, your Annual Covered Compensation is $43,992, or $3,666 per month, and your
Average Compensation over Average Covered Compensation is $534. Based on these
assumptions, the early Retirement Benefit would be calculated as follows:
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1.3% of your Average Compensation = .013 x $4,200 (A) $54.60

Plus 0.7% of the excess of Average Compensation over Average Covered

Compensation = .007 x $534 (B)

+ $3.74

Multiplied by your Benefit Service projected to normal retirement date

(up to 35 years) (S)

x 35

Nonnah straight life retirement benefit** (C x S) $2,041 .90

Reduced by the Early Retirement Fraction of 30/35 X .857143

Monthly adjusted straight life benefit payable at age 65 $1,750.20
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Early Retirement Benefit Calculation Under this Plan

** Note that this amount will be reduced by amounts payable to you under the Citizens Pension
Plan.

As you can see from the calculation, if you leave UES before your Normal Retirement Age, your
early retirement benefit expressed as a straight life annuity benefit beginning at age 65 is
$1,750.20. If you elect to receive payments before your 65th birthday, your benefit will be
reduced by five-twelfths (5/12) of one percent (1%) for each month that you receive distribution
of your benefits before you turn 65. In the example used above, if you elect to receive payments
immediately after your 60th birthday, you will receive your benefits 60 months before your 65th
birthday, so the reduction is 25%. Accordingly, you would receive 75% of $1,750.20, or
$1,312.65 each month, commencing as of your 60th birthday. Also keep in mind that your
monthly payment will be adjusted if you elect to receive it in any other payment form - for
example, in monthly payments over your lifetime and the lifetime of your spouse.

Important: If you plan to retire early and you want to receive your benefits beginning with the
first day of the month after your Termination of Employment, you should contact the Benefits
Office at least 120 days in advance. Your retirement election must be made within the 90-day
period ending on the date you want your retirement benefits to begin.

Postponed Retirement Benefit. You will continue to earn retirement benefits if you work
beyond your Normal Retirement Date. In that case, you will receive a retirement benefit
beginning on the first day of the month after you retire. Your postponed benefit is determined
using the Normal Retirement Benefit formula above, based on your Average Compensation and
Benefit Service (not in excess of 35 years) as of the date you retire.

Disability Retirement Benefit. If you are a Participant with five or more years of Vesting
Service and you become Permanently Disabled while you are employed by UES, you will be
entitled to a disability retirement benefit.
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For purposes of this Plan, you will be considered to have a "Permanent Disability" (or be
Permanently Disabled") if you are determined to be disabled under the UES Long-Term

Disability Plan ("LTD Plan"), and the disability continues for at least six (6) consecutive
months

Your Disability Retirement Date is the date that the Committee determines your absence due to
the Permanent Disability began

While you are Permanently Disabled, you will continue to be credited with Benefit Service and
Vesting Service until the earliest of:

(1) die later of your Normal Retirement Date or the fifth anniversary of your Disability
Retirement Date,

(2) the date you refuse to submit to a medical examination as required to determine
whether the Permanent Disability still exists,

(3) the date you cease to be Permanently Disabled,

(4) the date of your death;

(5) the date your LTD Plan benefits cease, or

(6) the date your Retirement Benefit begins.

You can elect to begin your Retirement Benefits when you are eligible for a Normal or Early
Retirement Benefit. Your disability retirement benefit will be calculated using the applicable
benefit formula (based on whether you will be receiving an early or normal Retirement Benefit),
based on your Average Compensation as of your Disability Retirement Date and the Benefit
Service credited to you above. Remember that continuing service credits end when you elect to
retire.

If you are a Part-Time Employee on your Disability Retirement Date, your Benefit Service will
be credited at a rate of one-twentieth (1/20) of a year of Benefit Service for each month of
Permanent Disability, with a maximum of six months of Benefit Service credited in any Plan
Year.

Keep in mind that if you elect to receive a benefit before your Normal Retirement Age, the
Plan's early retirement factors will apply,
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Vesting and Forfeiture of Benefits at Termination of Employment

Vesting refers to the extent to which you have a no forfeitable right to your retirement
benefit when you leave UES. If you are credited with five or more Years of Vesting Service,
your right to your retirement benefits are fully or 100% vested, and you are entitled to all of the
benefits you earned under the Plan when you retire or otherwise leave UES. In addition,
regardless of your Vesting Service, your benefits are 100% vested at your Normal Retirement
Age if you are actively employed by UES .

How is Vesting Service Determined?

Vesting Service is equal to your aggregate Periods of Service and any periods that are required
by law to be credited to you for periods of military service. A Period of Service begins on your
Employment Commencement Date and ends on your Severance from Service Date, and includes
Periods of Severance under 12 months. The following periods are not counted in determining
Vesting Service:

• Any Periods of Severance of 12 months or more,

• Any Periods of Service before a Period of Severance that is 60 consecutive months or
more, if benefits were not vested,

• Any Periods of Service before a Period of Severance of at least 12 consecutive months
unless you are credited with a one year Period of Service after that Period of Severance,
and

• Any Periods of Service prior to your 18th birthday.

A Period of Severance commences on the date your employment terminates, and ends on any
subsequent reemployment date. A Period of Severance will not include:

• Credited Leave, which is defined as any leave of absence (l) due to illness or injury (not
otherwise required to be credited to you under the Family and Medical Leave Act), or (2)
for fuMet education, or Government service as detennined by UES,

• Any leave of absence to enter the Armed Forces of the United States (1) through the
operation of a compulsory military service law, (2) during a period of declared national
emergency, or (3) pursuant to a leave of absence granted by UES, as long as you return to
the service of UES within 90 days (or such longer period as may be required by law) after
your discharge or release from active duty, or within the period for which leave of
absence was granted by UES, or

• Any absence from work due to a leave under the Family and Medical Leave Act.

If you began participation in this Plan or with an affiliated employer on August ll, 2003, your
Vesting Service includes the Vesting Service credited to you under the terms of the Citizens
Pension Plan, including its provisions disregarding service due to a Period of Severance.
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Effect of Termination of Employment

If your employment terminates before your Early Retirement Age (age 55 with 5 or more years
of Vesting Service), you will be entitled to receive benefits only if you have at least 5 years of
Vesting Service when you leave. If you leave employment before you are fully vested in your
benefits, you will forfeit your unvested pension benefits.

Your Termination of Employment Benefits are calculated in the same way as Early Retirement
Benefits (described above), using your Benefit and Vesting Service as of the date of Termination
of Employment. Your benefits can begin as early as the first of the month on or after your 55th
birthday. Remember, benefits will be actuarially reduced if you begin payment before your
Normal Retirement Date at a rate of 5/12"'5 of 1% per month.

If the Actuarial Equivalent present value of your benefits when you leave is $5,000 or less, you
will automatically receive your benefit in a single lump sum (which you may elect to have rolled
over to a new plan). In contrast, if your benefits exceed $5,000, you will have a choice of the
form in which you receive those benefits (see the section below entitled "How Benefits are
Paid").

Be sure to notify UES if you have a change in address. This way, UES will be able to contact
you when you become eligible for a distribution of your vested benefits.

Any benefit that is not vested will be deemed cashed out on the date you incur a Period of
Severance of 12 consecutive months. If you are rehired and am a Year of Service before you
have a five (5) year Period of Severance, your benefit will be restored.

Transfers to Another Employer. If you transfer to an affiliated employer that has not adopted
this Plan, you will cease to accrue additional benefits under this Plan.

Reemployment After Retirement.

If you are rehired by UES after you have begun receiving retirement benefits from this Plan
before Normal Retirement Date (your sixty-fifth (65) birthday), your benefits will be suspended
until you subsequently retire. When you subsequently retire, your benefit will be based upon
your Average Compensation and Benefit Service at your subsequent retirement date, reduced by
the actuarial value of prior payments you received. If you received a lump sum payment of your
vested benefit when you previously left employment, your prior Benefit Service will be
disregarded for all purposes of the Plan.

If you are rehired (or continue to be employed by UES) after your sixty-fifth (65th) birthday,
your benefits will be suspended for each month in which you are credited with forty (40) or more
Hours of Service. You must notify UES in order to resume benefits after you stop being so
employed. Your benefits will resume no later than the third month after you stop being so
employed, assuming you have given the required notice to UES.

The details regarding the impact of rehire upon the payment, the amount and form
of benefits under the Plan are extensive. If you are thinking about returning to work with
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UES after commencing your benefits under the Plan, please contact the Plan Administrator
for the specific rules that will aQBlxtoxour sitllation

How Benefits are Paid

The Plan allows you to receive your retirement benefits in a variety of ways. You choose the
method that best fits your personal financial needs.

Forms of Benefits. If the Actuarial Equivalent present value of your vested benefit exceeds
$5,000, you may elect to receive your benefits under several different payment options:

Life Annuity: This option provides monthly benefits to you for life. When you die,
payments end. No income will be paid to anyone else.

• Life Annuity with a five or ten-year certain feature: The 5-year or 10-year life annuity
pays reduced monthly benefits to you for life, with guaranteed payments for a period of
60 or 120 months, as you elect. If you die within the guaranteed period, your designated
Beneficiary will receive your monthly benefit for the remainder of the period. If you
receive monthly benefits for the full guaranteed period during your lifetime, no benefits
will be paid after you die. The amount by which your benefit is reduced depends on the
option you choose and your age. If your Beneficiary dies before you, you may designate
a new Beneficiary.

33 1/3, 50%, 66 2/3%, 75%, or 100% Joint and Survivor Annuity Options: These options
provide a reduced joint and survivor annuity. A joint and survivor annuity provides a
monthly benefit to you for your lifedrne. After your death, your Beneficiary will receive
the percentage elected of your monthly benefit for the remainder of his or her lifetime.
The monthly benefit you receive will be less than a single life annuity because it will be
paid over two lifetimes - yours and your Beneficiary's. The amount of the reduction
depends on your age and the age of your Beneficiary when benefit payments begin. If
your Beneficiary dies before you, you cannot name another Beneficiary, and your
payment level will not increase. Benefits end upon your death.

1 Voluntary lump-sum distribution: If your vested benefit exceeds $5,000, this option
provides a lump-sum distribution. The amount of the lump sum is the Actuarial
Equivalent present value of your vested benefit payable on your Annuity Starting Date.

If the Actuarial Equivalent present value of your vested benefit is $5,000 or less, you will
automatically receive your benefit in a single lump sum. This applies to both single and married
employees. Thereafter, you will not be entitled to any monthly benefit.

Special Rules for Married Participants. If you are man°ied on your Annuity Starting Date, you
must receive distribution of your vested benefit in the form of a 50% (or greater) Joint and
Survivor Annuity with your spouse as your Beneficiary, unless you and your spouse elect to
waive this form of distribution. Your spouse's election must be witnessed by a notary public or
the Plan Administrator during the 90-day period ending on your Annuity Starting Date. Your
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election must state the optional font of benefit that you would like distributed and the time of
the distribution, and must designate any non-spouse Beneficiary, including contingent
Beneficiaries, which cannot be changed without your spouse's consent (if applicable). A
spouse's consent to the waiver, once given, may not be revoked. You may revoke the waiver of
a Joint and Survivor Annuity without your spouse's consent at any time prior to your Annuity
Starting Date (and if so desired, waive it again before that date so long as the requirements for
the waiver are satisfied).

Electing a Payment Method. You must elect the font of payment during the 90-day period
preceding your Annuity Starting Date. This election may not be changed after your Annuity
Starting Date. Remember to contact us 120 days in advance. As you approach retirement age,
you will receive more specific information about your benefit options and payment amounts.

If no election of method of distribution is made and you are single, you will be deemed to have
elected a straight life annuity with no ancillary benefits. If you are married, you will be deemed
to have selected a 50% Joint and Survivor Annuity with your spouse as the Beneficiary.

Keep in mind that you may be asked to provide copies of your birth certificate, applicable spouse
birth certificate and marriage license, and may be asked to provide proof of a divorce or spouse
death certificate.

Survivor Benefits

If You Die Before Retirement Benefits Begin. If you die before retirement benefits begin,
have a vested benefit in the Plan, and are survived by a spouse to whom you have been manned
for at least one (1) year at the time of your death, your spouse will be eligible to receive a
Qualified Preretirement Survivor Annuity. Your spouse is eligible for this benefit even if you
are no longer working when you die. This benefit will be paid to your spouse in the form of an
annuity for your spouse's life. If the Actuarial Equivalent present value of the Qualified
Preretirement Survivor Annuity does not exceed $5,000, the benefit will be paid as a lump sum.

Amount of Benefit. The amount of the annuity your surviving spouse can receive from the plan
is the survivor benefit the spouse would havereceived if you (1) terminated employment or your
date of death or earlier termination date, (2) survived to your earliest retirement age under the
plan (or, if later, your actual date of death), (3) elected a 50% Qualified Joint and Survivor
Annuity at that time, and then (4) died immediately after you began receiving payments. Note
that the benefit is actuarially adjusted to the extent that payments begin before you would have
attained age of 65.

When Payments Begin. The distribution to your spouse will begin on the earliest of:

a) the first day of the month following your death, if your death occurs after your
Normal Retirement Age,

b) the first day of the month following your Normal Retirement Age if your death
occurs prior to that time, unless your spouse elects to receive the benefit before
your Nonnal Retirement Age (but not earlier than the date you would have
attained your Early Retirement Date had you survived), and
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c) if you die before your Normal Retirement Age, and the Actuarial Equivalent
present value of the Preretirement Death Benefit does not exceed $5,000, the first
day of the month following your death.

If you die before your Normal Retirement Age, and the present value of your Preretirement
Death Benefit exceeds $5,000, your spouse may elect to have distribution of the benefit begin on
the first day of any month following the election, but not earlier than your Early Retirement Date
or after your Normal Retirement Age.

Special Circumstances

• If you are mam'ed, and (a) you give the Committee written notice of your election to
commence your retirement benefits on a specific date, or your retirement benefit is to
commence on or after your Normal Retirement Date or after you reach age 70% in the
absence of such election, and (b) within 90 days prior to the benefit commencement date,
you elect a joint and survivor annuity form of payment with your spouse to receive more
than 50% of the amount payable, then your surviving spouse's annuity will be based on
the larger amount payable under the joint and survivor annuity.

• If you are married, and (a) you die while employed or while on Permanent Disability
after having elected to retire within 90 days of such election and to commence your
retirement benefit in the form of a lump-sum payment, and (b) your death occurs prior to
the benefit commencement date, a lump-sum payment in the same amount will be
payable to your spouse on the date the payment would have been made to you had you
lived. In order to receive this lump-sum payment, your spouse must, within 60 days after
the date of your death, waive the Preretirement Death Benefit that would otherwise be
payable.

If You Die After Retirement Benefits Begin. If you die after you have started to receive your
retirement benefit, payments will continue only if you elected a payment form that provides for a
survivor benefit to be paid to your designated Beneficiary. You need to understand that a single
life annuity provides monthly benefits to you for life. If you elect to have your retirement benefit
paid to you in that form, payments end when you die. No income will be paid to anyone else.

No benefit is paid under the plan if you die before retirement benefits begin and you are
not survived by a legal spouse.

Taxes and Your Benefits

You are responsible for paying applicable taxes on your benefit when you receive it. Under
current tax law, your retirement benefit is not taxable while it remains in the Plan. When you (or
your Beneficiary) receive a distribution from the Plan, you are responsible for paying applicable
income taxes. If a lump sum payment is made, you may also owe a 10% penalty tax if your
retirement benefits are paid to you before age 59% and you terminate employment before the
begirding of the year in which you reach age 55.

In general, you can defer paying taxes if you elect to "rollover" your lump sum payout (that is,
have it transferred directly) to a plan that will accept rollovers ("Eligible Retirement Plan"), such
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as a 401(k) plan, a section 457 government plan, or a section 403(b) annuity, or to a traditional or
"conduit" individual retirement account ("IRA"). However, certain types of payments generally
cannot be rolled over:

• Payments Spread Over Long Periods: Annuity payments cannot be rolled over because
they are part of a series of equal (or almost equal) payments that are made at least once a
year and will last for your lifetime or for more than ten (10) years.

Required Minimum Payments: Beginning in the year you reach age 70% or retire,
whichever is later, a certain portion of your payment cannot be rolled over because it is a
required minimum payment that must be paid to you.

If you do not elect a direct rollover of the entire lump sum distribution, the Plan is generally
required to withhold 20% of the taxable portion of the amount distributed. You will receive
additional information on the rollover or direct transfer option when you terminate employment
and are ready to receive a distribution.

If you receive payment of your benefit in the form of an annuity (fixed payments for life), you
may elect whether or not to have taxes withheld. If you do not make any election, federal
income tax will be withheld automatically. Withholding is applied as if the payments were
wages. If you elect not to have withholding apply, or even if you do elect withholding, you may
still owe taxes on the payments. You are responsible for payment of any taxes associated with
the payments .

I

Tax laws change from time to time, and the tax impact of receiving payments from
the Plan will vary with your individual situation. Because UES cannot give tax advice or
counsel, you should consult a professional tax advisor or financial expert for specific advice
about your circumstances

Social Security Benefits

Throughout your working career, both you and UES contribute toward your Social Security
benefits through payroll taxes. These benefits are in addition to your benefits under the Plan and
provide you with an important source of retirement income. You will not receive Social Security
benefits automatically. You must applyfor them.

If you were born on or before January 1, 1938, your full Social Security benefits can begin at age
65. If you were born later than that date, your full Social Security benefits can begin between the
ages of 65 and 67, depending on your birth date. You can consult the chart at the Social Security
Administration's website on the Internet at http://www.ssa.gov/retirechartredhtm for the age
when you will be entitled to receive your full benefits. You may begin receiving reduced social
Security benefits at age 62.

If you are manned, your spouse also is entitled to receive Social Security benefits in an amount
based on your pay or his or her pay - whichever produces the greater benefit.
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Additional information about your Social Security benefits and how to apply for them is
available through SSA's website at http://www.ssa.gov, or you can contact your local Social
Security office. The national toll-free number for Social Security currently is 1-800-772-1213.

Plan Administration

The Plan is administered by a Committee appointed by the President of Tucson Electric Power
Company. The Committee consists of at least three members, and its functions include resolving
claims for benefits and interpreting and construing the terms of the Plan. The Committee has
absolute and exclusive authority to interpret the provisions of the Plan in its discretion. The
Committee will appoint a Plan Administrator who will maintain Plan records, and make
appropriate reports and disclosures required by ERISA. A Trustee will be appointed to manage
and control the trust fund and its assets.
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How to Apply for Bane/its -- Claims Procedure

To receive benefits under the Plan, you must apply to the Benefit Claims Committee. This
section describes how to tile a claim and an appeal

Filing a Claim. There are specific procedures for filing claims and settling disputes. The
Benefit Claims Committee can explain these to you. To receive benefits from the Plan, you or
your Beneficiary must submit a request in writing to the Benefit Claims Committee. You should
contact the Committee at least 90 days before you want to begin receiving your benefits.

If Your Claim is Wholly or Partially Denied. If you file a claim for benefits under the Plan
and your claim is denied in whole or in part, you will be notified in writing. The notification will
include:

• The reason for the denial,

• The specific Plan provisions on which the denial was based,

• A description of any additional information needed to process your claim, and

An explanation of the claim review procedure.

Ordinarily you will receive this written notice within 30 days after your claim is filed.

If you disagree with the decision, you have a right to request a review of the denial of your
claim. To do so, you, your Beneficiary, or your authorized representative must submit a written
request to the Benefit Claims Committee within 60 days of receiving the notice of denial. You
may review relevant documents or records and submit your comments in writing. You, your
Beneficiary, or your authorized representative will have the right to review all pertinent Plan
documents.

You will receive a written decision on your request for review within 60 days of the date the
Benefit Claims Committee receives your request unless special circumstances, such as the need
to hold a hearing, require an extension of time, in which case the 60-day period shall be extended
to 120 days and you will be noticed of the extension. You will be notified in writing of the final
decision, and this decision shall include the specific reasons for the decision, refening to Plan
provisions that set forth those reasons.

If youreceive a final denial regarding your claim for benefits, you have certain rights under the
law. For more information, see the section entitled "ERISA Rights" on page 21 .
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Additional Information About the Plan

The following is general information about the Plan, certain federal laws, and your rights under
the Plan. Please read this section carefully, paying particular attention to how the Plan is
governed by federal law .

Internal Revenue Service (IRS) Limits. Government regulations put a cap on the amount of
income an employee may receive under a qualified pension plan. For example, Federal law limits
the amount that can be considered as compensation for Plan purposes each year. In addition, the
IRS sets certain limitations on the amount that employees can receive from plans like the Plan.

The IRS may adjust these limits from time to time to reflect changes in the cost of living. You
will be notified if you are affected by these limits.

Non-assignment of Benefits and Qualified Domestic Relations Orders. You cannot assign
die benefits payable to you to another person. One exception is that benefits will be paid
according to a valid Qualified Domestic Relations Order (QDRO).

A HYDRO is an order from a state court that meets certain legal specifications and directs the Plan
to pay all or a portion of a Palticipant's benefits to a spouse, former spouse, or dependent child.

You will be notified immediately if an attempt is made to assign your benefits through a court
order. The Committee is responsible for determining whether or not the order is qualified, and
has adopted procedures governing QDROs. You can obtain a copy of those procedures, without
charge, by contacting the Benefits Office.

Payment to Minors and Incompetents. If anyone entitled to income from the Plan is a minor
or is judged to be physically or mentally incompetent, the Committee may pay the income to
someone else for the benefit of the recipient (to a legal guardian, for example). l

r
You may execute a form referred to as a "power of attorney" that authorizes another person or
entity to act on your behalf if due to illness or incapacity, you are unable to do so yourself. You
must specifically mention in the power of attorney that you are authorizing that person or entity
to act on your behalf with regard to your benefits under this Plan. Please contact the Benefits
Office for additional information regarding this issue.

if a plan provides more than 60% of its benefits to
"key employees, that plan is considered to be "top heavy." Both "top-heavy" and "key"
employees are terms defined under the Code .

Top-Heavy Rules. Under current tax law,

At present, the Plan is not top-heavy. In the unlikely event that it becomes top-heavy, you will
be notified, your benefits may be adjusted, and your vesting may be accelerated to keep the Plan
qualified under IRS regulations.

r
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Continuance of the Plan

Amendment or Termination of the Plan. UES reserves the right to amend the Plan at any time
and for any reason by action of the President of Tucson Electric Power Company ("TEP"). UES
may also terminate the plan at any time and for any reason by action of the Board of Directors of
TEP.

If UES terminates the plan for any reason, the assets in the Plan will be used for the exclusive
benefit of Plan Participants and their beneficiaries. Any funds that remain after all benefits are
paid to Participants will revert to UES. If you are affected by the termination, you will become
100% vested in your retirement benefit under the Plan, to the extent the benefit is funded.

Plan Insurance. The benefits under this Plan are insured by Me Pension Benefit Guaranty
Corporation ("PBGC"), a federal insurance agency. If the Plan terminates (ends) without enough
money to pay all benefits, the PBGC will step in to administer the Plan and pay retirement
benefits. Most people will receive all of the retirement benefits they would have received under
the Plan, but some people may lose certain benefits.

The PBGC guarantee generally covers:

Normal and Early retirement benefits ,

Disability benefits if you become disabled before the Plan terminates, and

• Certain benefits for your survivors.

The PBGC guarantee does not cover:

Benefits greater Hwan the maximum guarantee amount set by law for the year in which the
Plan terminates,

Some or all of benefit increases and new benefits based on Plan provisions that have been
in place for fewer than 5 years at the time the Plan teammates,

• Benefits that are not vested because you have not worked long enough for UES,

• Benefits for which you have not met all of the requirements at the time the Plan
tenmnates,

• Certain early retirement payments (such as supplemental benefits that stop when you
become eligible for Social Security) that result in an early retirement monthly benefit
greater than your monthly benefit at the plan's Nonnal Retirement Age, and

• Non-retirement benefits, such as health insurance, life insurance, certain death benefits,
vacation pay and severance pay.
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Even if some of your benefits are not guaranteed, you may still receive some of those benefits
from the PBGC depending on how much money the Plan has and on how much the PBGC
collects from employers. For more information on the PBGC and the benefits it guarantees, ask
your Plan Administrator or contact the PBGC's Technical Assistance Division, 1200 K Street,
N.W., Suite 930, Washington, D.C. 20005-4026 or call 202-326-4000 (not a toll-free number).
TTY/TDD users may call the federal relay service toll-free at 1-800-877-8339 and ask to be
connected to 202-326-4000. Additional information about the PBGC's pension insurance
program is available through the PBGC's website on the Internet at http://www.pb,qc.,qov.

ERISA Rights

If you are a Participant in the Plan, you are entitled to certain rights and protections under the
Employee Retirement Income Security Act of 1974 ("ERISA"). The following is a summary of
those rights:

• You may examine, without charge, all Plan documents, including insurance contracts and
copies of all documents filed by the Plan with the U.S. Department of Labor, such as
detailed annual reports and Plan descriptions. These documents are available during
regular business hours.

You may obtain copies of all Plan documents by writing to the Plan Administrator.
There will be a reasonable charge for duplicating documents .

Each year you will receive a summary of the Plan's annual financial reports. The Plan
Administrator is required by law to furnish you with a copy of this infonnation.

• Upon your written request, you may obtain a statement telling whether you have a right
to receive a benefit under the Plan, and if so, the amount of the benefit. If you are not
eligible for a benefit, the statement will tell how many more years you have to work to
get a right to a benefit. This statement is not required to be given more than once a year.
It is provided free of charge.

• If your claim for a benefit is denied in whole or in part, you must receive a written
explanation of the reason for the denial. You have the right to have the Plan review and
reconsider the claim.

In addition to creating rights for Plan Participants, ERISA imposes duties on the people who are
responsible for the operation of employee benefit plans. The people who operate die plan are
called "fiduciaries." Fiduciaries have a duty to operate the plan prudently and in the interest of
all Plan Participants and Beneficiaries. No one, including UES or any other person, may fire you
or otherwise discriminate against you in any way to prevent you from obtaining a benefit or
exercising your rights under ERISA.

Under ERISA, there are steps you can take to enforce these rights. For instance, if you make a
written request for materials from the Plan and do not receive them within 30 days, you may file
suit in federal court. In such a case, the court may require the Plan Administrator to provide the
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materials and pay you up to $110 a day until you receive the materials, unless the materials were
not sent because of reasons beyond the control of the Plan Administrator. If you have a claim for
benefits that is denied or ignored, in whole or in part, you may tile suit in a state or federal court.
In addition, if you disagree with the Plan's decision or lack thereof concerning the qualified
status of a domestic relations order, you may file suit in a state or federal court.

If it should happen that the Plan fiduciaries misuse the Plan's money, or if you are discriminated
against for asserting your rights, you may seek assistance from the U.S. Department of Labor, or
you may file suit in a federal court. The court will decide who should pay court costs and legal
fees. If you are successful, the court may order the person you have sued to pay these costs and
legal fees. If you lose, the court may order you to pay these costs and fees, for example, if it
finds that your claim is frivolous.

If you have any questions about the Plan, you should contact the Plan Administrator. If you have
any questions about this statement or about your rights under ERISA, or if you need assistance in
obtaining documents from the Plan Administrator, you should contact the nearest Area Office of
the Employee Benefits Security Administration, U.S. Department of Labor, listed in your
telephone directory or the Division of Technical Assistance and Inquiries, Employee Benefits
Security Administration, U.S. Department of Labor, 200 Constitution Avenue, N.W.,
Washington, D.C. 20210.
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Appendix A

Glossary of Terms

Actuarial Equivalent means a benefit or amount that replaces another and has the same value as
the benefit or amount it replaces based on the applicable actuarial assumptions and interest rates.

Affiliated Company means UES or any entity that is in the same controlled group or under
common control with UES in accordance with the rules defined in the Internal Revenue Code.

Annuity Starting Date generally means the first date as of which your vested retirement
benefits or Preretirement Death Benefits are to begin, or the date on which your lump sum is
paid to you.

Beneficiary means the person or persons who would become eligible to receive any benefits
under the Plan in the event of your death.

Benefit Claims Committee means the committee designated to review your request for benefits.

Board means the Board of Directors of Tucson Electric Power Company or its authorized
delegate.

Code means the Internal Revenue Code of 1986, as amended from time to time.

Committee means the committee appointed by the Board to administer the Plan.

Credited Leave means any leave of absence due to illness, injury, further education or
Government service as determined by the Committee. This term includes any leave of absence
to join the Armed Forces of the United States in connection with a compulsory military service
law, during a period of declared national emergency, or if UES grants other military-related
leaves of absence, provided you return to work within 90 days (or such longer periods as may be
provided by law) after your discharge or release from active duty in the Armed Forces, or within
the period for which your leave of absence was granted by UES.

Eligible Retirement Plan means an individual retirement account, individual retirement annuity,
annuity plan, or qualified trust, as defined in the Code, that accepts your eligible rollover
distribution. In the case of an eligible rollover distribution to a surviving spouse, an Eligible
Retirement Plan is an individual retirement account or individual retirement annuity.

Employeemeans any person classified and treated by UES as a common-law employee.

Employer means UES and any participating company.

Employment Commencement Date generally means the day you are first credited with an
Hour of Service, or if you had a Period of Severance, the day you are first credited with an
Hour of Service after the Period of Severance.

ERISA is the Employee Retirement Income Security Act of 1974, as amended from time to
time.
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50% Joint and Survivor Annuity means an annuity for your lifetime with a survivor annuity
for the life of your surviving spouse where the survivor annuity is 50% of the amount of the
annuity payable during the joint lives of you and your spouse. The joint and survivor annuity is
at least the Actuarial Equivalent of the most valuable form of benefit under the Plan payable to
you on your Annuity Starting Date. Note, however, if you were participating in the Citizens
Pension Plan on December 31, 1975, and if you were to die before receiving a total of 120
monthly payments, then your survivor will receive the amount that would have been payable to
you (as though you had not died), until a total of 120 monthly payments have been made. After
the 120'1' month, the amount of the survivor pension will be 50% of the reduced pension. In
addition, the survivor annuity will be payable until a total of 120 monthly payments have been
made without regard to whether or not your spouse is living. Any such survivor annuity payable
after the death of your spouse will be payable to a Beneficiary.

Medical or Family Leave means an Employee's leave of absence from employment with an
Affiliated Company because of: (a) pregnancy, birth of the Employee's child, placement of a
child with the Employee in connection with adoption of the child or  caring for  a child
immediately following birth or adoption or (b) any other reason that would entitle the Employee
to take a leave under the Family and Medical Leave Act of 1993. The Employer shall determine
the first and last day of any Medical or Family Leave.

Participant means an Eligible Employee who is participating in this Plan.

Period of Service means a period (including any periods of Credited Leave) beginning when a
Participant is credited with an Hour of Service (Employment Commencement Date) and
ending on the Participant's Severance from Service Date. For vesting purposes, Period of
Service includes any Period of Severance under 12 months.

If you became a Participant in this Plan because you were an active participant in the Citizens
Pension Plan on August 10, 2003, a Period of Service for any period prior to August 11, 2003,
will be determined according to the terms of the Citizens Pension Plan, including provisions
relating to disregarding service due to a Period of Severance.

Period of Severance means the time beginning on your last day of work and ending on the date
you are re-employed.

Permanent Disability means total disability by bodily or mental injury or disease as determined
by the Committee based on a determination made by the insurer under the Company's long-term
disability plan or the Social Security Administration provided:

(a) the Employee has five years of Vesting Service,

(b) the Employee becomes entitled to benefits under the Company's long-term
disability plan;

(c) the Employee earns at least one Hour of Service as an active Employee of an
Employer after the Effective Date, and

(d) such disability shall have existed for a period of six consecutive calendar months.
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Permitted Leave means an approved leave of absence from UES, including but not limited to
military service, illness, disability, Medical or Family Leave, educational pursuits, service as a
juror, temporary employment with a government agency, or any other leave of absence approved
by the participating company.

Plan means the Pension Plan for Employees of Unisource Energy Services.

Plan Year means the calendar year.

Preretirement Death Benefit means the death benefit payable under the Plan to your surviving
spouse if you die before your Annuity Starting Date and the following additional criteria are
met:

• you have a vested benefit in the Plan, and

you have been mailed to your spouse for at least one (1) year at the time of your death.

Qualified Preretirement Survivor Annuity means an immediate survivor annuity for the life of
your spouse, equal to:

If you die alter your Early Retirement Age, the survivor annuity your spouse would
have received if you had a Termination of Employment or Retirement on the day before
your death and received distribution of benefits in the form of an immediate 50% Joint
and Survivor Annuity, or

If you die on or before your Early Retirement Age, the survivor annuity your spouse
would have received if you had a Termination of Employment on the day of your death,
survived to your Early Retirement Date, received distribution of benefits in the form of a
50% Joint and Survivor Annuity on your Early Retirement Date, and died on the day
after your Early Retirement Date.

Retirement Benefit means the monthly benefit that you accrue under the Plan. The normal form
of this benefit is a single life annuity. If you were a participant in the Citizens Pension Plan prior
to January 1, 1976, the normal form of benefit is a single life annuity with a 10-year term certain.

Severance from ServiceDate means the earliest of?

• The day of your Retirement, Termination of Employment, or death,

• The second anniversary of your absence for Medical or Family Leave, and

• The first anniversary of the first day of a period in which you remain absent from service
for any reason other than quitting, discharge, retirement or death.

»

If you incur a Permanent Disability, your Severance from Service Date will be the earliest of
the following:

I

J
1

• The day on which you recover firm the disability,
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• Your 65th birthday,

• The day you begin to receive distribution of your Retirement Benefits, or

• The day th is Plan  is terminated or  the accrual  of benefi ts under  th is Plan  otherwise
ceases.

Termination of Employment means the termination of your  employment with UES, whether
voluntary or involuntary, for any reason, including but not limited to, quit or discharge.

Vesting or vested means a r ight  to receive a benefi t  that  cannot be taken  away from you.  A
Vested benefit means the no forfeitable portion of your Retirement Benefit. You will  become
100% vested after five (5) years of Vesting Service.

Vesting Service means your aggregate Periods of Service and any periods that are required by
law to be credited to you for periods of military service. The following periods are not counted
as Vesting Service:

• Any periods preceding a Period of Severance that is 60 consecutive months or more if
you had no Vested Interest,

Any periods preceding a Period of Severance of at least 12 consecutive months, unless
you are credited with a Period of Service of one year after that Period of Severance,

Any periods while your Employer is not UES or an affiliated employer, and

• Periods of Service prior to your 18th birthday.

If you became a Participant in this Plan on August 11, 2003, and you were an active participant
in the Citizens Pension Plan on August 10, 2003, your Vesting Service includes periods prior to
August  l l ,  2003 credited to you under  the terms of the Cit izens Pension  Plan ,  including i ts
provisions disregarding service due to a period of severance.
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A Final Word

As explained at the outset, this booldet provides a summary description of the Pension Plan for
Employees of Unisource Energy Services. It highlights the main provisions of the Plan but is
subject to the terms and provisions of the Plan Document. If this booklet and the official plan
document vary in the description of the Plan, the plan document is the Final authority.

This description of your pension benefits is not an employment contract or any type of
employment guarantee.
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GENER.AL PLAN INFORMATION

Plan Namel Pension Plan for Employees of Unisource
Energy Services

Plan Sponsor and Address: Tucson Electn'c Power Company
1 South Church Avenue, Suite 200
Tucson, AZ 85701

Employer Identification Number: 86-0062700

Plan Number: 003

Plan Administrator: Pension Committee
c/o Tucson Electric Power Company
1 South Church Avenue, Suite 200
Tucson, AZ 85701
Telephone (520) 571 -4000

The Plan Administrator is designated as an agent
for all purposes of legal process. Service of legal
process may be made upon the Plan
Administrator.

Type of Administration: Committee appointed by Board of Directors of
the Company.

Funding Medium: Trust Fund

Trustee : State Street Bank and Trust Company

Trustee's Address: One Enterprise Drive
North Quincy, MA 02171
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THE PENSION PLAN
FOR EMPLOYEES

OF
UNISOURCE ENERGY SER VICES

Effective August 11, 2003

DCI 30126334.1

UNSG0571/07513



Attachment RCS-5
Page 47 of 187

Docket No. G-04204A-08-0571

Table of Contents

Title Page

Introduction 1

2

2

Eligibility and Enrollment

When Are You Eligible to Participate in this Plan

Former Citizens Employees 2

2

2

3

3

New Employees

Defining Hours of Service

Rehired Employees

Service with an Affiliated Employer

Once You Are Eligible to Participate, How Do You Enroll? 3

3Who Pays For the Plan?

Benefits Payable Under the Plan 4

Normal Retirement Benefit 4

Early Retirement Benefit 8

10

10

12

12

Postponed Retirement Benefit

Disability Retirement Benefit

Vesting and Forfeiture of Benefits at Termination of Employment

How is Vesting Service Determined?

Effect of Termination of Employment 13

13

13

Transfers to Another Employer

Reemployment After Retirement

How Benefits Are Paid 14

Forms of Benefits 14

Special Rules for Married Participants 14

DCI 301263341

UNSG0571/07514



I

I

Attachment RCS-5
Page 48 of 187

Docket No. G-04204A-DB-0571

r'
I

15Electing a Payment Method

Survivor Benefits 15

If You Die Before Retirement Benefits Begin 15

15

16

When Payments Begin

Special Circumstances

If You Die After Retirement Benefits Begin 16

Taxes and Your Benefits 16

Social Security Benefits

Plan Administration

17

18

19

19

19

How to Apply for Benefits -- Claims Procedure

Filing a Claim

If Your Claim is Wholly or Partially Denied

Additional Information About the Plan 20

20Internal Revenue Service (IRS) Limits

Non-Assignment of Benefits and Qualified Domestic Relations Orders 20

20

20 1

Payment to Minors and Incompetents

Top~Heavy Rules

Continuance of the Plan

r'

21

Amendment or Termination of the Plan 21

Plan Insurance 21

22

24

ERISA Rights

Appendix A - Glossary of Terms

General Plan Infonnatjon 29

\

f
ii

DC1 301Z6334.l
I

UNSG0571/07515

J



i

44

5 ;

You should read this summary closely so you understand how the Plan
works. However, because this is a summary, not every provision is described
and the description of certain provisions has been simplified. Full details are
contained in the Plan document, which is a legal text governing the operation
of the Plan. Copies of the Plan document are available to review in the
Benefits Office during regular business hours. If you have any questions,
contact the Plan Administrator. This SPD does not interpret, extend or
change the Plan in any way. If there are any inconsistencies between this
SPD and the Plan document, the provisions of the Plan document will govern
your rights and benefits.
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l

SUMMARY PLAN DESCRIPTION
OF THE PENSION PLAN FOR EMPLOYEES

OF UNISUURCE ENER GY SER VICES

Introduction

This document constitutes the Summary Plan Description ("SPD") for the Pension Plan
for Employees of Uri source Energy Services (the "Plan"). The Plan is a defined benefit pension
plan that Unisource Energy Services ("UES") has adopted for eligible employees. The Plan
became effective as of August l 1, 2003.

Few goals are of greater long-range importance than providing for a financially secure
retirement. That is why Unisource Energy Services ("UES") sponsors this Plan for you and
other eligible employees. The Plan is designed to provide you with retirement income for life
based on your salary and the years you work for the UES or any other participating company
("Employer"). When your benefits under this Plan are combined with Social Security and your
personal savings, it offers valuable financial security for your retirement years.

On August ll,  2003, Tucson Electric Power Company acquired certain assets and
liabilit ies of Citizens Communications Company ("Citizens").  In connection with that
acquisition, certain Citizens employees who were active participants in the Citizens Pension Plan
became employees of UES. To the extent that those employees will also be entitled to benefits
under this Plan, their benefits from this Plan will be integrated with the benefits provided from
the Citizens Pension Plan.

Some terms in the summary are technical. See the Glossary in Appena'ixA starting at
page 24 at the back of the SPDfor the definition of any capitalized term you do not understand
if you still have questions, please call the Benefits Ojfieefor additional help.

r
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Eligibility and Enrollment

When Are You Eligible to Participate in this Plan?

Former Citizens Employees. If you were an active participant in the Citizens Pension
Plan on August 10, 2003 -- the day before Citizens was acquired, you automatically became a
Participant in this Plan as of August ll, 2003, if on that date or immediately after the end of a
Permitted Leave, you (a) were employed by UES in an eligible class of Employees and (b)
earned at least one "Hour of Service" (as defined below) .

New Employees. You will become a Participant on the first day of the month on or after
the day you become an Eligible Employee. You are an "Eligible Employee" if :

• UES has classified you as a common law employee of UES,

• you are at least age 21, and

• you have earned one year of Eligibility Service, which is a twelve-month period,
beginning with your date of hire (or an anniversary of your date of hire) in which you
are credited with at least 1,000 Hours of Service.

You are go in the class of employees eligible to participate in the Plan if:

you provide services to UES as an independent contractor or consultant, or
pursuant to an employee leasing agreement, or UES has classified you as a leased
employee or as contract labor, or

you are a collective bargaining employee, and your agreement does not
specifically provide for your participation in the Plan, or r

• you are a non-resident alien.

Defining Hours of Service. An Hour of Service is each hour that you actually work for
UES or an affiliated employer. You also receive an Hour of Service for each regularly scheduled
work hour that you do not work, but are paid or entitled to be paid due to an approved leave of
absence, vacation, illness, jury duty, holiday or disability. However, you will not receive more
than 501 hours of service for any single continuous period during which you perform no duties,
and you cannot receive double credit for the same period of service.

Hours of Service are also credited for each hour for which back pay has either been paid,
awarded or agreed to by a participating company (to the extent not already counted above).

If you are a former Citizens employee who was actively participating in the Citizens
Pension Plan on August 10, 2003, your Hours of Service will include any hours credited to you
under the terms of the Citizens Pension Plan, taking into account for this purpose the provisions
relating to disregarding service due to a period of severance.

J
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Rehired Employees. If you previously worked for UES and have been rehired as an
Employee, your eligibility to participate in the Plan and the date you will be considered to be a
Participant will depend on several factors, including (1) your years of employment with UES
when you left, and (2) the length of time you were gone.

If you are not an Eligible Employee when you are rehired, you will become a Participant
in accordance with the eligibility rules that apply for new Employees (described in the prior
section).

If you are an Eligible Employee when you are rehired, you will become a Participant as
follows:

If you are gone for less than 12 consecutive months, you will become a
Participant as of your date of rehire.

¢ If you are gone for 12 or more consecutive months, you must ham at least one
year of Eligibility Service after your rehire before you will become a Participant.
Upon completing a year of Eligibility Service, you will become a Participant
effective on your date of rehire.

If you did not have a vested interest when you left employment and you are gone
for 60 or more consecutive months, you will be treated as a new Employee for
purposes of reentering the Plan.

The rules regarding participation and credited service upon rehire are quite complex. If you
think they may apply to you, please contact the Benefits Office for more detail.

Service with an affiliated employer. If you work for Tucson Electric Power Company
or another affiliate which is part of the same corporate group as UES, you will continue to be
credited with Hours of Service under the Plan. However, you will not be eligible to become a
Participant unless you are employed by UES, and your service with the non-participating
company will not count toward increasing your benefit.

1

Once You Are Eligible to Participate, How Do You Enroll?

Enrollment in the Plan is automatic. You do not have to complete an enrollment form in
order to participate. UES's Benefit Office will notify you when you become a Participant in the
Plan.

Who Pays For the Plan?

You do not have to contribute toward the cost of your pension benefits. UES contributes
the funds to provide for the payment of benefits under the Plan, and those funds are held in trust.

3
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Nonnah retirement benefit 3 At age 65.

IAt age 55 if you have at least five years of
Vesting Service.

r

lg Early retirement benefit

I; Pos~tponed retirement benefit

Retirement income to your spouse

Plan Benefits At a Glance

Normal Retirement Benefit

You are eligible to retire with full benefits upon reaching your Normal Retirement Date.
This is the first day of the month coinciding with or next following your 65th birthday. Your
retirement benefit is calculated on the basis of the following:

Each of these terms is discussed below. In addition, if you were an active participant in
die Citizens Pension Plan on August 10, 2003, and began participation in this Plan on August ll,
2003, your retirement benefit is reduced by the benefit payable to you from the Citizens Pension
Plan. Here is the basic benefit formula that is used for calculating your normal retirement benefit
when you retire on or after age 65 :

Your "Average Compensation,"

Your "Average Covered Compensation," and

Your years of "Benefit Service" up to 35 years.

Benefits Payable under the Plan

When you acMally retire after age 65

After five years of Vesting Service

If you die after vesting but before benefits start
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1.3% of your Average Compensation J

f
PLUS

0.7% of the excess of your Average Compensation over your Average Covered Compensation

MULTIPLIED BY

Your years of Benefit Service at retirement, up to 35 years

NIINUS (for certain former Citizens employees)

The amount of benefit payable to you from the Citizens Pension Plan

iv man
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2001 $3,083.33 2006 $3,416.67*

2002 $3,166.67 2007 $3,750*

2003 $3,250 2008 $3,916.67*

2004 $3,583.33 2009 $4,083,33*

2005 $3,333.33* 2010 (6 months to 7/1) $4,666.67*

I
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For fanner Citizens employees who began participation in this Plan on August 11, 2003 ,
note that your Average Compensation and Benefit Service with Citizens is counted in calculating
your benefits. Your compensation and service with Citizens is determined according to the
provisions of the Citizens Pension Plan (as in effect on August 10, 2003, or your earlier
termination), and is counted even if your benefit was frozen as of February l, 2003 .

r

Here are the important terms you need to know to calculate your retirement benefit from
the Plan:

Average Compensation. Your Average Compensation is your average monthly basic
earnings for the 60 consecutive months of highest pay during the last 120 months of your Benefit
Service. If you have less than 60 months of Benefit Service, Average Compensation will be
based on the entire period of your service. For the purpose of determining whether months are
consecutive, any month during which you have no Benefit Service will be ignored.

Here is an example. Assume your salary is set annually, so your monthly basic earnings
are consistent throughout the year:

f
r

f

*Your 60 consecutive months of highest pay are from July 1, 2005 through June 30, 2010. Your
average monthly earnings are $3,833.

"Monthly basic earnings" means your monthly rate of base salary or wages paid to you,
determined as of die first day of the month. If you are not compensated at a monthly rate, your
monthly rate will be determined as l/12th of your annual rate. Items of compensation other than
base salary or wages, such as overtime pay, special remuneration and employer contributions to
any employee benefit plan, are excluded from monthly basic earnings.

I
I

The following rules apply to the compensation used to determine Average Compensation: J

J

Compensation considered in any year carnet exceed $200,000.
changes based on IRS rules in effect from time to time.

This amount

• Compensation includes amounts you elect to have UES contribute on a pre-tax
basis to a 401(k) plan, healdi plan or flexible spending account. However, non-
qualified deferred compensation is not included.

5
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Average Covered Compensation. This is the average of the annual Social Security
wage bases on which you and your employer pay Social Security taxes during a 35-year period,
it changes from year to year based on cost-of-living adjustments to the Social Security taxable
wage base. This 35-year period ends on the last day of the calendar year in which you reach your
Social Security retirement age. Average Covered Compensation is based on the Social Security
law in effect on January l, 1977.

Benefit Service. Your Benefit Service is all time (including any approved leaves of
absence) beginning on the date you began working for UES and ending on your "Severance from
Service" date. You have a "Severance from Service" when your employment terminates for any
reason, including quit, involuntary termination, retirement or death. In addition, you have a
Severance from Service on the first anniversary of a leave of absence, other than a leave due to
(a) pregnancy, birth of a child, placement of a child with you in connection with adoption of the
child or caring for a child immediately following birth or adoption or (b) any other protected
leave under the Family and Medical Leave Act of 1993. You will have a Severance from
Service no later than the second anniversary of the beginning of such a Medical or Family Leave
(unless you earlier tenninate due to quit, involuntary termination, etc.) .

The following periods of service, however, are not included in your Benefit Service:

• any period before you became a Participant in the Plan,

• any Period of Severance, even if it is less than one year. A Period of Severance
means the time beginning on your last day of work and ending on the date you are
re-employed, and

• any period in which you are ineligible to participate in the Plan (for example,
because you are employed by a non-participating affiliate).

If you are not Vested in your benefits when you leave employment or otherwise have a
Severance from Service and are later rehired, you can lose credit for your prior Benefit Service.
This will happen if:

you have a period of severance of at least 60 consecutive months, or

you have a period of severance of at least 12 consecutive months, and you do not
ham at least 12 months of service after your reemployment with UES or an
affiliated employer.

If you are a Part-Time Employee, your Benefit Service will be computed on the basis that
200 Hours of Service with UES is one-tenth (1/10) of a year of Benefit Service. However, no
more than one year of Benefit Service will be credited in any Plan Year. "Part-Time Employee"
means an employee who is employed and compensated for 28 hours per week or less.

6
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1.3% of your Average Compensation = .013 x $4,200 (A) $54.60

Plus 0.7% of the excess of Average Compensation over Average Covered
Compensation = .007 x $534 (B)

+ $3.74

Multiplied by the aggregate of your Benefit Service under the Citizens
Pension Plan and this Plan (up to 35 years) (S)

x 30

Normal Straight Life retirement benefit (C x S) = $1,750.20
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If you were an active participant in the Citizens Pension Plan on August 10, 2003 and
became a participant in this Plan on August 11, your Benefit Service will include the Benefit
Service credited to you under the terns of the Citizens Pension Plan for purposes of calculating
your benefit under the Plan , and the amount of offset of your benefit attributable to your
Citizens Pension Plan benefit. Your Citizens' Benefit Service is also used in detennining
whether you have earned 35 years of Benefit Service. Note that Benefit Service that is
disregarded under the Citizens Pension Plan because of a break in your service is similarly
disregarded under this Plan.

An Example of the Normal Retirement Benefit Calculation -- Assume you decide to
ret ire in 2004 at  age 65 with 30 years of Benefit Service. Also assume your Average
Compensation is $4,200 per month. Based on your retirement date, your Annual Covered
Compensation is $43,992, or $3,666 a month. Therefore, your Average Compensation over
Average Covered Compensation is $534. Here's how your nonna retirement benefit under this
Plan is determined:

Normal Retirement Benefit Calculation Under this Plan

r

In this example, your normal Retirement Benefit would be $l,750.20. This is the amount
payable to you each monthfor life beginning at age 65. Keep in mind that your monthly
payment will be adjusted if you elect to receive it in any other payment form - for example, in
monthly payments over your lifetime and the lifetime of your spouse.

r

If you are a former Citizens employee who was an active participant in the Citizens
Pension Plan on August 10, 2003 and began paMcipation in this Plan on August ll, 2003, any
amount payable to you under the Citizens Pension Plan will be subtracted from the amount
payable under this Plan. For purposes of the prior example, assume that 29 of the 30 years of
Benefit Service were with Citizens, and one year of Benefit Service was under this Plan. Also
assume that your Average Compensation under the Prior Plan was $4,100, and Annual Covered
Compensation was $3,664 in 2003. Therefore, your Average Compensation over Average
Covered Compensation is $436.

Based on these assumptions, your normal Retirement Benefit under the Citizens Pension
Plan would be:

7
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$1,634.15 per month on a Straight Life basis. As a result, that amount will be deducted from the
amount you will receive from this Plan. Accordingly, you will receive $1,634.15 per month
from die Citizens Pension Plan and $116.05 per month from this Plan, for a total retirement
benefit of $1,750.20 per month on a Straight Life basis.

Early Retirement Benefit

You may retire as early as the first day of the month coinciding with or next following
your 55th birthday, as long as you have completed five years of Vesting Service. For the
definition of Vesting Service, see the discussion entitled "How your Vesting Service is
Determined," later in the SPD.

Your early Retirement Benefit is your Accrued Normal Retirement Benefit as of the date
your employment ends, multiplied by the early retirement fraction described below. Your
Accrued Normal Retirement Benefit is the benefit you have earned through the date you stop
working (under the normal retirement formula above) but using the Benefit Service you would
have had if you had continued working until your Normal Retirement Date (up to 35). This
"projected" retirement benefit is then multiplied by the ratio of your actual Benefit Service to the
Benefit Service you would have if you continued working to your Normal Retirement Date

Your actual Benefit Service as of the date your employment terminates
(determined without regard to the 35 year limit)

DIVIDED BY

Your projected Benefit Service as if you had continued worldng until your Normal Retirement
Date (determined without regard to the 35 year limit)
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65 0% 100%

64 5% 95%

63 10% 90%

62 15% 85%

61 20% 80%

60 25% 75%

59 30% 70%

58 35% 65%

57 40% 60%

56 45% 55%

55 50% 50%

J
I

r
r

I
r
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As noted above, your benefit will be subject to a second reduction if you begin receiving
payments before your Normal Retirement Date. Your benefit will be reduced by five-twelfths
(5/12) of one percent (1%) for each full month for which you receive distribution of your
benefits before you turn age 65. This reducion is made because you will be receiving payments
over a longer period of time. The reduction is calculated monthly, however, the schedule below
gives you an idea of the reduction factors that would apply for selected ages:

Early Retirement Benefit Reduction Schedule

If you retire in the middle of a year, the reduction is interpolated based on the first of the month
in which your benet3t begins,

An Example of the Early Retirement Benefit Calculation -- Assume as in the prior example
that you decide to retire in 2004, but you are age 60 with 30 years of Benefit Service. Also
assume your Average Compensation is the same, $4,200 per month. Based on your 2004
retirement date, your Annual Covered Compensation is $43,992, or $3,666 per month, and your
Average Compensation over Average Covered Compensation is $534. Based on these
assumptions, the early Retirement Benefit would be calculated as follows :

I
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1.3% of your Average Compensation = .013 x $4,200 (A) $54.60

Plus 0.7% of the excess of Average Compensation over Average Covered
Compensation = .007 X $534 (B)

+ $3.74

Multiplied by your Benefit Service projected to nonna retirement date
(up to 35 years) (S)

x 35

Normal straight life retirement beneflt** (C x S) $2,041.90

Reduced by the Early Retirement Fraction of 30/35 X .857143

Monthly adjusted straight life benefit payable at age 65 $1,750.20
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Early Retirement Benefit Calculation Under this Plan

** Note drat this amount will be reduced by amounts payable to you under the Citizens Pension
Plan.

As you can see from the calculation, if you leave UES before your Normal Retirement Age, your
early retirement benefit expressed as a straight life annuity benefit beginning at age 65 is
$l,750.20. If you elect to receive payments before your 65th birthday, your benefit will be
reduced by five-twelfths (5/12) of one percent (1%) for each month that you receive distribution
of your benefits before you turn 65. In the example used above, if you elect to receive payments
immediately after your 60'1' birthday, you will receive your benefits 60 months before your 65"'
birthday, so the reduction is 25%. Accordingly, you would receive 75% of $l,750.20, or
$1,312.65 each month, commencing as of your 60"' birthday. Also keep in mind that your
monthly payment will be adjusted if you elect to receive it in any other payment form - for
example, in monthly payments over your lifetime and the lifetime of your spouse.

Important: If you plan to retire early and you want to receive your benefits beginning with the
first day of the month after your Termination of Employment, you should contact the Benefits
Office at least 120 days in advance. Your retirement election must be made within the 90-day
period ending on the date you want your retirement benefits to begin.

1

Postponed Retirement Benefit. You will continue to ham retirement benefits if you work
beyond your Normal Retirement Date. In that case, you will receive a retirement benefit
beginning on the first day of the month after you retire. Your postponed benefit is determined
using the Normal Retirement Benefit formula above, based on your Average Compensation and
Benefit Service (not in excess of 35 years) as of the date you retire.

Disability Retirement Benefit. If you are a Participant with five or more years of Vesting
Service and you become Permanently Disabled while you are employed by UES, you will be
entitled to a disability retirement benefit.

10
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For purposes of this Plan, you will be considered to have a "Permanent Disability" (or be
"Permanently Disabled") if you are determined to be disabled under the UES Long-Term
Disability Plan ("LTD Plan"), and the disability continues for at least six (6) consecutive
months.

Your Disability Retirement Date is the date that the Committee determines your absence due to
the Permanent Disability began.
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'While you are Pennanently Disabled, you will continue to be credited with Benefit Service and
Vesting Service until die earliest of

(1) the later of your Normal Retirement Date or the fifth anniversary of your Disability
Retirement Date,

(2) the date you refuse to submit to a medical examination as required to determine
whether the Permanent Disability still exists,

(3) the date you cease to be Permanently Disabled;

(4) the date of your death;

(5) the date your LTD Plan benefits cease, or

(6) the date your Retirement Benefit begins.

You can elect to begin your Retirement Benefits when you are eligible for a Normal or Early
Retirement Benefit. Your disability retirement benefit will be calculated using the applicable
benefit formula (based on whether you will be receiving an early or nonna Redrernent Benefit),
based on your Average Compensation as of your Disability Retirement Date and the Benefit
Service credited to you above. Remember that continuing service credits end when you elect to
retire.

If you are a Part-Time Employee on your Disability Retirement Date, your Benefit Service will
be credited at a rate of one~twentieth (1/20) of a year of Benefit Service for each month of
Permanent Disability, with a maximum of six months of Benefit Service credited in any Plan
Year.

Keep in mind that if you elect to receive a benefit before your Normal Retirement Age, the
Plan's early retirement factors will apply.

l l
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Vesting and Forfeiture of Benefits at Termination of Employment

Vesting refers to the extent to which you have a no forfeitable right to your retirement
benefit when you leave UES. If you are credited with five or more Years of Vesting Service,
your right to your retirement benefits are fully or 100% vested, and you are entitled to all of the
benefits you earned under the Plan when you retire or otherwise leave UES. In addition,
regardless of your Vesting Service, your benefits are 100% vested at your Normal Retirement
Age if you are actively employed by UES.

How is Vesting Service Determined?

Vesting Service is equal to your aggregate Periods of Service and any periods that are required
by law to be credited to you for periods of military service. A Period of Service begins on your
Employment Commencement Date and ends on your Severance from Service Date, and includes
Periods of Severance under 12 months. The following periods are not counted in determining
Vesting Service:

• Any Periods of Severance of 12 months or more,

Any Periods of Service before a Period of Severance that is 60 consecutive months or
more, if benefits were not vested,

Any Periods of Service before a Period of Severance of at least 12 consecutive months
unless you are credited with a one year Period of Service after that Period of Severance,
and

Any Periods of Service prior to your 18th birthday.

A Period of Severance commences on the date your employment terminates, and ends on any
subsequent reemployment date. A Period of Severance will not include:

• Credited Leave, which is defined as any leave of absence (1) due to illness or injury (not
otherwise required to be credited to you under the Family and Medical Leave Act), or (2)
for further education, or Government service as determined by UES,

• Any leave of absence to enter the Armed Forces of the United States (1) through the
operation of a compulsory military service law, (2) during a period of declared national
emergency, or (3) pursuant to a leave of absence granted by UES, as long as you return to
the service of UBS within 90 days (or such longer period as may be required by law) after
your discharge or release from active duty, or widiin the period for which leave of
absence was granted by UES, or

• Any absence from work due to a leave under the Family and Medical Leave Act.

If you began participation in this Plan or with an affiliated employer on August 11, 2003, your
Vesting Service includes the Vesting Service credited to you under the terms of the Citizens
Pension Plan, including its provisions disregarding service due to a Period of Severance.

12
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Effect of Termination of Employment

If your employment terminates before your Early Referent Age (age 55 with 5 or more years
of Vesting Service), you will be entitled to receive benefits only if you have at least S years of
Vesting Service when you leave. If you leave employment before you are fully vested in your
benefits, you will forfeit your unvested pension benefits.

Your Termination of Employment Benefits are calculated in the same way as Early Retirement
Benefits (described above), using your Benefit and Vesting Service as of the date of Termination
of Employment. Your benefits can begin as early as the first of the month on or after your 55th
birthday. Remember, benefits will be actuarially reduced if you begin payment before your
Normal Retirement Date at a rate of 5/12"'s of 1 % per month.

If the Actuarial Equivalent present value of your benefits when you leave is $5,000 or less, you
will automatically receive your benefit in a single lump sum (which you may elect to have rolled
over to a new plan). In contrast, if your benefits exceed $5,000, you will have a choice of the
form in which you receive those benefits (see the section below entitled "How Benefits are
Paid").

Be sure to notify UES if you have a change in address. This way, UES will be able to contact
you when you become eligible for a distribution of your vested benefits.

Any benefit that is not vested will be deemed cashed out on the date you incur a Period of
Severance of 12 consecutive months. If you are rehired and earn a Year of Service before you
have a five (5) year Period of Severance, your benefit will be restored.

Transfers to Another Employer. If you transfer to an affiliated employer that has not adopted
this Plan, you will cease to accrue additional benefits under this Plan.

Re-employment After Retirement.

If you are rehired by UES after you have begun receiving retirement benefits from this Plan
before Normal Retirement Date (your sixty-fifth (65) birthday), your benefits will be suspended
until you subsequently retire. When you subsequently retire, your benefit will be based upon
your Average Compensation and Benefit Service at your subsequent retirement date, reduced by
the actuarial value of prior payments you received. If you received a lump sum payment of your
vested benefit when you previously left employment, your prior Benefit Service wil l  be
disregarded for all purposes of the Plan.

If you are rehired (or continue to be employed by UES) after your sixty-fifth (65th) birthday,
your benefits will be suspended for each month in which you are credited with forty (40) or more
Hours of Service. You must notify UBS in order to resume benefits after you stop being so
employed. Your benefits will resume no later than the third month after you stop being so
employed, assuming you have given the required notice to UES .

The details regarding the impact of rehire upon the payment, the amount and form
of benefits under the Plan are extensive. If you are thinldng about returning to work with
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UES after commencing your benefits under the Plan, please contact the Plan Administrator
for the specific rules that will apply to your situation

How Benefits are Paid

The Plan allows you to receive your retirement benefits in a variety of ways. You choose the
method that best fits your personal financial needs.

Forms of Benefits. If the Actuarial Equivalent present value of your vested benet exceeds
$5,000, you may elect to receive your benefits under several different payment options:

Life Annuity: This option provides monday benefits to you for life. When you die,

payments end. No income willbe paid to anyone else.

C Life Annuity with a five or ten-year certain feature: The 5-year or 10-year life annuity
pays reduced monthly benefits to you for life, with guaranteed payments for a period of
60 or 120 months, as you elect. If you die within the guaranteed period, your designated
Beneficiary will receive your monthly benefit for the remainder of the period. If you
receive monthly benefits for the iii ll guaranteed period during your lifetime, no benefits
will be paid after you die. The amount by which your benefit is reduced depends on the
option you choose and your age. If your Beneficiary dies before you, you may designate
a new Beneficiary.

f

i

J

s

r

33 1/3, 50%, 66 2/3%, 75%, or 100% Joint and Survivor Annuity Options: These options
provide a reduced joint and survivor annuity. A joint and survivor annuity provides a
monthly benefit to you for your lifetime. After your death, your Beneficiary will receive
the percentage elected of your monthly benefit for the remainder of his or her lifetime.
The monthly benefit you receive will be less than a single life annuity because it will be
paid over two lifetimes - yours and your Beneficiary's. The amount of the reduction
depends on your age and the age of your Beneficiary when benefit payments begin. If
your Beneficiary dies before you, you cannot name another Beneficiary, and your
payment level will not increase. Benefits end upon your death.

J

Voluntary lump~sum distribution: If your vested benefit exceeds $5,000, this option
provides a lump-sum distribution. The amount of the lump sum is the Actuaria l
Equivalent present value of your vested benefit payable on your Annuity Starting Date.

If the Actuarial Equivalent present value of your vested benefit is $5,000 or less, you will
automatically receive your benefit in a single lump sum. This applies to both single and manned
employees. Thereafter, you will not be entitled to any monthly benefit.

Special Rules for Married Participants. If you are married on your Annuity Starting Date, you
must receive distribution of your vested benefit in the form of a 50% (or greater) Joint and
Survivor Annuity with your spouse as your Beneficiary, unless you and your spouse elect to
waive this form of distribution. Your spouse's election must be witnessed by a notary public or
the Plan Administrator during the 90-day period ending on your Annuity Starting Date. Your
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election must state the optional form of benefit that you would like distributed and the time of
the distr ibution, and must designate any non-spouse Beneficiary,  including contingent
Beneficiaries, which cannot be changed without your spouse's consent (if applicable). A
spouse's consent to die waiver, once given, may not be revoked. You may revoke the waiver of
a Joint and Survivor Annuity without your spouse's consent at any time prior to your Annuity
Starting Date (and if so desired, waive it again before that date so long as the requirements for
the waiver are satisfied) .

Electing a Payment Method. You must elect the form of payment during the 90-day period
preceding your Annuity Starting Date. This election may not be changed after your Annuity
Starting Date. Remember to contact us 120 days in advance. As you approach retirement age,
you will receive more specific information about your benefit options and payment amounts.

If no election of method of distribution is made and you are single, you will be deemed to have
elected a straight life annuity with no ancillary benefits. If you are manned, you will be deemed
to have selected a 50% Joint and Survivor Annuity with your spouse as the Beneficiary.

Keep in mind that you may be asked to provide copies of your birth certificate, applicable spouse
birth certificate and mam'age license, and may be asked to provide proof of a divorce or spouse
death certificate.

Survivor Benefits

If You Die Before Retirement Benefits Begin. If you die before retirement benefits begin,
have a vested benefit in the Plan, and are survived by a spouse to whom you have been married
for at least one (1) year at the time of your death, your spouse will be eligible to receive a
Qualified Preretirement Survivor Annuity. Your spouse is eligible for this benefit even if you
are no longer working when you die. This benefit will be paid to your spouse in the form of an
annuity for your spouse's life. If the Actuarial Equivalent present value of the Qualified
Preretirernent Survivor Annuity does not exceed $5,000, the benefit will be paid as a lump sum.

Amount ofBenefit. The amount of the annuity your surviving spouse can receive from the plan
is the survivor benefit the spouse would have received if you (l) terminated employment on your
date of death or earlier termination date, (2) survived to your earliest retirement age under the
plan (or, if later, your actual date of death), (3) elected a 50% Qualified Joint and Survivor
Annuity at that time, and then (4) died immediately after you began receiving payments. Note
that the benefit is actuarially adjusted to the extent that payments begin before you would have
attained age of 65.

When Payments Begin. The distribution to your spouse will begin on the earliest of:

a) the first day of the month following your death, if your death occurs after your
Normal Retirement Age,

b) the first day of the month following your Normal Retirement Age if your death
occurs prior to that time, unless your spouse elects to receive the benefit before
your Normal Retirement Age (but not earlier than the date you would have
attained your Early Retirement Date had you strived), and
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c) if you die before your Normal Retirement Age, and the Actuarial Equivalent
present value of the Preretirement Death Benefit does not exceed $5,000, the first
day of the month following your death.

If you die before your Normal Retirement Age, and the present value of your Preretirement
Death Benefit exceeds $5,000, your spouse may elect to have distribution of the benefit begin on
the first day of any month following the election, but not earlier than your Early Retirement Date
or after your Normal Retirement Age.

Special Circumstances

• If you are manned, and (a) you give the Committee written notice of your election to
commence your retirement benefits on a specific date, or your retirement benefit is to
commence on or after your Normal Retirement Date or after you reach age 70% in the
absence of such election, and (b) within 90 days prior to the benefit commencement date,
you elect a joint and survivor annuity form of payment with your spouse to receive more
than 50% of the amount payable, then your surviving spouse's annuity will be based on
the larger amount payable under the joint and survivor annuity.

• If you are married, and (a) you die while employed or while on Permanent Disability
after having elected to retire within 90 days of such election and to commence your
retirement benefit in the form of a lump-sum payment, and (b) your death occurs prior to
the benefit commencement date, a lump-sum payment in the same amount will be
payable to your spouse on the date the payment would have been made to you had you
lived. In order to receive this lump-sum payment, your spouse must, within 60 days after
the date of your death, waive the Preretirement Death Benefit that would otherwise be
payable.

If You Die After Retirement Benefits Begin. If you die after you have started to receive your
retirement benefit, payments will continue only if you elected a payment form that provides for a
survivor benefit to be paid to your designated Beneficiary. You need to understand that a single
life annuity provides monthly benefits to you for life. If you elect to have your retirement benefit
paid to you in that form, payments end when you die. No income will be paid to anyone else.

No benefit is paid under the plan if you die before retirement benefits begin and you are
not survived by a legal spouse.

Taxes and Your Benefits

You are responsible for paying applicable taxes on your benefit when you receive it. Under
current tax law, your retirement benefit is not taxable while it remains in the Plan. When you (or
your Beneficiary) receive a distribution from the Plan, you are responsible for paying applicable
income taxes. If a lump sum payment is made, you may also owe a 10% penalty tax if your
retirement benefits are paid to you before age 59% and you terminate employment before the
beginning of the year in which you reach age 55.

In general, you can defer paying taxes if you elect to "rollover" your lump sum payout (that is,
have it transferred directly) to a plan that will accept rollovers ("Eligible Retirement Plan"), such
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as a 401(k) plan, a section 457 government plan, or a section 403(b) annuity, or to a traditional or
"conduit" individual retirement account ("IRA"). However, certain types of payments generally
cannot be rolled over:

If you do not elect a direct rollover of the entire lump sum distribution, the Plan is generally
required to withhold 20% of the taxable portion of the amount distributed. You will receive
additional information on the rollover or direct transfer option when you terminate employment
and are ready to receive a distribution.

If you receive payment of your benefit in the form of an annuity (fixed payments for life), you
may elect whether or not to have taxes withheld. If you do not make any election, federal
income tax will be withheld automatically. Withholding is applied as if the payments were
wages. If you elect not to have withholding apply, or even if you do elect withholding, you may
still owe taxes on the payments. You are responsible for payment of any taxes associated with
the payments.

e

• Payments Spread Over Long Periods: Annuity payments cannot be rolled over because
they are part of a series of equal (or almost equal) payments that are made at least once a
year and will last for your lifetime or for more than ten (10) years.

Required Minimum Payments: Beginning in the year you reach age 70% or retire,
whichever is later, a certain portion of your payment cannot be rolled overbecause it is a
required minimum payment that must be paid to you.
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Tax laws change from time to time, and the tax impact of receiving payments from
the Plan will vary with your individual situation. Because UES cannot give tax advice or
counsel, you should consult a professional tax advisor or financial expert for specific advice
about your circumstances

Soeial Security Benefits

Throughout your working career, both you and UES contribute toward your Social Security
benefits through payroll taxes. These benefits are in addition to your benefits under the Plan and
provide you with an important source of retirement income. You will not reedive SocialSecurity
benefits automatically. You must apply for them.

If you were born on or before January 1, 1938, your full Social Security benefits can begin at age
65. If you were born later than that date, your 13111 Social Security benefits can begin between the
ages of 65 and 67, depending on your birth date. You can consult the chart at the Social Security
Administration's website on the Internet at http://www.ssa.gov/retirechartredhtm for the age
when you will be entitled to receive your full benefits. You may begin receiving reduced Social
Security benefits at age 62.

If you are married, your spouse also is entitled to receive Social Security benefits in an amount
based on your pay or his or her pay .- whichever produces the greater benefit.

f
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Additional information about your Social Security benefits and how to apply for them is
available through SSA's website at http://www.ssa.gov, or you can contact your local Social
Security office. The national toll-free number for Social Security currently is 1-800-772-1213.

Plan Administration

The Plan is administered by a Committee appointed by the President of Tucson Electric Power
Company. The Committee consists of at least three members, and its functions include resolving
claims for benefits and interpreting and construing the terms of the Plan. The Committee has
absolute and exclusive authority to interpret the provisions of the Plan in its discretion. The
Committee will appoint a Plan Administrator who will maintain Plan records, and make
appropriate reports and disclosures required by ERISA. A Trustee will be appointed to manage
and control the trust fund and its assets.

J
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How to Applyfor Benefits -- Claims Procedure

To receive benefits under the Plan, you must apply to the Benefit Claims Committee. This
section describes how to file a claim and an appeal

Filing a Claim. There are specific procedures for filing claims and settling disputes. The
Benefit Claims Committee can explain diesel to you. To receive benefits from the Plan, you or
your Beneficiary must submit a request in writing to the Benefit Claims Committee. You should
contact the Committee at least 90 days before you want to begin receiving your benefits.

If Your Claim is Wholly or Partially Denied. If you file a claim for benefits under the Plan
and your claim is denied in whole or in part, you will be notified in writing. The notification will
include:

The reason for the denial,

• The specific Plan provisions on which the denial was based,

• A description of any additional information needed to process your claim, and

An explanation of the claim review procedure.

Ordinarily you will receive this written notice within 30 days after your claim is filed.

If you disagree with the decision, you have a right to request a review of the denial of your
claim. To do so, you, your Beneficiary, or your authorized representative must submit a written
request to the Benefit Claims Committee within 60 days of receiving the notice of denial. You
may review relevant documents or records and submit your comments in writing. You, your
Beneficiary, or your authorized representative will have the right to review all pertinent Plan
documents.

You will receive a written decision on your request for review within 60 days of the date the
Benefit Claims Committee receives your request unless special circumstances, such as the need
to hold a hearing, require an extension of time, in which case the 60-day period shall be extended
to 120 days and you will be notified of the extension. You will be notified in writing of the final
decision, and this decision shall include the specific reasons for the decision, referring to Plan
provisions that set forth those reasons.

If you receive a final denial regarding your claim for benefits, you have certain rights under the
law. For more information, see the section entitled "ERISA Rights" on page 21 .
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Additional Information About the Plan

The following is general information about the Plan, certain federal laws, and your rights under
the Plan. Please read this section carefully, paying particular attention to how die Plan is
governed by federal law.

Internal Revenue Service (IRS) Limits. Government regulations put a cap on the amount of
income an employee may receive under a qualified pension plan. For example, Federal law limits
the amount that can be considered as compensation for Plan purposes eachyear. In addition, the
IRS sets certain limitations on the amount that employees can receive from plans like the Pion.

The IRS may adjust these limits from time to time to reflect changes in the cost of living. You
will be notified if you are affected by these limits.

Non-assignment of Benefits and Qualified Domestic Relations Orders. You cannot assign
doe benefits payable to you to another person. One exception is that benefits will be paid
according to a valid Qualified Domestic Relations Order (QDRO).

A QDRO is an order from a state court that meets certain legal specifications and directs the Plan
to pay all or a portion of a Participant's benefits to a spouse, former spouse, or dependent child.

I

You will be notified immediately if an attempt is made to assign your benefits through a court
order. The Committee is responsible for determining whether or not the order is qualified, and
has adopted procedures governing QDROs. You can obtain a copy of those procedures, without
charge, by contacting the Benefits Office.

r

Payment to Minors and Incompetents. If anyone entitled to income from the Plan is a minor
or is judged to be physically or mentally incompetent, the Committee may pay the income to
someone else for the benefit of the recipient (to a legal guardian, for example).

I

You may execute a form referred to as a "power of attorney" that authorizes another person or
entity to act on your behalf if due to illness or incapacity, you are unable to do so yourself. You
must specifically mention in the power of attorney that you are. authorizing that person or entity
to act on your behalf with regard to your benefits under this Plan. Please contact the Benefits
Office for additional information regarding this issue.

l

Top-Heavy Rules. Under current tax law, if a plan provides more than 60% of its benefits to
"key" employees, that plan is considered to be "top heavy." Both "top-heavy" and "key"
employees are terms defined under the Code.

At present, the Plan is not top-heavy. In the unlikely event that it becomes top-heavy, you will
be notified, your benefits may be adjusted, and your vesting may be accelerated to keep the Plan
qualified under IRS regulations.
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Continuance of the Plan

Amendment or Termination of the Plan. UES reserves the right to amend the Plan at any time
and for any reason by action of the President of Tucson Electric Power Company ("TEP"). UES
may also terminate the plan at any time and for any reason by action of the Board of Directors of
TEP. .

If UES terminates the plan for any reason, the assets in the Plan will be used for the exclusive
benefit of Plan Participants and their beneficiaries. Any funds that remain after all benefits are
paid to Participants will revert to UES. If you are affected by the termination, you will become
100% vested in your retirement benefit under the Plan, to the extent the benefit is funded.

Plan Insurance. The benefits under this Plan are insured by the Pension Benefit Guaranty
Corporation ("PBGC"), a federal insurance agency. If the Plan terminates (ends) without enough
money to pay all benefits, the PBGC will step in to administer the Plan and pay retirement
benefits. Most people will receive all of the retirement benefits alley would have received under
the Plan, but some people may lose certain benefits.

The PBGC guarantee generally covers:

• Normal and Early retirement benefits,

• Disability benefits if you become disabled before the Plan terminates, and

• Certain 'benefits for your survivors.

The PBGC guarantee does not cover:

• Benefits greater than the maximum guarantee amount set by law for the year in which the
Plan terminates,

Some or all of benefit increases and new benefits based on Plan provisions that have been
in place for fewer than 5 years at the time the Plan terminates,

• Benefits that are not vested because you have not worked long enough for UES ,

• Benefits for which you have not met all of the requirements at the time the Plan
teammates,

• Certain early retirement payments (such as supplemental benefits that stop when you
become eligible for Social Security) that result in an early retirement monthly benefit
greater than your monthly benefit at the plan's Normal Retirement Age, and

Non-retirement benefits, such as health insurance, life insurance, certain death benefits,
vacation pay and severance pay,

21
DCI 30126334.1

UNSG0571/07536

J



Attachment RCS-5
Page 70 of 187

Docket No. G-04204A-08-0571

Even if some of your benefits are not guaranteed, you may still receive some of those benefits
from the PBGC depending on how much money the Plan has and on how much the PBGC
collects firm employers. For more information on the PBGC and the benefits it guarantees, ask
your Plan Administrator or contact the PBGC's Technical Assistance Division, 1200 K Street,
N.W., Suite 930, Washington, D.C. 20005-4026 or call 202-326-4000 (not a toll-free number).
TTY/TDD users may call the federal relay service toll-free at 1-800-877-8339 and ask to be
connected to 202-326-4000. Additional information about the PBGC's pension insurance
program is available through the PBGC's website on the Internet at http://www.pbgc.gov.

ERISA Rights

If you are a Participant in the Plan, you are entitled to certain rights and protections under the
Employee Retirement Income Security Act of 1974 ("ERlSA"). The following is a summary of
those rights:

• You may examine, without charge, all Plan documents, including insurance contracts and
copies of all documents tiled by the Plan with the U.S. Department of Labor, such as
detailed annual reports and Plan descriptions. These documents are available during
regular business hours.

• You may obtain copies of all Plan documents by writing to the Plan Administrator.
There will be a reasonable charge for duplicating documents.

• Each year you will receive a summary of the Plan's annual financial reports. The Plan
Administrator is required by law to furnish you with a copy of this information.

• Upon your written request, you may obtain a statement telling whether you have a right
to receive a benefit under the Plan, and if so, the amount of the benefit. If you are not
eligible for a benefit, the statement will tell how many more years you have to work to
get a right to a benefit. This statement is not required to be given more than once a year.
It is provided free of charge.

• If your claim for a benefit is denied in whole or in part, you must receive a written
explanation of the reason for the denial. You have the right to have the Plan review and
reconsider the claim.

In addition to creating rights for Plan Participants, ERISA imposes duties on the people who are
responsible for the operation of employee benefit plans. The people who operate the plan are
called "fiduciaries." Fiduciaries have a duty to operate the plan prudently and in the interest of
all Plan Participants and Beneficiaries. No one, including UES or any other person, may fire you
or otherwise discriminate against you in any way to prevent you from obtaining a benefit or
exercising your rights under ERISA.

Under ERISA, there are steps you can take to enforce these rights. For instance, if you make a
written request for materials from the Plan and do not receive them within 30 days, you may file
suit in federal court. In such a case, the court may require the Plan Administrator to provide the
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1

I

I materials and pay you up to $110 a day until you receive the materials, unless the materials were
not sent because of reasons beyond the control of the Plan Administrator. If you have a claim for
benefits that is denied or ignored, in whole or in part, you may tile suit in a state or federal court.
In addition, if you disagree with the Plan's decision or lack thereof concerning the qualified
status of a domestic relations order, you may file suit in a state or federal court.

If it should happen that the Plan fiduciaries misuse the Plan's money, or if you are discriminated
against for asserting your rights, you may seek assistance from the U.S. Department of Labor, or
you may file suit in a federal court. The court will decide who should pay court costs and legal
fees. If you are successful, the court may order the person you have sued to pay these costs and
legal fees. If you lose, the court may order you to pay these costs and fees, for example, if it
finds that your claim is frivolous.

If you have any questions about the Plan, you should contact the Plan Administrator. If you have
any questions about this statement or about your rights under ERISA, or if you need assistance in
obtaining documents from the Plan Administrator, you should contact the nearest Area Office of
the Employee Benefits Security Administration, U.S. Department of Labor, listed in your
telephone directory or the Division of Technical Assistance and Inquiries, Employee Benefits
Security Administration, U.S. Department of Labor, 200 Constitution Avenue, N.W.,
Washington, D.C. 20210.

E
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Appendix A

Glossary of Terms

Actuarial Equivalent means a benefit or amount that replaces another and has the same value as
the benefit or amount it replaces based on the applicable actuarial assumptions and interest rates.

Affiliated Company means UES or any entity that is in the same controlled group or under
common control wide UES in accordance with the rules defined in the Internal Revenue Code.

Annuity Starting Date generally means the first date as of which your vested retirement
benefits or Preretirement Death Benefits are to begin, or the date on which your lump sum is
paid to you .

Beneficiary means the person or persons who would become eligible to receive any benefits
under the Plan in the event of your death.

Benefit Claims Committee means the committee designated to review your request for benefits.

Board means the Board of Directors of Tucson Electn'c Power Company or its authorized
delegate.

Code means the Internal Revenue Code of 1986, as amended firm time to time.

Committee means the committee appointed by the Board to administer the Plan.

Credited Leave means any leave of absence due to illness, injury, further education or
Government service as determined by the Committee. This term includes any leave of absence
to join the Armed Forces of the United States in connection with a compulsory military service
law, during a period of declared national emergency, or if UES grants other military-related
leaves of absence, provided you return to work within 90 days (or such longer periods as may be
provided by law) after your discharge or release Born active duty in the Armed Forces, or within
the period for which your leave of absence was granted by UES .

Eligible Retirement Plan means an individual retirement account, individual retirement annuity,
annuity plan, or qualified trust, as defined in the Code, that accepts your eligible rollover
distribution. In the case of an eligible rollover distribution to a surviving spouse, an Eligible
Retirement Plan is an individual retirement account or individual retirement annuity.

Employee means any person classified and treated by UES as a common-law employee.

Employer means UES and any participating company.

Employment Commencement Date generally means the day you are first credited with an
Hour of Service, or if you had a Period of Severance, the day you are first credited with an
Hour of Service after the Period of Severance.

ERISA is the Employee Retirement Income Security Act of 1974, as amended firm time to
time.
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50% Joint and Survivor Annuity means an annuity for your lifetime with a survivor annuity
for the life of your surviving spouse where the survivor annuity is 50% of the amount of the
annuity payable during the joint lives of you and your spouse. The joint and survivor annuity is
at least the Actuarial Equivalent of the most valuable form of benefit under the Plan payable to
you on your Annuity Starting Date. Note, however, if you were participating in the Citizens
Pension Plan on December 31, 1975, and if you were to die before receiving a total of 120
monthly payments, then your survivor will receive the amount that would have been payable to
you (as though you had not died), until a total of 120 monthly payments have been made. After
the 120'*' month, the amount of die survivor pension will be 50% of the reduced pension. In
addition, the survivor annuity will be payable until a total of 120 monthly payments have been
made without regard to whether or not your spouse is living. Any such survivor annuity payable
after the death of your spouse will be payable to a Beneficiary.

Medical or Family Leave means an Employee's leave of absence from employment with an
Affiliated Company because of: (a) pregnancy, birth of the Employee's child, placement of a
child wide the Employee in connection with adoption of the child or caring for a child
immediately following birth or adoption or (b) any other reason that would entitle the Employee
to take a leave under the Family and Medical Leave Act of 1993. The Employer shall determine
the first and last day of any Medical or Family Leave.

Participant means an EligibleEmployee who is participating in this Plan.

Period of Service means a period (including any periods of Credited Leave) beginning when a
Participant is credited with an Hour of Service (Employment Commencement Date) and
ending on the Participant's Severance from Service Date. For vesting purposes, Period of
Service includes any Period of Severance under 12 months.

If you became a Participant in this Plan because you were an active participant in the Citizens
Pension Plan on August 10, 2003, a Period of Service for any period prior to August 11, 2003,
will be determined according to the terms of the Citizens Pension Plan, including provisions
relating to disregarding service due to a Period of Severance.

Period of Severance means the time beginning on your last day of work and ending on the date
you are re-employed.

Permanent Disability means total disability by bodily or mental injury or disease as determined
by the Committee based on a determination made by the insurer under the Company's long-term
disability plan or the Social Security Administration provided:

(a) the Employee has five years of Vesting Service,

cm the Employee becomes entitled to benefits under the Company's long-term
disability plan;

(c) the Employee earns at least one Hour of Service as an active Employee of an
Employer after the Effective Date, and

(d) such disability shall have existed for a period of six consecutive calendar months.
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Permitted Leave means an approved leave of absence from UES, including but not limited to
military service, illness, disability, Medical or Family Leave, educational pursuits, service as a
juror, temporary employment with a government agency, or any other leave of absence approved
by the participating company.

Plan means the Pension Plan for Employees of Unisource Energy Services.

Plan Year means the calendar year.

Preretirement Death Benefit means the dead benefit payable under the Plan to your surviving
spouse if you die before your Annuity Starting Date and the following additional criteria are
met:

• you have a vested bene'dt in die Plan, and

you have been married to your spouse for at least one (1) year at the time of your death,

Qualified Preretirement Survivor Annuity means an immediate survivor annuity for the life of
your spouse, equal to:

If you die after your Early Retirement Age, the survivor annuity your spouse would
have received if you had a Termination of Employment or Retirement on the day before
your death and received distribution of benefits in the form of an immediate 50% Joint
and Survivor Annuity, or

1

I

If you die on or before your Early Retirement Age, the survivor annuity your spouse
would have received if you had a Termination of Employment on the day of your death,
survived to your Early Retirement Date, received distribution of benefits in the form of a
50% Joint and Survivor Annuity on your Early Retirement Date, and died on the day
after your Early Retirement Date .

r

Retirement Benefit means the monthly benefit that you accrue under the Plan. The normal form
of this benefit is a single life annuity. If you were a participant in the Citizens Pension Plan prior
to January 1, 1976, the normal form of benefit is a single life annuity with a 10-year term certain.

Severance from Service Datemeans the earliest of:

• The day of your Retirement, Termination of Employment, or death, I

The second anniversary of your absence for Medical or Family Leave, and /
l

The first anniversary of die first day of a period in which you remain absent from service
for any reason other than quitting, discharge, reMment or death.

r

If you incur a Permanent Disability, your Severance firm Service Date will be the earliest of
the following:

I

1
• The day on which you recover from the disability,
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Your 65th birthday,

• The day you begin to receive distribution of your Retirement Benefits, or

• The day th is Plan  is terminated or  the accrual  of benefi ts under  th is Plan  otherwise
ceases.

Termination of Employment means the termination of your  employment with UES, whether
voluntary or involuntary, for any reason, including but not limited to, quit or discharge.

Vesting or vested means a right to receive a benefit that cannot be taken away from you. A
Vestedbenefit means the no forfeitable portion of your Retirement Benefit. You will become
100%vestedafter five (5) years of Vesting Service.

Vesting Service means your aggregate Periods of Service and any periods that are required by
law to be credited to you for periods of military service. The following periods are not counted
as Vesting Service:

• Any pen'ods preceding a Period of Severance that is 60 consecutive months or  more if
you had no Vested Interest,

Any periods preceding aPeriod of Severance of at least 12 consecutive months, unless
you are credited with aPeriod of Serviceof one year after that PeriodofSeverance,

• Any periods while your Employer is not UES or an affiliated employer, and

Periods of Service prior to your 18th birthday.

If you became a Participant in this Plan on August ll, 2003, and you were an active participant
in the Citizens Pension Plan on August 10, 2003, your Vesting Service includes periods prior to
August  l l ,  2003 credited to you under  the terms of the Cit izens Pension  Plan ,  including i ts
provisions disregarding service due to a period of severance.
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A Final Word

As explained at the outset, this booklet provides a summary description of the Pension Plan for
Employees of Unisource Energy SeMces. It highlights the main provisions of the Plan but is
subject to the terms and provisions of the Plan Document. If this booklet and the official plan
document vary in the description of the Plan, the plan document is die final authority.

This description of your pension benefits is not an employment contract or any type of
employment guarantee.
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GENERAL PLAN INFORMATION

Plan Name : Pension Plan for Employees of Unisource
Energy Services

Plan Sponsor and Address: Tucson Electric Power Company
1 South Church Avenue, Suite 200
Tucson, AZ 85701

Employer Identification Number: 86-0062700

Plan Number: 003

Plan Administrator: Pension Committee
c/o Tucson Electric Power Company
1 South Church Avenue, Suite 200
Tucson, AZ 85701
Telephone (520) 571-4000

The Plan Administrator is designated as an agent
for all purposes of legal process. Service of legal
process may be made upon the Plan
Administrator.

Type of Administration: Committee appointed by Board of Directors of
the Company.

Funding Medium: Trust Fund

Trustee: State Street Bank and Trust Company

Trustee's Address : One Enterprise Drive
North Quincy, MA 02171
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TF 6.103 Are there any aspects of the Company's accounting adjustments
and revenue requirement claim which represents a conscious
deviation from the principles and policies established in' prior
Commission Orders? If so, identify each area of deviation, and for
each deviation explain the Company's perception of the
principle established in the prior Commission orders, how the
Company's proposed treatment in this rate case deviates
from the principles established in the prior Commission orders,
and the dollar impact resulting from Such deviation. Show which
accounts are affected and the dollar impact on each account for
each such deviation.

RESPONSE: The only accounting adjustments that knowingly deviate from the
Commission's prior decision for UNS Gas are: the "Customer
Advances Adjustment" and the "Incentive Compensation
Adjustment". The only known deviation within revenue
requirements is the expense associated with "Supplemental
Executive Retirement Plan,"

r

r

In the prior Commission decision, 100% of die customer advances
balance was deducted from rate base. The Company is requesting
dirt the portion of the advances already expended by the end of the
test year, but not included in rate base, be excluded frolnthe
advances credit to rate base. This is fully explained in the Direct
Testimony of UNS Gas witness Mr. Dallas Dukes. The dollar and
accounts impact can be found in die pro forma work papers
provided in response to Commission Staffs data request JMK 1.1
workpapers supporting the adj vestment.

In the prior Commission decision, 50% of  the incentive
compensation expense was excluded from revenue requirements.
UNS Gas is requesting full recovery of the normal and recurring
level of incentive compensations expense. This is fully explained
in the Direct Testimony of UNS Gas witness Mr. Dallas Dukes.
The dollar and accounts impact can be found in the pro forma work
papers provided in response to Commission Sta8:'s data request
INK 1.1 workpapers supporting the adjustment.

In die prior Commission decision l 00% of the supplemental
executive retirement plan expense was excluded from revenue
requirements. UNS Gas is requesting full recovery of the normal
and recurring level of the expense contained within the test year.
The dollar and accounts impact are being provided in response to
TF 6.64.

RESP ONDENT :

WITNESS :

Dallas Dukes

Dallas Dukes

J
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UNS GAS, ]nc.'s SUPPLEMENTA RESPONSE TO
STAFF'S SIXTH SET OF DATA REQUESTS

DOCKET no. G-04204A-08-0571
May 14, 2009

TF 6.92 Please provide complete copies of any bonus programs or incentive
award programs in effect at the Company for die most recent three
years. Identify all incentive and bonus program expense incurred in 2008
and 2009. Identify die accounts charged. Identify all incentive and bonus
pro gram expense charged or allocated to the Company from affiliates in
2008 and 2009.

RESPONSE: See response to TF 6.64 for description of bonus program available to
UNS Gas Non-Union Employees. Union employees are not eligible for a
bonus program.

Long-term Incentive Program: UNS Gas Officers are eligible to
participate in a Long-term Incentive Program. Please see the PDF File TF
6.92 Officer LTI (Confidential), Bates Nos. UNSG(057l)07992 to
UNSG(057l)07993 on the enclosed CD for descriptions of the terms of
the 2008 long-term incentive program.

Bates Nos. UNSG(0571)07992 to unsG(0571>07993 contain confidential
information and are being provided pursuant to the terms of the Protective
Agreement.

SUPPLEMENTAL
RESPONSE : See response to TF 6.64 for description of bonus program available to

UNS Gas Non-Union Employees. Union employees are not eligible for a
bonus program.

Long-term Incentive Program: UNS Gas Officers are eligible to
participate in a Long-term Incentive Program. Please see the PDF File
provided in response to TF 6.92 on April 17, 2009, TF 6.92 Officer LTI
(Confidential), Bates Nos. UNSG(057l)07992 to UNSG(0571)07993, for
descriptions of the terms of the 2008 long-term incentive program.

Bates Nos. UNSG(0571)07992 to UNSG(0571)07993 contain eoniidential
information and are being provided pursuant to the terms of the Protective
Agreement.

Expense:

UNS Gas Incentive Compensation ("PEP:) Program (excluding
officers):

2008 = $268,127.72

Charged to Account 50100, Sub 0000, Expenditure Type 050,
FERC 0870, 0874, 0880, 0887, 0920
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UNS GAS, INC.'S SUPPLEMENTAL RESPONSE TO
STAFF'S SIXTH SET OF DATA REQUESTS

DOCKET NO. G-04204A-08-0571
May 14, 2009

r
l
\

1

UNS Gas Incentive Compensation (PEP) Program Officer portion
of Incentive: Allocated by Massachusetts Formula

2008 = $129,761 .00

Charged to Account 52100, Sub 0000, Expenditure Type 052,
FERC 0920

Stock Option Expense: Allocated by Massachusetts Formula

2008 = $129,850.02

Charged to Account 50100, Sub 4014, Expenditure Type 085,
FERC 0920

Dividend Equivalents on Stock Units: Allocated by Massachusetts
Formula

2008 = $18,780.67

Charged to Account 50100, 79040, Sub 3604, Expenditure Type
085, FERC0920

Performance Share Award: Allocated by Massachusetts Formula

2008 = $34,689.17

Charged to Account 50100, Sub 4013, Expenditure Type 085>
FERC 0920

Dividend Equivalent on Stock Options: Allocated by
Massachusetts Formula

2008 = $23,806.64

Charged to Account 50100, 79040, Sub 4019, Expenditure Type
085, FERC 0920

Spot Awards

2008 '= $12,535.05

Charged to Account 50100, Sub 0000, Expenditure Type 055,
FERC 0920

Directors Stock Awards: Allocated by Massachusetts Formula

2008 = $72,263.73

Charged to Account 79040, Sub 4020, Expenditure Type 230,
FERC 0930

J

UNS Gas is unable to provide 2009 results until the quarterly reports have
been flied with the SEC »

r

RESPONDENT: Maya Liddell

WITNESS: . Dallas Dukes
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UNS GAS, INC.'S SUPPLEMENPAL RESPONSE TO
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DOCKET NO. G-04204A-08-0571
May 14, 2009

SUPPLEMENTAL
RESPONSE: The following items have been updated to reflect January 2009 through

March 2009 data.

Expense (charged or allocated):

. UNS Gas Incentive Compensation ("PEP") Program (excluding
officers):

2009 = $63,000.00

Charged to Account 50100, Sub 0000, Expenditure Type 050,
FERC 0870, 0874, 0880, 0887, 0920 -

UNS Gas Incentive Compensation ("PEP") Program Officer
portion of Incentive: Allocated by Massachusetts Formula

2009 = $28,749.00

Charged to Account 52100, Sub 0000, Expenditure Type 052,
FERC 0920

(

.Stock Option Expense: Allocated by Massachusetts Formula

2009 = $35,936.79

Charged to Account 50100, Sub 4014, Expenditure Type 085,
FERC 0920

Dividend Equivalents on Stock Units: Allocated by Massachusetts
Formula

2009 : $2,23 l .72

Charged to Account 50100, 79040, Sub 3604, Expenditure Type
085, 230, FERC 0920

Performance Share Award: Allocated by Massachusetts Formula

2009 = $21,637.38

Charged to Account 50100, Sub 4013, Expenditure Type 085,
FERC 0920

Dividend Equivalent on Stock Options: Allocated by
Massachusetts Formula

2009 :: $2,811.89
Charged to Account 50100, 79040, Sub 4019, Expenditure Type
085, 230, FERC 0920
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UNS GAS, INC.'S SUPPLEMENTAL RESPONSE TO
STAFF'S SIXTH SET OF DATA REQUESTS

DOCKET no. G-04204A-08-0571
May 14, 2009

Spot Awards

2009 2 N/A

Charged to Account 50100, Sub 0000, Expenditure Type 055,
FERC 0920

Directors Stock Awards: Allocated by Massachusetts Formula

2009 = $16,334.99

Charged to Account 79040, Sub 4020, Expenditure Type 230,
FERC 0930

RESPONDENT: Gabrielle Camacho/Warner Jones

WITNESS! ~Ballas Dukes

(

I
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UniSource Energy
One South Church Avenue

Tucson, Arizona 85701

March 23, 2009

Paul J. Bonavia

Chairman of the Board

(520) 571-4000

Dear Shareholders:

You are cordially invited to attend the UniSource Energy Corporation 2009 Annual Shareholders'
Meeting (the "Meeting") to be held on Friday, May 8, 2009, at the FOX Theatre, 17 West Congress,
Tucson, Arizona. The Meeting will begin promptly at 10:00 a.m., Mountain Standard Time, so please
plan to arrive earlier. No admission tickets will be required for attendance at the Meeting.

Directors and officers will be available before and alter the Meeting to speak with you. During the
Meet'mg, we will answer your questions regarding our business affairs and we will consider the matters
explained in the enclosed Proxy Statement.

We have enclosed a proxy card that lists all matters that require your vote. Please complete, sign,
date and mail the proxy card as soon as possible, whether or not you plan to attend the Meeting. You may
also vote by telephone or the Internet, as explained on the enclosed proxy card. If you attend the Meeting
and wish to vote your shares personally, you may revoke your proxy at that time.

Your interest in and continued support of UniSource Energy Corporation are much appreciated.

Sincerely,

UNISOURCE ENERGY CORPORATION

Paul J. Bonavia
Chainman of the Board, President and
Chief Executive Officer

9
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NOTICE OF ANNUAL SHAREHOLDERS' MEETING

To the Holders of Common Stock of
UniSource Energy Corporation

We will hold the 2009 Annual Shareholders' Meeting of UniSource Energy Corporation at the
FOX Theatre, 17 West Congress, Tucson, Arizona, on Friday, May 8, 2009, at 10:00 a.m., Mountain
Standard Time ("MST"). The purpose of the Meeting is to:

1.

2.

3.

elect 14 directors to our Board of Directors for the ensuing year,

ratify the selection of the Independent Registered Public Accounting Finn for 2009, and

consider any other matters which properly come before the Meeting.

Only shareholders of record at the close of business on March 16, 2009, are entitled to vote at the
Meeting.

We have enclosed with this notice: (i) our 2008 annual report on Form 10-K, (i i) the Proxy
Statement; (iii) the Chairman's letter to shareholders, and (iv) a stock performance chart. Proxy soliciting
material is first being made available in electronic form, on or about March 27, 2009. Your proxy is being
solicited by our Board of Directors .

Please complete, sign, date and mail the enclosed proxy card as soon as possible, or vote by
telephone or the Internet, as explained on the enclosed proxy card.

Linda H. Kennedy
Corporate Secretary

Dated: March 23, 2009

4

YOUR VOTE IS IMPORTANT

EACH SHAREHOLDER IS URGED TO COMPLETE, SIGN, DATE AND RETURN PROMPTLY
THE ENCLOSED PROXY CARD BY MAIL,  OR TO VOTE BY TELEPHONE OR THE
INTERNET, AS EXPLAINED ON THE ENCLOSED PROXY CARD. IF THE MAIL OPTION IS
SELECTED, USE THE ENCLOSED ENVELOPE, WHICH DOES NOT REQUIRE POSTAGE IF
MAILED IN THE UNITED STATES. RETURNING A SIGNED PROXY WILL NOT PROHIBIT
YOU FROM ATTENDING THE MEETING AND VOTING IN PERSON IF YOU SO DESIRE.
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UNISOURCE ENERGY CORPORATION
One South Church Avenue

Tucson, Arizona 85701

ANNUAL SHAREHOLDERS' MEETING
PROXY STATEMENT

ANNUAL MEETING:

M a y  8 ,  2 0 0 9
10: 00  a . m . ,  MS T

FOX Theatre
17 West Congress
Tucson, AZ 8570]

R E C O R D  D A T E :

The record date i s  March 16,  2009 ( "Record Date" ) .  I f  you were a shareholder  o f  record at  t he c lose of  bus iness
o n  t h e  R e c o r d  D a t e ,  y o u  m a y  v o t e  a t  t h e  2 0 0 9  A n n u a l  S h a r e h o l d e r s '  M e e t i n g  ( " M e e t i n g " )  o f  U n i S o u r c e
E n e r gy  Co r p o r a t i o n  ( " Un i S o u r c e  E n e r gy "  a s  we l l  a s  r e f e r e n c e s  t o  t h e  " Co m p a n y , "  " we , "  " o u r "  a n d  " u s " ) .  A t
the c lose of  bus iness  on the Record Date,  we had 35,610,300 shares  of  common s tock  outs tanding.

AGENDA:

1. Proposal One; Elect 14 directors to our Board of Directors ("Board") for the ensuing year.

2. Proposal Two: Ratify the selection of the Independent Registered Public Accounting Firm for 2009.

3. Proposal Three: Consider any other matters which properly come before the Meeting and any
adjournments.

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM:

R e p r e s e n t a t i v e s  o f  P r i c e w a t e r h o u s e C o o p e r s ,  L L P  a r e  e x p e c t e d  t o  b e  p r e s e n t  a t  t h e  M e e t i n g  w i t h  t h e
opportuni t y  to make a s tatement  and respond to appropr iate ques t ions  t ram our shareholders .

PROXIES :

I n  ac c o rdanc e  w i t h  ru l es  and  regu l a t i ons  rec en t l y  adop t ed  by  t he  S ec u r i t i es  and  E x c hange  Com m i s s i on  ( t he
" S E C" ) ,  i n s t ead  o f  m a i l i ng a  p r i n t ed  c opy  o f  ou r  p rox y  m a t e r i a l s  t o  eac h  s ha reho l de r  o f  r ec o rd ,  we  a re  now
f urn i s h ing prox y  mat er i a l s  t o  our  s hareho lders  on  t he  I n t e rne t .  I f  y ou  rec e i v ed a  Not i c e  o f  I n t e rne t  Av a i l ab i l i t y
o f  P rox y  Mat e r i a l s  by  ma i l ,  y ou  w i l l  no t  rec e i v e  a  p r i n t ed  c opy  o f  t he  p rox y  mat e r i a l s  o t her  t han  as  des c r i bed
t h e r e i n .  I n s t e a d ,  t h e  No t i c e  o f  I n t e r n e t  A v a i l a b i l i t y  o f  P r o x y  M a t e r i a l s  w i l l  i n s t r u c t  y o u  a s  t o  h o w  y o u  m a y
access  and rev iew a l l  o f  t he impor tant  i n f ormat ion conta ined in  t he proxy  mater ia l s .  I f  you rece ived a  Not i ce  o f
I n t e r n e t  A v a i l a b i l i t y  o f  P r o x y  M a t e r i a l s  b y  m a i l  a n d  w o u l d  l i k e  t o  r e c e i v e  a  p r i n t e d  c o p y  o f  o u r  p r o x y
mater ia l s ,  y ou s hou ld  f o l l ow t he i ns t ruc t i ons  i nc luded M t he Not i c e  o f  I n t ernet  Av a i l ab i l i t y  o f  P rox y  Mater ia l s .

I t  i s  ant i c ipated t hat  t he Not i c e  o f  I n t ernet  Av a i l ab i l i t y  o f  P rox y  Mater ia l s  i s  f i rs t  be ing s ent  t o  s hareho lders  on
or  abou t  Marc h  27 ,  2009 .  The  p rox y  s t a t ement  and  t he  f o rm  o f  p rox y  re l a t i ng t o  t he  2009  A nnua l  Meet i ng a re
f i rs t  being made avai lable to shareholders  on or  about  March 27,  2009.

PROXIES SOLICITED BY:

The Board.

REVOKING YOUR PRDXY:

You may revoke your proxy before it is voted at the Meeting. To revoke, follow the procedures listed on page 4
under "Voting Procedures/Revoking Your Proxy."

1
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COMMENTS:

Your comments about any aspects of our business are welcome. You may use the space provided on the
proxy card for this purpose, if desired. Although we may not respond on an individual basis, your comments
help us to measure your satisfaction, and we may benefit from your suggestions.

PLEASE VOTE .- YOUR VOTE IS IMPGRTANT

Prompt return of your proxy will help reduce the costs of re-solicitation.

1
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CONTENTS
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* We expect to vote on this item at the Meeting.
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VOTING PROCEDURESIREVOKING YOUR PROXY

You can vote by telephone, the Internet, mail or in person.

You may vote in person or by a validly designated proxy, or, if you or your proxy will not be attending the meeting,
you may vote in one of three ways:

Vote by Internet. The website address for Internet voting is on your Notice of Internet Availability of Proxy
Materials. Internet voting is available 24 hours a day,

2. Vote by telephone. The to1l~free number for telephone voting is on your proxy card. Telephone votirl is
available 24 hours a day, or

Voteby mail. If you have requested and received a copy of our proxy materials, mark, date, sign and mail
promptly a proxy card (a postage-paid envelope will be provided for mailing in the United States).

If you vote by telephone or Internet, DO NOT mail a proxy card.

Under Arizona law, a majority of the shares entitled to vote on any single matter which may be brought before the
Meeting will constitute a quorum. Business may be conducted once a quorum is represented at the Meeting. If a
quorum exists, action on a matter other than the election of directors will be deemed approved if a majority of votes
is cast in favor of the matter.

Directors are elected by a plurality of votes.

Directors are elected by a plurality of die votes cast by the shares entitled to vote if a quorum is present. A plurality
means receiving the largest number of votes, regardless of whether that is a majority. Withheld votes will be counted
as being represented at the Meeting for quorum purposes but will not have an effect on the vote,

You may cumulate your votes for directors.

In the election of directors, each shareholder has the right to cumulate his votes by casting a total number of votes
equal to the number of his shares of common stock multiplied by the number of directors to be elected. He may cast
all of such votes for one nominee or distribute such votes among two or more nominees. For any other matter that
may properly come before the Meeting, each share of common stock will be entitled to one vote.

You can revoke your proxy after sending it in by following these procedures.

Any shareholder giving a proxy has a right to revoke that proxy by giving notice to UniSource Energy in writing
directed to the Corporate Secretary, UniSource Energy Corporation, One South Church Avenue, Suite 1820, Tucson,
Arizona 85701 , or in person at the Meeting at any time before the proxy is exercised. Those who fail to return a proxy
or fail to attend the Meeting will not count towards determining any required plurality, majority or quorum.

The shares represented by an executed proxy will be voted for the election of directors or withheld in accordance with
the specifications in the proxy. If no specification is made in an executed proxy, the proxy will be voted in favor of
the nominees as set forth herein.

4
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Proxy Solicitation

We will bear the entire cost of the solicitation of proxies. Solicitations will be made primarily by mail. In addition,
we may make additional solicitation of brokers, banks, nominees and institutional investors pursuant to a special
engagement of BNY Mellon Shareholder Services. Solicitations may also be made by telephone, facsimile or
personal interview, if necessary, to obtain reasonable representation of shareholders at the Meeting. Our employees
may solicit proxies but they will not receive additional compensation for such services. We will request brokers or
other persons holding shares in their names, or in the names of their nominees, to forward proxy materials to the
beneficial owners of such shares or request authority for the execution of the proxies. We will reimburse brokers and
other persons for reasonable expenses they incur in sending these proxy materials to you if you are a beneficial
holder of our shares.

f
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Name and
Title of

Beneficial Owner

Amount and Nature of Beneficial Ownerships otherrzx

Directly
Owned
Shares

Shares
Purchased
Under the

401 ck) Plan

Shares Subject
to Options

Exercisable
Within 60

Days

Total
Beneficial
Ownership

Percent of
Class

Restricted
Stock Units

Deferred
Shares Under

Deferred
CoMpensation

Plan Total

James S. Pignatelli
Chairman, President and
Chief Executive Oflficer(3)

114,324 21,030 695,089 830,443 2 3 % 0 30,971 861,414

Lawrence J. Aldrich
Director

3,912 0 0 3,912 * 5,420 0 9,332

Bartram M. Baumann
Director

0 0 0 0 * 3,869 85965 12,834

MW W, Buckle
Director

9,852 0 8,358 18,210 * 4,492 0 22,702

Elizabeth T. Billy
Director

705 0 s,358 9,063 * 5,876 4,194 19,133

Harold W. Burlingame
Director

4,625 0 8,358 12,983 * 6,636 0 19,619

John L. Carter
Director

23,817 0 0 23,817 * 5,171 11,315 40,303

Robert A. Elliott
Director

1,813 0 1,196 3,009 * 4,324 0 7,333

Daniel W. L. Fessler
Director

2,511 0 2,358 4,869 * 8,942 0 13,811

Louise L. Francesconi
Director(4)

0 0 0 0 * 0 0 0

Kenneth Handy(5)
Director

25,662 0 0 25,662 * 0 0 25,662

Waned Y. Jobs
Director

1,313 0 6,358 7,671 * 6,266 0 13,937

Ramiro G. Peru
Director

1,000 0 0 1 ,000 * 1,565 0 z,s6s

Gregory A. Pivirotto
Director

400 0 0 400 * 1,565 0 1,965

Joaquin Ruiz
Director

300 O 0 300 * 3,869 0 4,169

Kevin P. Larson
Senior Vice President
Chief Financial Officer
and Treasurer

.43,199 2,605 96,235 142,039 * 0 1,323 143,362
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UNISOURCE ENERGY SHARE OWNERSHIPr

K
1

Security  Ownership of  M anagement

r

f

The following table sets forth the number and percentage of shares of UniSource Energy common stock beneficially
owned as of March l, 2009 and the nature of such ownership by each of our directors (all of whom are nominees), our
Chief Executive Officer for 2008 ("CEO" or "Mr. Pignatelli") and our four other most highly compensated executive
officers (together with our CEO, the "Named Executives") as of March l, 2009 and all directors and officers as a
group. Ownership includes direct and indirect (beneficial) ownership, as defined by the SEC rules.i

f
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Name and
Title of

Beneficial Owner

Amount and Nature of Beneficial Ownership(1) Other(2)

Directly
Owned
Shares

Shares
Purchased
Under the
401(k) Plan

Shares Subject
to Options
Exercisable
Within 60

Days

Total
Beneficial
Ownership

Percent of
Class

Restricted
Stock Units

Deferred Shares
Under

Deferred
Compensation

Plan Total

Raymond S. Heyman
Senior Vice President and
General Counsel

6,296 3,455 86,542 96,293 * 0 87 96,380

Michael J. DeConcini
Senior Vice President and
Chief Operating Officer,
Transmission and
Distribution

13,932 5,480 163,769 183,181 * 27,214 971 211,366

Karen G. Kissinger
Vice President, Controller
and Chief Compliance
Officer

42,789 0 37,037 79,826 * 0 1,985 81,811

All directors and executive
officers as a group

358,339 58,635 1,290,400 1,707,374 4.8% 85,209

i
62,655 1,655,238
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*Represents less than 1% of the outstanding common stock of UniSource Energy.

0

(1) Amounts Exclude the following:
Any shares held in the name of the spouse, minor children or other relatives sharing the home of the
director or officer. Except as othenvise indicated below, the directors and officers have sole voting and
investment power over the shares shown. Voting power includes the power to direct the voting of the shares
held, and investment power includes the power to direct the disposition of the shares held.
Shares subject to options exercisable within 60 days, based on information from E*Trade, UniSource
Energy's stock option plan administrator.
Equivalent share amounts allocated to the individuals' 401(k) Plan which, since June 1, 1998, has included
a UniSource Energy Stock Fund investment option.

(2) While amounts in the "Other" column do not represent a right of the holder to receive stock within 60 days,
these amounts are being disclosed because management believes they reflect similar objectives of 1) encouraging
directors and officers to have a stake in the Company, and 2) aligning interests of directors and officers with those
of shareholders. Under our non-employee director compensation program, non-employee directors receive an
annual grant of restricted stock units that have an underlying value equal to one share of UniSource Energy
common stock. The value of Me restricted stock units fluctuates based on changes in the Company's stock price.
All restricted stock unit grants to directors vest at the earlier of the next annual meeting following the grant date or
the first anniversary of grant and are distributed in actual shares of Company stock in January following termination
of Board service. Similarly, the value of deferred stock units fluctuates based on changes in the Company's stock
price. Under the terms of the plan, distributions of deferred shares will be made in cash, unless the participant
elects to receive the deferred shares in Company stock on dates selected by the director or the officer following
termination of service, In our view, restricted stock units and deferred stock units are tantamount to actual stock
ownership as the non-employee director and officer (in the case of deferred stock units) bear the risk of ownership
during the restricted and deferral periods.

•

(3) Mr. Pignatelli retired effective as of January 1, 2009. His successor, Paul Bonavia, became Chairman of the
Board, President and Chief Executive Officer, effective January 1, 2009. Since Mr, Bonavia does not beneficially
own any UniSource Energy common stock which has vested, Mr. Bonavia was not included in this table.

(4) Ms. Francesconi was appointed to the Board, effective August 14, 2008.

7



Title of Class
Name and Address
of Beneficial Owner

Amount and
Nature of

Beneficial Ownership
Percent
of Class

Common Barclays Global Investors, NA
45 Fremont Street
San Francisco, CA 94105

3,321,505(11 9.4%

Common Luminous Management, LLC
1700 Broadway, 38*'" Floor
New York, NY 10019

3,296,37912) 9.3%

Common Prospector Partners, L.L.C.
370 Church Street
Guilford, CT 06437

2,670,686<3> 7.3%

Common T. Rowe Price Associates, Inc.
100 E. Pratt Street
Baltimore, MD 21202

2,506,350<4) 7.0%

Common Wellington Management Co., LLP
75 State Street
Boston, MA 02109

2,353,955<s> 6.8%

Common Duquesne Capital Management, LLC
40 w. 57"" Street, 25"" Floor
New York, NY 10019

1,781,000<') 5.0%
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r (5) Mr. Handy retired from his position as a director effective as of January 1, 2009 and, therefore, is not being
nominated as a director.

1
Security Ownership of Certain Beneficial Owners

J
As of March 1, 2009, based on information reported in filings made by the following persons with the SEC or
information otherwise known to us, the following persons were known or reasonably believed to be, as more fully
described below, the beneficial owners of more than 5% of our common stock:

I

I

I

f
r

(1) In a statement (Schedule 13G) filed with the SEC on February 6, 2009, Barclays Global Investors, NA,
indicated that it has sole voting power over 2,801,812 shares of our common stock and sole dispositive power over
3,321,505 shares of our common stock. The tiling indicated that the 3,321,505 shares are owned by Barclays
Global Investors, NA (744,963 shares), Barclays Global Fund Advisors (2,539,447 shares), Barclays Global
Investors, LTD (23,507 shares), Barclays Global Investors Australia Limited (13,588)

J

(2) In a statement (Schedule 13G) filed with the SEC on February 17, 2009, Luininus Management LLC,
indicated it has sole voting and sole dispositive power over 3,296,379 shares of our common stock.

(3) In a statement (Schedule 13G) filed with the SEC on February 17, 2009, Prospector Partners, L.L.C.
("Prospector Partners"), indicated it has sole voting and sole dispositive power over 1,875,672 shares, and shared
voting and shared dispositive power over 795,014 shares of our common stock. Prospector Partners shares
investment discretion over 795,014 shares with White Mountains Advisors LLC ("White Mountains"), pursuant to
a sub-advisory agreement between Prospector Partners and White Mountains .

(4) In a statement (Schedule i3G) filed with the SEC on February 13, 2009, T. Rowe Price Associates, Inc.
("Price Associates"), indicated it has sole voting power over 288,933 shares and sole dispositive power over
2,506,350 shares of our common stock. These securities are owned by various individual and institutional investors
which Price Associates serves as investment adviser with power to direct investments and/or sole power to vote the
securities. For purposes of the reporting requirements of the Securities Exchange Act of 1934, as amended, Price

J

8
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Associates is deemed to be a beneficial owner of such securities, however, Price Associates expressly disclaims
that it is, in fact, the beneficial owner of such securities.

2
I

I

(5) In a statement (Schedule loG) filed wide the SEC on February 17, 2009, Wellington Management Co.
LLP, indicated it has shared voting power over 1,826,595 shares and shared dispositive power over 2,353,955
shares of our common stock.

r
J

(6) In a statement (Schedule 13G) filed with the SEC on February 12, 2009, Duquesne Capital Management,
LLC, indicated it has shared voting power over 1,781,000 shares of our common stock and shared dispositive
power over 1,781,000 shares of our common stock.

Section 16(a) Beneficial Ownership Reporting Compliance

Section l6(a) of the Securities Exchange Act of 1934, as amended, and regulations of the SEC require our
executive officers, directors and persons who beneficially own more than 10% of our common stock, as well as
certain affiliates of those persons, to tile initial reports of ownership and transaction reports covering any changes in
ownership with the SEC and the New York Stock Exchange ("NYSE"). SEC regulations require these persons to
furnish us with copies of all reports they tile pursuant to Section l6(a).

Based solely upon a review of the copies of the reports received by us and on written representations of our
directors and officers, we believe that during fiscal year 2008, all filing requirements applicable to executive
officers and directors were complied with in a timely manner.

PROPOSAL ONE: ELECTION OF DIRECTORS

General Information
I

At the Meeting, our shareholders of record will elect 14 directors to serve on our Board for the ensuing year and
until their successors are elected and qualified, which include our new Chief Executive Officer, Paul J. Bonavia,
who joined UniSource Energy on January 1, 2009. The shares represented by executed proxies in the form
provided, unless withheld, will be voted for the 14 nominees listed below, or, in the discretion of the persons acting
as proxies, will be voted cumulatively for one or more of such nominees. All of the current nominees are present
members of the Board. All of the nominees have consented to serve if elected If any nominee becomes unavailable
to serve for any reason, or a vacancy should occur before the election, it is the intention of the persons designated as
proxies to vote, in their discretion, for other nominees.

I

BOARD NOMINEES

Paul J. Bonavia

1

Chairman of the Board, President and Chief Executive Officer of UniSource Energy since January 1, 2009,
Chairman of the Board, President and Chief Executive Officer of Tucson Electric Power Company ("TEP") , the
principal subsidiary of UniSource Energy, since January 1, 2009, Chairman of the Board, President and Chief
Executive Officer of UniSource Energy Services, Inc. ("UES"), a wholly-owned subsidiary of UniSource Energy,
since January 1, 2009, former President of the Utilities Group of Xcel Energy, an electric and gas utility, from
December 2005-December 2008, and former President of Commercial Enterprises of Xcel Energy from 2004 to
December 2005. Board member since January l, 2009. Age 57.

Lawrence J. Aldrich (2\(4)

President and Chief Executive Officer of University Physicians Healthcare, a healthcare organization, since January
2009, President of Aldrich Capital Company, an acquisition, management and consulting Finn, since January 2007;
Chief Operating Officer of The Critical Path Institute, a non-proNt medical research company focusing in drug
development, from January 2006 to December 2006, General Partner of Valley Ventures, LP, a venture capital
company, from September 2002 to December 2005, Managing Director and Founder of Tucson Ventures, LLC, a
venture capital company, from February 2000 to September 2002, Director of TEP and Millennium since 2000, and
Director of UES since 2004. Board member since 2000. Age 56.

9
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Barbara M. Baumann (1)(3)

President and Owner of Cross Creek Energy Corporation, a management consultant and 'investor company for oil
and gas, since 2003, Director of St, Mary Land & Exploration since 2002, and Director of TEP since 2005. Board
member since 2005. Age 53 .

Larrv W. Buckle (2)(3)

Retired private equity investor, Managing Director of Haddington Ventures, LLC, a private equity fund, from 1997
to 2007; Director of St. Mary Land & Exploration, an oil and gas production company, since l995; Director of
Millennium from 1998-2008, and Director of UES since 2004. Board member since 1998. Age 63 .

Elizabeth T. Bilbv (4>f5>

Retired President of Gourmet Products, Inc., an agricultural product marketing company, retired Director of
Marketing of Green Valley Pecans, a pecan producer, Director of TEP since 1995, Director of Millennium from
1998-2008, and Director ofUES since 2004, Board member since 1995. Age 69.

Harold W. Burlingame (2)(5)(6)

Former Executive Vice President of AT&T, a telecommunications company, Chairman of ORC Worldwide since
December 2004, and Director of TEP since 1998. Board member since 1998. Age 68.

John L. Carter m<zw3w4wsw6»
Retired Executive Vice President and Chief Financial Officer of Burr Brown Corporation, a company that
manufactured integrated circuits, in 1996, Director of Global Solar Energy since January 2007, Director of TEP
since 1996; Director of Millennium from 1998-2008; Director of UES since 2004, and UniSource Energy Lead
Director since 2005. Board member since 1996. Age 74. '

Robert A. Elliott (3w4>(6»
f

President and owner of The Elliott Accounting Group, an accounting firm, since 1983, Director and Corporate
Secretary of Southern Arizona Community Bank since 1998, Television Analyst/Pre-game Show Co-host for Fox
Sports Arizona, television broadcasting, since 1999, Chairman of the Board of Tucson Metropolitan Chamber of
Commerce from 2002 to 2003, Treasurer of Tucson Urban League from 2002 to 2003, Chairman of the Board of
Tucson Urban League from 2003 to 2004, Chairman of the Board of the Tucson Airport Authority from January
2006 to January 2007, and Director of TEP since May 2003. Board member since 2003. Age 53.

r

Daniel W. L.Fessler (1)(3)(6)

Professor Emeritus of the University of California; Of Counsel for die law firm of Holland & Knight from August
2003-January 2007, Partner in the law firm of LeBoeuf, Lamb, Greene & MacRae LLP from 1997 to 2003,
previously served on the UniSource Energy and TEP boards of directors from 1998 to 2003, Managing Principal of
Clear Energy Solutions, LLC since December 2004, and Director of TEP since 2005. Board member since 2005.
Age 67 .

Louise L. Francesconi (2)(4)

Retired President of Raytheon Missile Systems, a defense electronics corporation; Director of Stryker Corporation
from July 2006, Director of Global Solar Energy from June 2008, Director of TEP since August 2008; and Director
of UES since August 2008, Board member since August 2008. Age 56.

Warren Y. Jobs (1)(4)(6)

Certified Public Accountant (licensed, but not practicing), Senior Vice President of Southern Company, an electric
service company, firm 1998 to 2001, Director of WellPoint Health Networks, Inc. from 2001 to December 2004,
Director of WellPoint, Inc. since December 2004, Trustee of RidgeWorth Funds since 2004, Director of TEP since
2001, and Director of Millennium from 2001 to 2003. Board member since 2001. Age 68.

10
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Ramiro G. Peru (2)(4)

Executive Vice President and Chief Financial Officer of Swift Transportation, a trucking company, from June 2007
to December 2007, Executive Vice President and Chief Financial Officer of Phelps Dodge Corporation, a mining
corporation, from 2004 to 2007, Director of WellPoint Healdi Networks, Inc. since 2003, Director of Southern Peru
Copper Corporation from 2002 to 2004, and Director of University of Arizona Foundation since 2005. Board
member sMce January 2008. Age 53 .

Greeorv A. Pivirotto (1)(3)

f
President and Chief Executive Officer and Director of University Medical Center Corporation, a hospital, since
1994, Certified Public Accountant since 1978, Director of Arizona Hospital & Healthcare Association from 1997 to
2005> and Director of Tucson Airport Authority since 2008, Board member since January 2008. Age 56.

Joaquin Ruiz (3)(5)

Professor of Geosciences, University of Arizona since 1983,Dean, College of Science, University of Arizona since
2000, Vice President of the Geological Society of America beginning in 2009, Associate Editor, "American Journal
of Science" since 2005, Associate Editor, American Presidents Advisory Board of Research Corporation since
2005, Member, Human Resources Committee, American Geological Institute from 2000 to 2005 and 2009-2012,
Member, Governing Board, Institute Nacional de Astronomic, Optima y Electronica, Mexico since 2003, Board
Member, Center to Improve Diversity in Earth Systems Sciences, Inc. since 2003, Member of Board of Earth
Sciences, National Research Council of the National Academy of Sciences since 2005, TEP Board Member since
2005, and UES Board member since 2005. Board Member since 2005. Age 57.

r

(1 )
(2)
(3)
(4)
(5)
(6)

Member of the Audit Committee.
Member of the Compensation Committee.
Member of the Corporate Governance and Nominating Committee.
Member of the Finance Committee
Member of the Environmental, Safety and Security Committee.
Member of the Corporate Development Committee.

1

The Board recommends that you vote "FOR" these nominees.

PROPOSAL TWO: RATIFICATION OF SELECTION OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM

r

r

T h e A u d i t  C om m i t t ee  h as  s e l ec t ed  P r i c ew at e r h ou s eC oop er s ,  L L P ( " P r ic ew a te r hous e" )  as  t he C ompany' s

Independent Regis tered Public  Account ing Firm for  the f iscal year 2009, and the Board is  asking the shareholders  to

rat i f y that  s elec t ion.  A l though c ur rent  law,  ru les ,  and regulat ions ,  as  wel l  as  the c har ter  of  the Audi t  Commit tee,

r equ i r e t he A ud i t  C ommi t t ee t o engage,  r et a i n ,  and  s uper vi s e t he C ompany' s  I ndependen t  R eg i s t er ed  P ub l i c

Account ing Firm, the Board cons iders  the selec t ion of  the Independent  Regis tered Publ ic  Account ing Firm to be an

impor tan t  mat ter  of  s hareholder  c onc ern  and  i s  s ubmi t t i ng  the s elec t ion  of  P r i c ewaterhous e f or  r at i f i c at ion  by

shareholders as a matter of  good corporate practice.

U nder  A r i zona l aw,  i f  a  quor um of  s har eholder s  i s  p r es en t  at  t he Meet i ng ,  t he r at i f i c at i on  of  t he s elec t i on  of

Pr icewaterhouseCoopers  as  Independent Regis tered Publ ic  Account ing Finn for  2009 wi l l  require that the votes  cas t

in favor of  i ts  rat i f icat ion exceed the votes  cast agains t i ts  rat i f icat ion, Abstent ions and broker non-votes  are counted

f or  purposes  of  determining whether  a quorum exis ts  at  the Meet ing but  are not  counted and have no ef f ec t  on the

results  of  the vote for  Independent Regis tered Publ ic  Account ing Firm.

The Board recommends that you vote "FOR" the ratification of the selection of the Independent Registered
Public Accounting Firm.

11
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COMPENSATION DISCUSSION AND ANALYSIS

The following Compensation Discussion and Analysis contains statements regarding future individual and
Company performance targets and goals. These targets and goals are disclosed in the limited context of
UniSource Energy's compensation programs and should not be understood to be statements of management's
estimates of results or other guidance. UniSouree Energy specifically cautions investors not to apply these
statements to other contexts.

EXECUTIVE SUMMARY

At UniSource Energy, our mission is to deliver safe, reliable service and value to customers and shareholders alike.
Our strategy includes enhancing shareholder value, maintaining customer satisfaction, expanding our role in the
community, meeting environmental challenges and providing for our employees' development and well-being. We
believe that our executive compensation program must align the interests of all our executive officers with this
strategy to achieve our objectives.

UniSoulce Energy provides a balanced total compensation program that includes four components: base salary,
short~term performance-based incentive, long-term performance-based incentive and other employee benefits.

In 2008, our continuing operations consisted mainly of the business conducted in three primary segments - TEP,
UNS Gas, Inc., and UNS Electric, Inc. TEP, an electric utility, has provided electric service to the community of
Tucson, Arizona, for more than 100 years. UNS Gas and UNS Electric provide natural gas and electric service in
northern and southern Arizona. UNS Gas and UNS Electric are operating subsidiaries of UES, which was established
in 2003 to oversee gas and electric properties acquired that year from Citizens Communications.

A significant part of our executive officers' compensation is based on our success in achieving annual corporate
goals. These goals are designed to align the interest of our executive officers and all non-bargaining unit employees
with our Colnpany's strategy. The objectives of this incentive program and elements of compensation are discussed
in detail below.

a

1
VIn 2008, our pursuit of these goals achieved mixed results. UniSource Energy demonstrated excellent performance

relative to its cost containment, core business and customer service goals. The year was marked by a number of key
accomplislnnents, including strong service reliability and customer service metrics and the approval of new rates for
TEP and UNS Electric. However, two of the Company's three financial goals were not met. UniSource Energy's
2008 results were negatively impacted by higher Mel and purchased power expenses and other cost increases related
to power plant maintenance and outages. Customer growth also slowed considerably at both TEP and UBS compared
to prior years and is expected to remain depressed through 2009 due to economic conditions.

1

I
\

In 2009, ~TEP wil l  be operating under new rates approved in November 2008 by the Arizona Corporation
Commission ("ACC"). The rates, which took effect in December 2008, represent a six~percent increase over the
previous base rates and include a new Purchased Power and Fuel Adjustment Clause that will allow the utility to pass
along changes in energy costs to customers.

J

The TEP rate order was the culmination of a multi-year effort led by James S. Pignatelli, who retired as Chainman,
President and CEO of UniSource Energy at year's end. He was succeeded by Paul J. Bonavia, whose appointment as
Chairman,President and CEO was effective January 1, 2009.

The objectives of UniSource Energy's executive compensation program and the elements of compensation are
discussed in detail in the sections to follow.

f
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COMPENSATION PHILOSOPHY

Obi actives of the Compensation Program

We base our executive compensation policies and decisions with respect to our Named Executives on the
achievement of the following objectives:

1. Attracting, motivating and retaining highly-skilled executives;

2. Linldng the payment of compensation to the achievement of critical short- and long-tenn financial and
strategic objectives, creation of shareholder value and provision of safe, reliable and economically available
electric and gas service, and aligning performance objectives of management with those of other Company
employees by using similar performance measures,

Aligning the interests of management with those of our stakeholder and encouraging management to think
and act like owners, taking into account the interests of the public that the Company serves,

Maximizing the financial efficiency of the compensation program to avoid unnecessary tax, accounting and
cash flow costs, and

Encouraging management to achieve outstanding results through appropriate means by delivering
compensation in a manner consistent with established and emerging corporate governancebest practices.

In support of the above objectives, UniSource Energy provides a balanced total compensation program that consists
of four components:

a

•

1

•

base salary,
short-term performance-based incentive compensation,
long-term performance-based. incentive compensation, and
benefits and perquisites.

I

Decisions made regarding each component of pay are considered in the context of each officer's total compensation.
For example, if a decision is made to increase an executive's base salary, the resultant impact on short- and long~terrn
performance-based incentive compensation and total compensation levels are evaluated relative to competitive
practice (see "Benchmarking" discussion below). We do not consider the value of outstanding equity awards in
setting annual total compensation opportunities as we believe that outstanding equity awards represent compensation
for past service.

Each of these components is described in more detail below and in the narrative and footnotes to the supporting
tables. The following illustrates how the above objectives are reflected in our compensation program:

Attracting, Retaining and Motivating Executive Talent
l

In support of our objective to attract, retain and motivate highly-sldlled employees, we provide our Named
Executives with compensation packages that are competitive with those offered by other electric and gas service
companies of comparable size and complexity and/or electric and gas service companies thought to be competitors
for executive talent.

The Compensation Committee generally targets base salary and short-term incentive opportunities, as well as the
allocation among those elements of compensation for the Named Executives, at the median market rates of selected
comparable companies identified below under the "Benchmarldng" section. Long-term incentive opportunities are
targeted at the 75"' percentile of such market rates. Target compensation for individual executives range above or
below those benchmarks based on a variety of factors, including each executive's skill set and experience relative to
the general market, the importance of the position to the Company and the difficulty of replacing the executive, and
the executive's past and expected future contribution to our success. Overall, total direct compensation for 2008 (i.e.,
salary, 2008 target PEP awards, and present value of 2008 long-tenn incentive awards) for the Named Executives fell
between the median and 75011 percentile of market rates.

J

i

r

4.

3.

5.
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I

In addition to providing competitive direct compensation opportunities, the Company also provides certain indirect
compensation and benefits programs that are intended to assist in attracting and retaining high quality executives.
These programs include pension and retirement programs and are described in more detail below and in the
narratives that accompany the tables that follow this Compensation Discussion and Analysis section.

Linking Compensation to Performance

Our compensation program seeks to l ink the actual compensation earned by our Named Executives to their
performance and that of the Company. We achieve this goal primarily through two elements of our compensation
package: (i) short-term cash awards and (ii) equity-based compensation. To ensure that the senior executives are
held most accountable for achieving our financial, operational and strategic objectives and for creating shareholder
value, we believe that the percentage of pay at risk should increase with the level of responsibility within the
Company. The target amounts of performance-based pay programs (i.e., cash incentive and equity-based
compensation) comprise approximately 55% to 65% of the total direct compensation opportunity for our Named
Executives. Of the performance-based compensation, approximately 30-45% is short-term and 55-70% is long-term.
Placing a greater emphasis on long-term performance-based compensation encourages executives to focus on the
long-term impact of their actions. Non-variable compensation, such as salary and perquisites, is De-emphasized in
the total compensation program to reinforce the linkage between compensation and performance.

Aligning the Interests of oar Named Executive Of icers with Stakeholders

Our compensation program also seeks to align the interests of our Named Executives with those of our key
stakeholders, including customers, employees and shareholders. We use the short-term incentive compensation
component to focus the Named Executives on the importance of providing safe and reliable customer service,
creating a safe work environment for our employees and improving financial performance by linking a significant
portion of their short-term cash incentive compensation to achievement of these objectives. We primarily rely on
the equity compensation element of our compensation package to align the interests of the Named Executives with
those of shareholders through a mix of stock options and stock awards that vest based on the achievement of
performance goals set by the Compensation Committee. We also encourage senior executives to accumulate a
substantial stake in the Company.

Maximizing the Financial Ejficieney of the Program

ff

In structuring the total compensation package for our Named Executives, the Compensation Committee evaluates
the accounting cost,  cash f low impl icat ions and tax deduct ibi l i ty of compensat ion to mit igate f inancial
inefficiencies to the greatest extent possible. For instance, as part of this process, the Compensation Committee
evaluates whether compensation costs are fixed or variable and places a heavier weighting on variable pay elements
to cal ibrate expense with the achievement of operating performance objectives and del ivery of value to
shareholders. in addition, the Compensation Committee takes into account the objective of having the incentive-
based compensation components qualify for tax deductibility under Section l 62(m) of the Internal Revenue Code,
as amended (the "Code"). See discussion under "Impact of Regulatory Requirements" on page 23. The
Compensation Committee also considers the cash flow and share dilution implications of cash versus equity-based
incentive plans.

I

J

I

Adhering to Corporate Governance Best Practices

r
The Compensation Committee seeks to continually update the executive officer compensation program to reflect
corporate governance best practices. For example, the Compensation Committee has established formal stock
ownership guidelines that encourage each Named Executive to accumulate a meaningful amount of Company stock.
Additionally, equity-based awards contain a "double-trigger" vesting provision, which provides for accelerated
vesting in the event of a future change in control only if the executive is adversely impacted by the transaction, See
discussion under "Potential Payments Upon Termination or Change in Control".

1
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AGL Resources Inc. DPL Inc. North Western Corp. Portland General
Electric Co.
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Benchmarldng

The Compensation Committee considers the following factors for purposes of establishing salaries and variable
compensation opportunities: (i) the competitive environment for Named Executives and what relevant competitors
pay, and (ii) the need to provide each element of compensation and the amounts targeted and delivered.

To provide a foundation for the executive compensation program, UniSource Energy periodically benchmarks its
named executive officers' compensation levels and practices against a peer group of companies intended to
represent our competitors for business and talent. The peer group, which is reviewed periodically, includes the 17
electric and gas utility companies named below that are comparable to UniSource Energy in terms of size as
measured by annual revenues and market capitalization. Except as described below, this group is the same peer
group for 2008 that was used in prior competitive analyses, with the exception of Otter Trail Power Company and
Southern Union Co., which were omitted from the peer group for 2008 due to differences in business models, and
with the exception of North Western Corp., Piedmont Natural Gas Co., Pinnacle West Capital Corp., and Portland
General Electric Co., which were included for 2008 due to similarity of business models, similar size, or because
they were thought to be a competitor for executive talent. A review of UniSource Energy's executive compensation
levels relative to the peer group was conducted in October 2008, and a review of aggregate long-term incentive cost
and share usage practices relative to the peer group was last conducted M October 2007. UniSource Energy's 2007
revenues were between the 25"' percentile and the median of the peer companies, market capitalization as of
September 2008 was between the 25'l' percentile and the median of the peer companies .

2008 Peer Group:

The benchmark information is supplemented annually with information from Frederic W. Cook and Co., Inc,, the
independent consultant retained by the Compensation Committee, relating to general market trends, changes in
regulatory requirements related to executive compensation and emerging best practices in corporate governance.
See discussion relating to compensation consultant under "Compensation Consultant" on page 43 .

ELEMENTS OF co1vrpEnsAT1on

Base Salary

Base salary is used to provide each Named Executive a set amount of money during the year with the expectation
that he or she will perform his or her responsibilities to the best of his or her ability and in the best interests of our
Company. We believe that competitive base salaries are necessary to attract and retain executive talent critical to
achieving the Company's business goals. In general, our Named Executives' base salaries are targeted to the median
of the peer group described above. However, individual salaries can and do vary from the benchmark median data
based on such factors as individual performance, potential for future advancement, the importance of
the executive's position to the Company and the difficulty of replacement, current responsibilities, length of time in
the current position, and, for recently hired executives, dieir prior compensation packages. Currently, all of our
Named Executives' salaries, other than the CEO's, are within 10 percent of the benchmark median. For 2008, the
CEO's salary approximated the 75'*' percentile in recognition of his leadership through the years, contributions to the
growth of the Company, long tenure and strong performance.

f
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Name 2008Base Pay Approved 2009Ease Pay

James S. Pignatelli $726,000 Not applicable

Kevin p. Larson $316,000 $327,000
Michael J. DeConcini $321,000 $332,200

Ra and S. Harman $316,000 $327,000
Karen G. Kissinger $249,000 $257,400
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Increases to Named Executives' base salaries are considered annually by the Compensation Committee. In
approving base pay increases for Named Executives other than the CEO, the Compensation Committee also
considers recommendations made by the CEO.

In December 2008, the Compensation Committee approved base salary increases for the Named Executives (other
than Mr. Pignatelli, who retired effective as of January 1, 2009), for 2009. The following table indicates the Named
Executives' base salaries for 2008 and 2009:

The salary increases for the Named Executives were consistent with salary increases as a percent of salary for other
non-represented employees.

Short-Term Incentive Compensation (Cash Awards)

The Compensation Committee provides for short-term incentive compensation in the form of cash awards under the
Performance Enhancement Plan ("PEP") in order to link a significant portion of the Named Executives' annual
compensation to the Company's annual financial and operational performance.

Each year, before the end of the first quarter, the Compensation Committee establishes performance objectives that
must be met in whole or in part before the Company pays PEP awards. The Compensation Committee generally
attempts to align the target opportunity for each Named Executive with the median rate for equivalent positions at
the benchmark companies. In 2008, the target incentive opportunity for the Named Executives ranged from 40% to
80% of base salary, depending on position. As described more fully below, the actual amounts paid depend on the
achievement of specified performance objectives, and could range from 50% of the target award upon achievement
of threshold performance to 150% of the target award upon achievement of outstanding performance. The
Compensation Committee has the discretion to increase, reduce or eliminate a PEP award regardless of whether the
performance goals applicable to the Named Executive's incentive award have been achieved.

Financialand Operating Performance Objectives-2008
r

The PEP performance targets and weighting are based on factors that are essential for the long-terrn success of the
Company and are identical to the performance objectives used in the Company's performance plan for non-
represented employees. In 2008, the financial and operating objectives were diluted earnings per share ("EPS"),
operating cash flow, cost containment ("O8cM") and customer service and core business goals relating to customer
service, regulatory, reliability, project implementation and safety matters.

The measures and individual weightings for the 2008 PEP were selected by the Compensation Committee to ensure
an appropriate focus on profitable growth, cash flow generation and expense control, as well as operational and
customer service excellence. We think that this approach encourages all employees to work toward common goals
dirt are in the interests of our various stakeholders including customers, employees and shareholders.

J
\

The Compensation Committee selected diluted EPS as a performance measure to work in tandem with the
Company's reporting metrics to the financial community. In 2008, 20% of the PEP award was based on attaining the
diluted EPS targets, 20% of the PEP award was based on attaining operating cash flow targets, 20% was based on
keeping O&M costs within a specified range, and the remaining 40% was based on the achievement of our customer

16
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2008 Performance
Obi ectives Threshold Target Outstanding

Diluted EPS $ 1.70 per share $ 1.95 per share $ 2.20 per share
11eating Cash Flow $ 280 million $ 298 million S 315 million
O&M 58 294 million $ 289 million s 284 million

r

r
f
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service and core business goals. The cash flow target, which was not a performance measure in 2007, was selected in
2008 as a performance measure to focus employees on generating cash for the Company during 2008 and in future
years.

In developing the PEP performance targets, the Chief Financial Officer ("CFO") of the Company, with assistance
from other personnel, compiles relevant data and makes recommendations to the Compensation Committee for a
particular year, but the Compensation Committee ultimately determines the performance objectives that are adopted.

The 2008 quantitative performance objectives included:

I

In addition, the 2008 customer service and core business goals included:

•

•

•

Averaging customer service response time at or below 3 minutes,
Volunteering community service of at least 38,000 hours by employees,
Completing specific departmental project goals,
Achieving various operational reliability goals, and
Maintaining OSHA incident rates at or below industry average and implementing a safety awareness
program.

J

Short-Term Incentive Award to the CEO

J

f

I

1

E

r

Because the CEO's total compensation could exceed $l million, section 162(m) of the Internal Revenue Code
("Section l 62(m)") would deny the Company a tax deduction for the excess over $1 million, unless that excess
compensation qualified as performance-based compensation. To comply with the performance-based compensation
requirements, and also allow the Compensation Committee to retain some discretion to reduce the PEP award, if
appropriate, the Compensation Committee used a different approach from that described above for the Named
Executives and other employees, requiring two separate steps, to calculate the CEO's short~terrn incentive award.

The first step involved the 2006 Omnibus Stock and Incentive Plan (the "2006 Omnibus Plan"), which permits
payment of cash awards up to $2 million. For the CEO's short-term incentive award to qualify as performance~
based compensation, Section l 62(m) requires that the award be payable solely upon the attainment of performance
goals. If the performance goals are achieved, Section 162(m) would permit the Compensation Committee to pay the
amount specified at the time of the award or to pay any lesser amount, but would not allow payment of any greater
amount. For the CEO's short-term incentive award, the Compensation Committee established a minimum
attainment of cash from operations of at least $256 million for 2008, which, if achieved, would allow the Committee
to pay the CEO the $2 million maximum permitted by the 2006 Omnibus Plan or any lesser amount, however, if die
Company failed to achieve $256 million of cash from operations, the CEO would not be entitled to any short-term
incentive award payment, regardless of the achievement of other PEP performance objectives as described above.
In this respect, the CEO's performance objective differed significantly from objectives set for the awards to the
other Named Executives. The CEO's award had an absolute minimum performance level that must have been
achieved before the CEO received any payment, whereas i f  the Company fai led to achieve the minimum
performance on the operating cash flow objective set under the PEP, the other Named Executives could have still
received a payment based on the attainment of the remaining perfonnance objectives. Solely for purposes of this
first step of determining the CEO's short-term incentive award, the Committee felt it was appropriate to set the
CEO's operating cash flow performance objective slightly below the operating cash flow threshold used for the
odder Named Executives, because of the increased importance of the CEO's operating cash flow target, the increased
risk related to that target, and the desire to comply with the performance-based compensation requirement of Code
Section l 62(m).

17
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The second step for determining the CEO's short-term incentive award involved applying the PEP performance
objectives and methodology. Once the Company achieved the minimum performance objective established pursuant
to the 2006 Omnibus Plan for the CEO to receive any payment, the amount of the CEO's payment, including
whether the CEO received the minimum, target or maximum amount as a percentage of base salary, would be
determined using the same PEP perfonnance objectives and methodology as described above for the other Named
Executives.

As described above, the range of actual layouts would in all cases be less than the maximum amount permitted by
the 2006 Omnibus Plan and would satisfy the performance-based compensation requirements of Section l62(m).
Using the PEP guidelines, the Compensation Committee determined that the CEO's threshold, target and maximum
annual incentive awards should be $290,400 (50% of his target award), $580,800 (l00% of his target award and 80%
of his base salary), and $871,200 (l50% of his target award), respectively.

PEP Results

In 2008, the Company achieved $0.39 per share of diluted EPS, which was below the threshold level of performance
of $1 .70 per share. The Company achieved operating cash flow for 2008 of $277 million, which was also below the
threshold level of performance of $280 million. In 2008, the Company achieved an O&M spending level for 2008 of
$286.1 million, as shown in Table A below, which, because lower O&M spending represented better performance,
was better than the target level of performance.

Table A, below, reflects the O&M cost containment goal, which ranged from $294 million (threshold) to $284
million (outstanding), and the corresponding payout levels, which ranged from 50% to 150% of the target award, as
well as the O&M spending level achieved for 2008. O&M spending must have been less than $294 million to
produce a payout, O&M spending in excess of $294 million would not have paid any amount for that performance
target. According to the guidelines set by the Compensation Committee at the time of the award, which required
interpolating on a straight-line basis, the achievement of the better than the target level of performance of the O&M
spending target resulted in a payout level of 129% of the target amount for that factor.

Table A

O8LM Range ($ Millions) I 294
Payout Payout% | 50%

293
60%

292
70%

291
80%

26.1
290 289 288 287 286 285 284
90% 100% 110% 120% 130% 140% 150%

129%

Table B, below, reflects the performance on the customer service and core business goals, which ranged from earning
200 points (threshold) to 500 points (outstanding), and the corresponding payout levels, which ranged from 50% to
150% of the target award. A greater number of points earned from the achievement of each goal, resulted in a greater
level of performance. As shown in the table below, during 2008 the Company achieved 490 points from the
customer service and core business goals.

Table B
490

Core Business &
Customer Service

Payout

Range (Points)

Payout %

200

50%

300

83%

400 500

117% 150%
146%

The Company had five major categories of customer service and core business goals: Customer Service (which is
generally discussed above), Reliability (which pertains to the operational reliability of the generation, transmission
and distribution systems), Project Implementation (which pertain to six specific key departmental goals), Safety
(which are discussed above), and Regulatory (which pertain to rate cases and compliance with certain regulatory
requirements by subsidiary companies, as discussed below). Each category of goals earned points, Regulatory was
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worth 250 points (50% of the total points possible), with the other categories worth 62.5 points each. Each category
of goals contains several sub-goals that share the total points available in each category. Quantitative and qualitative
goals are included, and points are accumulated based on achievement of each sub-goal.

In the Regulatory category, there were four sub-goals, which included: (i) obtaining a rate case settlement agreement
with the ACC for TEP, one of our electric subsidiaries, (ii) tiling and advancing a rate case with the ACC for our gas
subsidiary, (iii) obtaining approval from the ACC for the Renewable Energy Standard Tariff implementation, which
satisfies Arizona-specific regulations, and (iv) completion by UNS Electric, Inc., which is also one of our electric
subsidiaries, of its rate case tiled with the ACC.

A11 Regulatory goals were achieved in 2008, contributing 250 points to the core and customer service business goals.
All Safety, Customer Service, Reliability, and five out of the six Project Implementation goals were achieved. In
2008, the Company earned a total of 490 points for the customer service and core business goals, which was close to
an outstanding level of performance. According to the guidelines set by the Compensation Committee at the time of
the award, which required interpolating on a straight-line basis, the achievement of the these goals resulted in a
payout level of 146% of the target amount for that factor.

Overall, these results produced total weighted performance for 2008 of 843% of target performance.

The Compensation Committee agreed and approved a PEP payout of 84.3% of target awards for Named Executives
other than Mr. Pignatelli.

Mr. Pignatelli was eligible for a payment on account of his annual incentive award because the Company exceeded
the minimum threshold of $256 mill ion operating cash flow necessary for him to receive a payment. Having
confirmed that Mr. Pignatelli was eligible for a payment, the Compensation Committee used the methodology
described above to determine that Mr. Pignatelli was entitled to receive a payment of $500,000, or 86.1% of his target
award. This payment, as a percent of the target award, was slightly higher than the payments to other Named
Executives and reflects Committee use of discretion to recognize Mr. Pignatelii's leadership with respect to strategic
initiatives and executive transition issues.

I

Long-Term Incentive Compensation (Equity Awards)

We believe that equity awards, in tandem with our executive stock ownership guidelines discussed below, encourage
ownership of Company stock by executive officers and hold executive officers accountable for the long-term impact
of their actions, which in turn aligns the interest of those officers with the interest of our shareholders. In addition,
the vesting provisions applicable to the awards encourage a focus on long-term operating performance, link
compensation expense to the achievement of multi-year financial results and help to retain executive officers.

The long-term incentive opportunity for each Named Executive is based on a multiple of salary. The current long-
term incentive multiple, which is 100% of base salary for each Named Executive, was established in 2003 to retain
the executives in light of a then pending merger. The value of the Named Executives' long-term incentive multiples,
which is generally consistent with the median to 75"' percentile of benchmark practice, has been maintained for the
Named Executives to strengthen the retention value of the compensation program following the termination of the
proposed merger transaction in 2004 and to avoid a reduction in Named Executives' compensation, which would
allow some of the Named Executives to terminate employment for "good reason" and receive change in control
severance benefits. See "Elements of Post-Employment Compensation - Termination and Change in Control" for
greater detail. While la/k. Herman is not covered under a change in control agreement, the Compensation Committee
set his long-term incentive opportunity at 100% of salary to advance internal pay equity with the other Named
Executives with comparable responsibility levels. Mr. Pignatelli's long-term incentive opportunity of 100% of salary
is below the targeted 75*" percentile and his total direct compensation falls between the median and 75"' percentile.

r

In developing the long-tenn performance targets, the CFO of the Company compiles relevant data and makes
recommendations to the Compensation Committee, but the Compensation Committee ultimately determines the
performance objectives that are adopted for the applicable long-term plan.

I

For 2008, management recommended and the Compensation Committee approved long-term incentive awards
consisting of equally weighted stock options and performance shares with ear rout tied to total shareholder return

1
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TSR Percentile Rank Payout as a Percent of Target Award

l 50%

125%

100%

75%

50%

0%

75th percentile and above

60"' percentile .- 74"" percentile

50'* percentile .- 59"' percentile

40"" percentile - 49\\\ percentile

35"' percentile -- 39"' percentile

Below 35"' percentile
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I
1

("TSR"). Given the difficulty in projecting the outcome of the TEP rate case, which occurred in 2008, and the
unpredictable impact of the TEP rate case on diluted EPS, the Compensation Committee decided to use TSR as the
performance metric for 2008, rather than cumulative diluted EPS. TSR was selected as the performance objective as
it rewards executives for creating value in excess of a broad index of utilities. We believe that this long-tenn
incentive approach consisting of stock options and TSR-based performance shares focuses the Named Executives on
increasing both absolute and relative shareholder value creation. Moreover, stock option grants and performance
share awards are intended to qualify as performance-based compensation under Section l 62(m) of the Code, which is
tax deductible by the Company .

Stock Option Grants

Options are designed, in part, to reward longer term success in Company performance that is reflected in increases in
share price. The Company's options, granted with an exercise price equal to the fair market value on the date of
grant, help focus executives on long-term growth. In addition, options are intended to help retain key employees
because they become exercisable in one-third increments over a three year period. The three~year incremental vesting
also keeps executives focused on long-term performance.

Performance Share Awards

Performance shares are designed, in part, to reward achievement of financial performance objectives and/or
shareholder value objectives.

2008 Program

The 2008 performance share awards are tied to TSR, relative to the Edison Electric Institute index, over a three-year
performance period, commencing in 2008 and ending in 2010. The 2008 performance share criteria were established
at the beginning of 2008 and are set forth in the following table.

r
1

PERFORMANCE CRITERIA
1I
1
r

r

f

2006 Program

The 2006 performance share awards were tied to the achievement of Basic EPS (defined as EPS applied to undiluted
outstanding shares), and operating cash How goals over the 2006-2008 performance period.

The cumulative Basic EPS for the 2006-2008 performance period was $3.96 per share, which is less than threshold,
and resulted in no payment on due Basic EPS goal. The cumulative operating cash flow was $882.3 million and
resulted in a 33% operating cash flow payout. See the "Outstanding Equity Awards Table" on pages 29-31 for the
number and market value of unearned share awards for each of the Named Executives.

20
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Table C, below, reflects the cumulative Basic EPS goal, which ranged from $5.80 per share (threshold) to $6.38 per
share (outstanding), and the corresponding payout levels, which ranged from 25% to 75% of the target award. As
noted above, the cumulative Basic EPS for the three year period comprising 2006-2008 was less than the threshold
level, as shown on the table below, therefore, there was no payout on the Basic EPS goal.

Table C

EPS - Basic Range
Payout %

$3.96

$5.80
25%

0%
+

$6,07
50%

$6.38
75%

Table D, below, reflects the operating cash flows goals, which ranged from $879,6 million (dareshold) to $9011
million (outstanding), and the corresponding payout levels which ranged from 25% to 75% of the target award. As
shown on the table below, the Company achieved a cumulative operating cash Hows level of $882.3 million, which
resulted in a payout level of 33% of the target amount for that factor.

Table D

Cash Flow Range ($ Millions)
Payout %

$882.3
I $879.6 |

r

33%

$888.3
50%

$901 .1
75%

The targets and goals discussed above are disclosed in the limited context of UniSource Energy's compensation
programs and should not be understood to be statements of management's estimates of results or other
guidance. UniSource Energy specifically cautions investors not to apply these statements to other contexts. a

I

Equity Grant Timing and Practice
r

Generally, during the first quarter following the close of a fiscal year, the Compensation Committee approves the
long-term incentive awards to be granted for the upcoming year, including the type of equity to be granted, as well as
the size of the awards for Named Executives. In determining the type and aggregate size of awards to be provided, as
well as the performance metrics that will apply, the Compensation Committee considers the strategic goals of the
Company, trends in corporate governance, accounting impact, tax deductibility, cash flow considerations, the impact
on EPS and the number of shares that would be required to be allocated for the award and the resulting impact to
shareholders. When the Compensation Committee approves grants of plan-based equity awards, the exercise price is
set at the market closing price of UniSource Energy common stock on the date that the grant is made. Awards are not
coordinated with the release of material non-public information.

In addition, the Company does not typically provide for off-cycle stock option grants and has no specific number of
shares under the 2006 Omnibus Plan set aside for such grants. However, occasionally in connection with a new hire
of an executive, such a grant may be made to die extent approved by the Compensation Committee. The exercise
price of any off-cycle option granted to a newly hired executive will be the closing market price on the date that the
Compensation Committee approves any such award, consistent with the pricing practices associated with on-cycle
plan-based equity awards.

S T O C K  O WN E R S H IP POLICY

To further support our objective of aligning management and shareholder interests, the Company maintains a formal
stock ownership pol icy,  which encourages al l  officers to accumulate a substant ial  ownership stake in Company
shares. The policy has the following key features;

I l
I

21



J

J

2 Attadwment RCS-5
Page 106 of 187

Docket No. G-04204A-08-0571

Participants are encouraged to accumulate Company shares with a target value of a multiple of their base
salary, ranging from one times base salary for Vice Presidents, three times for senior Vice Presidents and five
times for our CEO.

If a participant has not yet reached the applicable target ownership requirement, he or she is expected to
retain a portion of the net after-tax shares acquired from any stock option exercise, vesting of restricted stock
or payments related to the performance share program. The applicable retention rates are 100% for the CEO,
50% for Named Executives who are senior Vice Presidents and 25% for the other Vice Presidents.

Unexercised stock options, unvested stock options and unearned performance shares do not count towards
meeting the ownership guidelines.

Annually, management provides a report to the Compensation Committee regarding the number and value of the
shares held by each officer subject to the guidelines. As of December 31, 2008, all of the Named Executives who
were hired before 2005, including the CEO, have achieved their target ownership level. Raymond S. Herman, who
was hired after 2005, is malting progress toward meeting the guideline.

OTHER COMPENSATION

Perquisites

The Company provides Named Executives with limited personal benefits and perquisites. These are not tied to any
formal individual or Company performance criteria but are intended to enhance the attraction and overall retention
value of the executive compensation program and to be comparable to similar benefits provided to executives and
other key personnel in other similar companies in the industry. As a benefit, the Company from time to time
reimburses certain executives for business or similar social club initiation fees and periodic special assessments. The
Company also reimburses executives for the travel expenses of their spouses incurred in connection with the annual
Board strategic retreat. The Company also has a policy of either directly paying or reimbursing certain executives for
certain of their relocation costs, since this is a common benefit offered in the market and an additional means of
attracting executives. None of our Named Executives benefited from the relocation policy during 2008. For
identification of specific perquisites and associated values, refer to the "Summary Compensation Table" on page 25.

Retirement Benefits

Our Named Executives are also eligible to participate in certain employee benefits plans and arrangements offered by
the Company. These include the Tucson Electric Power Company 401(k) Plan, the Tucson Electric Power Company
Salaried Employees Retirement Plan (die "Retirement Plan"), the Tucson Electric Power Company Excess Benefit
Plan (die "Excess Benefit Plan") and die Management and Directors Deferred Compensation Plan (the "DCP"). A
description of the pension and other retirement plans is provided under "Elements of Post-Employment
Compensation-Retirement and Other Benefits," below.

I

l
r

ELEMENTS OF POST-EMPLOYMENT COMPENSATION

Termination and Change in Control

In 1998, TEP, a wholly owned subsidiary of the Company, entered into Change in Control Agreements ("Change in
Control Agreements" or "Agreements") with all of the then Named Executives to help keep them focused on their
work responsibilities during the uncertainty that accompanies a change in control, to provide benefits for a period of
time following certain terminations of employment after a change in control event or transaction and to help us
attract and retain key personnel, Some of these Agreements remain in effect until 2010. See discussion preceding the
"Potential Payments Upon Termination or Change in Control Table" on page 34.

J
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Retirement and Other Benefits

Benefts Generally

The Company offers retirement and other core benefits to its employees, including executive officers, in order to
provide them with a reasonable level of financial support in the event of illness or injury and to enhance productivity
and job satisfaction. The benefits are die same for all employees and executive officers and include medical and
dental coverage, disability insurance and life insurance. In addition, the Tucson Electric Power Company 401(k)
Plan and the Retirement Plan provide a reasonable level of retirement income reflecting employees' careers with the
Company. All employees, including executive officers, participate in these plans; the cost of these benefits (other
than the Retirement Plan) is partially borne by the employee, including each executive officer. To the extent that any
officer's retirement benefit exceeds Internal Revenue Service ("IRS") limits for amounts that can be paid through a
qualified plan, the Company also offers non-qualified retirement plans, including the Excess Benefit Plan and the
DCP. These plans provide only the difference between the calculated benefits and the IRS limits. Benefits under the
Excess Benefit Plan are provided to officers but, with limited exceptions, are not generally available to other
employees. These benefits are not tied to any formal individual or Company performance criteria but are intended to
enhance the attraction and retention value of the executive compensation program and are consistent with similar
competitive compensation benefits made available to executives in the industry. We believe the DCP assists with our
attraction and retention objectives since it provides an industry~competitive and tax-efficient benefit to our
executives. The DCP is not funded by the Company and participants have an unsecured contractual commitment by
the Company to pay amounts owed under die DCP. For more information on retirement and certain related benefits,
see the discussion fol lowing the "Pension Benef i ts Table" on page 33 and the "Non-Qual i f ied Deferred
Compensation Table" on page 34.

r

J

IMPACT OF REGULATORY REOUIREMENTS

Under Section 162(m) of the Code, compensation paid to the CEO and to certain other most highly compensated
executives in excess of $1,000,000 annually is not deductible for federal income tax purposes unless the
compensation is awarded under a performance-based plan approved by the shareholders, and satisfies certain other
requirements. To the extent that the Company complies wide the performance-based compensation provision of
Section 162(m), the awards granted to the CEO and other Named Executives are tax deductible by the Company. The
Company believes that all executive compensation earned in 2008 will be tax deductible.

The Compensation Committee believes that it is in the best interest of die Company to receive maximum tax
deductibil ity for compensation paid to the Company's Named Executives, although to maintain tlexdbility in
compensating Named Executives in a manner designed to promote varying corporate goals, the Compensation
Committee may award compensation that is not fully deductible under certain circumstances. The Company's
compensation plans reflect the Compensation Comlnittee's intent and general practice to pay compensation that the
Company can deduct for purposes of federal income tax. Executive compensation decisions, however, are
multifaceted. The Compensation Committee reserves the right to pay amounts that are not tax deductible to meet the
design goals of our executive compensation program.

fr

J

The Compensation Committee also considers odder financial implications when developing and implementing the
Company's compensation program, including accounting costs, cash flow impact and potential share dilution.
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COMPENSATION COMMITTEE REPORT ON EXECUTIVE COMPENSATION

The Compensation Committee has reviewed and discussed with management the "Compensation Discussion and
Analysis" section required by Item 402(b) of SEC Regulation S-K and contained in this Proxy Statement. Based on
such review and discussions, the Compensation Committee recommended to the Board that the "Compensation
Discussion and Analysis" section be included in the Company's annual report on Form 10-K for the year ended
December 31, 2008 and the 2009 Proxy Statement.

Respectfully submitted,

THE COMPENSATION COMMITTEE

Harold W, Burlingame, Chair
Lawrence J. Aldrich
Larry W. Biclde
John L. Carter
Louise L. Francesconi
Ramiro G. Peru

I
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Name and
Principal Position

Year

($)

Salary

($)

Stock
Awards

($)(1)

Option
Awards

($)(2)

Non-
Equity

Incentive
Plan

Compen-
sation

($)(3)

Change in
Pension

Value and
Non-

Qualified
Deferred
Compen-

sation
Earnings

($)(4)

All Other
Compen-

sation

($)(5)

Total
($)

James S. Pignatelli
Chairman, President and Chief
Executive Officer

2008

2007

2006

724,689

694,438

666,923

98,305

97,755

95,476

348,790

319,336

339,742

500,000

791,000

867,500

793,548

0

210,550

13,532

262,236

17,646

2,478,864

2,164,765

2,197,837

Kevin P. Larson
Senior Vice President and Chief
Financial Officer

2008

2007

2006

315,499

299,814

288,462

46,397

62,731

41,317

137,107

85,372

32,671

l32,700

237,632

259,184

208,912

0

74,313

14,366

49,237

15,352

854,981

734,786

71 1,299

Michael J. DeConcini
Senior Vice President and Chief
Operating 0f6cer,
Transmission and Distribution

2008

2007

2006

320,112

300,178

288,462

46,910

62,731

41,317

137,776

85,372

32,671

134,800

243,608

265,196

161,064

0

38,573

15,485

74,960

14,768

816,147

766,849

680,987

Raymond S. Herman
Senior Vice President and
General Course\

2008

2007

2006

319,949

304,077

288,462

46,397

62,731

41,317

224,702

208,484

155,783

132,700

146,000

167,000

159,468

43,651

65,352

14,408

14,183

14,020

897,624

779,126

731,934

Karen G. Kissinger
Vice President, Controller and
Chief Compliance Officer

2008

2007

248,493

236,731

36,536

49,647

124,994

67,598

83,700

179,648

205,525

0

11,182

13,011

710,430

546,635
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SUMMARY COMPENSATION TABLE-2008

The following table sets forth summary compensation information for the years ended December 31, 2006,
December 31, 2007, and December 31 , 2008 for our CEO, our CFO and three other most highly compensated Named
Executives:

,

r

(1) The amounts included in the "Stock Awards" column represent the compensation expense recognized by the
Company for performance share awards during 2006, 2007 and 2008, calculated in accordance with Statement of
Financial Accounting Standards share based payment (revised 2004) ("FAS l23R"). The Company's FAS 123R
assumptions used in these calculations are set forth on pages 149-152 of our annual report on Form 10-K filed with
the SEC on March 2, 2009, and available on the Company's website at www.UNS.coin.

l
(2) The amounts included in the "Option Awards" column represent the compensation expense recognized by
the Company for stock option awards granted to the Named Executives during 2006> 2007 and 2008, and a 2005
stock option award to Mr. Herman, calculated in accordance with FAS l23R. The Company's FAS 123R
assumptions used in these calculations are set forth on pages 149-152 of our annual report on Form l0-K filed with

a
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Name Year

Qualified
Plan 401 (k)
Matching

Contributions
($)

Non~Qualified Plan
401 (k) Matching

Contributions
($)

Club Memberships
(53)

Spouse
Travel

($)

Total

($)

James S. Piunatelli 2008 10,350 0 1,080 2,102 13,532

Kevin P. Larson 2008 10,350 3,840 0 176 14,366

Michael J. DeConcini 2008 10,350 4,055 1,080 0 15,485

Raymond S. Herman 2008 10,350 4,047 0 11 14,408

Karen G. Kissinger 2008 10,350 832 0 0 11,182

Attachment RCS-5
Page 110 of 187

Docket No. G-04204A-D8-0571

the SEC on March 2, 2009, and available on the Company's website at www.UNS.com. Since MI. Pignatelli was
retirement eligible, his accruals in 2006, 2007 and 2008 were fully expensed during the year of the award, rather than
expensed over a three-year vesting period. These amounts disregard estimates of forfeitures related to service based
vesting conditions.

(3) The 2008 PEP awards included in this column were paid during the first four months of 2009.

(4) This column reflects die change in the actuarial present value of the accumulated benefit under all defined
benefit plans (the Retirement Plan and Excess Benefit Plan). Due to a change in actuarial assumptions for the 2007
measurement date, the change in pension value for four of the Named Executives was negative for 2007, and in
accordance with the SEC rules, we report these amounts as zero. We do not pay "above market" interest on non-
qualified deferred compensation, therefore, this column reflects pension accruals only. See the discussion of the
non~qualified DCP on page 34.

(5) The amounts in the "All Other Compensation" column include the following payments that we made on
behalf of the Named Executives:

f

The "Club Memberships" and "Spouse Travel" columns include the incremental cost to the Company of such
benefits. Spouse travel costs, which may include airfare and meals for the Named Executives' spouses for the annual
Board retreat, and other company-related travel.

I

r

Effective January 1, 2009, Mr. Bonavia became Chairman of the Board, President and Chief Executive Officer of
UniSource Energy, TEP and UES. Since Mr. Bonavia was not with the Company in 2008, he is not included as a
"Named Executive" in this proxy statement. Mr. Bonavia's initial annual base salary will be $600,000. Mr. Bonavia
will participate in UniSource Energy's annual cash incentive compensation program with a target award for 2009 of
80% of base salary and a maximum award equal to 120% of base salary, and will participate in the 2006 Omnibus
Plan as well. Mr. Bonavia will be entitled to severance pay of 200% of his base salary, plus pro rata incentive
compensation, if his employment is terminated by UniSource Energy without cause or if he terminates his
employment for good reason within three years of his employment. Mr Bonavia will be entitled to a severance
payment of 200% of the sum of base salary and bonus, plus pro rata incentive compensation, if UniSource Energy
terminates his employment without cause or if he terminates employment for good reason within 24 months of a
change in control,

i
r
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Name
Grant
Date

Estimated Possible Payouts
Under Non~Equity Incentive Plan

Awards (1)

Estimated Future Payouts
Under Equity Incentive Plan

Awards (2)

All Other
Option

Awards:
Number of
Securities
Under-
lying

Options

(#)(3)

Exercise
or Base
Price of
Option
Awards
($/Sh)

(4)

Grant Date
Fair Value of

Stock and
Option

Awards ($)(5)

Thresh-
old

(8)
Target

(5)

Maxi-
mum
($)

Thresh-
old

(#)

Target

(#)

Maxi-
mum
(#)

JAMES s.
PIGNATELLI

PEP 2/27/2008 290,400 580,800 871,200

Peljformanee

Share

2/27/2008 6,680 13,360 20,040 349,765

Stock Options 2/27/2008 82,470 26.18 349,768

KEVIN p,
LARSON

PEP 2/27/2008 79,000 158,000 237,000

Performance
Share

2/27/2008 2,905 5,810 8,715 152,106

Stock Options 2/27/2008 35,890 26.18 152,215

MICHAEL J.
DECONCINI

PEP 2/27/2008 80,300 160,500 240,800

Performance
Share

2/27/2008 2,950 5,900 8,850 154,462

StockOptions 2/27/2008 36,460 26.18 154,633
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GRANTS OF PLAN-BASED AWARDS-2008

The following table sets forth information regarding plan-based awards to our Named Executives 'm 2008. The
compensation plans under which the grants M the following table were made are generally described in the
"Compensation Discussion and Analysis" section, beginning on page 12 and include the UniSource Energy PEP,
which provides for non-equity (cash) performance awards, and the 2006 Omnibus Plan, which provides for
equity-based performance awards including stock options and performance shares.

1

r

E

J
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Name
Grant
Date

Estimated Possible Payments
Under Non~Equity Incentive Plan

Awards (1)

Estimated Possible Payments
Under Equity Incentive Plan

Awards (2)

All Other
Option

Awards:
Number of
Securities

Under-
lying

Options

(#)(3)

Exercise
or Base
Price of
Option
Awards
($/Sh)

(4)

Grant Date
Fair Value of

Stock and
Option

Awards ($)(5)

Thresh
old

($)(1)

Target

($)

Maxi-
mum
($)

Thresh-
old

<#)

Target

(#>

Maxi -
mum

<#)

RAYMOND s.
HEYMAN

PEP 2/27/2008 79,000 158,000 237,000

Pefjbnnance
Share

2/27/2008 2,905 5,810 8,715 152,106

SzoekQprions 2/Z7/2008 35,890 26.18 152,215

KAREN G.
KISSINGER

PEP 2/27/2008 49,800 99,600 149,400

Perj0rmance
Share

Z/27/2008 z,z90 4,580 6,870 1 19,904

Stock Options 2/27/2008 28,280 26.18 119,940

r
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(1) The amounts shown in this column reflect the range of layouts (50%-150% of the target award) for 2008
performance under the Company's PEP, as described in the "Short-Term Incentive Compensation" section of the
Compensation Discussion and Analysis above. These amounts are based on the individual's current salary and
position. The amount of cash incentive actually paid under the PEP for 2008 is reflected in the Summary
Compensation Table above.

(Z) The amounts shown in this column reflect the range (50%-150% of the target award) of layouts in the form
of performance shares targeted for 2008 performance under the 2006 Omnibus Plan for long-term incentive
compensation, as described in the "Long-Term Incentive Compensation" section of the Compensation Discussion and
Analysis above. The following example is an illustration of the Company's method for determining the threshold,
target and maximum number of shares subject to the equity incentive awards under the long-tenn incentive plan. In
2008, the CEO's base salary was $726,000, therefore, the target value of the CEO's long-term incentive award was
$726,000, which equaled 100% of his base salary. As described in the "Compensation Discussion and Analysis," we
granted one-half of that award ($726,000/2 = $363,000) in the form of performance shares and one-half in die form of
stock options. Each performance share had an initial value equal to the fair market value of one share of our common
stock as of a date preceding the date of the Compensation Committee meeting at which the awards were granted
($27.17), which produced a target award of 13,360 performance shares ($363,000/$27.l7= 13,360 shares). Threshold
equaled 6,680 shares, which was 50% of target (13,360 * 50% = 6,680), and maximum equaled 20>040 shares, which
was 150% of target (13,360 * 150% = 20,040).

(3) Stock options granted under the 2006 Omnibus Plan are described in the Outstanding Equity Awards at Fiscal
Year-End Table below. Options are granted with an exercise price equal to 100% of the fair market value on the date
of grant, they vest in one-third increments over a three year period and expire after 10 years. The number of stock
options awarded was determined by dividing die target value of the stock option award ($363,000) by the FAS l23R
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OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END ._ 2008

The following table summarizes the number of securities underlying outstanding plan awards for each
Named Executive as of December 31, 2008 :

Option Awards(1) Stock Awards(2)

Name Grant Date

Number of
Securities

Underlying
Unexercised
Options (#)
Exercisable

Number of
Securities

Underlying
Options (#)

Unexer-
cisable

Option
Exercise
Price ($)

Option
Expiration

Date

Equity
Incentive

Plan
Awards:

Nu mbar of
Unearned

Shares,
Units or
Other

Rights That
Have Not
Vested (#)

Equity
Incentive

Plan
Awards:

Market Er
Payout
Value of

Unearned
Shares,
Units or
Other

Rights That
Have Not

Vested

($)(3)

James S, Pignatelli

7/16/1999 l 14,500 12.28 7/16/2009

8/3/2000 175,000 15.28 8/3/2010

8/Z/200] I50,000 17.91 8/2/2011

1/2/2002 150,000 18.12 1/2/2012

5/9/2003 21,226 17.84 5/9/2013

5/5/2006 30,673 15,337 30.55 5/5fzol6

3/20/2007 13,100 26,200 37.88 3/20/2017

2/27/2008 82,470 26,18 2/27/2018

5/5/2006 3,655 107,311

3/20/2007 6,340 186,142

2/27/2008 6,680 196,125
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"fair value" of an option as of a date preceding the date of the Compensation Committee meeting at which the options
were granted ($4.40154), resulting in a grant of 82,470 stock options ($363,000/$4.40154 = 82,471, which was
rounded down to 82,470). The exercise price for each option was set at the closing price on the actual grant date.

(4) Exercise price for the February 27, 2008 stock option award was $26.18, which was the closing price of the
Company's common stock on the NYSE on the grant date.

(5) This amount has been determined in accordance with FAS 123R based on the fair value of our common stock
as of the grant date, which was $26.18 per share for 2008 awards.

r
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Option Awards(1) Stock Awards(2)

Name Grant Date

Nu mbar of
Securities

Underlying
Unexercised
Options (#)
Exercisable

Number of
Securities

Underlying
Options (#)

Unexer-
cisable

Option
Exercise
Price ($)

Option
Expiration

Date

Equity
Incentive

Plan
Awards:

Number of
Unearned

Shares,
Units or

Other
Rights That

Have Not
Vested (#)

Equity
Incentive

Plan
Awards:

Market or
Payout
Value of

Unearned
Shares,
Units or
Other

Rights That
Have Not

Vested

($)(3)

Kevin P. Larson

8/3/2000 17,000 15.28 8/3/2010

1/2/2002 35,000 18.12 1/2/2012

5/9/2003 7,783 17.84 5/9/2013

5/5/2006 13,273 6,637 30.55 5/5/2016

3/20/2007 5,653 11,307 37.88 3/20/2017

2/27/2008 35,890 26.18 2/27/2018

5/5/2006 1,582 46,448

3/20/2007 4,100 120,376

2/27/2008 8,715 255,872

Michael J. DeConc'mi

7/16/1999 8,900 12.28 7/16/2009

8/3/2000 40,000 15.28 8/3/2010

8/2/2001 30,000 17.91 8/2/2011

1/Z/2002 40,000 18.12 1/2/2012

5/9/2003 8,137 17.84 5/9/2013

5/5/2006 13,273 6,637 30.55 5/5/2016

3/20/2007 5,653 11,307 37.88 3/20/2017

2/27/2008 36,460 26.18 02/Z7/2018

5/5/2006 1,582 46,448

3/Z0/2007 4,100 120,376

2/27/2008 8,850 259,836
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Option Awards(1 ) Stock Awards(2)

Name Grant Date

Number of
Securities

Underlying
Unexercised
Options (#)
Exercisable

Number of
Securities

Underlying
Options (#)

Unexer-
cisable

Option
Exercise
Price (S)

Option
Expiration

Date

Equity
Incentive

Plan
Awards:

Number of
Unearned

Shares,
Units or

Other
Rights That

Have Not
Vested (#)

Equity
Incentive

Plan
Awards:

Market or
Payout
Value of

Unearned
Shares,
Units or
Other

Rights That
Have Not

Vested

($)(3)

Raymond S. Heyman

9/15/2005 50,000 33.55 9/15/2015

5/5/2006 13,273 6,637 30,55 5/5/2016

3/20/2007 5,653 11,307 37.88 3/20/2017

2/27/2008 35,890 26.18 Z/27/2018

5/5/2006 1,582 46,448

3/20/2007 4,100 120,376

2/27/2008 8,715 255,872

Karen G. Kissinger

8/2/2001 7,000 17.91 8/2/2011

1/2/2002 1,152 18.12 1/2/2012

5/5/2006 10,526 5,264 30.55 5/5/2016

3/20/2007 4,466 8,934 37.88 3/20/20]7

2/27/2008 28,280 26.18 2/27/2018

5/5/2006 I ,254 36,817

3/20/2007 3,240 95,126

2/27/2008 6,870 20] ,703
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(1) All options listed above vest at a rate of 33 1/3% per year over the first three years of the 10-year option term.
The option expiration date for Mr. Pigiiatelli is accurate as of December 31, 2008, however, Mr. Pignatelli retired
effective as of January 1, 2009 and, as a result, his options expire three years from the date of retirement or
expiration date, if sooner.

(2) Performance shares vest after three years based on performance of the cumulative goals over the applicable
three-year period.
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Option Awards

Name

Number of Shares
Acquired on

Exercise

(#)(1)

Value Realized on
Exercise

($)(2)

James S. Pignatelli 45,096 832,510

Michael J. DeConcini 4,000 69,990
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(3) The amounts shown reflect the projected value of the performance share awards as of December 31, 2008.
The projections regarding achievement of the performance goals were the same projections used to determine the
2008 compensation expense related to the outstanding awards for financial reporting purposes, and were done in the
manner required by Financial Accounting Standards 123 (R).

OPTION EXERCISES AND STOCK VESTED

The following table includes certain information with respect to the options exercised by our Named Executives
during the year ended December 31, 2008:

(1) Of shares exercised, the following numbers of shares were due to options that otherwise would have expired
during the year: James S. Pignatelli, 45,096. Michael J. DeConcini, 4,000. Mr. DeConcini retained 4,000 of the
shares acquired through the exercise of the options indicated above.

(2) For options that are exercised in cashless transactions, we base this value on the spread between the exercise
price and the actual price at which the shares of common stock are sold in the market. For options that are exercised
and retained by the Named Executive, we base this value on the spread between the exercise price and the actual
market price of our common stock at the time of exercise.

PENSION BENEFITS

The following table shows the present value of accumulated benefits payable to each of the Named Executives,
including the number of years of service credited to each such Named Executive, under each of the Retirement Plan
and the Excess Benefit Plan determined using interest rate and mortality rate assumptions used in the Company's
financial statements as set forth on pages 142-149 of the Company's annual report on Form 10-K. Information
regarding the Retirement Plan and the Excess Benefit Plan can be found under the heading "Retirement and Other
Benefits" on page 23.
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Name Plan Name

Number of Years
Credited Service

(#)

Present Value of
Accumulated Benefit

(5)

Payments During Last
Fiscal Year

($)

James S. Pignatelli Tucson Electric Power
Salaried Employees
Retirement Plan (1)

14.33 556,545 0

Tucson Electric Power
Excess Benefit Plan (2)

14.33 4,547,191 0

Kevin P. Larson Tucson Electric Power
Salaried Employees
Retirement Plan (l )

23.83 428,588 0

Tucson Electric Power
Excess Benefit Plan (2)

23.83 403,186 0

Michael J, DeConcmi Tucson Electric Power
Salaried Employees
Retirement Plan (1)

20.08 236,899 0

Tucson Electnc Power
Excess Benefit Plan (2)

20,08 321,025 0

Raymond S. Heyman Tucson Electric Power
Salaried Employees
Retirement Plan (1)

3.33 65,112 0

Tucson Electric Power
Excess Benefit Plan (2)

3.33 216,225 0

Karen G, Kissinger Tucson Electric Power
Salaried Employees
Retirement Plan (1)

18 388,618 0

Tucson Electric Power
Excess Benefit Plan (2)

18 394,263 0
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(1) The Retirement Plan is intended to meet the requirements of a qualified benefit plan for Code purposes, and
is funded by the Company and made available to all eligible employees. The Retirement Plan provides an annual
income upon retirement based on the following formula:

1.6% x years of service (up to 25 years) X final average pay

Final average pay is calculated as the average of basic monthly earnings on the first of the month following the
employee's birthday during the five consecutive plan years in which basic monthly earnings were the highest, within
the last 15 plan years before retirement. Years of service are based on years and months of employment. A
Retirement Plan participant is fully vested in his or her retirement benefit after five years of service. The maximum
benefit available under the Retirement Plan is an annual income of 40% of final average pay (as defined above).
Plan compensation for purposes of determining final average pay is limited by IRS compensation limits under Code
Section 401(a)(17). For 2008, the limit was $230,000 in annual income. Employees are eligible to retire early with
an unreduced pension benefit if (i) the combination of their age and years of service equals or exceeds 85 or (ii) they
are age 62 and have completed 10 years of service. Employees are also eligible to early retirement with a reduced
pension benefit at age 55 with at least 10 years of service. The reduction at age 55 with 10 years of service is 42.6%
and continues to be reduced at a lesser amount up to age 62, where there is no reduction. All optional forms of the
benefit are actuarially equivalent.

(2) The Retirement Plan is subject to Code limitations on the amount of compensation that can be taken into
account and on the amount of benefits that can be provided. The Excess Benefit Plan provides the retirement
benefits to officers that would have been provided under the Retirement Plan if the Code limitations did not apply,
The Excess Benefit Plan retirement benefit is calculated generally using the same pension formula as the
Retirement Plan formula but with some modifications. Compensation for purposes of the Excess Benefit Plan is
determined without regard to IRS limits on compensation and by including voluntary salary reductions to the DCP,
and any annual incentive payment received under the PEP. The retirement benefit payable from the Excess Benefit
Plan is reduced by the benefit payable to that person from the Retirement Plan. Full vesting occurs after five years
of service. Benefits are payable in a lump sum or annuity, at the retiree's election.
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Name

Executive
Contributions in
Last Fiscal Year

($)(1)

Registrant
Contributions in
Last Fiscal Year

($)(4)

Aggregate
Earnings in Last

Fiscal Year

($)(2)

Aggregate
Withdrawals/
Distributions

($)

Aggregate Balance
at Last Fiscal

Year End

($)(3)

James S. Pignatelli 0 5,375 (266,998) 0 1,350,336

Kevin P. Larson 0 3,357 (1,210) 0 34,934

Michael J. DeConc'mi 0 3,357 (804) 0 24,373

Raymond S. Heyman 0 3,558 6 0 6,203

Karen G. Kissinger 0 527 (2,957) 0 59,953

Name ofFend Rate of Return Name of Fund Rate of Return

Fidelity Retirement Money Market 2.93% Fidelity Spartan Us Equity Index 37.03%
Fidelity Intermediate Bond (5.84% Fidela Growth Company (40.90%)
Janus Flexible Bond 5 .64% Fidela Low Price Stock (36.17%
Fidelity Asset Manager (27.80%) Janus Worldwide (45.02%
Fidelity Equi -Income (41.64%) UniSource Energy Corporation Stock 3,67%
Fidela Magellan (49.40%)
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NON-QUALIFIED DEFERRED COMPENSATION

UniSource Energy sponsors the DCP for directors, officers and certain other employees of UniSource Energy.
Under the DCP, employee participants are allowed to defer on a pre-tax basis up to 100% of base salary and cash
bonuses and non-employee director participants are allowed to defer up to 100% Of dieir cash compensation. This
deferral plan also allows the executive employee participants to receive the 401(k) Company match that cannot be
contributed to the 401(k) Plan because of limitations imposed by the Code. The deferred amounts are valued daily
as if invested in one or more of a number of investment funds, including UniSource Energy stock units, each of
which may appreciate or depreciate in value over time. The choice of investment funds is determined by the
individual participant.

(1) Represents contributions to the DCP by the Named Executives during the year. These amounts are
included in the salary column of the "Summary Compensation Table" above.

(2) Represents the total market based earnings (losses) for the year on all deferred compensation under Me
plan based on the investment returns associated with the investment choices made by the Named Executive.
Amounts in this column are not included in the "Summary Compensation Table."

(3) The amount reported for Mr. Pignatell i includes a total of $250,475 of executive contributions and
registrant contributions that were reported in the Summary Compensation Table in 2006 and 2007.

(4) The amounts shown in this column reflect the actual contributions made in 2008 for the 2007 plan year.

The following table shows the deemed investment options available, and the annual rate of return for due calendar
year ended December 31 , 2008> under the DCP.

POTENTIALPAYMENTS UPON TERMINATION ORCHANGE IN CONTROL

Each of the Named Execut ives,  other  than Mr.  Pignatel l i  and Mr.  Heyman,  are subject  to a Change in Control
Agreement. For the purpose of the Agreements, a "Change in Control", as defined in the Agreements, includes the
acquisition of beneficial ownership of 30% of the common stock of UniSource Energy, certain changes in the Board,
approval by the shareholders of certain mergers or consolidations or certain transfers of the assets of UniSource
Energy. The Agreements provide that each officer shall be employed by TEP or one of its subsidiaries or affiliates,
in a position comparable to his current position, with compensation and benefits, which are at least equal to his then
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current compensation and benefits, for an employment period of five years after a Change in Control (subject to
earlier termination due to the officer's acceptance of a position with another company or tennination for cause). For
purposes of this section, titled "Potential Payments Upon Termination or Change in Control", only, "TEP" shall
mean TEP or one of its subsidiaries or affiliates, as applicable.

The Agreements are in effect until the later of: (i) five years after the date either TEP or the officer gives written
notice of termination of the Agreement, or (ii) if a Change in Control occurs during the term of the Agreements, five
years after the Change in Control. On March 29, 2004, a Change in Control occurred for purposes of the
Agreements when our shareholders, at a special meeting, approved the acquisition agreement that provided for an
affiliate of Saguaro Utility Group L.P. to acquire all of our outstanding shares of common stock.

On March 3, 2005, TEP provided the officers of the Company with written notice of termination of the Agreements
effective March 3, 2010, the fifth anniversary of the date of die written notice of termination. In December 2006, the
CEO of the Company waived all rights he otherwise would have had for the remaining effective period under his
Agreement and terminated the Agreement ro which he and TEP had been party.

During the remaining term of the Agreements currently in effect, in die event that an officer's employment is
terminated by TEP (with the exception of termination due to the officer's acceptance of another position or for
cause), or if the officer tenninates employment because i) there was a material change by TEP of the officer's status,
title, authority, duties or responsibilities, ii) the officer was assigned or reassigned to another place of employment
more than fifty miles from the officer's current place of employment, iii) a liquidation, dissolution, consolidation or
merger of TEP occurred, or iv) a reduction in the officer's target compensation occurred, prior to March 29, 2009 (or
within five years of any subsequent Change in Control), the officer is entitled to severance benefits in the form of:
(a) a lump sum payment equal to the present value of three times the sum of annual salary and prorated target bonus
("cash severance"), (b) the present value of the additional amount (including any amount under the Excess Benefit
Plan) the officer would have received under the Retirement Plan if the officer had continued to be employed for the
five-year period after a Change in Control occurs, plus (c) the present value of any officer award under the 2006
Omnibus Plan or any successor plan, which is outstanding at die time of the officer's termination (whether vested or
not), prorated based on length of service. Such officer is also entitled to continue to participate in TEP's health,
death and disability benefit plans for five years after the termination. The Agreements further provide that TEP will
make a payment to the officer to offset any golden parachute excise taxes that may be imposed in accordance with
Code sections 280G and 4999. Any payments made iii respect of such excise taxes are not deductible by us. Cash
severance would also be paid under the Agreements if an officer dies or becomes disabled prior to March 29, 2009
(or within five years of any subsequent Change in Control).

Beginning in 2006, all long-term incentive awards contain a "double trigger" vesting provision, which provides for
accelerated vesting only if outstanding awards are not assumed by an acquirer or the Named Executive is terminated
without cause within 24 months of a Change M Control. The double trigger, which is viewed as a corporate
governance "best practice", ensures that the Named Executives do not receive accelerated benefits unless they are
adversely affected by the Change in Control.

Other than the Agreements described above, we have not entered into any other severance agreements or
employment agreements with any Named Executives.

The following table and summary set forth potential payments payable to our Named Executives upon termination of
employment or a Change in Control. The table below reflects amounts payable to our Named Executives assuming
their employment was terminated on December 3 l, 2008:
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Name If Retirement or
Voluntary Termination

Occurs (1)
If "Change In Control"

Termination Occurs (S) (2)
If Death or Disability

Occurs ($) (3)

James S. Pi atelli| 0 262,255
Kevin P. Larson 3,426,554 114,130
Michael J. DeConcini 3,169,832 115,943

Raymond S. Heyman 0 114,130
Karen G. Kissinger 2,591,663 89,930

Named
Executive

Cash

(S)

Prorated
Bonus

($)

Stock
Options

($)

Performance
Shares

($)

Medical
Benefits

(S)

Retirement
Benefits

($)

Tax
Gross-up

($)

Total

($)

Kevin P. Larson 1,422,000 158,000 114,130 290,958 73,906 462,888 904,673 3,426,554

Michael J.
DeConcini

1,444,500 160,500 115,943 293,600 82,756 213,264 859,269 3,169,832

Karen Kissinger 1,045,800 99,600 89,930 229,595 82,567 402,732 641,438 2,591,663
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(1) In the event of retirement or voluntary termination, each of the Named Executives would be entitled to
receive vested and accrued benefits payable from the Retirement Plan and the Excess Benefit Plan, but no form or
amount of any such payment would be increased or otherwise enhanced nor would vesting be accelerated with
respect to such plans. In addition, no accelerated vesting of options or performance shares would occur. Retirement
Plan and Excess Benefit Plan information for the Named Executives is set forth in die "Pension Benefits Table"
above. Mr. Herman is not vested in the retirement plans as of December 3 l , 2008.

(2) In December 2006, James S. Pignatelli waived all rights under his Agreement and terminated the Agreement
to which he and TEP had been party. Mr. Heyrnan does not have an Agreement. The breakout of die above
referenced elements for the three Named Executives is as follows:

(3) Amounts in this column reflect the value of all unvested options that would accelerate upon the death or
disability of the Named Executives. There is no acceleration of performance shares. In addition, in the event of
death, the Named Executive's survivor would be entitled to receive a death benefit in the form of a lump sum or
survivor annuity which is funded from the Retirement Plan and Excess Benefit Plan. The amount payable to the
survivor would be less than the amount that would otherwise have been payable to the Named Executive had the
Named Executive survived and received retirement benefits under the Retirement Plan and Excess Benefit Plan.
There would be no enhancements as to form, amount or vesting of such benefits in the event of a Named Executive's
death.
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DIRECTOR COMPENSATION

For 2008, our non-employee directors received the following compensation:

1. Annual cash retainer of $40,000, paid in monthly installments.

2. Additional annual cash retainer of $20,000 for the Lead Director, $10,000 for the Audit Chair,
$7,500 for each of the Compensation and Corporate Governance Chairs, and $5,000 for all other
committee chairs, all of which are paid in quarterly installments.

3. Board and committee meeting fees of $1>000 per meeting.

4. Annual award of $45,000 in restricted stock units:

Directors serving on the date of the Annual Shareholders' meeting receive a grant on the date
of that meeting. Any person who first becomes a director after die Annual Shareholders'
meeting receives a grant on a date approved by the Compensation Committee. All restricted
stock unit grants to directors vest at the earlier of the next annual meeting following grant date
or the first anniversary of grant.

The actual number of restricted stock units granted is calculated by dividing $45,000 by the
closing price of our common stock on the date of grant.

Vested stock units must be deferred and distributed in January of the year following the year
during which a director ceases to serve as a member of our Board. Deferred stock units accrue
dividend equivalents during the deferral period. Deferred stock units will be distributed in
shares of Company stock.

Mr. Pignatelli, our CEO during 2008, did not receive any additional compensation for serving as a director.
Directors may elect to defer cash fees and retainers under the DCP, which is described on page 23 .

In 2007, we adopted fontal stock ownership guidelines for our non-employee directors. Non-employee directors
are expected to accumulate Company shares with a value equal to 500% of the annual equity grant. Shares owned
outright, including shares held in street name accounts, jointly with spouse, or in trust for the non-employee
director's benefit, and deferred stock units count towards meeting the guideline.

The follow'ulg table summarizes the compensation earned by non-employee directors of the Company for the year
ended December 31, 2008.
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Name (1)

Fees Earned or
Paid in Cash

($)(2)

Stock
Awards

($) (3)(4)(5)

All Other
Compensation

($)(6)

Total

($)

Lawrence J. Aldrich 73,000 46,875 5,014 124,889

Barbara M. Baumann 83,000 46,875 3,982 133,857

Larry W. Bickle 73,333 46,875 10,621 130,829

Elizabeth T. Billy 72,000 46,875 7,009 125,884

Harold W. Bur1ingame(8) 97,500 46,875 10,339 154,714

John L. Carter(8) 120,000 46,875 4,826 171,701

Robert A. E11iot't(8) 97,500 46,875 3,637 148,012

Daniel W. L. Fess1er(8) 87,000 125,250 5,894 218,144

Louise L. Francesconi(7) 31,666 16,875 611 49,152

Kenneth Handy 75,000 46,875 5,429 127,304

Warren Y. Jobe(8) 94,000 46,875 9,303 150,178

Ramiro G. Peru 73,000 69,375 591 142,966

Gregory A. Pivirotto 71,000 69,375 316 140,691

Joaquin Ruiz 73,666 46,875 3,424 123,965
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(1) Mr. Pignatelli is not `mcluded in this table, as he is an employee of the Company and dias receives no
compensation for his service as a director. The compensation received by MI. Pignatelli as an employee of the
Company is shown in die "Summary Compensation Table."

(2) Lawrence J. Aldrich, Barbara M. Baumann, Harold W. Burlingame, Kenneth Handy and Joaquin Ruiz,
deferred 100% of fees earned in 2008 into the DCP.

(3) Each non-employee director received an annual restricted stock unit award valued at $45,000 in 2008.
Values reflected in the table are consistent with FAS 123R grant date fair value and include amortization of a
portion of a May 2007, June 2007, February 2008, May 2008 and August 2008 awards. This amount disregards
estimates of forfeitures related to service based vesting conditions, Each of the directors in office on May 2, 2008
was awarded 1,419.1 restricted stock units at a fair market value share price of $31.71. On February ll, 2008,
Mr. Peru and Mr. Pivirotto were each awarded 1,565.2 restricted stock units at a fair market value share price of
$28.75. On August 14, 2008, Mrs. Francesconi was awarded 1,399.7 restricted stock units at a fair market value
of $32.15. After a one year vesting period the restricted stock units convert to deferred stock units and are
payable in January that follows the calendar year in which the director ceases to be a Board member. The award
price for the annual director equity award was the closing price on the date of grant.
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The values reflected in this column for Mr. Fessler also reflect the 2008 expense attributable to the restricted stock
units granted in May of 2007. In May 2007, the Compensation Committee approved a grant of 4,902.5 restricted
stock units to Mr. Fessler. Mr. Fessler served as a director on the Board Hom 1998 to 2003. In 2005, Mr. Fessler
rejoined the Board as a director. Upon Mr. Fessler's initial retirement 'from the Board in 2003, Mr. Fessler had
7,201 vested stock options outstanding under the 1994 Outside Directors Stock Option Plan. At the time of his
retirement, UniSource Energy mistakenly informed Mr. Fessler that the options would expire at the end of their
original terms. However, under the terms of the plan, the options expired six months after his retirement. In
reliance on the mistaken information, Mr. Pessler failed to exercise the options prior to their expiration. The grant
in May 2007 was in an amount intended to restore Mr, Fessler to the position he would have been in had he
exercised the options at the end of the six month period after his retirement and held the stock received upon such
exercise through the date of the May 2007 award,

(4) As of December 31, 2008 the unvested stock units held by directors were as follows: Mr. Aldrich held
1,419 stock units, Mrs. Baumann held 1,419 stock units, Mr. Biclde held 1,419 stock units, Mrs. Bilby held 1,419
stock units; Mr. Burlingame held 1,419 stock units, Mr. Carter held 1,419 stock units, Mr. Elliott held 1,419 stock
units, Mr. Fessler held 1,419 stock units, Mr. Handy held 1,419 stock units, Mr..lobe held 1,419 stock units, Mr.
Ruiz held 1,419 stock units, Mr. Pivirotto held 1,419 stock units, Mr. Peru held 1,419 stock units, and Ms.
Francesconi held 1,400 stock units.

(5) As of December 31, 2008 all stock options are vested and are reported in the Security Ownership of
Management table on pages 6-7.

(6) Amounts represent the value of dividend equivalents associated with restricted stock units and stock option
awards held by the directors, expensed in accordance with FAS l23R. The amounts also include reimbursement
to the applicable directors for travel expenses incurred by their respective spouses in attending the annual meeting
dinner, the board retreat and/or the holiday dinner and a tax gross-up with respect to the reimbursement.

(7) Ms. Francesconi was appointed to the Board, effective August 14, 2008, which is reflected in her
compensation for 2008 .

(8) The directors noted were members of the Corporate Development Committee during 2008, which is
discussed under the "Board Committees" section below. These directors received compensation for attending
meetings of the Corporate Development Committee consistent with the compensation parameters set forth under
"Director Compensation" on page 37. The compensation for each of the noted directors is greater than the
compensation shown for the other directors due to the number of meetings held by the Corporate Development
Committee in 2008.

EQUITY COMPENSATION PLAN INFORMATION

Equity Compensation Plans

Our only equity-based compensation plan that has not been approved by shareholders is the DCP. Shareholder
approval of the DCP has not been required because the provisions of the DCP permit the Company to payout
deferred shares accumulated under die DCP in the form of cash or stock. Under the terms of the plan, distribution
of deferred shares will be made in cash, unless the participant elects to receive the deferred shares in Company
stock. Under the DCP, certain eligible officers and other employees selected for participation, and non-employee
members of the Board, may elect to defer a percentage of the compensation or fees that would otherwise become
payable to the individual for his services to us. We also credit DCP accounts of employees participating in our
401(k) Plan with the additional amount of UniSource Energy matching contributions dirt the participant would
have been entitled to under the 401(k) Plan if certain Code limits did not apply to limit the amount of UniSource
Energy matching contributions made under the 401(k) Plan. Each participant in the DCP may elect that his
deferrals be credited in the Tomi of deferred shares instead of cash. Deferred shares accrue dividend equivalents,
credited in the form of additional deferred shares, as dividends are paid by UniSource Energy on its issued and
outstanding common stock. Each participant elects the time and manner of payment (lump sum or installments) of
his deferred shares under the DCP.
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Plan Cateeorv 0 .

Number of Shares of
UniSource Energy
Common Stock to
be Issued Upon

Exercise of
Outstanding
sons and Rights

Wei gated-Average
Exercise Price of

Outstanding Options

Number of Shares of
UniSource Energy

Common Stock
Remaining Available
for Future Issuance

Under Equity
Compensation Plans
(Excluding Shares

Reflected in the First
Columns

Equity Compensate on
PlansApproved by
Shareholders (1)

2,012,120 (2) $22.49583 (3) 1,392,860 (1)

Equity Compensation
Plans Not Approved by
Shareholders

84,190 (4) (5)

Total 2,096,310
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Equity Compensation

The following table sets forth information as of December 31, 2008, with respect to UniSource Energy's equity
compensation plans.

(1) The equity compensation plans that have been approved by shareholders are the UniSource Energy
Corporation 1994 Omnibus Stock and Incentive Plan ("l994 Stock and Incentive Plan"), the UniSource Energy
Corporation 1994 Outside Director Stock Option Plan (die "1994 Directors Plan") and the 2006 Omnibus Plan.
Awards were made under the 1994 Stock and Incentive Plan and the 1994 Directors Plan until Febniary 2004 at
which time no further awards could be made under those plans. In May 2006, the 2006 Omnibus Plan was
approved by shareholders and includes awards in the form of options, restricted stock, stock units and dividend
equivalents. While the 1994 plans expired in February 2004 and no further awards could be made under those plans
after that date, the 1994 plans remain in effect with respect to previous awards until all awards have expired or
terminated or shall have been exercised or fully vested, and any stock thereto shall have been purchased or
acquired. No shares that were available to be issued under the 1994 Directors Plan at the time of its termination are
available for awards under the 2006 Omnibus Plan with respect to awards that are forfeited, terminated, canceled or
expired.

(2) Includes options outstanding as to 1,634,627 shares, stock units, dividend equivalent stock units and
restricted stock units (payable in an equivalent number of shares) outstanding as to 377,493 shares.

(3) Calculated based on the outstanding options and exclusive of outstanding stock units,

Deferred shares credited under the DCP.(4)

(5) There is no explicit share limit under the DCP. The number of shares to be delivered with respect to the
DCP in the future depends on the levels of fees and compensation that participants elect to defer under the DCP.
Any UniSource Energy shares used to satisfy our common stock obligations under the DCP will be shares that have
been purchased on the open market.
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CORPORATE GOVERNANCE

Board Meetings

In 2008, the Board held a total of eight regular and special meetings. Each director attended at least 95% of the
aggregate total number of Board meetings and meetings of committees of which they are a member. Additionally,
the non-management Directors met at regularly scheduled executive sessions without management present. Mr.
Carter, a non-management director, presided over and was the Lead Director at these executive sessions.

The Company does not have a formal policy with respect to attendance of Board members at annual meetings of
shareholders, but encourages such attendance. All of the Board members holding office at the time attended the
2008 Annual Meeting.

Board Communication

Shareholders or other interested parties wishing to communicate with the Board, the non-management directors or
any individual director may contact the Lead Director by mail, addressed to UniSource Energy Lead Director, c/o
Corporate Secretary, UniSource Energy Corporation, One South Church Avenue, Suite 1820, Tucson, Arizona
85701. The communications will be kept confidential and forwarded to the Lead Director. Communications received
by the Lead Director will be forwarded to the appropriate director(s) or to an individual non~management director.

Shareholders or other interested parties wishing to communicate with the Board regarding non-financial matters may
contact the Chairperson of the Corporate Governance and Nominating Committee either by mail, addressed to
Chairperson, Corporate Governance and Nominating Committee, UniSource Energy Corporation, P.O. Box 31771,
Tucson, Arizona 85751-1771, or by e-mail at unscorpgov@earthlink.net. Shareholders or other interested parties
wishing to communicate with the Board regarding financial matters may contact the Chairperson of die Audit
Committee eidier by mail, addressed to Chairperson, Audit Committee, UniSource Energy Corporation, P.O. Box
46093, Denver, Colorado 80201, or by e-mail at unscorpaudit@earthlink.net.

Items that are unrelated to a director's duties and responsibilities as a Board member may be excluded Bom
consideration, including, without l imitat ion, sol ici tat ions and advert isements, junk mail ,  product-related
communications, job referral materials such as resumes, surveys and material that is determined to be illegal or
otherwise inappropriate.

DIRECTOR INDEPENDENCE CRITERIA

The Board has adopted Director Independence Standards to comply with NYSE rules for determining independence,
among other things, in order to determine eligibility to serve on the Audit Committee, the Compensation Committee
and the Corporate Governance and Nominating Committee. The Director Independence Standards, amended as of
February 9, 2007, are available on our website at www.UNS.com and are available in print to any shareholder who
requests it.

No director may be deemed independent unless the Board affirmatively determines, after due deliberation, that the
director has no material relationship with the Company either directly or as a partner, shareholder or officer of an
organization that has a relationship with the Company. In each case, the Board broadly considers all the relevant
facts and circumstances from the standpoint of the director as well as from that of persons or organizations with
which the director has an affiliation and applies these standards,

Annually, the Board determines whether each director meets the criteria of independence. Based upon die foregoing
criteria, the Board has deemed each director to be independent, with the exception of Mr. Pignatelli (who retired
effective as of January 1, 2009), Ms. Billy and Mr. Bonavia (who became the new Chief Executive Officer effective
January 1, 2009). For each other director who is deemed independent, there were no other significant transactions,
relationships or arrangements that were considered by the Board in detennining that the director is independent. See
"Transactions with Related Persons" on page 45 .
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Board Committees

Corporate Governance and Nominating Committee _

The Corporate Governance and Nominating Committees operates under the provisions of a committee charter. The
Corporate Governance and Nominating Committee reviews and recommends corporate governance principles,
Mterviews potential directors and nominates and recommends to the shareholders and directors, as die case may be,
qualified persons to serve as directors. The Corporate Governance and Nominating Cormnittee also reviews and
recommends membership for all the committees to the Board and reviews applicable rules and regulations relating to
the duties and responsibilities of the Board. Our Corporate Governance and Nominating Committee held three
meetings in 2008 and was in compliance wide its written charter.

The Corporate Governance and Nominating Committee identities and considers candidates supplied by shareholders
and Board members. The Corporate Secretary, as directed by the Corporate Governance and Nominating
Committee, prepares portfolios for candidates that include confirmation of the candidate's interest, independence,
biographical information, review of business background and experience and reference checks. The Corporate
Governance and Nominating Committee then evaluates candidates using, in large part, the criteria set forth in the
next paragraph and any other criteria the Corporate Governance and Nominating Committee deems appropriate, and
conducts a personal interview wide each candidate. Upon completion of this process, formal invitations are extended
to accept election to Me Board.

The Corporate Governance and Nominating Committee has not adopted specific minimum qualifications with
respect to a committee-recommended Board nominee, but desirable qualifications are set forth in the Corporate
Governance Guidelines and include prior community, professional or business experience that demonstrates
leadership capabilities, the ability to review and analyze complex business issues, the ability to effectively represent
the interests of our shareholders while keeping in perspective the interests of our customers, the ability to devote the
time and interest required to attend and fully prepare for all regular and special Board meetings, the ability to
communicate and work effectively with the other Board members and personnel and the ability to fully adhere to
any applicable laws, rules or regulations relating to the performance of a director's duties and responsibilities.

W hi le no formal  pol icy exists,  the Corporate Governance and Nom inat ing Commi t tee does consider
recommendations for Board nominees received from our shareholders. The deadl ine for consideration of
recommendations for next year's annual meeting of the shareholders is November 21, 2009. Recommendations
must be in writing and include detailed biographical material indicating die candidate's qualifications and a
written statement from the candidate of his willingness and availability to serve. Recommendations should be
directed to the Corporate Secretary, UniSource Energy Corporation, One South Church Avenue, Suite 1820, Tucson,
Arizona 85701. The Board will consider nominees on a case-by-case basis and does not believe a formal policy is
warranted at this time due to a manageable volume of nominations.

Each member of our Audit Committee, Compensation Committee and Corporate Governance and Nominating
Committee is independent based upon independence criteria established by our Board, which criteria are in
compliance with applicable NYSE listing standards.

Compensation Committee

The Compensation Committee operates under the provisions of a committee charter, which was amended most
recently in November 2007. The Compensation Committee Charter can be revised by act ion taken by die
Compensation Committee. Under the terms of its charter, the Compensation Committee is required to consist of not
fewer than three members of the Board who meet the independence requirements of the NYSE. In 2008, the
Compensation Committee had six members who met those independence requirements.

In 2008, the Compensation Committee held five formal meetings, most of which were followed by an executive
session in which management did not participate. The Compensation Committee Chair sets the agenda for each
meeting, and in advance of each meeting reviews the agenda with management. The annual schedule of meetings is
approved by the Board during the fourth quarter for the following year. In connection with Compensation Committee
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meetings, each Compensation Committee member receives a briefing book prior to each meeting that details each
topic to be considered. The Compensation Committee Chair reports to the Board on Compensation Committee
decisions and key actions following each meeting. The Compensation Committee members also complete a written
assessment of the Compensation Committee's performance, with the last such assessment completed in September
2008.

The Board has delegated authority to the Compensation Committee to set CEO compensation levels, and to review
and approve compensation for all of the Company's executives, including any equity compensation awarded under
the 2006 Omnibus Plan. Under the terms of its charter, the Compensation Committee may delegate certain actions to
management of the Company in connection with executive compensation. Day-to-day administration of director and
executive compensation matters has been delegated to certain Company management personnel, with oversight
provided by the Compensation Committee.

Compensation Consultant

The Compensation Committee has retained the services of Frederic W. Cook and Co., Inc. ("Cook"), a nationally
recognized compensation consulting firm that serves as an independent advisor in matters related to executive
compensation and non-employee director compensation. Representatives from Cook are available to Compensation
Committee members on an ongoing basis and attend Compensation Committee meetings, as requested, either in
person or telephonically. The Compensation Committee has sole discretion over the terms and conditions of the
retention of consultants it retains. Cook maintains no other economic relations with the Company and does not
provide any services to the Company other than those provided directly to the Compensation Committee.

The Compensation Committee Chair customarily provides assignments to Cook. In its role as executive
compensation consultant to the Compensation Committee, Cook assists with peer group selection, the benchmarldng
of individual compensation levels, and the design of incentive plans and other compensation arrangements in which
Company management participates. In furnishing this assistance, Cook provides competitive data and technical
considerations, and recommends changes to the pay program and pay levels for consideration by the Compensation
Committee.

Roleof Executives in Establishing Compensation

Certain executives, including Me CEO, the CFO and the General Counsel to the Company, routinely attend regular
sessions of Compensation Committee meetings. The CEO makes recommendations to the Compensation Committee
with respect to changes in compensation for senior executive positions (other than the CEO) and layouts under the
annual incentive plan. The CEO also makes suggestions to the Compensation Committee regarding the design of
incentive plans and other programs in which senior management participates.

The CFO provides information regarding short-term and long-terrn compensation targets, as well as updates on the
progress of short- and long-term objectives. Additional Company personnel with expertise in and responsibility for
compensation and benefits provide information regarding executive and director compensation, including cash
compensation, equity awards, pensions, deferred compensation and other related information.

Audit Committee

The Audit Committee operates under the provisions of a committee charter. The Audit Committee reviews current
and projected financial results of operations, selects a Finn of independent registered public accountants to audit our
financial statements annually, reviews and discusses the scope of such audit, receives and reviews the audit reports
and recommendations, transmits its recommendations to the Board, reviews our accounting and internal control
procedures with our internal audit department from time to time, makes recommendations to the Board for any
changes deemed necessary in such procedures and performs such other functions as delegated by the Board, Our
Audit Committee held six meetings in 2008 and was in compliance with its written charter, as amended in December
2007.
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Upon the recommendation of the Audit Committee, our Board adopted a Code of Ethics for our directors, officers
and employees.

Fi nance Com m i t tee

The F inanc e  Commi t t ee  rev i ews  and  rec ommends  t o  t he  B oard  l ong- range f i nanc ia l  po l i c i es ,  ob jec t i v es  and  ac t i ons
requ i red  t o  ac h i ev e  t hos e  ob j ec t i v es .  S pec i f i c a l l y ,  t he  F i nanc e  Com m i t t ee  rev i ews  c ap i t a l  and  ope ra t i ng budge t s ,
c ur rent  and pro jec ted f i nanc ia l  res u l t s  o f  opera t ions ,  s hor t - t e rm and long- range f i nanc ing p lans ,  d i v idend po l i c y ,  r i s k
m anagem ent  ac t i v i t i es  and  m a j o r  c om m erc i a l  bank i ng,  i nv es t m en t  bank i ng,  f i nanc i a l  c ons u l t i ng and  o t he r  f i nanc i a l
r e l a t i ons  o f  Un i S ou rc e  E ne rgy .  O u r  F i nanc e  Com m i t t ee  he l d  s i x  m ee t i ngs  i n  2008  and  was  i n  c om p l i anc e  w i t h  i t s
wr i t t en  c har t er .

E n v i r o n m e n t a l ,  S a f e t y a n d S e c u r i t y  ( " E S S " )  C o m m i t t e e

The ESS Commi t t ee rev iews  t he Company 's  s t ruc ture  and operat ions  t o  as s es s  whether  s ign i f i c ant  operat ing r i s k s  i n
t he  a reas  o f  env i r onm en t a l ,  s a f e t y  and  s ec u r i t y  hav e  been  i den t i f i ed  and  app rop r i a t e  m i t i ga t i on  p l ans  hav e  been
implemented.  The ESS Commi t t ee a l so rev iews  t he processes  in  p lace which are  des igned t o  ensure compl iance wi t h
a l l  env i ronmenta l ,  safet y  and secur i t y  re la ted legal  and regulatory  requi rements ,  as  wel l  as  rev iews  wi th  management
the impac t  o f  proposed or  enac ted laws  or  regu la t i ons  re la ted t o  env i ronmenta l ,  sa fe t y  and secur i t y  i s sues .  Our  ESS
Commi t t ee he ld  t hree meet ings  in  2008 and was  in  compl iance wi t h  i t s  wr i t t en char ter .

Corporate Development C o m m i t t e e

T he  Corpo ra t e  Dev e l opm en t  Com m i t t ee  was  c rea t ed  i n  2008  f o r  t he  pu rpos e  o f  wo r l dng on  ex ec u t i v e  dev e l opm en t
and s e lec t i ng a  s uc c es s or  Ch ie f  Ex ec ut i v e  Of f i c er  f o r  t he  Company .  The Corpora t e  Dev e lopment  Commi t t ee  he ld  15
m e e t i n gs  i n  2 0 0 8 .  T h e  C o r p o r a t e  D e v e l o p m e n t  C o m m i t t e e  d i d  n o t  o p e r a t e  u n d e r  t h e  p r o v i s i o n s  o f  a  c h a r t e r  a n d
t erm ina t ed  a t  t he  end o f  2008 f o l l owing d ie  h i r i ng o f  t he  new Ch ie f  E x ec ut i v e  Of f i c e r  f o r  t he  Company .

Com p en sat i on  Com m i t tee  I n ter l ock s  an d I n s i d e r  P a r t i c i p a t i o n

A 11  m em bers  o f  t he  Com pens a t i on  Com m i t t ee  du r i ng f i s c a l  y ear  2008  were  i ndependen t  d i rec t o rs ,  and  no  m em ber
w a s  a n  e m p l o y e e  o r  f o r m e r  e m p l o y e e . N o  C o m p e n s a t i o n  C o m m i t t e e  m e m b e r  h a d  a n y  r e l a t i o n s h i p  r e q u i r i n g
d i s c l os u re  unde r  " T rans ac t i ons  w i t h  Re l a t ed  P e rs ons "  on  page  45 .  Du r i ng f i s c a l  y ea r  2008 ,  none  o f  ou r  ex ec u t i v e
o f f i c e r s  s e r v e d  o n  t h e  c o m p e n s a t i o n  c o m m i t t e e  ( o r  i t s  e q u i v a l e n t )  o r  b o a r d  o f  d i r e c t o r s  o f  a n o t h e r  e n t i t y  wh o s e
ex ec u t i v e  o f t i c e r (s )  s e rv ed  on  our  Compens a t i on  Commi t t ee ,  any  o t her  B oard  c ommi t t ee ,  o r  t he  B oard  o f  D i rec t o rs
as  a whole.

Copies of  Char ter s,  Guidel ines and Code of  E th ics

A  c o p y  o f  t h e  c u r r e n t  A u d i t ,  C o m p e n s a t i o n ,  F i n a n c e  a n d  C o r p o r a t e  G o v e r n a n c e  a n d  N o m i n a t i n g  C o m m i t t e e
Char t e rs ,  as  we l l  as  our  Corpora t e  Gov ernanc e  Gu ide l i nes  and  Code o f  E t h i c s ,  t oge t her  w i t h  any  amendment s ,  a re
a v a i l a b l e  o n  o u r  W e b  s i t e  a t w w w . U N S . c o m o r  m a y  b e  o b t a i n e d  b y  s h a r e h o l d e r s ,  w i t h o u t  c h a r ge ,  u p o n  w r i t t e n
r e q u e s t  t o  L i b r a r y  a n d  R e s o u r c e  C e n t e r ,  U n i S o u r c e  E n e r gy  C o r p o r a t i o n ,  3 9 5 0  E a s t  I r v i n g t o n  R o a d ,  M a i l  S t o p
RC114,  Tuc s on ,  A r i z ona  85714 .
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TRANSAC TIONS WITH RELATED PERSONS

Related Person Transactions Policy

In February 2007, the Board adopted a written policy on the review of related person transactions (which is available
on our website at www.UNS.com) that specifies that certain transactions involving directors, nominees, executive
officers, significant shareholders and certain other related persons in which the Company is or will be a participant
and are of the type required to be reported as a related person transaction under Item 404 of Regulation S-K shall be
reviewed by the Audit Committee for the purpose of detennining whether such transactions are in the best interest of
the Company. The policy also establishes a requirement for directors, nominees and executive officers to report
transactions involving a related party that exceeds $120,000 in value. We are not aware of any transactions entered
into since adoption of the policy that did not follow the procedures outlined in the policy.

On January 29, 2008, the son of one of our directors, Ms. Bilby, was appointed as Chief Financial Officer of Global
Solar Energy ("GSE"). GSE had been one of our subsidiaries prior to our sale of GSE in 2006. In connection with
the sale of GSE, GSE entered into a lease with our subsidiary Millennium Energy Holdings ("MEH") for the building
comprising GSE's manufacturing facility. The lease terminated in September of 2008. The aggregate amount of
lease payments made by GSE to MEH in 2008 was $280,000. Ms. Bilby's son had no monetary interest in the lease
transaction.
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AUDIT COMMITTEE REPORT

The Committee

The Audit Committee is made up of five financially literate directors who are independent based upon independence
criteria established by our Board, which criteria are in compliance with applicable NYSE listing standards. Our Board
has determined that while each member of the Audit Committee has accounting and/or related financial management
expertise, Ms. Baumann is the Audit Committee financial expert for the purposes of Item 407(d)(5) of SEC
Regulation S-K. In addition to Ms. Baumann, there are three other financial experts on the Audit Committee. Each
financial expert is independent as that term is used in Item 7(d)(3)(iv) of Schedule 14A under the Securities Exchange
Act of 1934, as amended. The Board previously adopted a written charter for the Audit Committee, The Audit
Committee has complied with its charter, including the requirement to meet periodically with our Independent
Registered Public Accounting Firm, internal audit department and management to discuss the auditor's findings and
other financial and accounting matters.

In connection with our December 31, 2008 financial statements, the Audit Committee has: (i) reviewed and discussed
the audited f inancial statements with management, ( i i ) discussed with PricewaterhouseCoopers, LLP, our
Independent Registered Public Accounting Firm, the matters required to be discussed by Statement on Auditing
Standards No. 61, as amended (AIPCA, Professional Standards, Vol. 1 AU Sec. 380), as adopted by die Public
Company Accounting Oversight Board in Rule 3200T, (iii) received from PricewaterhouseCoopers, LLP, the written
disclosures and the letter required by applicable requirements of the Public Accounting Oversights Board regarding
the Independent Registered Public Accounting Firm's communications with the Audit Committee concerning
independence, and (iv) discussed with PricewaterhouseCoopers, LLP its independence.

Based on the review and discussions referred to in items (i) through (iv) of the above paragraph, the Audit Committee
recommended to the Board that the audited financial statements for 2008 be included in the annual report on Form
10-K for filing with the SEC .

Pre-Approved Policies and Procedures

Rules adopted by the SEC in order to implement requirements of the Sarbanes-Oxley Act of 2002 require public
company audit committees to pre-approve audit and non-audit services, Our Audit Cormnittee has adopted a policy
pursuant to which audit, audit-related, tax and other services are pre-approved by category of service. Recognizing
that situations may arise where it is in our best interest for the auditor to perform services in addition to the annual
audit of our financial statements, the policy sets forth guidelines and procedures with respect to approval of the four
categories of service designed to achieve the continued independence of the auditor when it is retained to perform
such services for us. The policy requires the Audit Committee to be informed of each service and does not include
any delegation of the Audit Committee's responsibilities to management. The Audit Committee may delegate to the
Chairman of the Audit Committee the authority to grant pre-approvals of audit and non-audit services requiring Audit
Committee approval where the Audit Committee Chairman believes it is desirable to pre-approve such services prior
to the next regularly scheduled Audit Committee meeting. The decisions of the Audit Committee Chairman to pre-
approve any such services from one regularly scheduled Audit Committee meeting to the next shall be reported to the
Audit CoMmittee.

Fees

The following table details fees paid to PricewaterhouseCoopers, LLP for professional services during 2007 and
2008. The Audit Committee has considered whether the provision of services to us by PricewaterhouseCoopers, LLP,
beyond those rendered in connection with their audit and review of our financial statements, is compatible with
maintaining their independence as auditor.
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Audit Fees

Audit-Related Fees

Tax Fees

All Other Fees

Total

2008
$ 1,692,707

$ 50,000

$ 0

$ 4500

$ 1,747,207

2007

$1,627,888

S 47,500

$ 0

$ 8) 690

$1,679,078

Audit fees include fees for the audit of our consolidated financial statements included in our annual report on Form
10-K and review of financial statements included in our Quarterly Reports on Form 10-Q. Audit fees also include
services provided by PricewaterhouseCoopers, LLP in connection with the audit of the effectiveness of internal
control over financial reporting and on management's assessment of the effectiveness of internal control over
financial reporting, comfort letters, consents and other services related to SEC matters and financing transactions,
statutory and regulatory audits, and accounting consultations to the extent necessary for PricewaterhouseCoopers,
LLP to fulfill their responsibilities under generally accepted auditing standards.

Audit-related fees during 2008 and 2007 principally include fees for employee benefit plan audits.

No tax fees, which in the past have included fees for tax compliance, tax advice and tax planning, were incurred
during 2007 or 2008.

A11 other fees consist of fees for all other services odder than those reported above and, in 2007 and 2008, principally
include subscription fees for research tools and attendance at NaMing courses.

A11 services  performed by Pr icewaterhouseCoopers ,  LLP are  approved in advance by the  Audi t  Commit tee  in
accordance with the Audit  Committee 's  pre-approval  pol icy for  services provided by the Independent  Registered
Public Accounting Firm.

Respectfully submitted,

THE AUDIT COMMITTEE

Barbara M. Baumann, Chair
John L. Carter
Daniel W. L. Fessler
Warren Y. Jobs
Gregory A. Pivirotto
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SUBMISSION OF SHAREHOLDER PROPOSALS

General

Rule 14a-4 of the SEC's proxy rules allows us to use discretionary voting authority to vote on a matter coming
before an annual meeting of our shareholders, which was not included in our Proxy Statement (if we do not have
notice of the matter at least 45 days before the date on which we first mailed our proxy materials for the prior year's
annual meeting of the shareholders). In addition, we may also use discretionary voting authority if we receive timely
notice of such matter (as described in the preceding sentence) and if, in the Proxy Statement, we describe the nature
of such matter and how we intend to exercise our discretion to vote on it. Accordingly, for our 2010 annual meeting
of shareholders, any such notice must be submitted to the Corporate Secretary of UniSource Energy, One South
Church Avenue, Suite 1820, Tucson, Arizona, 85701, on or before February 10, 2010.

We must receive your shareholder proposals by November 21, 2009.

This requirement is separate and apart from the SEC's requirements that a shareholder must meet in order tohavea
shareholder proposal included in our Proxy Statement. Shareholder proposals intended to be presented at our 2010
annual meeting of the shareholders=must be received by us no later than November 21, 2009=in order to be eligible
for inclusion in our Proxy Statement and the form of proxy relating to that meeting. Direct any proposals, as well as
related questions, to die undersigned.

DELIVERY OF PROXY MATERIALS TO HOUSEHOLDS

If you and one or more shareholders of Company stock share the same address, it is possible that only one Notice of
Internet Availability of Proxy Materials was delivered to your address. This is known as "householding." Any
registered shareholder who wishes to receive separate copies of the Notice of Internet Availability of Proxy
Materials at the same address now or in the future may call or write the Company's Stock Transfer Agent,
BNY/Mellon, toll free at l-866-537-8709/or BNY Shareowner Services, 480 Washington Blvd - 29"' Floor, Jersey
City, NJ, 07310. Separate copies of the Notice of Internet Availability of Proxy Materials will be promptly delivered
upon receipt of such request.

Shareholders who own Company stock through a broker and who wish to receive separate copies of the Notice of
Internet Availability of Proxy Materials should contact their broker.

Any registered shareholder who wishes to receive a single copy of the Notice of Internet Availability of Proxy
Materials at the same address now or in the future may call the Company's Stock Transfer Agent, BNY/Mellon, toll
Hee at 1-866-537-8709.
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OTHER BUSINESS

The Board knows of no other matters for consideration at the Meeting. If any other business should properly arise,
the persons appointed in the enclosed proxy have discretionary authority to vote in accordance with their best
judgment.

Copies of our annual report on Form 10-K may be obtained by shareholders, without charge, upon written
request to the Library and Resource Center, UniSource Energy Corporation, 3950 East Irvington Road, Mail
Stop RC114, Tucson, Arizona 85714. You may also obtain our SEC fi l ings through the Internet at
vvww.sec.2ov or www.UNS.com.

By order of the Board of Directors,

Linda H. Kennedy
Corporate Secretary

PLEASE VOTE - YOUR VOTE IS IMPORTANT
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UNS GAS, INC.'S RESPONSE TO
RUCO'S FIRST SET OF DATA REQUESTS

DOCKET no. G-04204A-08-0571
May 7, 2009

RUC() 1.94 Identify due amount of fleet fuel expense in the test year and for each of
the calendar years 2006, 2007 and 2008. Identify the current cost of fleet
fuel as well as the cost of fleet fuel used to calculate fleet expense in the
test year.

RESPONSE: Please see the Excel files RUCO 1.94 Test Year, RUCO 1.94 2006, RUCO 1.94
2007 and RUCO 1.94 2008 on the enclosed CD for the amount of  f leet fuel
expense for the test year, 2006, 2007 and 2008, respectively. The current cost of
fleet fuel as of 5-6-09 is an average of $2.09/gallon.

The Excel Files are M identified by Bates numbers.

Julie GomezRESPONDENT :

WITNESS : Dallas Dukes

SUPPLEMENTAL
RESPONSE:

I

The "Miles" column in the Excel file RUCO 1.94 2006 was left blank
when submitted to RUCO, without explanation. The reason this column is
blank is that in 2006 the UNS Gas vehicles had not been fully loaded into
the Tucson Electric Power Fleet Management system. UNS Gas is unable
to give an accurate mileage account for 2006. The miles traveled in 2007
should be close to what was traveled in 2006.

Gary KellyRESPONDENT:

WITNESS: Dallas Dukes
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UNS GAS, INC.
CALENDAR YEAR 2006

Source: J. Gomez

Month Amount $lGal Gallons Miles

Jan-06
Feb-06
Mar-06
Apr-06
May-06
Jun-06
Jul-06
Aug-06
Sep-O6
Oct-06
Nov-O6
Dec-06

$51 ,607.67
$41 ,820.39
$48,541 .12
$52,119.78
$59,700.07
$55,163.42
$56,249.17
$58,787.62
$50,196.41
$42,975.81
$50,686.13
$31 ,243.89

$2.51
$2.51
$2.59
$2.94
$3.13
$3.02
$3.01
$2.98
$2.67
$2.45
$3.06
$2.50

20,562
16,694
18,731
17,743
19,073
18,290

18,709
19,698
18,828
17,542
16,567
12,498

Totals $2.78 214,935 0

6/3/2009 3257 PM
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UNS GAS, INC.

CALENDAR YEAR 2007

Source: J. Gomez

Month Amount $lGaI Gallons Miles

Jan-O7
Feb-07
Mar-07
Apr-07
May-07
JUn-07
Jul-07
Aug-07
Sep-07
Oct-07
Nov-07
Dec-07

$45,492.84
$41 ,837.05
$53,673.60
$53,321 .43
$58,540.21
$5e,211 .24
$50,051 .97
$55,347.52
$49,526.25
$55,776.30
$55,454.72
$50,490.71

$2.42
$2.47
$2.74
$2.99
$3.09
$3.07
$2.99
$2.84
$2.84
$2.99
$3.25
$3.21

18,777
16,937
19,618
17,833
18,946
18,310

20,070
19,460
17,468
18,625
17,086
15,717

287,170
286,775
315,877
332,610
273,848
357,882

310,803
352,954
281,905
299,792
328,348
179,787

Totals $2.91 218,847 3,607,551

6/3/2009 3:58 PM
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Month Amount $lGal
Jan-08
Feb»08
Mar-08
Apr-08
May-08
Jun-08
Jul-08

Aug-08
Sep-08
Oct-08
Nov-08
DeC-08

$70,175.96
$60,357.91
$64,770.37
$70,034.64
$76,492.80
$63,602.51
$80,189.92
$70,220.72
$67,637.02
$59,430.74
$38,344.82
$27,617.38

$3.16
$3.25
$3.56
$3.72
$4.04
$4.33
$4.30
$3.96
$3.77
$3.24
$2.50
$2.03

Totals $3.49

Gallons Miles
22,234 216,237
18,597 220,381
18,173 207,156
18,840 178,971
18,942 200,136
14,687 183,716
18,641 171416
17,712 210901
17,924 166329
18,345 217413
15,368 147355
13,611 194943

213,074 2,314,954
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Tribune
FAST VAl.l.Ey SCOTTSDAW

May 19, 2009

Gas prices on the rise for summer driving
By Edward Gamely
Tribune

Mesa resident James Lowery fil ls up at Mobil on Baseline and Shapley
Qoads in Mesa.

Tribune

'he past week's jump in gas prices no doubt has many East Valley motorists fearing another price
escalation is on its way this summer.

However, prices aren't likely to match last summer's record-setting climb, said Michelle Donati- AAA Arizona
spokeswoman. The current statewide average for a gallon of regular unleaded gas is $2.10, an increase of
about 18 cents over the past month. she said.

"However, we are still paying $1 .48 less per gallon than we were paying this time last year," she said.

The price increase can be attributed in part to the transition to the summer fuel blend, which is cleaner
burning and more expensive to produce, Donate said. Also, oil prices have increased from the low $505
range for a barrel to the high $50s range for a barrel, she said.

"Those increased crude costs have resulted in higher wholesale costs for gasoline, which has had an
adverse effect on retail margins, so all of that trickles down to higher pump prices for consumers," she said .

Last year when prices were reaching $4 a gallon and beyond, crude oil was trading at more than double
what it is now, Donati said.

In the meantime, Arizona continues to have the lowest gas prices in the country, she said.

Nationally, gas prices could hit $2.50 a gallon this summer, said Tom Kloza, publisher and chief oil analyst
at Oil Price information Service.

"I think that the average price in the country will soon flirt with $2.40 a gallon, which is higher than what I
projected through the first four months of this year_" he said. "I think that those average prices may even flirt

http1//license.icopyrightnet/user/viewFreeUse.act?fuid=MzY3MDg2Ng%3D%3D 6/3/2009
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with $2.50 a gallon, but that would be quite frothy. It would shock me if we see prices in any metropolitan
area in the $3.00 a gallon plus range."

Arizona's prices should remain 10 to 15 cents below the national averages, which means "you may see
summer driving season numbers in the $2.10-$2.35 a gallon range," Kloza said.

U.S. demand for fuel remains poor, with at least 2.5 million barrels per day of extra U.S. refining capability
on the shelf, Kloza said. Unemployment has stifled much of the work-related driving, and gasoline imports
promise to displace plenty of U.S.-produced fuel from June through December, he said.

"Ultimately, these factors point toward prices not matching the high numbers witnessed in 2005, 2006, 2007
or in the first 10 months of 2008," he said.

The recent jump in gas prices aren't expected to keep many Arizonans from hitting the road this Memorial
Day, according to AAA Arizona. An estimated 761 ,000 Arizonans are projected to travel 50 or more miles
from home over the first summer holiday weekend, a 2.5 percent decrease from last year.

"We're still anticipating that a really healthy number of holiday travelers will be doing so by way of motor
vehicle, and that's because in most cases auto travel is still the most economical mode of travel," Donati
said.

In the Mesa 85201 zip code, for example, the cost of filling a 15-gallon tank now averages $31 .62. A year
ago, doing so would have cost $54.36.

"That means that for every tank of gas you're filling up right now in that area code, you're paying almost $23
less," Donate said. "Given that prices have come up in the past couple of weeks, since they are still
significantly lower than they were this time last year, we're not anticipating that gas prices alone will have an
adverse effect on motor vehicle travel."

Motorists won't encounter any construction-related road closures this weekend, said Doug Nintzel, Arizona
Department of Transportation spokesman.

"We would expect that State Route B7 as well as Interstate 17 will be busy on Friday afternoon and also on
Monday afternoon when folks are returning from trips to the high country," he said. "We recommend that
drivers be patient, avoid tailgating and expect the unexpected by bringing some extra drinking water and
snacks just in case there's an unscheduled closure."

FREEDOM
\ fuuuuulcnrlanmnc

' 2009 Freedom Communications !Arizona. Permission granted for up to 5 copies. All rights reserved
You may forward this article or get additional permissions by typing http; license. ivr.p~gTiqt=t "r - , ,"~:1 ; 1 "f: i:i» 1%'~:~§ 1
into any web browser. Freedom Communications I Arizona and East Valley/ Scottsdale Tribune logos are registered trademarks of

Freedom Communications I Arizona The iCopyrlght logo is a registered trademark of i Copyright, inc
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UNS GAS, INC.'S RESPONSE TO
STAFF'S FIFTH SET OF DATA REQUESTS

DOCKET NO. G-04204A-08-0571
April 16, 2009

TF 6.68 As the Company discovers errors in its filing identify such errors and
provide documentation to support any changes. Please update this
response as additional information becomes available.

RESPONSE: Rate Case Expense Pro Forma Adjustment: this pro forma adjusted test
year rate case expense and was composed of an estimate of rate case
expense in the current docket and an adjustment related to rate case
expense approved in Decision No. 70011 (November 27, 2007). The
original adjustment as identified by Bates Nos. UNSG(0571)02687 to
UNSG(0571)02688 and the associated Excel ile not identified by Bates
numbers (both provided in response to Staff Data Request JMK-l .1)
requires a correction for an additional adjustment to test year expense that
was overlooked. The additional adjustment is to remove test year
amortization of rate case expense for $200,000 of the $300,000 allowed in
Decision No. 70011 for the 2006 rate case that will be recovered prior to
new rates becoming effective, resulting in a reduction of test year expense
of $58,333.

Please see the Excel workbook TF 6.68 (Income
30-08 Corrected) on the enclosed CD .

Rate Case Expense 6-

The Excel ile on the CD is not identified by Bates numbers.

RESP ONDENT: Janet Zaidenberg-Schrum

WITNESS : Dallas Dukes



ADJUSTMENT NAME: Rate Case Expense

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: April 8. 2009

PREPARED BY: Janet Zaidenberg-Schrum

CHECKED BY: Mina Brings

REVIEWED BY: Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

928 Regulatory Expense (A) $33,333

928 Regulatory Expense (B) $166,667

407 Amortization of Regulatory Assets - Rate Case Expense $58,333

$200,000 $58,333

Addition to Original Pro Forma to correct test year expense

C) To remove test year amortization of rate case expense for $200,000 of the $300,000 allowed in ACC Decision No. 70011
for the 2006 rate case that will be recovered prior to new rates becoming effective.

Attachment RCS-5
Page 144 of 187

Docket No. G-04204A-08-0571

UNS GAS, INC.

RATE BASE PRO FORMA ADJUSTMENT

TEST YEAR ENDED JUNE 30, 200B

CORRECTED PRO FORMA ADJUSTMENT FOR STAFF DATA REQUEST TF 6.68

ENTRY TOTAL

NET ENTRY $141 ,657

Reason for Adjustment

A) To include rate case expense approved in ACC Decision No. 70011 for the 2006 rate case.

B) To include an estimate of outside expenditures for the rate case expense amortization for $500,000

total expense amortized over 3 years @ $166,667 per year.

Note; Pro forma adjustments related to the write-off 2006 rate case expense not included in the $300,000

allowed in ACC Decision No. 70011 are included in the pro forma adjustment for Miscellaneous Expenses.

6/3/2009 4:51 PM
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Assumptions for recover of $300k
Rates in effect 12/1/07 through 11/30/09 = 24 months

$200,00024 months of rate case expense recovery =
$8,333Monthly rate case expense recovery over 24 months
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$100,000Remaining expense to be recovered over 3 more years

New rates in effect 12/1/09 - 11/30/12 = 36 months
$33,333Yearly rate case expense recovery of $100k overt years
$2,778Monthly rate case expense recovery of $100k over 36 months

Attachment RCS-5
Page 145 of 187

Docket No. G-04204A-08-0571

UNS Gas, Inc.
Rate Case Expense Per ACC Decision No. 70011

Test Year Ended June 30, 2008

Rate Case Expense allowed per ACC Decision No. 70011 $300,000

Yearly Amortization (starting December 2007) $100,000

Monthly Amortization (starting December 2007) $8,333

Amortization December 2007 - November 2009 (24 months) \ 1 $200,000

Remaining Balance @ November 30, 2009 $100,000

Amortization for Test Year

Balance @ November 30, 2009 over 3 years $33,333

\1 Assumption: new rates will go into effect 14 months after the rate case is filed in October 2008
(in effect as of December 1, 2009).

6/3/2009 4:49 PM
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UNS GAS, lNC.'S RESPONSE TO

RUCO'S FIRST SET OF DATA REQUESTS
DOCKET no. G-04204A-08-0571

May 7, 2009

RUCO 1.90 Refer to K. Kissinger's testimony, page 8. .
a. What is Ute 2008 statutory assessment ratio?
b. Provide the most current known average property tax rates used.

Identify and provide a copy of the source

RESPONSE: The 2008 statutory assessment ratio is 23%.

b. The most current average known property tax rate is for the 2008 tax year.
That rate is 7.6127%. The calculation of the rate is shown in the PDF file
RUCO 1.90, Bates Nos. UNSG(057l)09064, on the enclosed CD. The
source of the individual rates for each tax district is the property tax bills
sent by the counties. There are hundreds of these bills so they have not
been included in the supporting attachments. A review of the bills for die
2008 tax year can be arranged at a mutually agreed upon time and place, if
necessary.

RESPONDENT : Gail Boswell

WITNES S : Karen Kissinger

r

a.
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Average Properly Tax Rate

Coconino

Yavapai

County

Santa Cruz

Mohave

Navajo

UNS Gas, Ire.

Total

Full Cash Value

129,053,668

25,213,370

20,920,491

57,175,173

18,447,130

7,296,504

Taxable Value

13,150,520

29, 682,344

4,811,713

4,242,840

5,799,075

1,678,196

¢waae:¢'*~*».uss~rw4 a¢aueamwawl>smu4w mnw=mwmme@w w ¢mw m»s4amw »r . < ¢x»ew smmw w

Property Tax

2, 259,626

292,896

434,457

958,709

384,561

179,004

Tax Year

Avg Tax Rate

lmsamas w 4 ¢49n&W

2008

10.6554%

7.36S3%

7.9922%

7.4918%

6.9033%

7.6127%
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UNS Gas, Inc.
Pro Forma ADIT - Summary
Test Year Ended 6/30/2008
\\Cds__I\corpdata\TAXSVCS\Rate Cases\UNSG\2008 06-30 TY\ADIT\[UNSG ADIT TY 06-30-08.xls]Al _ Summary

ADIT Per
Financial

Statements Pro Forma ADIT Change in ADIT

463,15
2,724,236
4,970,984/

ELl:

Fl.lal

VIA

(463,156)
(287,359)

(227,413) .
17,952 /'

Account! 190
Bad Debt
CIAC
Customer Advances
Customer Advances - CWIP
Dividend Equivalents
DSM Adjustor
FAS 106
FAS 112
Incentive Comp PEP

Other Comprehensive Income FAS 106
Restricted Stock
Restricted Stock - Directors
Stock Options
Vacation

1.054

CLI -GLZ

GL!-GLZ

CL I -G L 2

GL!-(»l.2
G1.1-G\.z

GL]-GL2

CL I -G L 2

GL]-GI.Z

Gl.I-Gl.2

GL!-GI .2

CLI -GL2

C1.l-GL2

G u - G \ . z

Gl.l-G1.2

4,

18,417/
55,568/'

30.983
(8I8>/

(I9,820/
24.946 /
56,713/

159,74
173,755

*

*

*

*

_ /

2,436,909

4,402,959 (568,029)

(227,413)

(465)

(55,568)

(1,054)

(30,983)

818

19,820

(630)

(1,432)

(4,034)

(4,388)

24,316 /
55,281 I

155,708 {
169,367 .

Total Account 190 8,658,94_< 7,035,076 (l,623,872)

Account 282
Net Plant ADIT
No* CW'P ADIT
Total Account 282

GLI~GI.Z

GI.)-CL2
BI.lz+II2.h

C7.3i

(17,452,856j(20,473,284) f '
(162,379)

(20,635,663) <17,452,856)

3,020,428

162,379
3.182307

GLI-GL1 HI.lA

Account 283
CARES Reg Asset
OCI-Cash Flow Hedge Gas Cur
OCI-Cash Flow Hedge Gas NC
Pension
Rate Case Expenses

SERP
Total Account 283

GLI-CLZ

CLI-GL2

GIJ-CL1

(195,073>/
(1.s59,s19;/
(1,367,888>/

1,072
(153,949)
195,089 /

(3,080,268)

* 1,04s

4,933
1,559,5 IN
1.367,888

(27)
153.949

(195,089)
(189,095) 2.891.173

Grand Total (l5,056,983) (l0,606,875) 4.450.108

*Adjsuted from 39.6% taw rate used for income tax accounting to 38.6% tax rate used fir ralemaking.

21n£8~ I
ll)/t0/M(

ACCOUNTING DE8a_M'MENT
Prepared by I 9 - 8  - Z z f
Checked by
Approved by
Input by

Other side of I/C in J# by

I

A] - Summary
I

8
§
iUNSG0571/02839
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ADJUSTMENT NAME: Dear & Amort Annualization - Detail by FERC Account

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: October 21, 2008

PREPARED BY: Janet Zaidenberg-Schrum

CHECKED BY: Mina Briggs

REVIEWED BY: Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

A. FERC 403 & 404

302 Franchises and Consents $50

303 Miscellaneous Intangible Plant $3,883

365 Land & Land Rights $72

366 Structures & Improvements $58

367 Mains $30,068

369 Measuring and Reg. Station Equipment $4,907

371 Other Equipment (Griffith) $6,491

374 Land, Land Rights, Easements $106

375 Structures & Improvements $18

376 Mains $308,724

378 Meas. and Reg. Station Equipment - General $6,332

379 Meas. and Reg. Station Equipment - City Gate Check Station $6,099

380 Services $213,752

381 Meters $24,051

382 Meter Installations $17,822

383 House Regulators $6,482

384 House Regulatory Installations $3.341

385 Industrial Meas. & Reg. Station Equipment $1,951

387 Other Equipment $1,175

389 Land & Land Rights $81

390 Structures & Improvements $20,224

391 Office Furniture and Equipment $58,866

392 Transportation Equipment $1 ,721

393 Stores Equipment $477

394 Tools, Shop and Garage Equipment $7,578

395 Laboratory Equipment $8,588

396 Power Operated Equipment $8,775

397 Communication Equipment $6,107

398 Miscellaneous Equipment $984

Total Annualization - FERC403 & 404 $2,896 $743,885

$740,989

Attachment RCS-5
Page 150 of 187

Docket No. G-04204A-08-0571

UNS GAS, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED SEPTEMBER 30, 2007

Net Adjustment - Annualization

Page 1 of 3 6/4/2009 12141 PM



ADJUSTMENT NAME: Depr & Amory Annualization - Detail by FERC Account

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: October 21, 2008

PREPARED BY: Janet Zaidenberg-Schrum

CHECKED BY: Mina Brings

REVIEWED BY: Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDiT

302 Franchises and Consents $1 ,731

303 Miscellaneous Intangible Plant $2,375

365 Land & Land Rights $148

366 Structures & Improvements $111

367 Mains $29,802

369 Measuring and Reg. Station Equipment $7.962

371 Other Equipment $1 ,022

374 Land, Land Rights, Easements $218

375 Structures & Improvements $7

376 Mains $441,561

378 Meas. and Reg, Station Equipment - General $6,762

379 Meas. and Reg. Station Equipment - City Gate Check Station $6,794

380 Services $225, 197

381 Meters $28,211

382 Meter Installations $21,256

383 House Regulators $5,533

384 House Regulatory Installations $2,756

385 Industrial Meas, & Reg. Station Equipment $3,388

387 Other Equipment $5,351

389 Land 8= Land Rights $1 ,498

390 Structures & Improvements $6,493

391 Office Furniture and Equipment $113,433

393 Stores Equipment $623

394 Tools, Shop and Garage Equipment $10,619

395 Laboratory Equipment $9,788

396 Power Operated Equipment $525

397 Communication Equipment $11,815

398 Miscellaneous Equipment $1,418

Total Annualization - Citizens Discount FERC 406 $947,408 $0

$947,408

Attachment RCS-5
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UNS GAS, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED SEPTEMBER 30, 2007

A. FERC 406 - Citizens Acquisition Discount

Net Adjustment - Annualization

Page 2 of 3 6/4/2009 12:41 PM



ADJUSTMENT NAME: Depr 8¢ Amory Annualization - Detail by FERC Account

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: October21, 2008

PREPARED BY: Janet Zaidenberg-Schrum

CHECKED BY: Mina Briggs

REVIEWED BY: Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

302 Franchises and Consents $826

303 Miscellaneous Intangible Plant $8,466

376 Mains $252,155

378 Meas. and Reg. Station Equipment - General $6,135

379 Meas. and Reg. Station Equipment - City Gate Check Station $6,331

380 Services $104,052

381 Meters $17,275

382 Meter Installations $146

383 House Regulators $2,876

385 Industrial Meas. 8= Reg. Station Equipment $7,252

387 Other Equipment $6,218

389 389-Land & Land Rights $3,553

390 Structures & Improvements $7,651

391 Office Furniture and Equipment $938

393 Stores Equipment $766

394 Tools, Shop and Garage Equipment $16,662

396 Power Operated Equipment $1,127

398 Miscellaneous Equipment $29

Total Southern Union $4,032 $438,426

Net Adjustment - Southern Union FERC 406 $434,394

$954,335 $1,182,311

Attachment RCS-5
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Docket No. G-04204A-08-0_71

UNS GAS, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED SEPTEMBER 30, 2007

B. FERC 406 - Southern Union Acquisition Premium

ENTRY TOTAL

NET ENTRY $227,976

Reason for Adiustment

A. To adjust test year recorded depreciation and amortization expense to reflect the final adjusted balances of Plant

in Service and the Acquisition Discount/Premium and the depreciation rates produced by Dr. White's study.

B. To remove the Southern Union Acquisition Premium amortization expense - premium is excluded from rate base.

Page 3 of 3 6/4/2009 12:41 PM



ADJUSTMENT NAME: Depreciation Annualization

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: October 9, 2008

PREPARED BY: E. Fowler

CHECKED BY: D. Grant

REVIEWED BY: C. Dabelstein

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

403 Depreciation Expense $737,057

404 Amortization of Utility Plant $3,933

Net Depreciation 8< Amortization Adjustment $740,990

406 Amortization of Utility Plant Acquisition Adjustments - Citizens $947,408

406 Amortization of Utility Plant Acquisition Adjustments - So. Union $434,394

Net Amortization Adjustment - Acquisition Adj. $513,013

$941,408 $1,175,384
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Docket No. G-04204A.08-0571

UNS GAS, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED JUNE 30, 2008

Revised to break out Acquisition Adjustment pro forma into Citizens & Southern Union

ENTRY TOTAL

NET ENTRY $227,976

Reason for Adjustment

To adjust test year recorded depreciation and amortization expense to reflect the final adjusted balances

of Plant in Service and the Acquisition Discount/Premium and the depreciation rates produced by Dr. White's

6/4/2009 12:42 PM
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UNS GAS, INC.'S RESPONSE TO
STAFF'S FIFTH SET OF DATA REQUESTS

DOCKET no. G-04204A-08-0_71
April 16, 2009

TF 6.54 Please list all membership payments made to industry associations (e.g.,
American Gas Association, Institute of Gas Technology, etc.) requested
for recovery during the test year. Identify the account into which such
amounts are charged.

a. State the purpose and objective of each organization listed.

b. Provide descriptive material the Company has concerning each
organizatioNs financial statements, annual budget, and activities.

Do any of the organizations listed engage in lobbying or advocacy
activities, attempts to influence public opinion, institutional or image-
building advertising? If so, list each organization which engages in
such activities, and state the Company's best estimate of the portion of
the organization's expenses devoted to such activities. Explain and
show how such estimates were derived, State if the Company has
included the portions of dues related to such activities in the test year.

RESPONSE: UNS Gas has memberships with the American Gas Association ("AGA")
only.

a., b. Please see the PDF tiles TF 6.54 (AGA Dues) and TF 6.54 (AGA
Return), Bates Nos. UNSG(0571)07347 to unsG(0571)07356 on
the enclosed CD, as responses to parts "a" and "b."

The calculation for the AGA Dues was derived by taldng the 2007
& 2008 invoices dividing them by 2, getting the last half of 2007
and the Erst half of 2008 for the test year. This amount was
reduced by the percentage of AGA dues used for marketing.

The AGA engages in lobbying and UNS Gas has removed the
portion of its membership dues that would cover that expense by
the AGA

RESPONDENT I

9

WITNESS :

c.

c.

Gary A. Smith

Gary A. Smith
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AMERICAN GAS ASSOCIATION
2007 BUDGET

$
2007

ALLOCATION

%
2007

ALLOCATION

Advertising
Corporate Affairs
General & Administrative
General Counsel
Industry Finance & Administrative Programs
Operations & Engineering Management
Policy, Planning & Regulatory Affairs
Public Affairs

$345,000
$2,099,000
$4,665,000
$1,016,000
$1,283,000
$5,993,000
$3,669,000
$5,790,000

1. 39%
8.44%

18.77%
4.09%
5. 16%

24.11 %
14.78%
23.29%

Total Budget $24,860,000 100. 00%

Note:
Lobbying expenses, as defined under IRC Section 162, accented for 2.12% of member dues in 2007,

UNSG0571/07347
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AMERICAN GAS ASSOCIATION
2008 BUDGET

$
2008

ALLOCATION

%
2008

ALLOCATION

Advertising
Corporate Affairs
General & Administrative
General Counsel
industry Finance & Administrative Programs
Operations 8~ Engineering Management
Policy, Planning & Regulatory Affairs
Public Affairs

$300,000
$2,317,000
$5,127,000
$1,056,000

$852,000
$5,505,000
$4,000,000
$5,195,000

1,18%
9.14%

20.22%
4.17%
3.38%

21.71%
15.78%
24.44%

Total Budget $25,352,000 100.00%

Note
AGA estimates that lobbying expenses, as defined under IRC Section 162, will account for
4% of member dues in 2008.

UNSG0571/07348
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AGA Vision and
Mission Statement

VISION STATEMENT

AGA's vision is to be the most effective and influential energy trade association in the
United States while providing clear value torts membership.

MISSION STATEMENT

The American Gas Association represents companies delivering natural gas to customers
to help meet their energy reeds. AGA members are committed to delivering natural gas
safely, reliably and cost-effectively in an environmentally responsible way. AGA
advocates the interests of its members and their customers, and provides information and
services promoting efficient demand and supply growth and operational excellence in the
safe, reliable and efficient delivery of natural gas.

To further this mission, AGA:

1. Encourages, facilitates, and assists members in sharing information designed to
achieve operational excellence by improving their safety, security, reliability,
efficiency, and environmental and other performance metrics,

2. Assists members in managing and responding to customer energy needs,
regulatory trends, natural gas markets, capital markets and emerging technologies,

3. Collects, analyzes and disseminates data on a timely basis to policy makers and
the public about energy utilities and the natural gas industry;

4. Focuses on mc advocacy of natural gas issues that are priorities for the
membership and that are achievable in a cost-effective way,

5. Serves as a voice on behalf of the energy utility industry and promotes natural gas
demand growth by emphasizing before a variety of audiences the energy
efficiency, environmental and other benefits of natural gas and promotes natural
gas supply growth by advocating public policies favorable to increased supplies
and lower prices to customers, and .

6. Delivers measurable value to AGA members .

Approved September I9, 2006

UNSG0571/07349
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Small Member Council
Chairman,John B. Williamson, III

Legislative Committee
Chairman,Junior Aston

Legal Commiilee
Chairman,Paul R. Shlanla

Leadership Council
Chairman,

Robert C. Skaggs, Jr.FERC Regulatory
Committee

Chairman,Bridget E. Shanan *Operations Safety
Regulatory Action Committee

Chairman,Paul M Prelwles
State Regulatory

Committee
Chainman,Charles J Harder

*Environmental Regulatory
Action Committee

Chairman, DanielE. Smith, ll!Public Relations
Committee

Chairman,Chad K..lanes

Operations & Engineering
Services Associates Section

Managing Committee
Chairman,Scott A. Kransluber

Finance Committee
Chairman,David H Anderson

AGA Committee Structure

Attachment RCS-5
Page 161 of 187

Docket No. G-04204A-0B-0571

(Shaded Committees are Board bel)

I

l

l

Operating Section
Managing Committee

Chairman,Susan L. Fleck

Marketing Communications
Committee

Chairman,Dom1a M Peoples

Building Energy Codes & Suds.

Corrosion Control

Distribution Construction 8:
Maintenance

Distribution & Transmission
Engineering

Distribution Measurement

Environmental Matters

Executive Committee

Gas Control

Natural Gas Security

Plastic Materials

Safety & OccupationalHealth

Supplemental Gas

TransmissionMeasurement

Underground Storage

Utility & Customer Field Services

AccountingAdvisory Council

Accounting Principles

AccountingServices

Compensation & Benefits

Customer Service

Human Resources Policy

Internal Audit

LaborRelations

Rate

Risk Management

Taxation

Technology Advisory Council

*Re uiatory Action committees also report to the Operating Section Managing Committeeg

i

January 2008

I

I

l

UNSG0571/07350
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Team AGA tackled numerous industry issues onyour

behalf in2007. Here is where we stood at year's end.

The Year in Review

LEGISLATIVE & REGULATORY UPDATES

ii-
\ *

\
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CUMATEcHAnts B1LL.- While the passage of
comprehensive climate change legislation
is not likely in 2008, AGA will continue its
strong advocacy efforts. Under the direc-
tion of the board-level Climate Change
Task Force, AGA has adopted climate
change principles, provided written com-
ments and met with several key mem-
bers of Congress and their staffs. AGA is
developing provisions that will favorably
position natural gas utilities in the na-
tional debate on climate change, and the
association is finalizing the study "Blue-
print for a Cleaner Future: Optimizing the
Use of Natural Gas to Reduce Greenhouse
Emissions." AGA also is working closely
with the National Association of Regula-

tory Utility Commis-
sioners and other
strategic partners.

DIVIDEND TAXATIDN:
Congress will consider
the extension of the
15 percent tax rate on
dividends as soon as
2008. AGA is coordi-

nating efforts with util-
ity shareholder and other
groups and conducting
research to bolster its case.

SAFETYLEADERSHIP
SUMMIT:AGA continued
to help educate mem-
bers with best practices
programs, conferences,
teleconferences and work-
shops on topics ranging
from uncollectible to leak
response. Ar AGA's first

Safety Leadership Summit, industry CEOs
and senior safety personnel shared best
practices in employee, customer, contrac-
tor and pipeline safety.

LIEBERMAN-WARNERCLIMATESECURITY ACT UF

20o7 ts. 2191): s. 2191 was voted out of the

Senate Commit tee on Environment  and

Public W orks on Dec. 5. The AGA Executive

ENERGYLEGISLATION: Energy bill
H.R. 6, which was signed into
law Dec. 19, will not have a
significant impact on natural gas
utilities. We were able to remove
the anti-supply provisions that
were in the o'riglmal House vet
Zion and defeat the attempt to
increase the depreciation period
for natural gas distribution pipe
lines. On a positive note, H.R. 6 v
includes a provision requiring state public
utility commissions to consider decoupling
rate designs in rate cases. (See related story
on p. 9-) .

UHEAP= FuNding for the Low Income
Home Energy Assistance Program for 2008
will be increased by approximately $408
million, bringing the total appropriation to
just under $2.6 billion. This is the second-
highest level of funding the program has
ever received. (See related story on p. 32.)

ERIN R DOHBRTK AGA communications man-

ager, may be reached at e¢ioherty@a8a.org

16 I PBBRUARY200B AMERICAN GAS
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Committee has met to discuss
the ramifications of this
legislation. The heart of the
problem for local distribution
companies is a provision that
brings residential, commercial
and small industrial natural
gas customers under the cap~
and-trade program and re-
quires a 70 percent reduction
in greenhouse gas emissions
from natural gas by 2050.

Earlier drafts of the Lieberman-Warner bill
excluded natural gas utilities' customers. It is
unrealistic to expect that a reduction in con-
sumption of this magnitude can be attained
by small-volume customers. Natural gas al-
ready offers more efficient and clean-burning
energy than most other energy sources. Ef-
iiciency measures can further reduce natural
gas consumption but not enough to meet
these drastic goals. As a result, natural gas
customers would be forced to compete for
emission reduction credits with electric utili-
ties and manufacturing facilities that will be
turning to natural gas to help meet their own
reduction goals .

American Gas gives you the strategies, insights and best practices you

need to prosper in today's market. Encourage colleagues to get their own free

subscription to boost their careers, and your wallet could get a boost as well.

Offering a Wealth of Kna sledge

AmericanGas

OUTER CDNTINENTAL SHELF AGTIVITY: AGA is a
strong advocate for the National Environ-
ment and Energy Development Act (H.R.
2784), which could open additional areas of
the Outer Continental Shelf. Introduced by
Reps. John Peterson, R-Pa., and Neil Aber-
crombie, D-Hawaii, the bill has bipartisan
support with 165 co-sponsors; however, it
lacks support from the House leadership,

AGA provided comments encouraging
expanded natural gas production for the
U.S. Department of Interior's five-year Oil
and Gas Leasing Plan for the OCS. 'The new
2007 to 2012 plan opens new areas in the
Gulf of Mexico and off Alaska for natural gas
exploration and production. AGA supported
the Bureau of Land Management's efforts to
implement provisions of the Energy Policy Act
of 2005, which allowed expanded production
in Colorado and Wyoming. AGA also worked
with the NARUC Gas Committee to pass a
resolution providing for a full cost analysis of
maintaining domestic production moratoria
on federal lands.

DISTRIBUTION INTEGRIW MANAGEMENT: The U.s.
Department of Transportation's proposed
rule for the Distribution Integrity Manage-

Attachment RCS-5
Page 163 of 187

Docket No. G-04204A-0B-0571

Great rewards for sharing:

Sign up the most new, qualified* subscribers in 2008, and you'll win $2501

Sign up 10 or mare new subscribers, and you'II receive an American Gas
T-shirt, windbreaker and watch.

8

Get started today! www.aga.org/Publications/AmericanGasMagazine/Subscribe

*To qualify, subscribers must be employed by an AGA full or limited member natural gas or combo company. Outside
contractors are not eligible for free subscriptions. Subscribers must fully complete the American Gas subscription
farm. The cash prize winner for 2008 must sign up the most new. qualified subscribers between Jan. 1, 2008, and
Dec. 31, 2008.
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SYSTEM
By-passing meter valves
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RuBIna:. vnvw.rublnc.com

-| Meter changes made with no service Intsmption.
Returns for relights never required.

*» Forged brass ball valves... requiring no
lubrication or maintenance

• Easy to use... quick diseennect fittings at both
ends et bypass hose

• Quick switch from normal service to bir-
passing.. . bit simply moving two valvehandles

» Tamper-proof for maximum security... barrel lock
blodis access Le bypass port
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Tell Us About It!

went Program will be delayed until March
2008. AGA believes the rule will be aligned
with its goal to obtain a reasonable regulation
because we have provided extensive input
into the rule framework as well as informa-
tion from the guidance developed by the Gas .
Piping Technology Committee. AGA received
a favorable interpretation on the treatment of
casings in the transmission integrity manage-
ment rule, including a deferred assessment
on cased pipe.

AGA continues to work to reduce exca-
vation damage, helping to launch the na-

Have a story idea or feedback on

something you've read in American

Gas? Let us know! Contact editor

Stacey Bell at sbeII7@tampabay.

rr.com or 813/741-1772.

tionwide 811 "Call
Before You Dig
telephone number
and establish an
excavation damage
Founders group

to advance state
damage prevention
improvements. We

for residential furnaces and boil-
ers, which will ultimately result
in greater energy efficiency and
consumer choice. (See related
story on p. 10.)

ENERGY EFFICIENCY SURVEY: AGA
developed and disseminated
information on the consumer
response to natural gas price
increasest A recent survey
examined the nation's natural
gas energy efficiency programs
and local distribution company
revenue decoupling. Forty-seven of AGA's 200
member companies, which serve more than
half of U.S. residential natural gas customers,
responded. Ar least 57 percent of U.S. natural
gas residential customers are served by utili-
ties that have an energy efficiency program.

AGA MEMBER SATISFACTIDN: AGA earned its .
highest marks to date on the annual mem-
bership satisfaction survey. Meetings and
conferences met or exceeded attendance
goals and yielded significant fondues rev-
enue, which has helped fund priority initia-
tives, including the development of state
utility shareholder organizations and AGA's
"Blueprint fora Cleaner Future" study.
Additionally; AGA has been awarded the
opportunity to host LNG 17. 6

have worked with the "Founders" to develop
a framework for implementation of the
excavation damage provisions of the Pipeline
Safety Act.

ENVIRDNMENTAL ISSUES: The California Climate
Action Registry revised plans for its natural
gas sector reporting protocol to reiiect AGA's
comments. We also made progress with EPA
addressing the latest regional PCB concerns.
In addition, EPA has agreed to negotiate an
agreement with DOT to clarify which natural
gas facilities will be exempt from EPA's oil
spill prevention rules.

RESIDENTIAL FURNACES, BDllERS RULE: The

Department of Energy issued a final rule

AMERICAN GAS BBBRUARY zoos 19
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PROVIDING AGA msmnsns with quantitative

and qualitative value far in excess of the

dues they pay is the association's highest
priority In this regard,AGA realized two of

its top advocacy goals in 2006: Congress

appropriated a record $3.2 billion for the

2006 Low-Income Home Energy Assis-
tance Program and extended until 2010

the 15 percent 'income tax rate on most

dividend earnings and capital gains.

These advocacy activities, plus a few

examples of  the mult i tude of  services

AGA provided its  members during the
year, were highlighted in the 2006 Amen'-

can Gas "Return on Investment" columns

and are summarized below

THE CHALLENGE

. Qn.lr\vestment

THE RESULTS

.Return

Looking Back on a Year's Worth of ROI
The monthly column reflects on key issues important to AGA members

»

~; .

41

..s.' I

compares with the $2.2 bil l ion allotted

for 2005.

AGA's successful ef fort means that

$475 mi l l i on  more in  L IHEAP f unds

were available in 2006 than in 2005 for

low- inc ome customers o f member

company ut i l i t ies .  T he calcu lat ion is

based on data showing that at least half of

the peop le el ig ib le f or  L IHEAP heat

their homes with natural gas and AGA?

utility members account for 83 percent:

of the gas delivered to U.S. households.

(See May 2006 American Gas.)

I

In fuyilling its role as

a professional society,

AGA holds numerous

conferences, workshops

and exhibitions that

provideforumsjor the

exchange of ideas and

information.
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A Leap forLIHEAP
AGA, a leading supporter of the federal
Low-Income Home Energy Assistance
Program (LIHEAP), used every means
available to persuade Congress of the
need to increase the program's fiscal
2006 funding.

The association stressed that the
impact of rising energy prices is particu-
larly harsh on low-income households
and :hat more than 80 percent of the
people eligible for LIHEAP don't
receive the fuel-payment aid because the
ptogr:1rn's funding is inadequate. In
response, Congress appropriated a record
$3.2 billion for the 2006 LIHEAR This

AVietory for Investors

In 2003, Congress cut the federal income

mx rate co 15 percent on dividends and
capital gains, down from a cop race of38.6

per c en t  on  d i vidend  inc ome and  20

percent on capital.gains.The tax break was

set to expire at the and of2006.
AGA joined forces with the Alliance

for Tax Fairness and Growth to support

legislation extending the lower :ax rates

through 2010, which

Congress passed in May.

AGA's longer term goal is
to s ee the tax c u t  made

permanent. .

Compared w i t h the

or iginal tax rates  on divi-

dend inc ome, the 15

percent  rate reduces  the
federal tax bite by an esti-

mated $750 mil l ion annu-

al ly f or  inves tors  holding

natural gas dis t r ibut ion

company stocks: (See _]ugly

2006 American Gas.) I I*l

initiated by AGA's Plastic Materials
Committeein 2002. `

ASTM I.nternational's D-2513 PE gas
pipe standard didn't limit the amount of
rework material that may be used in the PE
pipe manufacturing process. AGA believed
the lack of an adequate standard could lead
to mixing dirty odd-shaped particles of
reworkresin with clean uniform virgin resin
to produce PB pipe. This Todd result 'm
imperfections or contamination within the
pipe wall that create a potential initiation
point for crack growth.

As a result of AGA's four-year rework
project, the Plastics Pipe
Institute (PPI) published
"Require rents for the Use
of Rework Materials in
Manufacturing of Polyethyl-
ene Gas Pipe" (PPI Technical
Note 30, 2006 edition).This
set of guidelines states that
no more than 30 percent of
the resin used to makePE
gas pipe shall be rework resin
and includes quality-ccmtrd
steps designed to ensure
contamination-free rework
material. The 2.006 PPI
document will be included

in the upcoming revised edition of AGA's
"Plastic Pipe Manual." In addition, AGA
expects the technical note will be incorpo-
rated by reference 'm ASTM? D-2513 stan-
dard by yea.r's end.

A collaborative effort of AGA,

.~..¢¢.n...

AddressingNatural Gas Pipe
Standards and 'R.gq70)k'
A project to resolve quality-control issues
related to the use of scrap resin, or
"rework" material, in the manufacture of
polyethylene (PE) natural gas pipe was

12 Amv.l CAN GAS I oz EMBER 1606/JANUARY 2007
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h researchers and PE pipe manufacturers,
the rework project culminated in guide-
lines that enhance the safety and reliabil-
ity of PE pipe and provide immeasurable
long-term qualitative value to all of
AGA's utility members. (See October
2006 American Cos.)

I

For the company seeking information,
an individual SOS question-answer cycle
is worth an estimated $5,000 to $20,000,
based on the complexity of the inquiry
and what it would <:osta member to do
the research itself or hire a consultant to
gather the information from other gas
utilities. Using a figure of
$12,500--the mean of the
range above-the 285 queries
handled through AGA's SOS
service in 2005 collectively
saved the companies seeldng
information $3.6 million. (See
April 2006 American Gas.)

It Takes Village
Utility consumer and community affairs
(CCA) professionals are the first line of
defense against eroding customer rela-
tions caused by higher natural gas bills.

Following the dramatic escalation of
natural gas prices during the 2000-01
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Doing MoreWith Less

Shortly after moving is headquarters from

Rossiyn,Va., to Washington, DC., in 1999,

AGA concluded it could reduce the size of

the staftwithout hurting its effectiveness or

compromising member service. Since the
move, the number of employees has been

reduced from 108 to 82. That left AGA

with empty work stations, so the associa-
tion reorganized its floor space to create a

walled-off' office area with a separate

entrance that it sublet in 2005. In addition,

AGA generates income by leasing office
space to, and providing administrative

services for, NGVAmerica and the Energy

Solutions Center.

By doing more with less

consolidating empty space

to fashion an office for
sublet, and providing

accommodations and

services for the two gas-
related entities, AGA has 1

produced on ongoing

annual savings of approxi-

mately $322,000 since 2005

(See June 2006 American Gas

Answering member requests that it give greater

priority to keeping them informed about state

rate actions, issues and trends, AGA revamped its

rate regulationweb pages and developed new

onlineresources.

winter, some AGA members asked the asso-

dation co focus more attention on CCA
activities. In reply,AGA created a CCA Task

Force that is open to all who wish to partic-

ipate. The group provides a formal channel

for the exchange of idea and best practices
by holding monthly teleconferences during

which member. companies talk about their

successful CCA-related programs and
answer questions.

The task force members say they are

very pleased ea have an inexpensive means

(no travel involved) of discussing CCA

strategies that provide gas customers with
educational and financial tools to help

them manage theirpixel consumption and

expenses. (See March 2006 AmericanGas.)

AnswaingYour Call for Help

Close co 300 employees o f  A G A

member companies took advantage of

the associations SOS program in 2005.
Through this service, a member

company gains nearly immediate access

to other members by sending AGA a

detailed explanation of the information

it is seeking about a business function,

such as accounting, human resources or

operating and engineering.

In turn, AGA relays the query via e-

mail to the appropriate professionals at

other member companies. The person

initiating the SOS information request

usually receives between eight and 30

responses, often within a day or two.

Stay kxfcrmed: State

RateAdons

Answering member requests that it give

greater priority to keeping them

informed about state rate actions, issues

and t'rends,AGA revamped its rate regula-

tion web pages and developed new online

resources, including Rate Alert

and Gas Rate Round-Up.The
Alert comes out weekly

unless there's no news
and provides summaries

of gas utility rate case

decisions as well as

related materials and

web links. The periodic

Round-Up discusses rate

strategies, such as decou-

pling mechanisms.

The redesigned web pages also

are a source of other types of valuable
information, including data on requested

and allowed returns on equity a consul-

tant database and survey results on test-
year lengths. In addition, AGA

inaugurated a program of audioconfer-

ences on rate issues, which feature two or

more speakers and a question-answer

period.

Those who use AGA's rate and state

regulation services attest to the enormous

qualitative value in having a plethora of

resources just a mouse click away and

hearing via audioconferences what

experts have to say about the hot rate

issues of the day (See August/ September

2006 American Cos.)

AGA/BBI Use DataSource

8Bchmaz-king To Innpwve Swain

AGA joined forces with the Edison Elec-

tric Institute (EBI) in die mid-1990s to

launch DataSource, an extensive database

futility information related co theperfor-
mance of customer service tasks.

The data come from yearly question-

naires filled our by DataSource participants
and cover call centers, meter-leading, billing,

collections, cash posting, revenue protection,

low-income programs, fleet management,

field services, customer service

website/customer information system, and

commercial and industrial account manage-

ment.The benchmarldng results are available

online to DataSource participants.

DECEMBER zoos/1AnuAnv2807 I AMERICAN GAS 13

UNSG0571/07355



another photo?

........

r- .V R.¢t.4.m .9.n--lnm§.st.ment.

Attachment RCS-5
Page 167 of 187

Docket No. G-04204A-08-0571

4

adopting these new ideas, but if the

example above is  any indication of the

value of AGA's role as a professional soci-
ery, the savings are substantial. (See

February 2006 American Gas.)

THE VALUE

The benchmarking exercise is comple-

mented by an annual AGA/EBI DataSource

Best Practices Workshop at which Datau

Source participants discuss the techniques

they've used to improve the eff iciency of
various customer service functions.

D at aS ou r c e i s  a  b en ef i t  o f  A G A

membership. The fac t that there's  no

charge to participate in the benchmark-

ing exercise translates into a minimum

yearly savings of $10,000 for each Data-

Source participant.This f igure is at the

low end of  what  pr ivate-sec tor  f i rms

charge for benchmarking services. (See
November 2006 American Car)

A Better Balance

In fulfilling ice role as a professional society

AGA holds numerous conferences, work-

shops and exhibitions that provide fomrns

for the exchange of ideas and information.

At a recent AGA Uncollectibles Work-

shop, for example, 'South jersey Gas Co.

told the audience about its experience with

a consulting f irm's automated revenue

miner, which matches utility customers'

inactive accounts that have balances due

with these same customers` active accounts.

The ut i l i ty reported that over a three-

month period, the consulting f irm identi-

Bed $804,000 in overdue balances in
inactive accounts that had features, such as

Social Securitynumbers,similar to those of

current customers.The utility determined

that 87 percent of  those inactive-active
accounts were good matches and recovered
72 percent of the overdue balances.

Myr iad in f ormat ion and ideas  are

presented at AGA meetings every year.

It's impossible to .calculate the savings

AG A member  c ompan ies  real i ze by

THE AGA ssnvlces highlighted here provided

the association's full, limited and interna-

t ional members  with a return of  $479

null.l.ion on their 2006 dues investment of

$17.8 mi]lion.The 2006 return of nearly

$27 for every $1 in membership dues

illustrates clearly that AGA dues are an
investment, not an expense. AuA

14 AMERICAN GAS I DECEMBER 2006/JANUARY2007
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UNS GAS, INC.'S RESPONSE TO
RUCO'S FIRST SET DF DATA REQUESTS

DOCKET no. G-04204A-08-0571
May 7, 2009

RUCO 1.48 Provide copies of the AGA dues invoices for the years 2007, 2008 and
2009.

RESPONSE : Please see the PDF File RUCO 1.48 - AGA Invoices, Bates Nos.
UNSG(057l)08823 to UNSG(057l)08825 on the enclosed CD for 2007, 2008,
and 2OG9 AGA Invoices.

RESPONDENT:

I 1

WITNESS:

Mina Brings

Gary Smith

•



Year ending December 31, 2007

Full Mender Company Limited Member Company

A.G.A. Dues Rules are attached Dues are based upon the following operating income infonnazion ($000).

2003 4,128 2004 15,658 2005 14,000 Average I 1,262

2007 DUES

2007 Payment Schedule

Quarterly (Jaz1.1, Apr.l, July 1, Oct.1) Other (Please state)

Please rerun-n this completed form to the A.G.A. Txeazurer at the above address. Paynments may also be directed to the address noted
above.

Invoice to:

i 2/2E~/2687 11:45

,»

.v'°f

11111 |oo¢1r!\\r»\»*-'

Full amount enclosed

r '

YOUR 2006 mms WERE

YOUR 2007 DUES ARE

X

5288843586

UniSource Energy Corporation

an-ua4*-s¢..,,."_"'

A m e r i c a n  G a s A s s o c i a t i o n

Post 0894: Box 79226
Baltirncme, m==3=»=1 21279--0226

Telephone 02}824-7256
Fax (202)824»9156

f * 1 " § * Q 4 Q § i l * l h § l l * l \ l ¢ l l l l l l . u u I I I I I u D u I

Approved:

Title

Date:

iii om»+m»4»¢»u Iadn-|l§|»1 nspnnnulallshao

CR

O*I\"\010 - I

Semi-annually (.Tan.1, July 1)

$(
s 43,486

45,508
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81

't Q/\t/*"\
, (,'

WV?

" . . . . . . . . . . . |

Phone: ( Fax (

HVIPORTQNT IRS REOUIRED NOTICE
Federal regulations require us ro advise you that aontribmious or gas to the Arnaican Gas Association :it not deductible as charitable eontn'hut~ions For f¢amJ
income tax purposes. Dues paymmts are usually d¢duct1'ble by mambas as an Ordinary ad necasazy business expense. The American Gaps Association cxpws that
a portion nfyour dues may be used m influence legislation, T11¢ Association will pay directly the federal tam: that is due on lobbying sctivitics.

Dues 'mcludc a one-year subscription t=oAma~iczm Gas, the normal suharripdon Mic 'bl' which 3-'s ss9.oo per Year fur U.S. mm Canadian subscribers and r.110.00 per
year for international subscr-ibas.

PAGE My RCVD AT znarzanv 11:49:25 AM [US Mountain Standard Time] ! SVRZTEPFAXHO x DNIS:429 x CSlDZ5208843596 x DURATION (MM-SS):01-16

UNSG0571/08823



Invoice to:

Other (Please state)
'K v' '

Please return this completed form to the A.G.A, Treasurer at the above address. Payments ma9a1so be directed to the address noted
above. .

Limited Member Company

A.G.A. Dues Rules are attached. Dues are based upon the following operating income information ($000):

2004 15,658 2005 14,000 2006 14,000 Average 14,553

2008 Payment Schedule

Year ending December 31, 2008

Full Member Company X

2008 DUES

81/16/2888 121:16

Quarterly (Jan.1, Apr.1, July 1, Oct.1)

Full amount enclosed

YOUR 2007 DUES "m

YOUR 2008 DUES ARE

~=-' ,--'_____7

5288843685

UniSource Energy Corporation
*

\9O~

A m e r i c a n  G a s A s s o c i a t i o n

Post 05x Box 79226
Baltimclrt, MHIYIM4 21279-0226

Telephone (202)824-7256
Fax (202)824-9156

»»¢¢0»lwle04»1 1||||||»o¢4I of¢»o¢oo»¢»

Approved:

Title

Date:

haaatlsilsaclasi *ClIililillll

CR

Semi-annually (Jan 1, July 1)

l i k " 9,

$ -:- 8

t"°'b-

47,8
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Phone : of in Fax >..

IMPORTANI ms REQULRLED NOTICE
Federal regulations require us to advise you Thai contribinions or QM to the American Gas Association are not deductible as charitable contributions for federal
'mcomc tax purposes. Dues pa3mnan'¢s au: usually deductible by members as an clrdinany and nece§a1y business enmpensc. The American Gas Association expects that
a portion of your dues may be used to influence legislation. It is estimated that approximately four percent of your dues may be non-deductible as an ordinary
and necessary business expense. The Association will inform you if the actual non-deductible amount materially excwds (he estimate

Dues include Aonuycar subscription xo Arnafean Gas, the normal subscription rats for which is $59.00 pa' year for U.$. and Canadian subscribers adSI10.00 per
>'¢=r fat international subscribers.

PAGE 1/1 I RCVD AT 1/10/2008 10:24:44 pM [US Mount Standard T}me] I SVRZTEPFAX10 I DM82429 2 cssozszosuasne n ouRATron (mm-ss):01-02

c

¢:=-~.
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Please return this completed form to the A.G.A. Treasurer at the above address. Payments may also be directed to the address noted
above.

Invoice we

2009 Payment Sch educe

A.G.A. Dues Rulesare attached. Dues are based upon the following operatingincome information ($000)

2005 14,000 2006 14,000 2007 13,000 Average 13,667

Year ending December 3 I , 2009

Full Member Company

2009 DUES

Bl/14/2899 88158

(

Full amount enclosed

Qinartcrly (Ian.1, Apr.l, July 1, Oct.1)

YOUR 2008 DUES WERE

YOUR 2009 DUES ARE

X

5288843586

UniSource Energy Corporation

_

A m e r i c a n  G a s  A s s o c i a t i o n

Limited Member Company

POS! O8icc Box 79226
Baltiznonz M land 21279-0226

Telep xcn?l202)824-7256
Pox (202)824-9156

Iueliooo1noa»*ll»»¢¢¢ol4»l¢»ll1u»»a¢ $  I

atlas-salsaon1sooilblil BOOb¢ll»l .4

CR

O*

Other (Please state)

Semi-annually (Jan.l, July 1)

WQQO -3

\

51,901

47,879
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xv

\ } |

Approved:

Title

Date: ,|

»-...~..

......-. ........»....

Phone : ( w Fax ( -

IMPQRTANT ms REQUIRED NOTICE
Federal mgulaiions require us to advise you that contlibutiuns or gin; to the American Gas Association not not dcducdble as charitable conuibudons for tbdaal
income inc purposes. Duo paymufs are usually deductible by sncmbers as an ordinary and necessary business euqaensc. The American Gas Association expects that
a portion ofyom' dues may be used to influence legislate. It is estimated tizat approximately four percent of your dues may be non-deductible as an ord inary
and necessary business expense. The Association will inform you if the acme non-da:1ucalb1c amount lnataially exmeds this estimate,

Dues `mcludc a onctycar subscription to Anve1fcan Gas, the normal subscription rm for mdaich is $59.00 per year for U.S. and Canadian suhscdbexs and $110.00 pa'
year for inteanaclticvnal subsuibers.
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Phone :

Quarterly (Jan. 1, Apr.1, July 1, Oet.1) Other (Please state
i v . v ' .

Please return this completed furn to the A.G.A. Treéxsura at the abcwe address. Paynnnefnts maa.lso be dilnacted to the address noted

above.

2008 Payment Schedule

Year ending December 31, 2008

Full MeMber Company X Limited Member Company

A.G.A.:DatesRules are attached. Dues are based upon the following operating 'came information (SOOO):

2004 15,658 2005 14,000 2006 14,000 Average 14,553

2008 DUES

81 / 18 / 2868 18216

c >..

......»...

OIIOI

Full amount .enclosed

YOUR 2008 DUES ARE

YOUR 2007 DUES WERE

0»

s

5288843695

UniSource Energy Corporation

"PQ I \ *O Q

A m e r i c a  n  G a s  A s s o c i a t i o n

Post Ame BW 79226
Bwdmom MHWM4 21279.0226

Tekphoue (202)824-7256
Fax (202)824-9156

0960!t¢l90»»1v»»»||¢»1|00¢ l»o¢u»»»»¢l»¢1»¢¢

Appmved°

Fax (

Tide

Date:

1a 1o1ilu05|lbttbtlbl»|so1¢»»»»»»o|\o9

. . . . . . . . . . ,. . ......

CR

¢»1 n»o»»4»»»1I

Semi-annually (J`an.1 July 1)

$ 45,508
/ 4

47,879

. . » » . < . . . . . . . . . . . . . .
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LMPORTANT ms REQIJIFLED noncom
Federal regulations requite us to advise you that wntribmians or gifts m the Amaicau Gas Association are not deductible as charitable contributions for lbdcr8l
'mccme tax purposes, Dues payments are usirzally dedu::t1'ble by members is an omdiiuaryand necessary bfusincss expense. The American Gas Association exmsects that
a portion of your dues unary be usedto influawee legislation.
elul newbury business expense. The Association will ixdbm you if the actual non-deductible amount nMexially exceeds this estimate.

Dues include a one--year subseriptiun todmaican Gas, the nominal subscription rm for which is $59.00pa'year for US. and Canadian subscribers old$110.00 per
year for ̀ mnemational subscribers.

It is estimated that appmximntely four percent olyour due: may be non-deductible as an ordinary

PAGE 111 e RCVD AT 1/1012008 10:24:44 AM [us Mauncam Salndnni Time] at siR:TEpFAx/o I Dn1s:429 I csnnz5zossusoo I DURATION (1 s):D142
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ADJUSTMENT NAME: Normalize Outside Legal Expense

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: September 30, 2008

PREPARED BY: Mina Brings & Janet Zaidenberg-Schrum 32.5 °\ 5(
CHECKED BY: MY 911Mina Briggs 8- Janet Zaidenberg-Schrum

REVIEWED BY: Dallas Dukes |

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

/
923 \¢\Outside Services Employed $305,984

$305,984 $0
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UNS GAS, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED JUNE 30, 2008

I ITS

)OB

£ I

ENTRY TOTAL

NET ENTRY ($305,984)

Reason for Adjustment

To normalize outside legal expense for the test year.

v

9/30/2008 12:09 PM

U N S G 0 5 7 1  / 0 2 5 6 3



8»
£ 8

38
£8,.,,:
-2_8¢

888
Q 8...

32,8
Z o
3 . 1 1 -

.Ar
3
|-

c
o

2R
'c
u

8
x
s| -

'K
vo 4-g 338'8§8;g8

sewvc~4v~

888
w he

i s

_.Q 83"
Ag2 5 8
88§

88: 8
§§§
8888

. . .. ;zeal¢¢:f"`

93
'2

a,

E
8

.. $;
911 4 .

O
=4
i i

\»
m
5
o

8'

<9to

>

;;

~» 2
av

g>o
nr
8cy

.9
1-
"2
o
N
°Z
sot-
"11-
he

oan
g
f
s .m0
>-
ca

G
Eng
m
|-.
Q

cm
-=r
S n

o
5
cm
.8
'o:n
B
E

2NK

2:
9
2

§
d
as
8¢v
O

g 8.
.88

ggt
§§

. can-»

65:' <
g m83-
2-=~9<`>;°&'
=~8v s

<

..v
8»- 'D a
8 < or
8 2 3
c - » Q8.0 :

o 's

<
as

a

pK
£8
3 G'C5\

so:
883
33a

a:
9
3

3a
m

m
"I (fr

o w- v'
Q Q Qr~ o l~as 8 InQ as
°* o o

1 - P

c~'> mw Ce

o.
as
vm
cu

'Q
q

s
E
- I
u

:o
e
<

To
m0
. . |

e
Qo
>-

§|-

n•
N
6
no
'Qn
so
iv

3
8'.|\u
8

._3 "€
v> '° 5

Q .96 r~$
c so Q
vi P/` 0

71f _J

yi

6"
m
we

3
if)

Attachment RCS-5
Page 174 of 187

Docket No. G-04204A-08-0571

1 '
41-
o

1 -
o
cbso

D.

20.
ea
Q
N
1 -

as
o
8
3
8

c

cf

3

O
I

iv ~1'

89

(rt

he

UNSG0571/02564

I



Attachment RCS-5
Page 175 of 187

Docket No. G-04204A-08-0571

3 8 8

w é e a0 : 3 : L 9

883383 8
.Sc
u

5
w
z
L
o

g

E

D.1D..D.

3332
E888
n . u . c L n .

www

uxuJLu\.u

§§§§

3333333332aammmmmmmmzzzzzzzzzz
gggggggggg<<<<< <<<ammaa§1mm§
w w¢mwuuw4
3333333333
3833333333wwmmmmmwmmoooaoooooo
IIIIIIIIIIWMWWWWWWWWo o o o o o o o o oMMMMMMMMMM

1441414 4444 " Mssssssséssss §"§
&4&&&4&&&u-g: no Q -
53$a83m38335#~* 44 w
ouuasaauues-aaeaa

888888888888§§§§§3 8
gggggggggggg=== 39 332§:::::::::::: __; u

*3,33"3 3
o f oooo too 8 m38§8939§§9933¢ ? i s &
MWMWWWWWWWWW .
¥ ¥ ¥ ¥ ¥ ¥ ¥ ¥ ¥ ¥ ¥ ¥ 8'l*U

84§88
. £3 g

.988
9 :>

88
8888

3
fr.; ..

w e
278

344

'-4
$8¥38888383

=8 "as N:° n 8 Ea v-N888 9 P8823 8332938883 Hz a§§§§§§s§. §§ 88¢5
E 89ansas§s8sesasssssassssssass; :_

m558°" °§89§§§§§§§s3§8§F§§§§3§§§% 888N N N N Q m 9 in0 r\6949

872: $ 2 8 3 8 3
4 §'§=s6s<s=»6
£18

'~=l:'V~<l°"°~¢!-:e"'dr.'~4.r-.¢::»1)oc5ni¢::i§dC'*~IG)l.D1"""D eos=>n1.n1.nm
o a u o a o w w r~

n m m w o m a n o m o o v u v c o o o o o o m n c a o s o o c o o c u i N r .~¢-.wzo t9  q 9 o Q o w m m v m m m ¢~4mu:;_8 camw4-=
1"CJC*vll-l'93lD|*-CD1IIQ 1- 1r - m m n u a v

3~
v u w u d u 5 g o , , g 3 . » . = = 3 § » " 2 = » ° = § ; , » 1'~"°»s18§§82-§ -38,

9.

O D D S
w w w w
D 3 3 3
u m m3.8.8_88988: a c c

8888888888 §888§§§8888§3

3 3 3 3

o z  D . £ L L L C L

m

5 ' 5 0 .6.6'6'6-6*B

umm mom

""2"2"8E32§8e§8§ usue
:  ' S  :  D  :  3  :  5  :  3
4 o. D. o. D. D. D. m  a u.

§§§§§3§§°3§§§§§§§§§§§§§§§

§§§§§§8§~§§§4 30 8 E
§§§§§§8_8§§_8§§§§§§§§§§§§§"8

3

*§§»~~~».@
i .§§§§8;

. < D u . 2 3
. DDDD
U D W W W 8 8

3888§ 48
'=e8.E

3
wggwpgg

* " E L L : 8
. . . Lu
< : > w 0

aasasssssss222222<222zzi=EEza': s go
°-&gml,&,&1&¢»&,§&&»%,§&& &h.B.D. §.¢.e°' 4 8  8 ? 46@¢6a¢¢6¢6@¢@@¢@¢@8@66rE ¢658a@@§ ea s o

n w w w w w m m m m m u z o u n o u a o m r o o w m w 8888§§§§§Q
a

6:42
g

Uu
o  o  D  o
b  é :  b  bN N  N  Nin RT ID LD

o o o o o o o o o o o o o c : c a o c r s a c a c n c a o o c b c a o o c z o o o c a c b o o o o o o o c s o o o o o
c a n c a c a c a c a c a c a o o o o c n o o o o o c a c z o a o o o t a o a c a c a c n c n o c a c a c s o o o r b o o o o c a o

N N

m
1-

uasnuocn nm:aaanmmmmnnnmnm:'>c*>¢">r'>nmnmnmnmmmmmcammmnnnnmmvvmmmm
mmmm 3m m m m m m m m a m m m m m m m wa m m wm m m m m m m m m m m m m m m m m m m m m m m m m

o

838, 3'
-< 5̀3'>-34mm

3 8 3 3
M C C K I M
§§§§

55';'§558333$5§$355'¢8'$399399'=8'§'$93.?53355.;3393865883
o > > u o i r m > w 1 m m h » > u m ¢ ¢ z o G o h p > z K 0 m o  j u n r M - > 2 z >
: t o o m m w w o u o m m w : D D t o o : : w e : m < n o D
< O z z 8 o 5 § § § 3 m m w o o z o o m § § < < 3 0 0 z 5 § < < w n * D - z i - §

Q \
UNSG0571/02565



Attachment RCS-5
Page 176 of 187

Docket No. G-04204A-08-0_71

w
Em
z

ou
m

>

2
D.
m
9
N
1-

m
o
Q
9.
o
-°'8
Q)

L .wn
E:
z
asu

"es>
.E

Q
qo

o
<=:o

ca
q
ca

O
<=»:
o

o
qo

o
qQ

D
qca

D
qo

o
Qo

o
cg
cs

o
cgo

o
Qo

:vo
' Q

8

3
'Q
Q\-.r

c3o
E
<.ueaz

o>: '>mnn5loc >
"e-."q"q"q"qczgcqcgan ca ca ca o ca ca ca(D IDDC?r e c :

moan- N N
° .1"

PM
CD
q
Q
ca-
Q
aa
N

o
Qao
QGD
8

4"4.
o

c g

o

Q
1 -

v o
* o *

. »°-.4-4 Rh 4-.
cm no co  m w
'Q Mn. sq in. *r
8 9. 9. 3 ' 8

Q
--r

m
sqo

so
"2
o

m
"?
D

so F) au
Lm IQ 'QQ o Q

U)
'ay
LD
an
Q
1-

re
o

o
cgoIn
co

o
~==-:oo
QwN

o
QDD
Q.UIN

o
q
o
D
Q
m

oammmfn
~=r."..'.q"."QIDCICDDCDco
Q

o
QCJ

o
9
D

o
Qo

o
Qo

Q
<==.
o

ca
Cr;
D

Q
Q
ca

o
cgQ

Q
Qo

o
cgo

Q
ca;
D

o
qo

no
a

9 9CID
Q Qera:N N

m
o
N
ea
Ur
m
o.

I

Ga
83% 8 .
§s§§ -33

3§&§§§§
§&§-5

°8

8
E
<
'5o
o
8v
D

B
E
<
'63o
o
8iv
D

3
E
<
'5
o
8
mo

éN
B
E

Hz
o
u

8
a>

D

8.88:nib
.=q> I

i=¢:_3==J=°o ¢ c > °
. . .
UD

o
8
Q
D

8
E
<
71o
o
8G)
a

6
m
.N
E
<
"JI
o
o
.Qa»
Q

. .ID
o
o
. .
.D
0
O

UP
.bi
E
<
' ;
o
8
0)
D

o
Emlz
III"7
CG

3 8 8' 8 2 8 8 3 3 ,L
B B B B

E'> 8 < 8 3
8__ g s 8 a g s

33$B86""a=x3§ § § §
z > > ' ¢ § p E p E o m o o N n o m 3 ° o ~ 3 = v ~ w
£ 8 s § w - ( 5 8 8 § o § o § o 8 8 ! o 9 o ! o 9 8 $ o ! o 9 6 9 8 98 w  3 n m § m v ~ m 3 m n m N m ° m g m 8 m g m 8 m r ~ m 3 g
83838 e~3$3338288828§8s»888»§»=»8»£»&iiia§"&&'i"E:8:°:3:°:B8*:3838835358

1-4-wo 0 l~¢j:~9r~ l~3l~§_r~3l-¢l~z's>l~>l~i»-r~mass 8 5:;§s§;m;w;=: Ea' '°'v'

d l

5 § 3 $988
i3= 8 3 3333
.§& 3 8 E22%
..,8 3 8 89,88
I s : : : a l a :

3
§ ._ 1- '_lorn'_
I a!4ls 2218
- m z ° o o 8 " m
" o . 5 : 3 u . | " S o

E T < ¢ < ¢ o m r z ¢ §

Ig$0i$i¢3ii 38
885§§§8§§3§8

= 3 8

w

'5
' m

E
b E

o
W e
l lB.

cm
UJ
U)
z
UJ
o .
><
LIJ
_|
<
o
LU
_J

.z 5
no ca
Eu .Q
P- E
N 5
B. z

uuu
<

o cs rs o ca o ca o
CD D CD D CD O D C3
n m w cv m w m w
In mra m nn rn ua tn an

o

o
c u
GO

Q
1"
ca
N
gr)

o
QN
in

ca1-"
o
N
IO

1-'
o
N
LD

o
o
N
so

CO
Y*

Nan

ca
ca
N
in

1-
o
N
an

ca1'-
o
Nin

I-
D
N
m

o1'-oNLT

Cbq"
Q
NID

o1"oN10

o  o  D  O1- 1- v- 1-
D  o  o  o
N ms c~4 N
10 UPm m

D
o
N
ID

1*
O
N
ID

o
1-
D
€\,l
Lm

o  Q  Q1- 1- r'
Q QN reN1Om IO

o

m
in
c
a;
oz.-_
x
LIJ

m
m
GJ
..J

1"DN1-0
I

N
10
F
m

oasmlL

mn-'>m<'>o">r>¢"'m
ow m m on cn cr cx on

nN
m
o

¢"'>
Ncw
o

Ru
N
m
o

cf:
Nus
o

(q
N
Cl
4:

("7
NCr:
o

€"7
Nm
Q

nN
aso

m
N
UP
o

no
N
cm
o

m
N
m
cs

ppNMrQ

m
N
01
O

U?
N
CO
o

n r~> iv nN N N Nm c> m U)o o o o
Ra
N
of
D

mNeao
voNmo

cf: m m
N N N
ea UP OF
o  o  o

nNcmo

8 w r~ r\ r~ r~ r~ anQ o o o o o 9 oGs LJ
Ru 'D reQ. C UJ

81.1.
o >< >-

uo' :41D.

as

mac-u_C>aocn Cr
LIJD.()LIJ:)LL\ l.ULLI §Ll-(OC/)<(DDLL

an
°.
m
LIJ
Ll..

|"-
==;>_I
3
->

| \
9OLU
a

co

° .
m
L U
LL

9z
<'w

r \
9
o.
LU
v>

r~
°.
<93
<

an

<?
o f
: L
<

co
9z3

3
>
g

r~
°.>oz

9
I-o
o

r~3 °.5'5'<5 8no >l~d.ug O<JUJLU n.ZOCDQ <
cl:

|\
9(D3<

Q w5 9589 3u  m . J zuJ  uJD3D LL-1- , 3%
2

n¢
<
Lu
>~
5-
co
LIJ
r- Q

8 9
cm
wb e
DOuJm

_I
cs

Q, 8~
UNSG0571/02566



o 889 9>- 8 ET
§ z Of:
D o D D

: D D DT»,.i,lv»"__
2- as 9

0 'N $2 5

§'.-"=:.2;.. 5
z 2338885
5¢§§z&'¢:"»
m-a

nr
o

reo

.».||::x
o
E
<uo
z

L.wn
E

m
___u
o>
E

o
Eas
z
oU
w
>

8.
_n

n
*QD

4"-
of

mo
o
\-

Ih.Nzr-o

m
'-'a
D

r-4 a-4 1-4m of: m co m

o o Q
co m
ea
as c>
of re

m ram*Q weo o fr--r-
'vs_101Das

n
'qo

I-DID
QQconwasom
gm
v s

9§
§2s>4885
"H
.92

§i3»,»;=
l::l..l

Q\;.
8 :fs §.»~»
Q. E T

. Up

,__.
(9u-no _

ooh-T1 '.~....§gI~-no.

'6

8
o

:=»

'E

M

" Z i

a

.93
15
vo
w
m

_ii
Eu

8
<

=u5
W

m
. c
4 4
o

2

m a

Esag
'UEa> m>&8o
E 22a>'/TQKDg_

l\l"' lD

E 58
2§<~*23'
£ 1 . 9 5

o»<§,
: N m
2 _:

to-IL)
Q m
==: 872 8 "*.
r- o I* in
m corn ID
of  o  a ID
W e c n

1 ' 1' Q
n  F I un
we e

.22
E
d

E
um_|
L .

-2
Ru0
>-u
g
:-
E
a:ea
.J
u
3
o
E
<

Attachment RCS-5
Page 177 of 187

Docket No. G-04204A-0B~0571

m

o
no
G)
cm
N

no
c:
0N
FT
QCb

m
9
N
1-

E
D.

2
i s
5 81

=E
88
u-lo
o .

ii 8'§§°~§
o 4.

S a 1814331-1--(96888

m

cm
UJ
m
z
m
o.
><
m

- we
8  :
In
13

. x \.
vb as
nu . n
I- E
n o  :
D. z

..-Ou
<

o1"oNIO

o U*
c~4
L D

<
LU
.J
LZ
<
m

Y'
oNID

Q
1-
o
N
m

|-
co
LU
I-

O
re
u.l
u.

isNo>o

go
NU!
Q

nNOFo

n
N
m
o

E
3
U)

-J

<9 E
8LU
lg,>- .4
04

8
' ~z3`
Q38
3 8 %2 E8**

o >-

$439
'o
o
C̀
as
B.
_|
(D

to
9
>-

!\
9
>
o
z

l\
9
t -
o
O

N
9
D.
m
(D

3
o

|-

i i

Q »2>
UNSG0571/02567



Attachment RCS-5
Page 178 of 187

Docket No. G-04204A-08-0571

o o
_l.J_.l.J._J
n.a.u.cLn. 9 9 9

~

w
96

l : L o . n .

mummumEYEm m505was

9333?Z m w m z 2l-UZ
U-l>->->UJ 1.11391.1.1

E§§éE :we
E n . n . § 0 9 .

» § § § » : » : »

:8885<585
3 ¢ ¢ @ 3 ( 3 ( 3

3 9 9 9 3 1
m u m m _ -

52225455
* : Q : Q :

8'"'""'338d8mEEEm3¢Em

'ease 28 22
5 2 8 2 2 4 m  5 m m m 4 m 4 m m g 2 x x x :
:Eh §:3§§:.::::::s 33
ff fg f gggttgtttttttg 3 3 3 2 4 8 3 § §§833§5
44454 5 8 8 2 5 $ 8 8 5 ~ § " 3 ' -""'* mm4;4w¢
; ; ; ; ~ - * ~ ~ ~ ~ ~ * - ~ * ~ 3 " = &688&;33 gr #3
3 3j38ddddj3dj8= § a 5: 2 333

§ § § § § m m m m m m w w w m m m w § Z = p 2 8 ' 5 4 2 5 ~2
%83%a5855555355**5538§§-5 4 333§~ 98888
882889989993999§§92 §»§§ §§§ 438 Qin,

9

£8

c
m cm mCD * v- ..co 'q on Q :D in mv' r- o

go; 6 §§?
w e x#

§§§, 883,
. 8
3 ..._

. 5 4 8 8 v

883 338388
i i

m o w m o mu- n m #- v mo
.. v o l ~ v - m e - o mv-¢~'>c~|8n1-

r v r ~ w r ~ w N N p C V I Y W - » - W F W D N K
© \ D O o f - \ - o m w o o - - - - l n w m o a m n n w l n mM m e : # D I M V n ro m uu w- -r- n m m v
n f o s o n m n o m n n m n ra co cn vo m m
o o < ~ 4 ~ o o w o o o 8 o o m o n o o o > o o o o o sn o o cv o 'w u
r f a m c o m o n n o m o o w m | ~ ~ o 1 n o o : n . -rnnnmwlnunv-ro n m sn m un ta rn ro nn o1-mv-99
:~i-- w w w~=ruar-_u'a_u>va»|-- ¢>~':>g8;;v-

.

2,
as

. =,§§§ §

§95§§§4§§§§§§§§8 8 'a
"§§§§§8=2

' . 4aa=v
l\¢~tn~4a¢s§1na'h- - <m ¢vN81- c anZ'-ne>rsn§uomqz~:_igNnay

o c N ID o 8 o o s
o o co r~ o :D o  N
m m ao oo ca n n o m
~=-cJr-»-wuaeoeou->

8888833388588§8§§§§93§§8888883883§8883383
*E E88§2s2s§;=as: z;=&§§E§§5§§§§ 2 88888

v-v~mgnnnlnoa»Qnonl~ MQ* r~»€u-

D D O Q Q D D D D
v a w w m m c o w u a w::.\:>:>:>::-2:
m m m m m w m w
8888 .as 8o o o o o o o o o>>>>>>>>>¢:ccr:z:c::¢:¢:

3

i §§§§3§
§§§§§§§§§

ET EE EE3EE33E03

sgsgiisééiiééééiéééé:§§33§§§§g§§g;§§§§§§ ggg§ggg8égléggggg§gg82

3
3

. n m M a n n tol§ggnn9ggwwwwgwgggggggg3333333gg3ggg338g3 _Jgg8g388gL
'I a s 8  s 3 8 . 8 8 8 8 8 8 s 3 3 2 2 2 2 2 2 2 2 2 2 E 2 2 8 m . : ' - ° " ° ' ° " a ; z a 8 T . " z ' ° m : . z a :

83888888888888&&&&&&&&&&&&&&&&&48§§§ §§&8&&&§4§888828

vo
o o c : o o o o o o D o c o ca n o o o o o o o o o o o o o o o o o o c a c z o

o o o c s o o c a c n o o o o c a o c - o o o c a c z o o c : c w o c a o c s o c c n o c o c a o c u o o o c a o o c v o

n a n o r v n n m m n m n n m m m n n v a e a m n m m v v m v v c n m m m m n n m m m m m m m m v x m n m m m n m m
N N N N N N N N N N N N N N N N N N N N N N W W M C V W M C W M W M W N N N N N N N N N N N N N N N N N Nmmcncncncncnoacno:cbcbovowcaoaosasmoaozcnmobmcnaamcncnoaaaoaowcaoaosoaomououoaovaaowouowowoacnom

8 am
& 8 ' *

855;55555$5559558899§56ggg9g$g$g56a9g5'<8'§'$°°.'=?'.;'5'$.?'5~c;'5'§
z z ¢ m m ¢ > - z ' ¢ 9 ¢ 9 | - > > o < . > z m ¢ > - z 9 . m a . | - | - > o u z z z z $ ¢ n : ¢ m m m : : z > - z z z 2 o < 5 ¢ 9 | - » -

: : O O O u J u . l m 3 u J l . l . I u J < J o o u J I . I J < < L U m u m t o . 3 3 3 : 3 9 0$ 3 & &§3<<ozzoo5m§§ wwwoozoo 3w5m§§<<<&<<§ww-w33<oo

3, 1
UNSG0571/02568



Attachment RCS-5
Page 179 of 187

Docket No. G-04204A-08-0571

*u
£5

IN
23

88

£31
a8

3288
8><8<§§

8882,Eac...><-K

' ss ._
°§ 2.

.. a '
'ea 'i

4 43 8 asSs=s3§3¢3'3s.2s 33sssa.'3s88§
ramstwtww49414449www

oo
Da:>
Qo> 8

la o m eak rrr uurx m n rsn m m m m
l Q o * Q 9 w n 8 8 S m m m m m m 4 m
. g g x s m a n y v o  o  o  o  o c o o o o o§*",,»§."l°'

I

QQQQE¢/J¢nu>m°°:::.~:>:~5
S
E
<

8'
E
<

.U
E
<

S
E
<

H
E
<

1:1
E
<

bi
E
<

5

a
m

u
O

uo u
u

u
o

u
u 8 840

ea

in
is

U o8a§8§,, ,_,, i u 6 8 o 2c":f QWTuW 3 w E

§§§§33§§@§s§§3§@§§ 38 Q 3

8 l!l3333l§33i3;.§ 8 ; ; ; ; § § § @ § , 3 § l
3§E33§§§§§§§§§§§=§j§§
§§§§§333'""3.*' Se

u
E

5  5  5  5 4 5 9 8  a _ a s 5 E
2  §  4 8  5 8 2  § " 8

:§=;5s5,5$s 8 8 °§I

'é'
E ET
8 9 HP  .

8
n

v
v

x ..»

E 3
so I #~»»"¢=J°98s88689388888'm n. 4448>,~8lw-8 +-.9G¢¢**5Q

'5u
o o o o o o a o o o o o o o o o c crooca v

a c a o o o o o o o o o c a o a o o ca aN N N N N N N N NNNNWNN NNWmmmmmmmmmmmmmmmmmmmmmm

o
o

E mmmmmmmmmmnmmovnmoammmmm
omcnoamnaorovoumoacuoaoummouoaoronmmmN N N N N N N N N N N N N N N N N N N N N N
o o o c o o o o c o c v o o o o o o o o o o o

nN

-999cp»:><D
Z; S *_1

Joni'-"

.8 j;89 8
88&

- >-
23861411

'Y _,-588$$$8$3838$> 4wo mo o m > i i > m z 4 a m m i 4
O : : : w u J u . l o 3 u.l o 3z~<<wQQ§2zs.§&°w<§§2w

N
°.
oUJD 3

O
E

pk
3

ml
8

<5
.J
< 3 >'

\.J
z

.1
6

CL
Lu
U)

w e;

89

4

3 v A
UNSG05'/"I102569

8

3

I



no
Q

nou

:1
o
E
<..»
ea

QD
E
z
w
.2o
>
E

o
Emz
ou
m>

q
c a
c a

4"
m

4-4ca
ca
o

Q1.-
of*sk

m
no
o

PM
gr)
sq
9 .

et:
'Q
ca

a--.
ro
:Q
9 .

F)
'Q
Q

4-..
no
=Q
o4.4

m
nm
D

4"4
m
sq
E L

(Ag
'Q
Q

vo
LQ
o

co 91 av 91 91

Z >

n
sq
ca

Ru.
c*>
up
o

el:
N

m
'.n
o

4-4.
of:
' q
o

9 o
II

I a
Lo
CO

f n

"Q
D4_4

I

m
LQ
o

F ?
*Q
Q1.r

so
In.
o

:fa
up
o"h

1-L i

I

m
'Q
D

¢"4
m
*Q

N-f

m
sqo

¢*J vw-
m 9 9o cam""' QU!

°>.°;
m

~f3LD

1""1"
n.n_-:recam
8:9Incoco

o<t 8.
3 g
=»;~=;
r- t--ca o

.~;' . ' ;~8238°jS§dv:i¢'515. F 02
83" ~-ra:
n

3:8

'u

av

'29

Q

g
9

w
>U
no

cu
8

ea

o a.
Q' ac
S48an

A
"4
cf)

~.../

d
'\P

R

q"
LQ
m
o
Q
l"~o
cm
Se

D
:Q
no
URI

4
N
GB

Attachment RCS-5
Page 180 of 187

Docket No. G-04204A-08-0571

m
u .
o
m
69
U)
as
D .

m
9Ia
ano
8
6n
8

2
D.

8.5

8
as.  g o :

kw<== m
earn

cuDFDnDDsDn: é¢383 g: 3-
8§.8§8§3§8a8§§§38E:84888; 3

4:

Rx:
o
2
s

al
is
o0

E
l l
z
m

5

'Em 4- é é 8 rt ' 4 6
§fll'Lt~ 32". r~§5€£"
3 . 34 3358388422888888aasaaaaaaaa°
0 _
' E

33 3..§§.§§- v-
8 8a:5"s 535 =3s=s§s§s8s2s
2 8 8 8 3 3 8 1 § m 4 ° 2 ; § § > 2 8 g » 2 4
==¢<¢<¢¢¢§&wa3a¢ §82x888

of
-a
|
L.
G)
5
o

Ra:

3
m
no

c §
o88388
33§8»
g 3 1|- m 5

583
5-aiu

§:l»:l;"
coooN

Hz:
o
2. :
3
Q)VI
KT
o
_g
m

Cr
'S
o
5
§

t  in

5: E
'D U

= E
88
I-l-lo
o .

soon
o l ki83§"3wamaa
p a8202

"

34n v

l ~

o
N
|

ac L
go 8
i - E
Eu :
Q. z

44
u
U
<

o Qcu1'
o
CN!
ID

1-
o
N
tn

Qt-
oNno

a

ca
N
m

oNID

QF'

N
Sn

1-
Q
Nm

o1-*
o
C\IID

ov-
Q
N
lD

G1"
o
cy
ID

ca1-
D
N£0

D
wr-
C J
N
m

ov-
DNlD

E:U)

o
M
IJJ
LL

(TyN
cm
o

(Ry
N
m
o

n
N
c>
o

m
N
cm
O

(q
N
UP
o

m
N01
Q

mNUIo

1*>
N
m
o

m
cy
cm
o

¢")
N
as
o

mNmo

no
Na»
c

r-o
Nm
o

as

GO
an
m
c
47
a .
><

LU N
__ inas v

°~ 4_|m~»-
W OE
M ..-8848M  8 8
ZO><>-3  ouJ m

$.30 8
'c
no

.J
(D

r~
°.
O
u.l
o

r~
cg
n :
o.
<

v\°.oD<

r \

9oLuD

r-
9
m
w
u.

v~
9
z
<W

r-
9..|
3'1

r~
9
z
3
*s

r~
9
u:
<
E

r\
Q>-<
E

/\
9>O
z

r~
9
| -
uo

l ~
9
B .
UJ
VJ

3
o

P*-

3 .3
UNSG0571/02570



10.

Attachment RCS-5
Page 181 of 187

Docket No. G-04204A-08-0_71

fro:LIJUJ
E Eu.\m|°1-mv:
-aw

zmz
""m
4

93= sQQ
_ § sEE

28 m 899 958 "" 55555§§55855553§E35¥'3 -:  :  r§§ gr: "*""*44ZZIZ§IE£¢ ::§ 3884545 4 58¢&&m%333I414mn 4444&§8§§4djwjuggjémujww3 §§W85§5$5$84wa¢u;4*;4; *
445555¢¢5155555g;;;;;u¢aaa¢»¢»55555 8

¢ ¢ 9 9 ¢ ¢ ; ¢ss¢zzzz2ua, 'w:, ' m'
oa°9§8§§§§L_ --4§§§§§888888888Q¢89¢ 55 5J§§5§<4zz<2§§§§§E:::::3-4 44 4 : : S i 6 :

*mm m , a u ¢ Q u m w w m ~ w m w m § § § § §w w m m m wE I ! r _ : _ 1 J L ; I I m w w m w z z x z x x z z z r r r r rWW§W;WWw§WWW§WW§*""QQQ uoooowwwww
W O O W U w O r r M r O O M O O M 3 3 3 3 3 Q Q Q 6 Q Q g g g O O O O O 3

EE
3 3 3 3 3 o n o u t
4 4 l 4 m a a m z a

8 U

FE

E
r

r

S
3mono

l :gt_._,
c~4nr~n___ .u unnnmro

mar~l-l\l~o»m»rrmm nnnoa- o m  w  w m n n w m v m v an n o ,.Q 1-°|\Or\D0 1~l '9l '7|DNQ¢-v-* 91- N ocunmn a mw o m e n Now-mvuw m u m " F m m n r n o ¢J-»-<-mzo\nv~rvo»mr~ r>namnz*>mv5r>nm¢'>r- m m o> c> o-oc~ |-m lno o n o w n w w w n n m n ~ m m m m m m m m m 4 4 m w w w v o o o m <

o n"§'r'*lNn : ~ s * n N &

§§§§ g
| g _38~ § 82-8

- 8 $"'8E
** 4mouuomwaoohoomooo co uo co m o nhcomoo zooooo n 1zx¢~r n

393"~'3""8332ll58888323"'"""?° ¢1n '4'38v~ngng8mr-3 ua-3 ooooooo
o»a>99-moeocnmmmmmnmu>¢~4nn- nv-vmvvmmvaw

:cu In H
-8383»k389~we.

¢o\oo\nolnn¢>oor~oc>uoooo-esuo<qr~¢a<rnvwo»c>nmoo:o»-ouamwvmum-mmwmmwvwuwnmmmmW\ncnwl~ln\-nor.or~r~nu:»ln:>ml~n;;r~lc*>o9<r-wl\\nwu'»on .__wma:mum

284258s3s;ss33sa4;3343Qm343z
p n u a v o m n w n u o m m P 4 o o o o d338§ zees;sa:saQ§§a§§s

QQDODDDDODDDDDDODDDDDDDDDQDQDDDQDDDDDQQQQBDQmwwmwwwwwwwwwwmmwmwmwmmwwwmmwmmmwwmwmwwwmmwm@33333332333333333333333333233232333333j33;$394 l_
Q a an o >»-§83m700 §§

W DD au
s a i l 3 m m 8 m w " ¢33 3:33:98

9>§§e§e§§§ ll

6

83888?38888§*3§;3§8é§9§§888§§§§83§8§83 88% »*§"
L

~-m 8mn3n3882§8222Z"mmwwwwwm4wm883wmwo3 88 S88'§__E @@@ @@@ Q39Q@@ F F'1'*Y'1'*?!'P 1-1-I-Q-1-v-1° ¢q» Y* f»`»;¢ o o o o o o o o o o o o o o o o < < < < << (<(<<<DGQDox;xa.u.a.:.u..u..u.J.4.8 im4mmmmmamaumammmaammammaaaaamm4mam1mm@aammmmI-OP 0-P'P-|~|-|-|-*|-|'|-'|-i-Fl-I-P-I-P*P-Pi-P-F-P-F-Pl°|-5-Pl-l-I-l-V*%'&-P!* r-»r-»cowoouwwoooowowwwoomoocwww@@mwww@wwo¢www8 was
c n c n o o o o a o c a c a o c a o c a c s a o o o o c a c r a o o c a o o - o c u a c a c a o o c a o a n c a o c a c a o o o o o c a c z o o o c a

c w o o : c » c > o l r : > c a o o o o c a o c n o o o o o o c a o o c s o o a b c c : Q o o o o o o o o o orvcucucvmmcvrwwruoacw moInc~ac~:c\lc-lncvcxcxlw cvcwwcwnnwcvm n n m n n n n n n n w n n n n n

N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N N W N C » 4 r ~ 4 C V N C a N N N N ~ N N W N N Nm m m m n n m m n v a m m m m m m m m m m m m m m u v m r r m m m v a o v m m m m m v a m m c v m m n n w a m m n m m
cnaza»a»a»r»mc»o>cwmcno>o»a>o1c>c>o>o>o=c>o>o>aao'»o>cna>o>o»mcnmcnczcaa-.creamo>o>o>o>o'>c»c>o»c:o:

- 8 ,>-3<.JuJa:

m m388388883333333338833°38383338338393383333333333333m&i¢>-;IJIJI¢D(9o.»-l->>oUiémmntz>-zi<9u.n.uuzéz»-l-z.b_3o.r~l->u>ul-n.(9oo
mom 3 3 : 3 3 o o o o al 3 : 3 UP t o o o o w :~.<< ---»<< o o z z '' u. --=< ''5. ' <>-.8' <"fooz z ov><

44

8

UNSG0571/02571



Attachment RCS-5
Page 182 of 187

Docket No. G-04204A-08-0_71

m
E
n
z
ou
m>

E
D.
m
9Nv-
ozoo
Qo
Qm

o.D
E
z
ea
.2o>
E

(D
'faN

»"-.¢"-»
G
' E WS

»:nr-
n m

~..v--I

r " . .

co
"1
N
1 "

_

r-

1"-»
\1'
sq
ca*-l"

3.Q
W
' q
o*-f

u
c
: \
o
E
<
u
v
z

qqcgcq
CJDFWIJoo-4-n
<=z=>.=a==1¢")C3*"¢D'4"'Q"'¢¢"7

! 5
ca
==a
m
N
vs_
m
mM-r

»\
(D
Q
1-
war
~=;
1-
we'-nr

co_r -

u.,m
ngNCD

8 -
'_
*o

4"4
co
l.n
N

r-
4---v

»""\
1 "

e t
w
N

on
vsUr

Q m
UE Ag
cf: N
v (D1* D

wr

Q N N
sq cqzqQ  o f

.3
31:5
-9

888338
§3§§;z
8§§3£§

3
o

3 98o 83
o

M
u

D
etcoCal
etmm

CD
cg
1"-
we
"Z
1-"
-4'

D N
"' : "" .o9 wrG > l\
" U Qw e

VJ
n.
Cal
(D

_
1-
W

£0
'Q
N
q-
sq
I*-
1 -

co
i n
DI
1"
ID_
I*-
1 -

Q*
'Q
m
N

cm
m

M n
'*!'*!t*-P-oc :
taquqenc:mooN N

no
D

c a c a c o o
q q q m qC J I D P B Jo o w z n
c::_¢:1v_¢q
-:r~=r~a-m

no
LQ
N
1-
Q
r-
1-

o n
°z ~.
as N
4- no
1- Q

1"
4*

Mn m
m. ==z
r - » -
v,.,_=v,_
cm o>P 1-
r- l~..,

N
u-
o
N
cu
cm
m

o .

3 l

"8'=>'a°--°")
1:1 E

8 UP g
c
pa

o

3 Qc
s.

8

w
E
n
z
u.l
W
LE

.. .. as .

8 Ea . 28 8 Q 132 4
<< 3 - -r\. _ 9- - , g <;g8° 3 <5 >~~a§ 3 3»89%3 s8§88$383€8 z 8 m

§5=5~§~§§8983§3g=§»§:3"° n Q Q
<33§§§S¢2g8e43=£o85§i3: 3 : :

§§§3 3§8§3§§§§§3§§gl33 8"
_ ` 3 nu § 2 ' 8 3 . "":n"lu unv-§§§§43=3¥E3§ §3¥§3&"=38§3as8§zs
P F E ' 8°-Q r~ £ m N o n > I-g§§5§§8§9=533§3§§§:§§8§§¢8§8§8§§

ft:
9 3

B.
o

o co

(D w U) (D
my __

3- 33838333'°-98; o :8§< <§5Mg=8

888 33
89284

2:49 8
§§3i§

m
'5: 'E
g 3e»a E13 o

o

. a`

name:..\C¢\-v-q-;30<r:n.|.
I_B.cLl1.

t-»-|-www
nu
n.

ro
o
Q
N
|

X s. .
WN  8

I - E
Ev 3
o .  z

oO
<

or'oNUP

o c:>
F
a
N
m

ca
w'

Q  o  or- 1- 1- 1-
Q D  o QN ¢*4 N N
LD UP LT If)

ow
oNIU

T*
o
N
If)

0  o1- 1*
o  oN  NID Lf)

o1"
ocy4)

oNID

1-

N
I-D

Q  o1- 1-"
Q  oN Nm In

Q1-
QNLD

o1"
oNID

D
N
I-D

v -
ca
N
ID

u
Hz
m
u.

F )  W  0  nN N  N  Non as ca Qo  o  o  o

voNo>o

UP
N
cm
Q

mN07D

¢n nN  Nw  mo  c

mNUIo

gr)Nofo

mNo>o

mNcmQ

¢') caN  Noz mo  o

mNcmo

¢v7
N
c>
o

mNmo

¢">
w
c>
o

E3
w

GP

0
ea
us

in
a
><

LU N
__ no
u ..
==> a
_.Icu-

3°2 8
0 = % ¢ E I l l '

n . m >W 8 5 E " § m m o
D u m

S A S L ; w eo o 8 3
OLuD

3
Lr

g
9
z
<
" I

W e w
9 9 9
( D u .  o n
: L u  L U
< v >  u .

LD
Q
z
<'7

go
9z
<'5

w
<9z
<

88
LUQS

(D
9
o
w
D

co
9
>
O
z

an
Q
|-
O
o

<0
9'
D.
Lu
U)

3oP-

<= I

UNSG0571/ 2572



zD

M
o

'E
o
E
<.-m
z

Lmn
E
z
u
_u
o>
E

m
En
z
L
o
'Ucm
>

E23 E2$88898X838928233§E88$................ .6' mama§a9$32§288S8§:3§82 $38w 9n8
146

ID 10
Q Q nm

l Do o m au: mu-» _ Mn \ .

to 8 38 o,,, ovum 8 _,,88m;8..
8mr~.o QQ mn¢looom8*'**§§8 m aau,c:\nmQ°'8.4o>no,__¢ooc> r v - o > 0 1 v :">nr-o':,__,,_,n 3  l ' 71"h-\DWC' \ lQv1-8(\|5? c~*Jo'5wnr-,..."-, *.~ac-aQr~vf>o>¢-otbw r>o>u>n u»o>uol.n ¢§QmvFvmm CWIQQCW 2":.'

- - n Dv'-WI*-l-l'>ID 3 l*-1D\l) ¢'\ll"-l*¢'7l-l}lD&I'J Ono r~.h»anoualmco¢~oc~unr--so>. WNWW38m w o v m n g olo DDI">Ui@Dr'3ODQ 1'C'lC 1°"('9*C\I("3('7!'7¢")3;8l0 UTUTQFDD.1-l̀ i@'~@t- mwmmmmwmowo DEF w m m va m m m m m n w @§g1r)@(\.IQD1-;n[¢.,* * * * * mmmwmmmmmmmmwm¢ NWFf1p*¢
<-cacaooogounmmwcauuoov--caan6"l-no4noco6lo9ommo>~¢c>-cooaouausno»~:t~=°==r'~=-<=:'=e°.=a1Q.==a°'z=~4v'~¢c=z=e==z=Q~.<4<2¢~!~c'<rf~~°Qfw=°==e<== W ©W "9999999 9'vhnnmomQmnmo-wwmwmo mmwmwmmhwnmooamwon3®w3oovw mnm~4'wn-~o>n<o¢o~¢uooow3nnmcov-n1- ooo cngow-t-mM1-1"tD*¢1-9l c~»ao>mm-¢ouoc~loo1-Q _ OW ¢M WMNW¢ cow-new

* 1-1"(\l nnmnwu 1"-"°¢" p N "

("1|("4C"7\1'}@l'@*"@lD|D 09\r'~|-'\-!"}1"
ea69 69

o o m m m

;(qr\|¢v9€p\0¢N9568 w w w
1-w

m m w ua co uu m3 9 6 aw,_.,_...;w
1 -
BE

5 55 5
.J __l__l -J

E £55 5
E H z

2 Ge w3 m 5
o of aw ca
:§:: 4 zz ~3 3 3A. n. n. n.

Q:9:E 5 39 35 z 3
H8535 < 55 no = n55§m§mm5mm§z44z4§§m§m§
3 ¢ o » a u j o 8 j a § j » a d u j u

§§5§5555§85885885§35§§o o o¢¢§§9§§zEzgg!§Qg§E8§¢§
ggo¢gQQ3¢°§goQg=QDo3a3
< < . . a § 2 § § < § < z z < § z < § § < 1 § < 1 §
9 9 E : B r : " r " H H 9 x H Q : z Q r Q r
38 8§88§83¥¥38¥§88§8§8
J 4 § 1 P ¢ ¢ J ¢ J P P J ¢ h 3 ¢ ¢ 8 ¢ 8 ¢

R

38
r 88

E

In D
an c> D o I-D
'F' Q D vu-D
no o 1- Q r- D ID

Of @_ FT FJ 1" (D_
Ur* 1-

_).J
n.cL

E

P w m m ca UI h-!"" 1- 1- 1- W

m
vi
co
(D

of

r - - u n wauco
4 4 9

~1 usaoaozo
<~1=°.<aQ<~£
a o naomah-

r
4
m .5 :̀'
4 3933°9939&=

l & l l l £ l L _
z z z z z z z z l

l l 1 4 4 > l l l l A L W W W W W W W w , .
ddddjédjjddgdthththhgt
: : : : r 2 : r : r : r : < < < < < < < < < n
m m m w m m m w m w m m 4 4 4 L 4 l 4 1 l -

iéiié;ié2iiéé"""""""' 8m m333§38§§333§3555§55555§&
4  w ¢ m e ¢ ¢ d a 4 a ¢ 4 3 3 3 3 3 3 D r :
z z z z z z 2  z z z z z

§§§§§x§§§§§§§°QQnQQQo9
I r z I I z I r I : r I :
o o o o o m u o o o o o o E
M W W M W J W M W W M W M I I I I I I I I I A
" " " ' W ~ ~ w w m m w m w m m :BEEN" 3333335ooooooooo3ommm m m m m m m m z z ¢ ¢ m z ¢ ¢ ¢ m u

oQcyN
r--

3

D_
_A
_J

@@@-» 3833383:§3§8
Nm"lnlc~i1-01

O n o v n
q q q 3 8 § > 8 8 o 3 8 3 8 9 3 3 8omuaeom
q q t q q q m q u v nv muon .-:Q-8IDMNM :::'*'

v- we m co N co go
1* P N no m N

Attachment RCS-5

Page 183 of 187

Docket No. G-04204A-08-0571

I-Do
*°88i?>~.-9..<r:»c:c:m

*,,.so

N
u-
o
-
m
cm
m
D.

E

3
88
c f :
"-. .
m

no
Q
N
1-

as
E
N
z

l.IJ
- >

o

8833.585 .8838§. 8 8.8
§§3§883§8s8s8§33ss§3§§
ssgssssssgsgsssssassgg
§§§§§§§§8§3§33838386§§
n.n.n.¢=.n..n.49.§8§¢?.¢il88§§€.8§8".

aaaaaaaaaaaaaaaaaaaaaa3°
= 3 8 3 3 3 8 = ° 8 8 ° § ° 3 8 8 3 2 8 ° ° = 3

3§§;s3§33§§§§§§§§
a... mm s m I *lg3§38838333'»328838'3

. _Lin

v'5 zx'E-<>=»§=E8.50>¢o£'>wizUJU)_AO
aso.

1\m M
n o
°>u>
888
9_=a
Mn:QLDM r
< 5»-1-

.Ur
iv1- 53
m :Agn. z.,,

(D

a 598999999883§§93§§§§§§§9°s9°88@e2§§8°222222222§8oacvmavmoaoamovwm m gov v- 1-
g g o o o o o o o o o o o o o o o o o o o o o o o < < < < < < < < < < < < < o Q o o D o Q O Q \ L l - L
¢ ¢ u . u . 1 a u . n . u . u . a a n . m n . n . m a n u . : L a n . n . m a a a u . o . a a u . a n u . a a . m a u . a a u . m a a n , &
\ N l N I - i - l - i - l - P l - l - - l - ~ l - l - l - F - P - F - P - P - l - D * F F l - - P I > - l - P l - F - l - ' § - l - F - i - F - i ~ F - P P P P P - P - P - F - P *
c n o L 9 o o o o w w w w w w u w w w w w w o w c s o o u a o o w o w < n < : > o < . ' > < : J < : z o < 9 o o @ < : < a < s o o < 9 < 9

3 \*
u 8< to

a o o o o o c a a a o v c u c a o o o o c s o a o c a c a a c s o o o c a c a o c a c s o o o o o o c b

c r o o o o o o o o c a c s o o o o z e - ' : > e 1 c v o o o o o c : c > c : » c 1 c : » < : » <:>c>c:<:»<:»c:: c::c.»c:>c>c=

ID
o
o
N
x
w
w
Ia
o
a
><
LU
M
Ia
GJ

u
z
LIJ
I-L.

n n m n c n n w z m o w n w m n n m n n m n m n v a m n n m m m m m m m m w n m m n n m m m m n m m m m m

0 1 3 o > u » c n G > m u : c » o r u > s 2 c > m w a n a w w m o v m m m m m o z m m o o m m m a s m m m o m c u m m m o w m m c n m c x m m c v d v

N
I D

8

KU 8
@8188u)D. u.
Z§§>Domes

>.Jnt-F)
M  Q  8 nn

>~ 3 o ":

m  > 1
° .  <
. J  E
(5

o §999999383333933339339333398338383338333833888888
§5E3338'""EE>§35385558888z¢gg>225@45>0¢¢éiJ4F$é¢é~~~»~~§§§<<§ ~»»o°°zDQs§<<§2a3aogg§932339338

s, f
UNSG0571/02573



Attachment RCS-5
Page 184 of 187

Docket No. G-04204A-08-0571

2m
no
9N

m
E
M
z
o
'U
:
an
>

Iao
8
g
a

QD
E
z
w
.2o>
E

<:r1
3
ca; o

q
1-P

co
»n_
N
1"
Q.
r-
r'

1"
*Q
m
N

or
gr;

co
*Q
an
no

r--
ea

o
"
To.
...v

4"4
(D
'-Q
to
CD
" l
r-
to

f-4.
ID
n.
co
F

1-*-4

.1-4 i s
m no
<==z *=t:
W 1-

q
h

c f :

1 ' -
' n '

4"-4
t-
Q
~q
N
os
co
4-
N~.v

|-»
r*
co
co

cm
m
N

soon
cooinc:moom m
841
3

..v

o
E
<acmz

O
Q
1*
1-"

1-0
n.
co1-

05
Q
cm
q
Mr

IO
'=t
1--

nccacoWMWQ;
as

c>crac'>8:ouaroom _coca
8 8 3 8 8 8
oqn_U{.3""-¢q
W 1- 3 3

$3

no
o

co
'-Qno(D
n.1-m

Q
r--.

v*
¢
m
1"

r--
9
'Q
N
U P
ID
we
N

-=r-4
"':*:
f--r-
coco
4 4
194)r~r~M n

no
a

co
~fa
as
1-

I'-1-

1"
ors.
co
N

ch
cf:

co
=~'z
no
ID
n _
l*-
an

r-1-
m
ro

5)
F)
N

ca
q
T'
1"
1*

N N
": "Q
w r-N43m Fl
no cam an

'é
"as

N
~.
o
N
w
U?
IU
a.

a> 0 an
E

3 : _: c

< m < |- 3
< cu V*
.- °3 v <"° :

8

8
g _
s

E:||. 8
3

.3 8
:5-¢....c

3 ,m no 3W 1.8 3
."1 .

E r <c
U)
Ego
z
m'1
E

'E " E 'é

E 3 E 8 E
< _ .8 "' 5 3 <

5 5 8 3 2 2 § h 8
'i 8 ¢igncu52 § 5 n'ii'i g

8 3 u 8:33383 N paago 0
,°,@§¢v3z:£:3 2»3'*§*»§»
8383§333§§333 8383388323
.5s€a=§3i53§§ ;§ §3&»§3€
> > H z K 2 r N o z zng E -29-2pU ¢§..23:§8§
3£8i§_883S4883888348N88§:2=324=&=2=2224H=a323

31
es; <£.. _

1:38=-143
83§8

8
=....
8 5

Emb E
* o
W u
Bo.

"-583:cl34.l1
g a m m a

»-|-»-
(gL')(.')£5

In
o
o
N
I

.z 1.
,,, Ia
Ru a
|- En :
n. z

uoo
<

1"~

Nm

o
1"
ca
N
In

o
Q.-
CD
N
Lm

ca
F'

o oD1-aNLD
o
N
Ia

1-
onmID

1-
c>
N
in

QY*

NID

Q
1-

N
Sn

1"
Q
N
I-D

1-*
Q
N
ID

hi
Q.
>\

oMu.lu.

m
N
UP
o

m
N
07
o

Ra
Ncm
o

ro
N
UP
o

vs
N
oz
o

F)
Nca
o

m
N
UP
Q

(W
Nca
o

m
N
OF
o

r>
N
on
o

n
N
0 :
o

E
3
(D

5~ ='c.;~
u
o
'C

~n
°.
o
up
D

\D
9
U
UJ
O

fn
9
nr:
D.
<

in
9
re
Q.
<

8>-
g

8̀>l
8

3  8
>- z

3

m
9
z
<-9

\o
9z
<-1

3n:
g

3
o
|-

weam
c
EJ
D.
><
Lu 21; w
51
3 nl-

¢'>goo
LD§,':¢
cr>'=EE
Z § & > -DOL|JM

o
D.
.J
O

8

1

5
UNSG0571102574



:Lu
m
h a 8333'*§

2 -~': a s : 8
. 333" Eye 3 53 §' 333 is ,

_aw n
q1'
a-
q
u

x¢3§
1 ' o n  m
N l l

4
g

vu-
" ".

d1-
an

r53
3

-
I-=_-
° s a s

a -go s 3 ;¥3§!i§§ ea;
! - - "es

Ag u

34
i8

3

9 4953388 .Gs
58 553553-1 as
a s §§: i s

g_3-3
r= 35

94
55Gs.3883

.8 §=-;=§; 3=; 5
33 433 48 4 483-

33E
g
E
2

so
g

.3§.ss§=..__ 5 :
Qs $8-§

r - I

Q

d*

FT
3
3

r-.
1-

N
F
1-
r -
Ra

8.9

go
:swan
ssassaiin: -ah

3s
3433.88
8885 Ag

E-3
q5 8-

;5 3333888_=' "g "R:

8
2\°:

ea
E
2
8

433
388

Se
35-

33: 4 *EE835 3 88=3.ts"-=:

3888-
3..-
h

N-
H
3qs

g
.8

I

E l

4 .593383 §5§3
g§".~

1*
q
3
"E
cm
as

83

g
?I
2
3

8,8
3
g
2
s
a

2833%
388

Q34

8§§3

8
283

838

ass
888
§§

5555

838
8
3

5
8

8
d

s.. a

8583338
§2 2888

EE £
8:88388

5
g

n
1

3

s
n 88-3385

.a3"Eai=
88 '5s§

*
::ii 5

6 8888888

94189
.s

83 r
EYE
3;

*u

3888

\
24
!5

3 - g
g t

ET
3:§

\ \ :"'=» s :~

3»44=a

so 383

Q
*.-
4o

4
4
E
re

§£§§§:EF8 E
65;

as
E

44 _9*23
as 8838

s=~

3§
s == a

'§§'=a 8-iv a s

s
F?
s E

E
s

§ .45=888=33
`\.l§`

-§F-5389
;8 785'

d
n91

oz
i n

6

\

9
8
ti

8
x

8 8883582 §§s 3

\
=:
g

*

8388

3589=34 s=3 'g §=§g
z ' vs - .. Hz so
g? 38.83 3§ =' 5884

3 §:8§8§E§ E

\

E
838

\\~4`\\
a4a§=aa4

88 853=
T H

§
3
3
3

as
3
3

9.soi

3

Attachment RCS-5
Page 185 of 18'r

Q EMQ .§_1f\4904A-fl -0571

\<r:

ID
e t
a t
we
" ' :
W
1*
°*L
-1

3 _8.
2 s
"2 q.UD an

ve

3333333-r- pal nm83588981'h"l1-9i¢")
E t I :

323.3
8822
*"-;"q.q
" a s :141'

§§=s
34:3

3 a s s :
88322

1--w-1-DUlz ln

ahs:
3543

v*w

N
`5

a
D .

x
3.
3

xi
EJ
8

8  _ ; :
ca
8 8

N

3338343§289§:sqqunnnquu
393 --.4

8 m P
"I *Ir
r-.-%an 1P

3 Ar ahs £ 8~.8Ea=-,§3»a 888

=.

81 \ . §

. K
.J- `\*
8888.89

=§§§4
'.:"*. of

'-».*\

8

388
arggsrararar
3 . - 1 3 . 3 3 3vs-v-soon

me8t=::
W E B *

I
1 3 5 . 3

£538
qaql-_
"°::"au

8% T35
+-+
.9us

* ¢¢*r
A

\

"~\
888

e=r~ 2

I l
8
\5
r

4
.5 Su

8
6n

3m
15
s
3a3 38

al

3E
E
1

8

Ge;
58%

i s

3
u \

.
gt

.g

358
9888

z '85
338
58885

433 ft
888841
§ --a

883888
aa§§§§83

8 j ea
/ "lb .
. l 88: §

,g :lg§ 4
38 §§ 55 3 48-=§1 .
83; 4388 33888888 33

i§fi l i £455486 I
§3
38

a
. X :
8 5

8
§ r- .-
<8 3

| -

3%
i

:*~:`*§8§9§!§
'T'

I: _ /

382 .3

38 *I§§€ag
83335

a s s = § s s s

< :

~§ 43
£48

3 8 8 3 °

3 3 3 8

.3

UN3G0571/02585

15



Al i
m
nn-38;

L
8.
1'
i i

33
• 4a n

E u
• E3""§°" url

s1-Q.-

4~i

l
n

8

1-1
s
s
q6

3 3

go

86

I

Hz
88

§
8 I
9

3

58
0
*":
v-
Q
CI

*nm

8 ;

3
4-4
Y*

Q
N

1-
sq

1-

o

lhsvrhp
"T'*£Q
8 o.~
QD
q

3898835

.§3l§8

33338!8 83

3
z
5

39

8

l~:
vs
ws

r

8..¢

3an

8
8
d

§
a
8 8
'8 8
; §

99
g §.
9 i f

i
3e38

.53

'.:6 .
2.-

833 8343888
° §»~-

§£¢X§§§
3
§

.8a
8

g
s
'a
Q

6
9

at

3.3
'62
a*
8

a
S
g5
§
s
§5

388

:Qt

S328

:go
i £1
48

314

¢s
g

63
a ss

$ 8

833

a
3
N

a s s
8~;,==»Q.:

88888
o-
. '
3v

`

gg
I 3338

5 §§§§l§§3
q

8

1 ..

8 § §§§8l§§ 5

L x

s

E

ggéigié B

Ea

3
*.
v§5

s $38§883 8

s 388383

8

»=
°.L>
6

9
,~8
§

8
s

x
3
a
s

*.
9
3
'.:
es

8
\ ¥
- o
m

8

8
,Q

8°
\

a
8

' \
9
8.
al
3
* .

\~

88 é§§gee

43 S m

888
3

Attachment RCS-5
Page 186 of 187

Docket No. G-04204A-08-0571

¢ .

,go
825

Q

=;<=5
m347
8 3
@ ®
88"

*,.

ii
*¢!»¢

3
s

? S as'
4 up;
~e
"'.'32
*.._Q

2 s
515
38

L
i i Gs3 8

a a
g g

2 8 4
g 35;

8 .Q
'8

2o
N

s-1

o 5
4 ;  E
E g

4

` \
63 .s 49

8. 3g »3

E 81

8 .
go

a

g

q 3558

a 8

3
i n

4.4a

8"1
ll*

@
all-

on 8 3
e 338 3 _'i

Hz 5253434 §3 8
s§

8.
6

.is
4 8583
:<§2?
343

g
pa

.433%
4338

333 z. 8
3888 38 i gg 199113

8 s
g

§|-

8\l*

E 9 Gs
3 a?

z
g
5
B

g 55358388

8 ,
88 <

8
s_§55

" 8 8 3
z 2

3

3

I

I

1 .\
UNSG0571/02586



Attachment RCS-5
Page 187 of 187

Docket No. G-04204A.08-0571
UNS Gas, Inc.
Payroll Tax Adjustment
Pro Forma Payroll Taxes
Test Year Ended June 30, zoos

Soda! Security Tax:

(a) Medicare
UNSG Estimated 2009/2010 Payroll - including OT $11,165.981 4.\0~» /

Medicare Tax Base
Medicare Tax Rate (%)

511,166,981 <1f.w~
1 . 4 5  C b  . /

Pro Forma Medicare Tax $161,921/0-'

$11,166,981 4.l0~ »/
(b) OASDI -

UNSG Regular Annualized Payroll - \nc\uding OT

J 9
Less: Wages in Excess of $1 o2,0o0'- ®0»

UNSG Unclassified (99,577.18)' ) l a »  J

$11 ,067,404 /
6.20 'éév '/

OASDI Tax Base
OASDI Tax Rate (%)

Pro Forma OASDI Tax $686,179 J

Federal/State Unemnlovment Tax:

Number of Employees
unsG Classif ied
UNSG Undassilied

Total Employees

Taxable Wages ($)

W. lo 118\/
M b 88 J

2o4 ./

W 1,000 v'

. 1,428,000\»/
2.80

Tax Base
Tax Rate (%) law/
Pro Forma FUVSUI $3-9,9849 r . .

Total Pro Fomla Payroll Taxes $888,084 r

F`

Page 1 of 1 9/9/2008 1:45 PM

UNSG0571/02608
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Data Request/
Workpaper No. subject ConEdentiaI No. of Pages PageNo.

RUCO 1 .46
Amounts of incentive compensation expense included in the
test year Yes 5 2-6

Attachment TF 6.45 UES Results of Operations - Year end 2008 Yes 2 7-8

Attachment TF 6.92
Incentive compensation programs (2008 long-term program
term sheet) Yes 2 9-10

Total Pages Including this Page 10

J

REDACTED
Attachment RCS-6
Page 1 of 10
Docket No. G-04204A-08-0571

UNS Gas, Inc.
Docket No. G-04204A-08-0571

Attachment RCS-6
Copies of Confidential UNS Gas' Responses to Data Requests

and Workpapers Referenced in the Direct Testimony and Schedules of
Ralph C. Smith

*UNS Gas Confidential Pages Have Been Redacted**
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* Moa¢dvn Mnalors Service

Global Credit Research

Credit Opinion
23 JUL 2009

Credit Opinion: UNS Gas, Inc.

UNS Gas, Inc.

Tucson, Arizona, United States

Ratings

Moody's Rating
Stable
Baan

Category
Outlook
Bkd Senior Unsecured
Ult Parent: UniSource Energy Corporation
Outlook
Sr Sec Bank Credit Facility

Stable
Ba1

Contacts

Analyst
Laura Schumacher/New York
William L. Hess/new York

Phone
212.553.3853
212.553.3837

Opinion

Rating Drivers

Stable regulated operations with in historically challenging regulatory environment

Limited non-regulated exposure and ring-fencing

Strong credit metrics

Cross-support within UES family

Corporate Profile

UNS Gas, Inc. (UNSE: Baan senior unsecured (guaranteed), stable) is local distribution utility sewing
approximately 146,000 retail customers in Arizona. UNSG and UNS Electric, Inc. (UNSE: Baan senior unsecured
(guaranteed), stable), a regulated electric utility in Arizona, are both subsidiaries of UniSource Energy Services
(UES) which is the guarantor. UES is a wholly owned subsidiary of UniSource Energy Corporation (UNS: Ba1
senior secured bank credit facility (security limited to stock of certain subsidiaries), stable), whose largest
subsidiary is Tucson Electric Power (TEP: Baan senior unsecured, stable), a regulated electric utility in Arizona.

SUMMARY RATING RATIONALE

The Baan rating assigned to UNSG's senior unsecured notes reflects the interdependence that currently exists
between the company and its affiliate UNSE as a result of their shared credit facility and parental guarantee from
UES. The rating reflects our view of the consolidated credit quality of UES, which guarantees the debt of both
UNSG and UNSE. On a stand-alone basis, UNSG has a credit profile moderately better than its rating as
evidenced by metrics that map to rating levels within the LDC gas utility methodology that are somewhat stronger
than its rating category.

DETAILED RATING CONSIDERATIONS

Regulated operations in historically challenging environment

Virtually all of UNSG's operations are regulated. Moody's generally views a significant percentage of regulated

http://www.moodys.corWmoodys/cust/research/MDCdocs/30/2007300000545586.asp?doc_id=2007 000... 7/30/2009



UNS Ga}s, Inc. Page 2 of 4

operations as positive for credit quality as regulated cash flows tend to be more stable and predictable than those
of unregulated companies. This key factor is tempered somewhat by the regulatory environment of Arizona, which
Moody's generally ranks below average for U.S. regulatory jurisdictions in terms of expectation of timely recovery
of costs and predictability of rate decisions. Moody's also notes that three new commissioners began their term in
January 2009 and it is not clear how or whether this might impact Moody's perception of the regulatory
environment in Arizona over time.

Regulatory lag continues although moderating capital expenditures are a litigant

UNSG's last fully litigated rate case was resolved in approximately 16 months with new rates in place reflecting a
historic test year that ended two years before the decision. This level of regulatory lag makes adequate and timely
recovery difficult to achieve. UNS Gas filed a general rate case in November 2008 requesting a $10 million rate
increase (6%) premised on an 11% ROE and 50% equity ratio using a June 2008 test year end. A decision is
expected by late 2009 or early 2010. Moody's expects further need for rate cases over the medium-term due to
regulatory lag and on-going capital expenditures. The utility is not expected to earn its 10% allowed ROE during
this time unless it receives adequate rate relief.

Capital expenditures were above $22 million annually from 2005-2007 but are expected to generally remain below
$20 million over the near-term. Moderating capital expenditures reduces the need for regulatory relief though lag is
expected to continue.

Effective recovery of purchased gas costs

UNSG has a gas cost recovery mechanism that appears to be functioning adequately, The Purchased Gas
Adjustor mechanism may be changed monthly based on a comparison of rolling twelve-month average actual gas
cost and gas costs in base rates, though there are limits to the levels of adjustments over a twelve month period.
UNSG may also request a surcharge to recover deferred balances. As of March 31, 2009, UNSG had a $6 million
over recovered purchased gas costs balance included as a current liability.

Due to the traditionally challenging regulatory environment in Arizona, as well as the uncertainty surrounding the
impact of new commissioners, the regulatory supportiveness factor has been scored in the Ba range in the LDC
methodology framework.

Non-regulated exposure and ring-fencing within UES is limited

Although UNSG's risk of exposure to non-regulated activities is considered quite modest as both UNSG and UNSE
are fully regulated, there is significant interdependence between the UES subsidiaries in the form of a shared
credit agreement and parental guarantee. Services are also shared with UniSource's primary regulated utility TEP.
UNSG contributed approximately 63% of consolidated UES' EBIT and 14% of consolidated UNS' EBIT.

The Arizona Corporation Commission (ACC) has not restricted UNSG's ability to pay dividends to its parent;
however, the utility has not paid a dividend over the last several years. There are dividend restrictions under the
company's notes and credit agreement, but UNSG is well within the limits imposed by these documents. Overall,
ring-fencing at UNSG maps within the Baa criteria outlined in the LDC Methodology.

Cross support of debt within UES constrains rating

The rating also recognizes the position of UNSE and UNSG as indirect subsidiaries of UNS through UES. UES is
an intermediate holding company with no operations or debt. Debt at UNSE and UNSG is guaranteed by UES,
which creates cross-support. UES has not historically received any dividend payments from its utility subsidiaries,
and none are anticipated for the foreseeable future. UNS has periodically contributed equity to UNSG in support of
its capital program and to strengthen its balance sheet.

Improved metrics provide credit support for weaker regulatory environment

Credit metrics overall reflect on-going regulatory lag issues as well as the benefits of cost controls, and a modest
debt profile.

ROE, EBIT/Customer and EBIT/Interest

UNSG's average ROE, EBIT/Customer and EBIT/Interest have historically mapped to the lower Baa/high Ba level.
In 2008, metrics improved moderately due to the impact of the base rate increase in late 2007 and slowing
customer growth, however, they continue to map to the high Ba/low Baa level. UNSG's metrics could improve
moderately within the Baa rating range if regulatory lag is reduced or the company receives better than anticipated
rate relief.

http://www.moodys.com/moodys/cust/research/MDCdocs/30/2007300000545586.asp'?doc_id=20073000... 7/30/2009
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UNS Gas,  Inc.

` REF/Debt, Debt to Capitalization and FCF/FFO

Page 3 of 4

UNSG's cash flow and debt-related credit metrics have historically mapped to the upper Baa/low A level. Retained
and free cash flow have improved as UNSG has not paid dividends to its parent recently and capital expenditures
have begun to decline. This has allowed retained earnings to increase equity capitalization and also reduce the
need for new debt financing. Continued moderating levels of capital expenditures are expected to increase free
cash flow and debt financing is expected to be minimal over the near-term. Beyond 2010, free cash flow is
expected to once again become negative unless rate relief is better than anticipated. Over time, these metrics
could improve to the low A range.

Liquidity Profile

UNSG's cash flow profile has generally been stable with operating cash flow approximately covering capital
expenditures; however, in 2008, cash from operations of $2.8 million were significantly below capital expenditures
of approximately $16 million. Cash on hand was used to meet the shortfall as cash flow was significantly impacted
by collateral postings and refunds from over-recovered purchased gas costs, Over the near-term, capital
expenditures of $19-21 million annually are expected to continue to be funded roughly by cash flow from
operations.

UNSG has two $50 million issues of senior unsecured notes outstanding, one maturing in August 2011 and one
maturing in 2015. UNSG's short term liquidity needs are supported by a joint UNSG/UNSE $60 million credit facility
which matures August 2011. Either borrower may borrow up to a maximum of $45 million, so long as the combined
amount does not exceed $60 million. As of March 31, 2009, there were no amounts drawn on the facility but UNSE
had $17 million of letters of credit outstanding and UNSG had $5 million of letters of credit outstanding which
reduced availability under the facility.

The UNSG/UNSE credit facility contains two financial covenants applicable to each borrower: for UNSE a
maximum debt to capital ratio of 65% and a minimum interest coverage ratio of 2.25 times, for UNSG a maximum
debt to capital ratio of 67%, and a minimum interest coverage of 2.25 times. As of March 31, 2009, the ratios were
54% and 4.01 times at UNSE and 50% and 4.02 times at UNSG. The credit facility requires a material adverse
change (MAC) representation at each new borrowing. In Moody's opinion, the requirement of a MAC
representation significantly increases the risk that the credit facility may not be available when liquidity needs are
greatest.

Moody's assumes that UNSG will manage the amount of its near term obligations within the limits of its available
sources of cash, including its committed bank credit facilities.

Rating Outlook

The stable outlook for UNSG reflects our expectations of continued stable or modestly improved cash flows
resulting from expected rate case decisions, an assumption that any increases in the cost of gas will continue to be
recovered on a relatively timely basis, and our understanding that future capital expenditures will be financed in a
manner intended to maintain UNSG's current level of financial strength and flexibility.

What Could Change the Rating - Up

UNSG's rating is currently constrained by its interdependence with UNSE and our view of the consolidated credit
quality of UES. In the event this interdependence was reduced while UNSG retained its similar credit profile, the
rating or outlook could be revised upward. Alternatively, if there were to be an improvement in the consolidated
credit quality of UES, this could result in positive rating action for UNSG.

What Could Change the Rating - Down

A downward revision could occur if there is deterioration in the credit quality or ratings of UES or UNSE or UNSG
credit metrics decline to the low Baa/high Ba range, for example, RCF/Debt below 10% or EBIT / Interest coverage
of less than 2x, or if regulatory support significantly worsens, then there could be a downward revision in the rating
or outlook.

Rating Factors

UNS Gas, Inc.

Factor 1: Sustainable Profitability (20%)

http://www.moodys.com/moodys/cust/research/MDCdocs/30/2007300000545586.asp?doc_id=20073000... 7/30/2009



Factor 2: Regulatory Support (10%)

a) Regulatory Support and Relationship x

x
Factor 4: Financial Strength and Flexibility (60%)

a) EBIT/Interest (15%)

b) Retained Cash Flow/Debt (15%)
c) Debt to Book Capitalization (excluding goodwill)

(15%)

d) Free Cash Flow/Funds from Operations (15%)

x

x

X

x

Rating:

a) Methodology Model Implied Senior Unsecured Rating

b) Actual Senior Unsecured Equivalent Rating

Baa2

Baan

a) Return on Equity (15°/1)
b) EBIT to Customer Base (5%)

X
x

UNS Gas, Inc.
l~

MOODY'S hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and
commercial paper) and preferred stock rated by MOODY'S have, pr:Gr to assignment of any rating, agreed to pay to MOODY'S for
appraisal and rating services rendered by it fees ranging from $1,500 'o :approximately $2,400,000. Moody's Corporation (MCO)
and its wt . owned red e rating age my <:ubsidlarv Moody"= Investors Qelvicw (r»115), also maintain policies and procedures to
address the independence of MIS's ratings and rating processes. information re=gal'ding certain affiliations that may exist
e ii is of MCO =.nd rated entities, and between entltieb who hold ratings from MIS and have also publicly reported to

E co~~~cr~=hip it merest .n MCO of more than 5%, is posted <znn=.aily on Moo-Jy's website at www.moodys.com um the
1 re R la -- .. corporate Go resonance - Director and ':`=arel.=l;lder Aiflliation Policy."

MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must be weighed solely as one factor an any
in-.estment decision made by or on behalf of any user of the information contained herein, and each such user must accordingly
make it=: own <;tudy and evaluation of each security and of each issuer and guarantor of, and each provider of credit support for,
each security that it may consider purchasing, holding or Se-lling.

© Copyright 2009, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
(together. "MOODY'S"). All rights resewed.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE
COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY
FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. All
information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the
possibility of human or mechanical error as well as other factors, however, such information is provided "as is" without warranty
of any kind and MOODY'S, in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness,
completeness, merchantability or fitness for any particular purpose of any such information. Under no circumstances shall
MOODY'S have any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or
relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S or
any of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis,
interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special, consequential,
compensatory or incidental damages whatsoever (including without Iimntation, lost profits), even if MOODY'S is advised in
advance of the possibility of such damages, resulting from the of or inability to use, any such information. The credit ratings
and financial reporting analysis observations, .f any, constituting part of the information contained herein are, and must be
construed solely as, »statements of opinion and not statements of fact or recomm-.endations ro purchase, sell or hold any
securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S (MIS) CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING,
OR SALE.

Factor 3: Ring Fencing (10%)

a) Ring Fencing

Page 4 of 4

http://www.moodys.com/moodys/cust/research/MDCdocs/30/2007300000545586.asp?doc_id=20073000... 7/30/2009



BEFORE THE ARIZONA CORPORATION COMMISSION

KRISTIN K. MAYES
Chairman

GARY PIERCE
Commissioner

PAUL NEWMAN
Commissioner

SANDRA D. KENNEDY
Commissioner

BOB STUMP
Commissioner

IN THE MATTER OF THE APPLICATION OF
UNS GAS, INC. FOR THE ESTABLISHMENT
OF JUST AND REASONABLE RATES AND
CHARGES DESIGNED TO REALIZE A
REASONABLE RATE OF RETURN ON THE FAIR
VALUE OF ITS OPERATIONS THROUGHOUT THE
STATE OF ARIZONA.

)
) DOCKET NO. G-04204A-08-0571
)
)
)
)
)

NON-CONFIDENTIAL SURREBUTTAL

TEsTuv1ony

[**con1=1DEnT1AL INFORMATION HAS BEEN REDACTED**]

OF

RALPH c. SMITH

ON BEHALF OF THE

RESIDENTIAL UTILITY CONSUMER OFFICE

JULY 29, 2009



TABLE OF CONTENTS

III.

INTRODUCTION .

REVENUE REQUIREMENT i,

Fair Value Rate of Return .

RATE BASE .n

Page

.1

.1

.2

.12

ADJUSTMENTS TO ORIGNAL COST RATE BASE..
B-1 Post Test Year Plant .
B-2 Customer Advances for Construction..
B-4 Cash Working Capital ,
B-6 Accumulated Deferred Income Taxes .

.12

.12

.20

.23

.31

IV. ADIUSTMENTS TO OPERATING INCOME .36

Revenue Annualization .
Incentive Compensation Expense..
Stock-Based Compensation Expense ..
Supplemental Executive Retirement Plan Expense.,
American Gas Association Dues ..
Outside Legal Expense ..
Fleet Fuel Expense ..
Rate Case Expense ..
2010 Pay Increase..
Postage Increase ..

.37

.39

.45

.48

.52

.55

.61

.64

.67

.69

ATTACHMENTS

RUCO Schedule C-8 Revised, Fleet Fuel Expense and Schedule C-13, Postage Expense....RCS-7

UNS Gas' responses to data requests referenced in surrebuttal testimony and schedules ...RCS-8

UNS Gas' confidential responses to data requests and other UNS Gas confidential material
referenced in surrebuttal testimony and schedules .. ,.RCS-9



EXECUTIVE SUMMARY
UNS GAs, INC.

DOCKET no. G-04204A-08-0571
SURREBUTTAL TESTIMONY OF RUCO WITNESS RALPH c. SMITH

My testimony addresses the following issues, and responds to the rebuttal testimony of UNS
Gas, Inc. ("UNSG", "UNS Gas," or "Company") witnesses on these issues:
o The Company's proposed revenue requirement
a The determination of a Fair Value Rate of Return and its application to Fair Value Rate

Base
RUCO's recommended base revenue increase
Adjusted Rate base
Adjusted Test year revenues, expenses, and net operating income

My findings and recommendations for each of these areas are as follows:

The Company's Proposed Revenue Requirement
The Company had originally proposed a revenue requirement of a base rate increase of $9.480
million, or 18.53 percent. In its rebuttal, UNSG calculated a base rate increase that is
approximately $146,000 higher than its original request, but indicated that it is not requesting a
revenue requirement higher than proposed in its original Application. The Company's requested
rate increase is significantly overstated.

UNSG overstated rate base and understated operating income. Additionally, the Company is
requesting an excessive rate of return. The direct and rebuttal testimony of RUCO witness
William Rigsby addresses RUCO's recommended return on equity and weighted cost of capital
to be applied to OCRB .

The Determination of a Fair Value Rate of Return (FVROR) and its Application to FVRB
The Commission's traditional calculation of return on fair value rate base calculation has been
called into question by a recent Arizona Court of Appeals ruling involving Chaparral City Water
Company. In that ruling, the Arizona Court of Appeals found that Staffs determination of
operating income in that case had ignored fair value rate base, and that the Commission must use
fair value rate base to set rates per the Arizona Constitution,

That Court of Appeals decision provided some guidance for calculating the return on fair value
rate base. For example, at pages 13-14, paragraph 17, the Court of Appeals decision stated that:
" ... the Commission cannot ignore its constitutional obligation to base rates on a utility's fair
value. The Commission cannot determine rates based on the original cost, or OCRB, and then
engage in a superfluous mathematical exercise to identify the equivalent FVRB rate of return.
Such a method is inconsistent with Arizona law." At page 13, the decision stated that: "lathe
Commission determines that the cost of capital analysis is not the appropriate methodology to
determine the rate of return to be applied to the FVRB, the Commission has the discretion to
determine the appropriate methodology."

The Commission reopened Docket No. W-02113A-04-0616 to address such issues in a Chaparral
City remand proceeding and, on July 28, 2008, issued Decision No. 70441. In Decision No.
70441, the Commission determined the rate of return on FVRB that was reasonable and
appropriate for Chaparral City, noting that there are many methods the Commission can use to



determine an appropriate FVROR, including adjusting the weighted average cost of capital
("WACC°') to exclude the effect of inflation on the cost of equity, and that the FVROR adopted
there fell within the range of recommendations in that proceeding and reflected the
Commission's exercise of its expertise and discretion in the ratemaking process.

Attachment RCS-2, Schedule D, page 2, to my direct testimony showed the derivation of four
FVROR calculations that were considered by RUCO, including:

1 Calculation 1 - Reduce Recommended OCRB-Based Return on Equity for Estimated
Inflation
Calculation 2 - Reduce Recommended OCRB~Based Overall Rate of Return for
Estimated Inflation
Calculation 3 - With Fair Value Rate Base Increment at Zero Cost
Calculation 4 - With Fair Value Rate Base Increment at 1.25 Percent

My surrebuttal testimony in the instant rate case elaborates upon RUCO's derivation of the fair
value return on fair value rate base calculations in view of the Court ofAppeals decision
concerning Chaparral and the Commission's Decision No. 70441 in the Chaparral remand case,
as described above.

Adjusted Rate Base
The following adjustments to UNSG's proposed original cost rate base should be made:

UNSG's proposed rate base increase for post test year plant should be rejected for the
reasons stated in my Direct and Surrebuttal Testimony.

UNSG's proposed increase to rate base related to removing a portion of the cost-free,
non-investor supplied capital in the form of Customer Advances should be rejected for
the reasons stated in my Direct and Surrebuttal Testimony .

UNSG's attempt in its Rebuttal Testimony to increase the amount of Cash Working
Capital in rate base by over $2 million for a post-test year change in the payment lag for
purchased gas expense in retaliation to a Staff recommendation is one-sided and should
be rejected for the reasons stated in my Surrebuttal Testimony.

The adjustments to the specific components of Accumulated Deferred Income Taxes
shown in Attachment RCS-2, Schedule B-2, filed with my Direct Testimony should be
adopted for the reasons stated in my Direct and Surrebuttal Testimony. That adjustment
decreases rate base by $423,669.

If the Commission deems that the debit-balance ADIT of $170,414 related to the
Accrued Vacation and Accrued Pension Liabilities should be included in rate base, then
the corresponding balances in the Accrued Vacation and Accrued Pension Liability
accounts, amounting to $44l,483> should reduce rate base, to recognize this non-investor
supplied cost-free capital, for a net reduction to rate base for these accrued liability items
0f$271,069.

Adj used Net Gperating Income
The following adjustments to UNSG's proposed revenues, expenses and net operating income
should be made:



UNSG's proposed revenue annualization, which attempts to decrease test year revenue,
should be rejected for the reasons stated in my Direct and Surrebuttal Testimony.

9 The adjustments to Incentive Compensation Expense, Stock-Based Compensation, and
Supplemental Executive Retirement Plan Expense recommended in my Direct
Testimony should be made for the reasons stated in my Direct and Surrebuttal
Testimony.

e UNSG's expense for the gas utility industry association, the American Gas Association,
should be reduced by 40 percent, not the 4 percent proposed by UNSG, for the reasons
stated in my Direct and Surrebuttal Testimony.

o A normalized allowance for UNSG's non-rate case Outside Legal Expense should be
determined that takes into account changed circumstances and does not rely primarily on
backward-looking historical information, as described in my Direct and Surrebuttal
Testimony.

• UNSG's Fleet Fuel Expense for the test year was abnormally high, reflecting extreme
high levels of gasoline prices, as described in my Direct and Surrebuttal Testimony. A
normalized level should be used for ratemaking purposes, based on average usage and
average prices for the period January 2006 through June 2009, as described in my
Surrebuttal Testimony and shown on Attachment RCS-7, Schedule C-8 Revised.

UNSG's proposed Rate Case Expense is excessive in comparison to the Commission
allowed amounts in the last UNS Gas and the last UNS Electric rate cases. Rate Case
Expense charged to UNSG's ratepayers should be limited to n annual allowance of
$100,000 based on a total amount of $300,000 normalized over a three-year period as
described in my Direct and Surrebuttal Testimony.

UNSG's proposed increase to test year expense for a projected 2010 pay increase should
be rejected for the reasons stated in my Direct and Surrebuttal Testimony.

A known and measureable postage rate increase occurred in May 2009. The amount of
postage expense increase of approximately $22,000 corresponding with RUCO's
recommended level of test year customers is shown on Attachment RCS-7, Schedule C-
13.
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1 1. INTRODUCTION

2 Q-

'T
J

4

Please state your name, position and business address.

Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin & Associates, PLLC,

15728 Farmington Road, Livonia, Michigan 48154.

5

6 Q- Did you file Direct Testimony in this proceeding?

7

8

A. Yes.

9

10

Q. On whose behalf are you appearing?

I am appearing on behalf of the Residential Utility Consumer Office ("RUCO").

11

12 Q-

13

14

A.

Which UNS Gas rebuttal testimony do you address in your Surrebuttal Testimony?

I address certain adjustments and issues that were discussed in the Rebuttal Testimony of

these UNS Gas, Inc. ("UNSG", "UNS Gas," or "Company") witnesses: Dallas Dukes,

Bentley Erdwurm, Kenton Grant, David Hutchins, and Karen Kissinger. These issues

include rate base adjustments, operating income adjustments and fair value rate of return.

Q. Have you prepared any exhibits to be filed with your Surrebuttal Testimony?

15

16

17

18

19 A.

20

Yes. Attachments RCS-7 through RCS-10 contain the results of my analysis and copies of

selected documents that are referenced in my surrebuttal testimony, respectively.

21

22 11.

23 Q-

REVENUE REQUIREMENT

What revenue increase has been requested by UNSG?

24 A.

z5

26

A.

A.

UNSG originally requested an increase in base rate revenues of $9.480 million, or

approximately 6.1% percent, based on adjusted gas retail revenues at current rates of

$5l.l58 million. UNSG witness Dukes states at page 3 of his rebuttal testimony that with
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1

2

3

4

5

the additional adjustments UNSG is now proposing, the Company's revenue requirement

could increase by approximately $l46,000, however, the Company is not requesting a

revenue requirement higher than proposed in its Application. Mr. Dukes' rebuttal Exhibit

DID-1 shows the "UNSG Revised 7/8/09" requested increase in the gross revenue

requirement as the same $9.480 million as in UNSG's original Application.

6

7 Q-

8 A.

9

10

11

12

13

14

15

16

17

Do you have any initial comments on UNSG's rebuttal tiling?

Yes. In view of the poor economy and what some believe is the worst economic climate

since the Great Depression, it is disappointing that UNSG continues to take a "business as

usual" approach to this rate case, continuing to argue for a rate increase that is no lower

than its initial tiling, and continuing to include items such as Supplemental Executive

Retirement Plan ("SERP") expense, incentive compensation, stock-based compensation,

and budgeted 2010 pay increases that apparently have not been reduced in response to the

economic conditions. Other utilities have responded differently under such circumstances

and, as I will discuss in my testimony, have removed items such as SERP and incentive

compensation, and have taken other steps such as freezing non-union and management

salaries, removed previously disallowed expenses, and taken other steps in response to the

financial crisis.18

19

20 Q- Have you updated RUCO's recommended revenue requirement at this time?

21 A.

22

23

Due to time frame allotted for responding to UNSG's rebuttal testimony I have not

prepared a comprehensive update to RUCO's recommended revenue requirement at this

time. However, it would be my intention to have such an update available at the time of

24 my appearance at the hearing.

25

26 Fair Value Rate 0fReturn
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1 Q-

2

3

4

5

6

7

8

9

10

What UNSG Rebuttal Testimony addresses the Fair ValueRate of Return?

The Fair Value Rate of Return ("FVROR") is addressed by UNSG witness Kenton Grant.

Pages 33-35 of Mr. Grant's Rebuttal Testimony present the Company's criticisms of

RUCO's proposed FVROR. Mr. Grant indicates that he found my description of the

various FVROR calculation methodologies and related impacts on UNSG's revenue

requirement to be helpful, but had the following criticisms:

(1) UNSG wants more than $38,000 of additional revenue under the FVROR versus an

Original Cost Rate Base ("OCRB") based calculation,

(2) Lack of explanation for the alternatives.

(3) Failure to consider the financial impact of the FVROR recommendation.

11

12

(4) The RUCO FVROR calculations reflect what Mr. Grant believes to be an

unreasonably low recommendation from RUCO witness William Rigsby.

13

14

15

16

Mr. Grant admits with reservations that UNSG is effectively requesting a Return on

Equity ("ROE") of 12.58 percent on OCRB. His reservation is that he does not expect the

Company to be able to earn the 12.58 percent, consequently, he disagrees that a 12.58

percent ROE would be an excessive rate of return.

I will address items 1-3 and the effective 12,58 percent ROE that is embedded in

UNSG's revenue increase request. Mr. Rigsby provides surrebuttal testimony defending

his recommended ROE.

1 7

18

1 9

2 0

21 Q. Please address the issue of how much additional revenue increase UNSG should

receive under the FVROR over and above what the OCRB-based results show.22

23

ZN

A.

25

26

A.

In my direct testimony, I recommended a FVROR-based result that would have given

UNSG approximately $38,000 more than an OCRB-based result. In contrast, UNSG

apparently seeks an additional $3.62 million "fair value difference" on top of its

interpretation of Staffs recommendation and an additional $3.808 million "fair value
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1 difference" beyond RUCO's direct filing amount of approximately $734,000.' The

2

3

4

5

amount of extra revenue increase, if any, using the FVROR, is a matter that is subject to

the discretion and judgment of the Commission. In the current poor economic climate, a

modest amount of additional revenue increase to the utility under the FVROR might be

justified, but burdening ratepayers with an additional revenue increase of over $3.6

million for FVROR is not warranted.6

7

8 Q-

9

10

Please explain the FVROR alternatives that you considered and the basis for your

recommendation.
Page 2 of Schedule A in Attachment RCS-2 that was filed with my direct testimony

11 shows information concerning the potential impacts on UNSG's revenue deficiency in the

12 current rate case that was considered by RUCO in developing the recommended FVROR

13 recommendation. Similar to information presented by RUCO and Staff to the

14 Commission in a recent remand proceeding, Docket No. W-02113A-04-0616, concerning

15 Chaparral City Water Company, and in some other recent rate cases, I have also presented

16 on Schedule A, page 2, in columns A through D various potential ways of determining a

17 FVROR for UNSG, including:

18 Calculation 1

Estimated Inflation

Reduce Recommended OCRB-Based Return on Equity for

19

20 •

21

22 g

23

Calculation 2 - Reduce Recommended OCRB-Based Overall Rate of Return for

Estimated Inflation

Calculation 3 - with Fair Value Rate Base Increment at Zero Cost

Calculation 4 - With Fair Value Rate Base Increment at 1.25%

A.

1 See UNSG's response to RUCO 11.13 which attempts to add a "fair value difference" of $3.620 million to UNSG's
interpretation of Staffs filing and $3.808 million to RUCO's.
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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

24

25

26

The details for each FVROR calculation are shown on Schedule D, page 2.

On Attachment RCS-2, on Schedule A, page 2, in column E, I also presented

RUCO's ultimate recommendation of the FVROR and the resulting base rate revenue

deficiency. RUCO's recommendation falls within the range of FVRORs developed using

various calculation methods, and is near, but not at the low end of that range. I believe

that this information and RUCO's recommended FVROR in the current UNSG rate case

that was made after considering these alternatives appropriately fulfills the requirement of

the Arizona Constitution that the Commission must base rates on a utility's fair value. The

four FVROR methods on Attachment RCS-2, Schedule A, as well as the OCRB-based

result, have been presented for the Commission's informed consideration, given the

analytical framework addressed in Decision No. 70441 and that has been under further

development on a case-by-case basis.

The Commission's traditional calculation of return on fair value rate base

calculation has been called into question by the Arizona Court of Appeals ruling involving

Chaparral City Water Company. In that ruling, the Arizona Court of Appeals found that

Staffs determination of operating income in that case had ignored fair value rate base, and

that the Commission must use fair value rate base to set rates per the Arizona Constitution.

Guidance for calculating the return on fair value rate base was provided in that Court of

Appeals decision. First, the Court of Appeals specifically stated that the Commission was

not bound to apply an authorized rate of return that was developed for use with an original

cost rate base, without adjustment, to the fair value rate base. Page 9 of the Court of

Appeals decision stated that: "Chaparral City asks that the Commission be directed to

apply the 'authorized rate of return' to the fair value rate base rather than to the OCRB, as

Chaparral City contends was done here." At page 13, paragraph 17, the Court of Appeals

decision stated as follows: "The Commission asserts that it was not bound to use the

weighted average cost of capital as the rate of return to be applied to the FVRB. The
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1

2

q
J

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Commission is correct." Thus, the Court of Appeals clearly stated that the Commission is

not bound to apply to the FVRB the same weighted average cost of capital that was

developed for application to the OCRB. At pages 13-14, paragraph 17, the Court of

Appeals decision stated that: " the Commission cannot ignore its constitutional

obligation to base rates on a utility's fair value, The Commission cannot determine rates

based on the original cost, or OCRB, and then engage in a superfluous mathematical

exercise to identify the equivalent FVRB rate of return. Such a method is inconsistent

with Arizona law." At page 13, the decision states: "If the Commission determines that

the cost of capital analysis is not the appropriate methodology to determine the rate of

return to be applied to the FVRB, the Commission has the discretion to determine the

appropriate methodology."

The Commission reopened Docket No. W-02113A-04-0616 to address such issues

in a Chaparral City remand proceeding and, on July 28, 2008, issued Decision No. 70441.

In Decision No. 70441, the Commission determined the rate of return on FVRB that was

reasonable and appropriate for Chaparral City, noting that there are many methods the

Commission can use to determine an appropriate FVROR, including adjusting the

weighted average cost of capital ("WACC") to exclude the effect of inflation on the cost

of equity, and that the FVROR adopted by the Commission in that case fell within the

range of recommendations in that proceeding and reflected the Commission's exercise of

its expertise and discretion in the ratemaking process.

In view of the Court of Appeals decision in the Chaparral City case and the

subsequent guidance provided by the Commission in other recent decisions on the issue of

FVROR, RUCO has appropriately adjusted the weighted cost of capital to derive a

FVROR to apply to the utility's FVRB. My direct testimony presented RUCO's derivation

of the fair value return on fair value rate base calculations in view of the Court of Appeals

decision concerning Chaparral and the Commission's Decision No. 70441 in the Chaparral
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remand case, as described above. Specifically, Attachment RCS-2, Schedule D, page 2,

shows the derivation of four FVROR calculations that were considered by RUCK. Mr.

Smith's Attachment RCS-2, Schedule A, page 2, in columns A through D, summarizes the

resulting revenue deficiencies that would be produced in the current UNSG rate case from

each of those FVROR figures. Schedule A, page 2, Column E shows RUCO's

recommended FV ROR and the resulting revenue deficiency. This FVROR

recommendation was also applied to the FVRB on Schedule A, page l, column D.

Additional explanations of my analysis were provided to UNSG in response to

discovery, and are summarized here for ease of reference.

Calculation 1: This calculation is equivalent to the calculation method used by

the Commission in setting the FVROR in Decision No. 70441 in the Chaparral City

remand proceeding. However, it is clear that the Commission left itself with flexibility to

consider the results of various calculations and in fact considered the results of various

methods in that case and selected one that made sense in the context of that case. The

Commission reopened Docket No. W-02113A-04-0616 to address such issues in a

Chaparral City remand proceeding and, on July 28, 2008, issued Decision No. 70441. In

Decision No. 70441, the Commission determined the rate of return on FVRB that was

reasonable and appropriate for Chaparral City, noting that there are many methods the

Commission can use to determine an appropriate FVROR, including adjusting the

weighted average cost of capital ("WACC") to exclude the effect of inflation on the cost

of equity, and that the FVROR adopted in that particular proceeding fell within the range

of recommendations in that proceeding and reflected the Commission's exercise of its

expertise and discretion in the ratemaking process. Based on the result shown on

Schedule A, page 2, the Calculation 1 method would provide UNSG with an unjustified

windfall of over $3.8 million and thus was evaluated as being "way too high."

Specifically, in the context of the current UNSG rate case, the Calculation 1 method
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1 produces a rate increase that is way too high and is therefore not being recommended by

RUCO.2

fs
.J Calculation 2: This calculation reflects one of the methods discussed in the

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Chaparral City remand case by RUCO's witness in that case, Ben Johnson. This method

is based on an analysis that there is an inflation component in both the cost of equity and

the cost of debt, i.e., in the WACC. Dr. Johnson's testimony in that ease contained

additional discussion of the reasons for this method. Decision No. 70441 indicates that

the Commission has discretion in determining the FVROR in each case. Additional

testimony from RUCO witness William Rigsby in the current UNSG rate case provides

further support for the fact that there is an inflation component to the cost of debt. The

result of Calculation 2 in RUCO's tiling would have produced a rate decrease, which did

not seem to be appropriate in the context of the current UNSG rate case, given the OCRB-

based revenue requirement and the results of the other FVROR based methods.

Calculation 3: This could be viewed as mathematically equivalent to a zero

weighting of FVRB in the determination of revenue requirement. In other words,

applying a zero cost of capital to the FV rate base increment that is not financed with any

debt or equity capital that has been recorded on the utility's books could be formulated in

the context of an algebraic formulation that produces a required net operating income

amount presenting the same result as applying the WACC to OCRB. The reason for

differences between the required net operating income result under these two approaches

is attributable to rounding This method is nevertheless appropriate for Commission

consideration because it is logically supported by appropriate economic, financial and

ratemaking principles, which include that the FVRB increment is not financed with any

debt or equity capital on the utility's books, and thus could be viewed for raternaking

purposes as being supported entirely by zero~cost capital. The economic and financial

logic supporting the application of a zero cost rate to the FV Increment of the capital
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9

10

11

12

13

14

15

1 6

1 7

1 8

1 9

2 0 Calculation 4:

21

22

23

24

25

structure includes the following: the weighted average cost of capital is conceptually

suited to apply to an OCRB, the OCRB is based largely on amounts recorded on the

utility's books, the OCRB is financed with debt and equity that are recorded on the

utility's books, the difference between the FVRB and the OCRB has not been financed by

any identifiable debt or equity capital on the utility's books, rate base elements that are

supported by zero cost capital typically do not earn a return since there is no investment

by the utility and allowing a return could thus produce windfall profits. In other words, as

shown on Attachment RCS-2, Schedule D, tiled with Mr. Smith's direct testimony, the

weighted average cost of capital developed for the application to the OCRB under

Calculation 3 is appropriately adjusted for application to a FVRB by recalculating the

capital structure ratios and assigning a zero financing cost to the FV Increment, which is

not supported by debt and equity on the utility's books. Additional explanation of the

support for this method, from a financial perspective, has been presented in the direct and

surrebuttal testimony of David Parcell, who presented testimony on behalf of the

Commission Staff in the Chaparral City remand case, in Docket No. W-021 l3A-04-0616.

The result of Calculation 3 would have produced a rate increase that was slightly below

the OCRB-revenue requirement in RUCO's filing. This result did not seem to be

appropriate in the context of the current UNSG rate case, given the OCRB-based revenue

requirement and the results of the other FVROR based methods.

This calculation is based on Staff recommendations that have

been developed in a series of rate cases since the Court of Appeals Decision in the

Chaparral City rate case in which the FVROR was an issue. It applied a rate of 1.25

percent to the FVRB increment. The 1.25% is the midpoint of a range from zero to 2.5

percent The low end of the range, zero, is based on the fact that the FVRB increment is

not financed by any debt or equity capital on the utility's books. An estimate of inflation

z (0 +2.5) /2 = 1.25.
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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

was developed for purposes of RUCO's use in the current UNSG case by RUCO witness

William Rigsby as shown on his Schedule WAR - l, page 4. As shown there, 2.5% is the

average inflation rate from the data set used by Mr. Rigsby for 2001-2008, and this could

be viewed as a very conservative estimate of inflation embedded in the risk-free interest

rate, since the indicated inflation component for more recent years in the data series was

higher: Ag., 2008 was 3,66 percent. The estimate of the real risk-free rate of return was

supplied by RUCO witness William Rigsby and is based on his estimate of the risk free

rate of return less inflation. Based on the result shown on Attachment RCS-2, Schedule A,

page 2, the Calculation 4 method would provide UNSG with an unjustified windfall of

almost $1.49 million and thus was evaluated as being "too high."

In summary, as explained in detail above, the criteria used was informed judgment

and a detailed attempt to apply the guidance articulated in the Court of Appeals remand

decision and in Commission Decision No. 70441. The determination of FVROR is at best

an estimation and not an exact science. The goal is to provide the Company with an

opportunity to earn a reasonable rate of return, not to provide the Company with an

excessive rate increase or a windfall. Based on my direct knowledge of how the FVROR

has been under further development on a case-by-case basis in some of the other cases that

have attempted to address this issue subsequent to the Court of Appeals remand decision, I

believe that RUCO's presentation in the instant UNSG rate case, and the resultant

recommendation fully complies with such guidance and results in a reasonable and fair

rate of return when all relevant and appropriate factors are considered.

22

23 Q- Please explain how UNSG is effectively requesting an ROE of 12.58 percent.

24 A.

25

26

On its Schedule D-1, UNSG purported to be requesting a return on equity ("ROE") of 11.0

percent, and an overall rate of return of 8.75 percent. However, on its Schedule A-1, line

7, UNSG has applied an overall rate of return of 9.54 percent to its proposed OCRB. On
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1

2

3

4

Schedule D, I have shown a calculation based on the capital structure UNSG used for

developing its recommended rate of return of 9.54 percent on OCRB. This calculation

shows that the equivalent return on equity ("ROE") implicit in UNSG's request for 9.54

percent on OCRB is an ROE of 12.58 percent, as summarized below:

5

6

7

Cost
Rate

6.49%
12.58%8

Capital Source
Long-Term Debt
Common Stock Equity
Overall Cost of Capital

UNS Gas Proposed to Show Equivalent RequestedROE
Capitalization

Percent
50.01%
49.99%

100.00%

Weighted Avg.
Cost of Capital

3.25%
6.29%
9.54%

9

10 Q-

11 A.

Would an ROE of 12.58 percent be excessive?

Yes. It would substantially exceed the ROEs for OCRB recommended by the witnesses

for RUCO and Staff in this case.12

13

14 Q- M r . Grant  also cr i t ic izes RUCO for  al leged fai lure to consider  the f inancial  impact  of

15 the FVROR recommendation. Please respond.

16

17

18

19

20

21

22

23

24

Mr. Rigsby addresses this in his Surrebuttal Testimony. In addition, I address concerns

about Mr. Grant's attempt to use questionable forecasts that do not reflect typical

ratemaking adjustments as a basis for evaluating the recommendations made by Staff and

RUCO in this case. Mr. Grant appears to be relying on financial forecasts on page 24 of

his Rebuttal Testimony, which have revised forecasts originally presented on page 27 of

his Direct Testimony. I would caution against placing much reliance upon forecasts as the

basis for ratemaking treatments because forecasts are subject to change and can be

inaccurate Additionally, the forecasts presented by Mr. Grant should not replace the

Commission's traditional test year analysis, with unaudited future projections. Moreover,

A.

3 For example, Mr. Grant's rebuttal, at page 15, in the prior UNSG rate case stated that in 2003, the Company could
not foresee the amount of capital investment needed to serve customer growth and system improvement needs, and
that "it was difficult to predict the future impact of regulatory lag on UNS Gas."
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1 4

Mr. Grant's projections do not reflect ratemaking adjustments that would typically be

required by the Commission.4 Without reflecting the impact of the specific adjustments

which cause that difference (i.e., without also reflecting the reasons for the difference) is

questionable and unlikely to produce reliable forecasts that are meaningliii and relevant

for ratemaking purposes. In states that utilize future test years, where projections are

made beyond the historical period, adjustments are typically made to all of the

components of the ratemaking formula which impact the level of revenues, however, Mr.

Grant's projections apparently do not incorporate this. In jurisdictions that utilize future

test years, when adjustments are made for disallowed expenses, the disallowed expenses

are removed from the future test year. To the extent that Mr. Grant is attempting to use

his revised financial forecasts as some kind of surrogate for a future test year, or as some

kind of test of the reasonableness of the parties' differing recommendations, his

comparisons do not appear to reflect the adjustments to rate base or expenses that

contribute to Staff or RUCO recommending a different level of revenue increase than has

been requested by the Company.15

16

In. RATE BASE

ADJUSTMENTS TO ORIGNAL COSTRA TE BASE

17

1 8

1 9

2 0

Q. Please discuss RUCO's adjustments to UNSG'sproposed original cost rate base.

21

RUCO has made five adjustments to UNSG's proposed original cost rate base. These

have been designated as RUCO Adjustments B-1 through B-6.

discussed below.

Each adjustment is

22

23

24

25

Post  Test  Year Plant
What has UNSG proposed for Post-Test Year Plant?

A.

4 See, Ag., UNGS' response to RUCO 11.38.
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1 A. UNS Gas has proposed to include $1.528 million of Post Test Year Non-Revenue

2 Producing Plant in Service (i.e., Construction Work in Progress ("CWIP")) in rate base.

3 RUCO adjustment B-1 removed that amount from rate base.

4

5 Q- Please discuss UNS Gas' reasons for disagreeing with your recommendation to

6 remove such post test year plant in rate base.

7 As described in the Rebuttal Testimony of UNS Gas witness Dallas Dukes at pages 4-5:

8 (1) The post test year plant is not CWIP.

9 (2) Previous Commission decisions have included non-revenue producing post-test year

10 plant in rate base.

11 (3) Mr. Dukes believes that the reason the Commission rejected UNSG's request for post

12 test year plant in its last rate case (Decision No. 70011) was that UNSG made no attempt

to segregate revenue-producing plant from non-revenue producing plant, and UNSG has

14 attempted to address this in the current case.

15

16 Q- IS UNSG's request for post test year plant based on CWIP balances at the end of the

17 test year?

18 Yes. It is a subset of CWIP.5 As such, it suffers Hom all of the concerns associated with

19 the inclusion of CWIP in rate base, including:

20 1) Inclusion of CWIP or post test year plant in rate base is an exception to the

21 Commission's normal practice, and UNS Gas has not met its burden of proof showing

22 why it requires such an exceptional ratemaking treatment.

13

A.

A.

5 See, e.g., UNSG's response to RUCO 11.28d: A11 "post test year plant" that UNSG is requesting in rate base was in
CWIP as of the end of the test year,
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1 2) The CWIP was not in service at the end of the test year. As of June 30, 2008, the

2 projects were not serving customers.

3 3) The Company has not demonstrated that the portion of its June 30, 2008 CWIP

4 balance was for non-revenue roducin and non-ex else reducinff lent. Much of thep pa p

5 construction appears to be for plant which can be related to serving customer growth,

6 and/or can reduce expenses for maintenance.

7 4) Revenues have not been extended beyond the test year to correspond with customer

8 growth. Hence, including the investment in rate base, without recognizing the

9 incremental revenue it supports or the expense reductions such plant additions could

10 enable, would be imbalanced.

11

12 Q. Is inclusion of post testyear plant in rate base up to the discretion of the

13 Commission?

14 A. Yes, it is. RUCO's understanding is, in specific instances, the Commission has allowed

15 some water utilities to include post test year plant in rate base, but the Commission's

16 general practice, particularly for energy utilities, such as UNSG, has been to not allow

17

18

post test year plant or CWIP to be included in rate base. As such, the Commission denied

the Company's request for CWIP in rate base in its last rate case.6

19

20 Q- Does RUCO agree with the proposal of UNS Gas to include post test year plant in

21 rate base in the current case?

6 Decision No 70011, Docket No. G-04204A-06-0463
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1 A. No. In general, RUCO does not favor inclusion of post test year plant in rate base unless

2 the utility demonstrates compelling reasons to justify this exceptional ratemaking

3 treatment.

4 Q- What criteria did UNSG use to select the portion of its June 30, 2008 CWIP balance

5 for its post test year plant in rate base claim in the current case?

6 As described in UNSG's response to RUCO 11.30b and c, certain UNSG and affiliate

7 personnel were given verbal instructions to identify "non-additional" revenue producing

8 plant that was not being installed for the purpose of meeting customer growth and

9 investments that would have been made whether UNSG added additional customers or

10 not. Concerning mains and services, UNSG attempted to identify replacements whose

11 primary purposes were to serve existing customers and would have been replaced

12 regardless of customer additions.

13 As such, the criteria used by UNSG to select the June 30, 2008 CWTP balance for

14 its post test year plant in rate base claim in the current case was a bit loose and apparently

15 did not consider whether the project would be expense reducing or whether it would help

16 facilitate service to customers added after the test year.

17

18 Q- Why is it important that the plant be both non-revenueproducing and non-expense

19 reducing?

20 A. If post test year plant is revenue producing or supports the addition of customers beyond

21 the end of the test year, or if it enables the reduction of expenses, such as the replacement

22 of aging mains and services, or the replacement of older transportation of equipment could

23 do, then a mis-match would result. Rates would be increased for the inclusion of such

i
I

A.
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1 plant in rate base, however, revenue would not be extended for new customers and

2 expense reductions would not be reflected. UNSG's response to data request RUCO 1 I .I 8

q
_J identifies various post test year expense reductions, including reduced overtime, reduced

4 vehicle maintenance, reduced vehicle depreciation, etc., none of which have been

5 reflected. It is imbalanced to include in rate base plant that was not in service during the

6 test year and to ignore expense reductions. Rather than attempt to make pro forma

7 adjustments for the post test year expense reductions, the Company's post test year plant

8 adjustment should be rejected.

9

10 Q- Please elaborate on how including post test year plant in rate base is an exceptional

ratemaldng treatment and why the circumstances in this case do not warrant such

12 treatment.

13 Post test year plant, as the title designates, is not plant that is completed and providing

14 service to ratepayers during the test year. During the test year, it was not used or useful in

15 delivering gas service to the Company's customers. In Arizona, the ratemaking process is

16 predicated on an examination of the operations of a utility to insure that the assets upon

17 which ratepayers are required to provide the utility with a rate of return are prudently

18 incurred and are both used and useful in providing services on a current basis. Facilities in

19 the process of being built are not used or useful. Arizona's ratemaking process therefore

20 excludes such plant from rate base until such projects are completed and providing service

21 to ratepayers in the context of a test year that is being used for determining the utility's

22 revenue requirement. In the current UNS Gas rate case, the test year is June 30, 2008, and

23

A.

the construction projects the Company seeks to include in rate base were not providing
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1 service during that period. As a general ratemaking principle, such post test year plant

2 should be excluded from rate base.

3

4 Additionally, some of the plant being added, such as main replacements, could result in a

5 reduction in maintenance expenditures which would not be reflected in the test year. The

6 inclusion of plant in rate base, therefore, creates an imbalance in the relationships between

7 rate base serving customers and the revenues being provided to the utility from customers

8 who were taking service during the test year. Consequently, such plant should not be

9 allowed in rate base unless there are very compelling circumstances which would warrant

10 an exception to the general rules. In the current case, UNS Gas has not demonstrated

11 convincingly that it requires an exception to the Commission's standard ratemaking

12 treatment of excluding such plant from rate base. It is not appropriate to include the plant

13 in rate base, particularly as the projects may result in additional revenues or cost savings

14 which have not been reflected in the test year ended June 30, 2008.

15

16 Q. How does plant that is placed into servicebetween rate case test years typically get

17 reflected in the regulatory process?

18 A. If the plant is used to serve new customers, the utility receives revenue from those

19 customers. If the plant helps the utility reduce expenses, such as maintenance, the utility

20 benefits Hom such cost reductions during the intervening period. Once the plant is

21 recognized in rate base in a test year, and rates are reset, the utility earns a cash return on

7 RUCO is aware of only one instance in which the Commission has allowed CWIP in rate base for an energy utility.
That occurred in the early 19805 when the Commission considered the costs associated with the Palo Verde Nuclear
Plant. Because the up-front costs were so great, the Commission allowed CWIP in rate base in order for the plant to
be built.
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1 the plant investment, less accumulated depreciation. The related revenues and expense

2 impacts, including known and measurable expense reductions enabled by the plant, are

3 then also recognized in the ratemaking process.

4

5 Q~ Did the Commission address this issue in UNS Gas' last rate case?

6 Yes. The Commission's decision in Decision No. 70011 addressed the issue of post-test

7 year plant at pages 7-8, and reached the following conclusion:

8

9
10
11
12

13
14
15
16
17
18

19
20
21
22

23
24
25
26

27

28

We agree with Staff that post-test-year plant should not be included in rate base for
the same reasons stated above with respect to the Company's request for CWIP.
Although the Commission has allowed post-test-year plant in several prior cases
involving water companies, it appears that the issue was developed on the record
in those proceedings in a manner that afforded assurance that a mismatch of
revenues did not occur. For example, in Decision No. 66849 (March 19, 2004), we
stated that "we do not believe that adoption of this method would result in a
mismatch because the post-test-year plant additions are revenue neutral (i.e., not
funded by CIAC or AIAC)" (Id. at 5). In the instant case, however, the Company's
request appears to be simply a fallback to its CWIP position, and there is no
development of the record to support inclusion of the post-test-year plant. The
entirety of UNS's argument consists of two questions in Mr. Grant's direct
testimony, which essentially provided that: the Commission has approved post-
test-year plant in some prior cases, UNS is experiencing a high customer growth
rate, and therefore the Company is entitled to inclusion of post-test-year plant if
the Commission denies CWIP (Ex.A-27 at 28-29). Even if we were inclined to
recognize post-test-year plant in this case, there is not a sufficient basis upon
which to evaluate the reasonableness of the request (i.e., whether a mismatch
would exist). We therefore deny the Company's proposal on this issue.

29 Q- Could the replacement of old mains and services reduce maintenance cost?

A. 8Yes.

31

30

A.

8 See, e.g., UNSG's response to RUCO 11.28a
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I Q. Could the additional transportation equipment help serve customer growth and/or

2 reduce maintenance costs"

3
)Yes.

4

5 Q- UNS Gas witness Dukes cites to five decisions on page 4, line 18, of his Rebuttal

6 Testimony as the support UNSG is relying on for Commission decisions that have

7 included post-test year plant in rate base. Are any of those decisions for energy

8 utilities?

9 No, they all pertain to water utilities, as admitted by UNSG in response to RUCO 1 l.28e.

i t UNSG is not a waterutility,land has not cited any decisions allowing post test year plant

11 for an energy utility in its Rebuttal Testimony, as admitted in response to RUCO 11.28f

12 and g, respectively, Moreover, the Commission has denied the inclusion of post-test year

13 plant in rate base in other decisions, including the decisions in UNSGls and its affiliate,

14 UNS Electric's last rate cases.

15

16 Q. Is there any other deficiency related to UNSG's proposed treatment of post-test year

17 plant?

18 Yes. UNSG bas apparently failed to reflect a lower amount of rate base related to the

19 application of2008 bonus tax depreciation on the post-test year plant. Qualifying plant

20 additions in 2008 (and 2009) are eligible for 50 percent bonus tax depreciation. UNSG's

Z! CONFIDENTIAL response to RUCO 11.39(e) claims that [**BEGIN

22 CONFIDENTIAL**]

A.

A.

A.

0 See, e.g., UNSG's response to RUCO ll.28b and c.
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l

2 [**END CONFIDENTIAL**] However, this response by UNSG fails to recognize that

3 the Company did include, as a pro Ronna adjustment, additional depreciation related to the

4 post test year plant. Consequently, the Company's proposed treatment of post test year

5 plant fails the matching principle by failing to reflect the increased ADIT related to such

post test year plant, which would include the impact of bonus tax depreciation, and thus

7 overstates rate base. UNSG's CONFIDENTIAL response to RUCO i 1.39 contains some

8 additional information from which a rate base acliustment for ADIT related to the post test

9 year plant could presumably be derived. Such an adjustment is not necessary as long as

10 the Commission rejects UNSG's proposal to include post test year plant in rate base.

it However, if that adjustment were to be allowed, a related adjustment to increase ADIT

12 and decrease rate base, related to the pro forma book depreciation and the bonus tax

13 depreciation on such post test year plant, would need to be made.

£4

15 Q- Please summarize your recommendation concerning post test year plant.

16

17

UNS Gas's proposal to treat a portion of its CWIP at the end of the rest year as if it were

plant in service should be rejected for the reasons stated in my direct testimony and above.

18

19 B-2

20 Q,

21

22

23

24

Customer Advancesfar Construction

What is the dispute concerning Customer Advances?

UNSG seeks to increase rate base by $589,152 by removing a portion of its actual June

30, 2008 Customer Advances. Customer Advances are typically reflected as a reduction

to utility rate base. Staff and RUCO have recommended reflecting the full end-of-test-

year balance for Customer Advances as the reduction to rate base.

6

I

A.

A.
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1

2 Q.

3

4

Why has UNSG sought to remove $589,152 from Customer Advances?

Mr. Dukes' Rebuttal Testimony at page 6-7 claims that this amount of Customer

Advances relates to projects that are not in rate base as of the end of the test year.

5

6 Q-

7

8

9

10

A.

Was a similar claim made by UNSG in its last rate case?

Yes. As one of UNSG's supporting arguments for its attempt to include CAP in rate

base, UNSG had also attempted to have a portion of Customer Advances excluded from

the determination of rate base, using similar arguments from the prior case.

11

12

Q_ Did the Commission make that UNSG-proposed adjustment in UNSG's last rate

13

14

c358'7

No. In UNSG's last rate case, the Commission appropriately deducted the full amount of

Customer Advances from rate base. This issue is addressed in Decision No. 70011 at

pages 8-10, and the Commission reached the following conclusion:

We agree with Staff and RUCO that advances represent customer-supplied funds
that are properly deducted from the Company's rate base. Indeed, the
Commission's own rules contemplate that such a deduction is required, as Staff
witness Smith testified. Had UNS not requested the inclusion of CWIP in rate
base, a ratemaking treatment that is only afforded under extraordinary
circumstances (and apparently has not occurred for more than 20 years), there
would presumably not have been an issue raised by the Company with respect to
an alleged "mismatch" between exclusion of CWIP and deducting advances from
rate base. The Company's attempt to frame this issue as one in which it is being
treated in a discriminatory manner is unpersuasive.

15

16

17
18
19
20

21
22
23

24
25

26

27
28

29

30

31

32
33

34
35

A.

A.

As we have stated in prior cases, regulated utility companies control the timing of

their rate case filings and should not be heard to complain when their chosen test
periods do not coincide with the completion of plant that may be considered used

and useful and therefore properly included in rate base. We believe our

conclusions regarding UNS's C`WlP-related proposals are entirely consistent with
the treatment that has been afforded to other utility companies regulated by the

Commission and provide a result that is fair to both the Company and its

customers.
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1

2 Q. Does UNSG have the use of the money provided for in Customer Advances?

'7
J Yes. UNSG has the use of such money, which is fungible. UNSG does not hold the

4

5

Customer Advance money in an escrow account. It represents non-investor supplied

capital that should be deducted from rate base.

6

7 Q.

A.8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

Please respond to Mr. Dukes' rebuttal at pages 6-7°

Mr. Dukes first agrees that Customer Advances are non-investor supplied capital, and he

agrees that they should be deducted from rate base so that the Company does not am a

return on investments it does not make. However, Mr, Dukes' proposal (1) does not

deduct the full amount of Customer Advances from rate base, and (2) UNSG does not

deduct Customer Advances in its calculation of Allowance for Funds Used During

Construction ("AFUDC") either, thus, if Mr. Dukes' recommendation were to be adopted,

UNSG would earn a return on investments supported by non-investor supplied capital.

Mr. Dukes has ignored the fact that UNSG records AFUDC on construction projects. The

AFUDC is calculated on the CWTP balance, without any reduction for Customer

Advances. That is, UNSG does not reduce CWIP by Customers Advances prior to

calculating AFUDC. The AFUDC represents the return to the Company during the

construction period. If the Customer Advances related to CWIP are not deducted in full

from rate base, this creates an inappropriate situation where the utility would am a return

on the non-investor supplied capital because the Customer Advances related to CWIP

have not been reflected as either reduction to rate base or as a reduction to CWIP for

purposes of the AFUDC calculation. Since the Customer Advances do not reduce the

CWIP balance upon which AFUDC is calculated, they must be reflected in full as a

reduction to rate base. To do otherwise would fai l  to appropriately recognize the

Customer Advances as a source of non-investor supplied capital .
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1

2 Q-

3

4 A.

5

6

7

8

9

10

11

Do you agree with UNSG's claim that some Customer Advances should be excluded

in the determination of rate base?

No. Because Customer Advances represent non-investor supplied capital, they should be

reflected as a deduction to rate base. Additionally, research conducted in the context of

UNSG's last rate case did not reveal any instance in which CWIP for a major utility was

excluded from rate base and customer advances were not also reflected as a deduction to

rate base. Additionally, the Commission's rules at A.A.C. R14-2-103, Appendix B,

Schedule B-1, require companies to reflect Advances as a deduction from rate base.

Consequently, the rate base deduction for Customer Advances should reflect the full end-

of-test year amount. For the reasons described in my Direct Testimony and above, the

adjustment proposed by UNSG should be rejected. Customer Advances proposed by

UNSG should be increased by $589,152 and rate base reduced by this amount.

12

13

14

15

16

Cash Working Capital

Have you reviewed the Company's revised request for a cash working capital

17

18

19

20

21

22

allowance?

Yes. The Company had originally proposed a cash working capital allowance of

approximately $1,568, i.e., under $1,600. Now, in rebuttal, UNSG is seeking a cash

working capital allowance of over $2.18 million. It appears that in response to an

adjustment by Staff witness Fish that attempts to increase the Company's purchased gas

payment lag, UNSG is now proposing a substantially shortened lag.

23

24

A.

Q. Do you agree with the Staff's proposed gas purchase payment lag?
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1

2

No. The gas purchase payment lag proposed by Staff witness Fish is inadequately

supported, and for that reason should not be adopted .

3

4 Q-

5

6

7

8

9

10

What support in its Rebuttal Testimony did UNSG provide for the drastically

different new gas purchase payment lag and much higher cash working capital

allowance?

Not much. The Rebuttal Testimony of UNSG witness Dukes on this major change in the

Company's working capital calculation consists of one paragraph at page 2 identifying the

Colnpany's new, much higher cash working capital request, and a rather vague discussion

at page 8.

11

12 Q.

13

14

A.

Did UNSG provide additional information in response to RUCO discovery?

Yes. UNSG provided its rebuttal workpapers and Excel files in response to RUCO 10.1.

UNSG provided some additional information in response to RUCO 11.33.

Q. Should the drastically higher new cash worldng capital allowance proposed by

UNSG for the first time in its rebuttal testimony be adopted?

15

16

17

18

19

A.

20

21

22

No, it should not be adopted, for several reasons including the following:

(1) The purchased gas payment lag for the test year is documented at Company

workpapers UNSG 0571/01980 through 02063 and shows a weighted lag of27.89 days.l°

(2) The purchased gas payment lag payment lag of 27.89 days UNSG used in the current

case is fairly consistent with the lag used by UNSG in its prior rate case of 30.97 days for

this itern.u23

10 A copy of those UNSG workpapers was provided in on CD in response to Staff data request JACK 1.1. Because of
the volume, those UNSG workpapers are not included.
11 See, e.g., UNSG's response to Staff data request TF 6.27.

I

A.

A.
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1

2

'v
J

4

5

6

7

(3) UNSG's proposed change would reach outside of the test year for one item that

increases the revenue requirement without considering other offsetting items.

(4) The coverage of the post-test year change in gas procurement responsibility from BP

Energy to the affiliate, TEP, which was described in Staffs prudence review of UNSG's

gas procurement, indicated that this should produce a benefit to UNSG's ratepayers, not

an additional revenue requirement burden.

(5) UNSG has not demonstrated that a change in the payment terms is permanent.

8

9

10

Q-

11

12

13

14

Please explain how the purchased gas payment lag for the test year is documented at

Company workpapersUNSG 05741 / 01980 through 02063 and shows a weighted lag

of 27.89 days.

That documentation shows in detail how the gas purchases for the test year produced the

weighted lag of 27.89 days, based on dollar day weighting of purchases from BP Energy

Company, El Paso Natural Gas, and Transwestern Pipeline Company.12

15

16 Q- Please explain how UNSG's proposed change would reach outside of the test year for

one item that increases the revenue requirement without considering other offsetting17

18

19

20

A.

21

22

23

24

items.

The test year consists of the 12 month period ended June 30, 2008. UNSG's revised

purchase gas payment lag calculation, which was provided in response to RUCO 10.1 is

based on July 2008 through May 2009 information for gas purchases from BP Energy, but

retains the Company's originally calculated lags for El Paso and Transwestern. Only by

going outside of the test year and into subsequent months has UNSG derived its new

proposed and much shorter gas purchase payment lag. However, when applying the gas

A.

12 Because of the volume, the UNSG workpapers for the purchased gas payment lag are not being included in
Attachment RCS-8, however, a one-page summary, from UNSG's response to data request RUCO 10.1, which shows
Mr. Dukes' supporting workpaper that summarizes the derivation of the 27.89 day lag contained in UNSG's lead lag
study, and the much shorter lag that UNSG has proposed in its Rebuttal Testimony, is included in Attachment RCS-7.
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13 See UNSG Schedule B-5, page 3, line 7, column B.

ii
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1

2

3

4

By applying a new much shorter payment lag based on post test year-derived to the same

amount of test year natural gas purchase expense in its original filing, UNSG has distorted

the impact upon rate base in a one sided manner. UNSG's calculation would overstate the

amount of cash working capital and revenue requirement.

5

6 Q~

7

8

9

10

11

The NYMEX graph shows the decline in natural gas prices generally since the test

year. Do you have specific information on post test year natural gas cost decreases

that UNSG has failed to reflect?

Yes. The following table summarizes the natural gas purchases from BP that UNS Gas

used (1) to derive its originally proposed test year payment lag and (2) to derive its

significantly shortened payment lag. Because UNSG only used an 11-month period (July

2008 through May 2009) for its new proposed lag, the comparison only uses the

comparable ll months from the test year (i.e,, July 2007 through May 2008):

12

13

14

15

16

17

18

19

Source: RUCO 10.1 UNSG Purchase Gas
Lag Days Rebuttal Excel file

20

As shown, the gas purchased from BP Energy have decreased by over $42.3 million, or by

approximately 42 percent, based on the comparison of these two ll-month periods.

21

22 Q- Are there ot her post test year cost decreases that UNSG has failed to ref lect?

23 A.

24

25

26

A.

Yes. There are a number of post test year cost decreases that UNSG has failed to reflect.

UNSG's response to RUCO 11.18 identifies savings in labor costs, meter reading,

repairs and maintenance, vehicle maintenance, training and travel, communications and

vehicle depreciation, which have not been reflected in the test year.
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1

2

3

4

UNSG's response to RUCO 11.19 identifies an annual cost reduction related to

using Walmart for customer payments of approximately $42,000.

UNSG's response to RUCO 11.20 identifies annual cost reductions from UNS Gas

lobby office closings.

5

6 Q-

7

8

9

10

A.

11

12

13

14

How was the post-test year change in responsibility for gas procurement addressed

in Staff's prudence review of UNSG's purchasing?

The testimony of Staff witness Rita Beale addressed a prudence review of UNSG's gas

procurement operations and apparently focused on the period from January 2006 to June

2008, with some discussion of post-test year changes. Page 6 of Ms. Beale's testimony,

for example, mentions that: "Contractually, gas procurement services ended with BP

Energy Services on August 31, 2008 and began in TEP Wholesale Department starting

September 1, 2008. As a result, BP's role changed to become one of a number of suppliers

canvassed by UNS Gas to purchase gas."

15

16

17

18

19

Q- Wasn't the post test year transfer of gas procurement from BP Energy to UNSG's

affiliate, TEP, expected to provide net benefits to UNSG ratepayers?

I thought so, based on the Direct Testimony of Staff witness Beale at pages 5-8, including

this testimony at page 8:

20
21
22
23
24
25
26
27
28
29
30 .
31 I

A.

Q. Are there any other benefits that derive to UNS Gas ratepayers?

A. UNS Gas has gained the benefit of first hand price discovery by virtue of TEP's
direct participation in the market, whereas formerly BP was the entity facing the
market. UNS Gas also retains the choice of changing AMA partners should
market conditions warrant, both of which should help lower the gas supply and
transport costs over the long term. There should be increased accountability for
decision-making during severe and critical pipeline operating conditions. Sharing
of the cost of gas procurement operations with two UniSource entities, Tucson
Electric and UNS Electric is another benefit. UNS Gas's load is winter peaking
versus summer peaking for the electric companies, so they are a natural
complement. Other benefits are related to credit risk management which is
essential to lock-in purchases of gas in the forward markets. UNS Gas's
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1
2

3

counterparty credit risk is theoretically more diversified by using multiple gas
suppliers, and UNS Gas should be able to access a greater amount of credit by
using multiple suppliers.

4

5

6

Q, Is the substantial increase in its request for cash working capital consistent with the

gas procurement functions producing a net benefit to

7

post test year changes in

ratepayers?

8

9

10

A.

11

12

No. The attempt in UNSG's rebuttal testimony to reflect only one post-test year change in

its gas procurement, to significantly increase its cash working capital allowance, without

considering other offsetting changes and benefits to ratepayers produced by post~test year

changes in the gas procurement function, and/or the post test year declines in the cost of

natural is thus one-sided and inappropriate.

13

14 Q- Has UNSG demonstrated that a change in the gas purchased payment terms is

permanent?15

16

17

18

19

A.

20

21

22

23

24

25

No. Mr. Dukes' Rebuttal Testimony at page 8 mentions that the payment terms were

adjusted because of credit limitations. Moreover, UNSG is a winter-peaking gas

distribution company, so its exposure to gas suppliers is highest during the winter months

of November through April. A temporary adjustment in payment terms to twice-per-

month payments to BP Energy had occurred in the previous winter (December 2007 -

January 2008) which then reverted back to a monthly payment and that is reflected in the

test year gas purchase payment lag. After exceeding its credit limit with BP Energy,

UNSG agreed to more frequent payments (twice monthly) and a standby letter of credit so

UNSG could continue to enter into new transactions with BP Energy. A number of

alternatives are available in such a situation. As described in the response to RUCO

l l.27k:26

27

28
29

UNS Gas could make more frequent payments of amounts owed for gas supplied,
could provide a standby letter of credit from a financial institution, or could curtail
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1 doing new business with the supplier, or a combination of these actions. The
decision to provide a letter of credit vs. make prepayments depends on several
factors including available credit under its revolving credit facility to issue letters
of credit, the cost of issuing letters of credit, the amount of available cash on hand,
and the interest rate that could be earned on the investment of excess cash.

2
3
4
5

6

7

8

9

10

11

12

13

14

15

16

UNSG has presented no analysis of the impact of each of these factors from the

ratepayers' perspective and has not demonstrated that agreeing to more frequent payment

terms was the least cost solution from ratepayers' perspective. Some of the other

alternatives, such as incurring the cost of a letter of credit in a non-test year period, may

not have had any impact on test year costs or ratepayers. Finally, as stated in response to

RUCO Il.27(o): "As long as the vendor's total exposure to UNS Gas is within the credit

limit established for UNS Gas, UNS Gas may pay for purchased gas on a monthly basis."

Based on all of this, UNSG has failed to establish that payments every two weeks for the

purchase of natural gas is permanent, or even is an impact that UNSG's ratepayers should

be held responsible for.

17

18 Q-

19

20

21

22

23

Please summarize your recommendation of the purchase gas payment lag that should

be applied for purposes of computing cash working capital in the current UNSG rate

case, which uses a test year ended June 30, 2008.

The payment lag of 27.89 days that is documented in the Company's workpapers should

be used. UNSG's attempt to substantially revise this lag in rebuttal and increase costs to

ratepayers based on an isolated impact of a post-test year change should be rejected for the

reasons described above.24

25

26 Q. Are you recommending any revisions to UNSG's cash worldng capital request?

27

28

A.

A. Yes. The Company's attempt to revise the payment lag for gas purchases in a one-sided

manner based on a post test year change should be rejected. Additionally, prior to
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1

2

q
D

4

5

testifying at the hearings, I would propose to update UNSG's cash working capital

allowance to reflect the impact of RUCO's adjustments to operating expenses and revenue

based taxes, and to synchronize the calculation of cash working capital with RUCO's

recommended revenue increase.14 I have reserved Schedule B-4 for a cash working

capital update.

6

7

8 B-6

9

10

Q-

11

Accumulated Deferred Income Taxes

Wha t  adjus tment  had you proposed to Accumula ted Defer r ed Income Taxes

("ADIT") that were included in rate base by UNSG for Accounts 190 and 283?

In my direct testimony, as shown on Attachment RCS-2, Schedule B-6, I recommended

that the following items reflected in Accounts 190 and 283 are removed:12

13

14

Dividend Equivalents

Restricted Stock

Restricted Stock - Directors

Stock Options

Vacation

Pension

15

16

17

18

19 Each of these items has no corresponding liability that is offsetting rate base. The removal

of these items decreases rate base by $423,669.20

21

22 Q-

23

Has UNSG objected to the removal of any of these ADIT items in its Rebuttal

Testimony?

24

25

Yes. UNSG witness Kissinger opposes the adjustment for ADIT related to accrued

pension and vacation liabilities because (1) such items were not removed in the prior

A.

A.

14 Such synchronization has not yet been reflected at this time, but would be incorporated in a subsequent filing or in
RUCO's brief
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1

2

UNSG rate case, and (2) such items "are calculated on an accrual basis and are a

. . 15
component of operating expense reflected in rates."

3

4 Q-

5

6

Does Ms. Kissinger admit that ADIT related to stock-based compensation was not

allowed by the Commission as a componentof rate base in UNSG's last ratecase?

Yes, she indicates that the ADIT was disallowed because the underlying expense was

disallowed, and in those circumstances the adjustment to ADIT is appropriate.]67

8

9

10

Q- Have you recommended that the ADIT related to stock-based compensation be

removed"

11

12

Yes.

13

14

Q-

15

16

17

At page 3, Ms. Kissinger claims that removal of ADIT related toaccrued pension and

vacation liabilities "is another example of RUCO challenging accepted Commission-

approved methods." Please respond.

Neither RUCO nor UNSG could identity where these items had been addressed in the

prior cases cited in Ms. Kissinger's Rebuttal Testimony on page 3. UNSG's response to

RUCO 11.25 states that:18

19
20
21
22

In the cases referenced on page 3 of the Rebuttal Testimony, there were
challenges of the inclusion of these items in rate base. Therefore, there was no
need for the Commission to explicitly discuss these items in Decisions.

no

23 UNSG's response to RUCO 11.24 admits that:

24

25
26
27
28

The Commission's method in addressing the amount of ADIT balance to be
included in rate base is to review all of the testimony and briefs filed in each utility
case and to decide the case based on the facts and evidence in that case.

A.

A.

A.

15 See, Ag., Kissinger rebuttal, page 3.
16 See, Kissinger rebuttal, pages 3-4.
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1
2

3
4

The Commission's method is to consider the facts and evidence in light of its past
practices and treatment of specific items in other cases with the same facts and

evidence. By so doing, the Commission provides consistency of treatment among

the ratepayers of Arizona.

5

6 Q-

7

8

9

10

Do you agree with Ms. Kissinger's analysis of why an ADIT item should or shouldn't

be included in rate base?

I agree that if an item is disallowed for ratemaking purpose, the related ADIT should also

be removed. However, Ms. Kissinger"s analysis would only focus upon ADIT in terms of

operating expenses, and fails to recognize that there is a direct relationship between ADIT

balances and other asset or liability accounts on a company's balance sheet. For example,

as listed in UNSG's response to RUCO 11.21, the Company had balances of accrued

vacation liability and accrued pension liability on its books at beginning and end of the

test year, as listed there. The balances as of the June 30, 2008, the end of the test year are:

$438,776 for the Accrued Vacation Liability and $1,732,676 for the Accrued Pension

Liability. As such, these balances represent a source of non-investor supplied funds to the

Company. Moreover, there is a direct relationship between the accrued liability amounts

and the related amounts of ADIT for these items.

11

12

13

14

15

16

17

18

19

20 Q. How can non-investor supplied cost-free capital be reflected in the development of a

21

22

23

24

utility's rate base?

Non-investor supplied cost-free capital, such as these accrued liabilities, could be reflected

in the development of a utility's rate base in various ways, including (1) by adjusting the

payment lags that are applied to the cash expenses in a lead-lag study or (2), by deducting

the test year balances of the non-investor supplied capital from rate base.25

26

2.7 Q. Did UNSG address the accrued vacation and accrued pension liability in its lead-lag

28

A.

A.

study?
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1

2

3

4

5

6

According to the response to RUCO 1 l.26(a), UNSG did not make any specific

adjustments in its lead-lag study for Accrued Vacation Liability. UNSG's response to

RUCO I 1.26(b) states that the "UNS Gas Pension and Benefit lag reflects the payment lag

for cash payments made to the pension funds trustees." Since the Accrued Pension

Liability represents the liability for pensions that has not been funded, this amount was not

covered by cash payments in the lead-lag study.

Q- Does UNSG have an accrued liability for stock-based compensation?

7

8

9

10

11

N0.17

Q- How are debit-balance ADIT items generally related to a liability item on a

12

13

14

A.

15

16

17

18

19

20

company's balance sheet?

In general, debit-balance ADIT items (which appear as assets on a company's balance

sheet) are related to a liability item on the Company's balance sheet in the following

manner. The liability item multiplied by the income tax rate produces the related ADIT

debit-balance. As an illustrative example, assume a $1 million accrued liability and a

combined income tax rate of 38.6 percent. The debit-balance ADIT item related to the $1

million accrued liability would be $386,000, computed as follows: $1,000,000 x 38.6% =

$386,000. There is typically a direct relationship between the ADIT item and the book-

tax timing differences. In many instances, the ADIT is directly related to multiplying a

liability (or deferred asset) balance by the income tax rate.21

22

23 Q. How, specifically, is UNSG's balance of Accrued Vacation Liability related to the

ADIT debit-balance item?24

A.

A.

17 See, e.g., UNSG's responses to RUCO 11.21 (c ) and 11.26(c ).
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1

2

As explained in UNSG's CONFIDENTIAL response to RUCO l 1.22(a): [**BEGIN

CONFIDENTIAL**] LL

3

4 [**END CONFIDENTIAL**] The $169,367 is shown on Attachment RCS-2 to my

direct testimony on Schedule B-6, line 8.5

6

7 Q.

8

9

10

1 1

12

13

in

15

16

Q»

17

18

19

20

21

How, specif ically, is UNSG's balance of Accrued Pension Liability related to the

ADIT debit-balance item?

The $1,045 ADIT debit balance item on Attachment RCS-2 to my direct testimony on

Schedule B-6, line 12, was also computed by UNSG by multiplying a related adjusted

liability amount by the combined income tax rate of 38.6 percent. Additional details for

such calculation are presented on UNSG's CONFIDENTIAL response to RUCO l I.22(b).

Thus, there is an adjusted accrued liability amount of $2,707 related to the ADIT amount

of so ,045_

As a result of UNSG's rebuttal testimony have you changed your recommendation

about removing the ADIT items listed on Schedule B-6 that was filed with your

direct testimony"

No. Those adjustments continue to be appropriate. The ADIT related to stock-based

compensation should be removed because stock-based compensation should be disallowed

for ratemaking purposes, as explained in my direct testimony.

The ADIT related to the Accrued Pension and Vacation Liabilities should be

removed because the related Liability balances have not been used to reduce rate base.22

23

24

25

A.

A.

A.

Q. Do you have an alternative adjustment to rate base related to the Accrued Pension

and Vacation Liability amounts and the ADIT related to those items?



Description

Adjusted
Liability
Amount

Combined
Income Tax

Rate
ADIT Debit

Balance
Net Rate

Base Impact
(A) (B) (c> D =A+B

Accrued Vacation Liability $ (438,776) 38.60% $ 169,369 $ (269,407)

Accrued Pension Liability $ (2,707) 38.60% $ 1,045 $ (1,662)
Total of these items $ (441,483) $ 170,414 $ (271,069)
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Y e s .  I f  t h e  AD IT  d e b i t - b a l a n c e  i t e m s  r e l a t e d  t o  t h e  Ac c r u e d  P e n s i o n  a n d  V a c a t i o n

Li ab i l i t i e s  of  $1 , 045  and  $ l 69 , 367 ,  r e spect i ve l y,  a r e  not  r emoved  fr om r a t e  base ,  p r ope r

ma t ch i ng wou l d  r e qu i r e  t ha t  t he  cos t - f r e e  ca p i t a l  r e l a t e d  t o t he s e  ADIT ba l a nce s  i n  t he

f o r m  o f  t h e  a c c r u e d  l i a b i l i t y  a m o u n t s  o f  $ 2 , 7 0 7  a n d  $ 4 3 8 , 7 7 6  ( b a s i c a l l y  t h e  AD IT

amount s  d ivided by the  combined income t ax  ra t e  of 38 .6%)  should  be  deducted  from ra t e

b a s e ,  for  t h e  n e t  r a t e  b a s e  r e d u ct i on  for  t h e s e  i t e ms  of  $ 2 7 1 , 0 6 9  a s  s u mma r i ze d  i n  t h e

fol lowing table :

A.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

ADJUSTMENTS TO OPERATING INCOME

What adjustments to operating income do you address in your Surrebuttal

Testimony?

I address the following adjustments to operating income, which UNSG has disputed in its

Rebuttal Testimony:

Revenue Annualization•

A.

IV.

Q.

Incen t i ve  Compensa t i on  Expense

St ock  Based  Compensa t i on  Expense

Supplementa l  Execut ive  Ret i rement  Plan Expense

Amer i can  Gas  Associ a t i on  Dues  Expense

Outs ide  Lega l  Expense

Fleet  Fuel  Expense

Rate  Case  Expense
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1 o

2 U

Payroll and Payroll Tax Expense

Postage Expense

3

4

5

6

Q.

Reven be Annualization

What is UNSG's rebuttal position on the customer annualization adjustment?

UNSG witness Bentley Erdwurm presents UNSG's arguments concerning the

annualization adjustment. UNSG's rebuttal position is no different than its direct filing.

The Company seeks to reduce test year revenue by approximately $516,000.

7

8

9

10 Q-

11

Why do you disagree with UNSG's proposed customer annualization adjustment?

I disagree with UNSG's proposed customer annualization adjustment because it does not

make sense to reduce test year revenue when UNSG has continued through the test year to

experience year-over-year customer growth. Consequently, I have recommended that the

test year revenue be used to set rates, without UNSG's proposed annualization adjustment.

I set forth in detail in my direct testimony comparisons of UNSG's residential and

commercial customer counts historically and through the test year. I also answered

several UNSG data requests concerning the revenue annualization which further explain

the rationale for rejecting UNSG's proposed adjustment to reduce test year revenue.

12

13

14

15

16

17

18

19

20 Q. How is a customer annualization typically used in a utility rate case?

21

22

24

23

25

A.

A.

A. Where a utility is growing and having to add plant during a test year to serve additional

customers, a revenue annualization adjustment is typically employed in order to capture

the impact on revenue from customer growth that has occurred and to better match the

revenue with the test year plant that has been added to serve the new customers. The

revenue growth that relates to the addition of customers is captured in an adjustment to
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1

2

increase revenue related to the increased plant which has been added to serve additional

customers during the test year.

3

4 Q- How has the customer annualization been applied by UNS Gas in the current rate

5

6

7

8

case?

While the Company employed an annualization method similar to the one that was used in

its last rate case, the rote application of such method in the current case is decreasing test

year revenues. Moreover, the decrease in revenue produced by the Company's calculation

appears to be related to customer seasonality rather than a permanent decline in customer

count during the test year, and therefore should not be adopted because it would understate

test year and going-forward revenues.

9

10

11

12

13

14

Q-

15

16

17

18

19

20

21

22

23

24

25

26

A.

A.

Hasn't UNS Gas experienced customer growth?

Yes, it has. Year after year, UNSG's number of average customers has been increasing.

This holds true for the test year as well. Consequently, because customer counts year-

over-year have been increasing for the past several years including the test year, test year

revenues should not be decreased based on the misapplication of an annualization

adjustment. In other words, while the application of an annualization adjustment may

have made sense and been appropriate in UNSG's last rate case to account for customer

growth that had occurred during that test year which ended December 31, 2005, rote

application of such a method in the current case produces results that do not make sense

because it essentially assumes that UNSG is losing residential and commercial customers,

when clearly that is NOT the case.

UNS Gas has added, on average, both residential and commercial customers in

each and every year, including the test year. Consequently, an adjustment to decrease test

year revenue would be inappropriate by understating test year and going~forward revenues
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1

2

and should be rejected. Test year revenue of $516,000 should not be removed as proposed

by UNSG. RUCO adjustment C-l filed with my Direct Testimony restores this amount of

actual test year revenue to the test year,3

4

5

6 Q-

Incentive Compensation Expense

What is the basis for UNSG's disagreement with the adjustment to remove 50

7

8

9

10

percent of the incentive compensation expense?

11

12

13

UNSG witness Dukes' Rebuttal Testimony at pages 11-16 addresses this. Basically,

UNSG disagrees with the evaluation of who benefits from incentive compensation that has

been employed by the Commission in a series of recent decisions on this issue. Mr.

Dukes' Rebuttal Testimony generally reiterates arguments that have been considered and

rejected by the Commission in prior cases, including the most recent rate cases involving

UNSG and its affiliate, UNS Electric.

14

15 Q. Please explain why a 50 percent allocation to shareholders is appropriate for an

16

17

18

19

20

21

22

23

incentive compensation program.

In general, incentive compensation programs can provide benefits to both shareholders

and ratepayers. The removal of 50% of the incentive compensation expense, in essence,

provides an equal sharing of such cost, and therefore provides an appropriate balance

between the benefits attained by both shareholders and ratepayers. Both shareholders and

ratepayers stand to benefit from the achievement of performance goals, however, there is

no assurance that the award levels included in the Company's proposed expense for the

test year will be repeated in future years.

24

25

A.

A.

Q. What are the key provisions of the incentive compensation program?
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1

2

3

4

5

6

7

8

9

10

The Company's response to Staff data request TF 6.64 states that UNS Gas non-union

employees participate in UniSource Energy Corporation's ("UniSource") Performance

Enhancement Plan ("PEP"). The structure of the PEP determines eligibility for certain

bonus levels by measuring UniSource's performance in three areas: (1) financial

performance, (2) operational cost containment, and (3) core business and customer service

goals. Levels of achievement in each area are assigned percentage-based "scores." Those

scores are combined to calculate the final payout level. The amount made available for

bonuses pursuant to the PEP may range from 15 to 150 percent of the targeted payout

level. The financial performance and operational cost containment components each

make up 30 percent of the bonus structure, while the core business and customer service

goals account for the remaining 40 percent.11

12

13 As explained in the Company's response to Staff data request TF 6.64:

14
15
16
17
18
19
20
21

The scores from each goal are totaled and then multiplied by the targeted bonus of
each employee to determine the total available dollars to be paid out. Targeted
bonus percentages, as a percent of base salary, range from 3% to 14% for regular
unclassified employees, and 25% to 80% for Managers and Officers. Bonus
percentages, as a percent of base salary, are used in the calculation of total
available dollars, and actual awards may vary at management's discretion, based on
individual employee contribution. If a payout is achieved, employee PEP bonuses
will be distributed near the end of the first quarter the following year.

22

23 Q.

24

Is UNSG's proposed treatment of incentive compensation expense a conscious

deviation from principles and policies established in prior Commission Orders?

25 Yes. Data request TF 6.103 askedls:

26

27
28
29
30

Are there any aspects of the Company's accounting adjustments and revenue
requirement claim which represents a conscious deviation from the principles and
policies established in prior Commission Orders? If so, identify each area of
deviation, and for each deviation explain the Company's perception of the principle

A.

A.

is See Attachment RCS-5 of my direct testimony.
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1
2
3
4
5

established in the prior Commission orders, how the Company's proposed
treatment in this rate case deviates from the principles established in the prior
Commission orders, and the dollar impact resulting from such deviation. Show
which accounts are affected and the dollar impact on each account for each such
deviation.

6 UNSG's response to this data request states in part that: "In the prior Commission

decision, 50% of the incentive compensation expense was excluded from revenue

requirements. UNS Gas is requesting full recovery of the normal and recurring level of

incentive compensations expense."

7

8

9

10

11

12

Q-

13

14

15

16

17

18

19

What criteria has the Commission found important in deciding issues concerning

utility incentive compensation in recentcases?

The criteria the Commission has found important in deciding this issue in recent cases are

described in various orders which have addressed the treatment of utility incentive

compensation expense for ratemaking purposes. In Decision No. 68487 (February 23,

2006), the Commission adopted Staffs recommendation for an equal sharing of costs

associated with the Southwest Gas Corporation's ("SWG") Management Incentive Plan

("MIP") expense. For example, in reaching its conclusion regarding SWG's MIP, the

Commission stated in part on page 18 of Order 68487 that:

20

21
22
23
24
25
26
27
28

We believe that Staff's recommendation for an equal sharing of the costs
associated with MIP compensation provides an appropriate balance between the
benefits attained by both shareholders and ratepayers. Although achievement of
the performance goals in the MIP, and the benefits attendant thereto, cannot be
precisely quantified there is little doubt that both shareholders and ratepayers
derive some benefit from incentive goals. Therefore, the costs of the program
should be borne by both groups and we find Staflf's equal sharing recommendations
to be a reasonable resolution.

29

30

Mr. Dukes has not refuted the fact that both shareholders and ratepayers derive some

benefit from incentive goals.

31

A.
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r

1 Q- Do UNSG's shareholders and customers both benefit from the achievement of

2 incentive compensation program?

Yes. Shareholders benefit from the3 A.

4

achievement of financial goals. Additionally,

shareholders benefit from the achievement of expense reduction and expense containment

Shareholders and ratepayers can both benefit from the5

6

goals between rate cases.

achievement of customer service goals.

7

8

9

10

Q-

11

12

13

14

Have the facts changed materially since the last UNS Gas rate case that a different

result concerning the sharing of incentive compensation expense should occur?

No, I don't believe so. The rationale for the 50 percent allocation to shareholders of this

expense in the current case appears to be consistent with the Commission's findings

concerning SWG's MIP in Decision No. 68487, and findings about UNSG's incentive

compensation expense in Decision No. 70011. In Decision No. 70011 (November 27,

2007), in the last UNS Gas rate case, Docket No. G-04204-06-0463 et al, the Commission

stated in part on page 27 that:15

1 6

17
18
1 9

We believe that Staffs recommendation provides a reasonable balancing of the
interests between ratepayers and shareholders by requiring each group to bear half
the cost of the incentive program.

20

21 Q- At page 12 of his Rebuttal Testimony, Mr. Dukes claims that Decision No. 69663

22 supports the UNSG position. W asn't an equal sharing of incentive compensation

23 expense ordered in other more recent Commission decisions in rate cases involving

24 Arizona utilities?

25 A. Yes. In Decision No. 70360 (May 27, 2008), in the recent UNS Electric, Inc. rate case,

26 Docket No. E-04204A-06-0783, the Commission stated at page 21 that:

27 I
28

A.

Consistent with our finding in the UNS Gas rate case (Decision No.
70011, at 26-27), we believe that Staffs recommendation provides a
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1
2

3
4
5

6

reasonable balancing of the interests between ratepayers and shareholders
by requiring each group to bear half the cost of the incentive
program...Given that the arguments raised in the UNS Gas case are
virtually identical to those presented in this case, we see no reason to
deviate from that recent decision.

7 Finally, in Decision No. 70665 (December 24, 2008), in the most recent Southwest Gas

8 Company rate case, Docket No. G-01551A-07-0504, the Commission stated at page 16

9 that:

10
11

In the last Southwest Gas rate case, as well as several subsequent cases,3
we disallowed 50 percent of management incentive compensation on the
basis that such programs provide approximately equal benefits to
shareholders and ratepayers because the performance goals relate to
financial performance and cost containment goals as well as customer
service elements. (Decision No. 68487 at 18.) In that Decision, we
stated:

In Decision No. 64172, the Commission adopted Staff' s
recommendation regarding MIP expenses based on Staffs claim
that two of the five performance goals were tied to return on
equity and thus primarily benefited shareholders. We believe that
Staffs recommendation for an equal sharing of the costs
associated with MIP compensation provides an appropriate
balance between the benefits attained by both shareholders and
ratepayers. Although achievement of the performance goals in
the MIP, and the benefits attendant thereto, cannot be precisely
quantified there is little doubt that both shareholders and
ratepayers derive some benefit from incentive goals. Therefore,
the costs of the program should be borne by both groups and we
find Staffs equal sharing recommendation to be a reasonable
resolution.

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

(Id) We believe the same rationale exists in this case to adopt the position
advocated by Staff and RUCO to disallow 50 percent of the COmpany's
proposed MIP costs.4

See UNS Gas, Inc., Decision No. 70011 (November 27, 2007) at 27, Arizona Public
Service Co., Decision No. 69663 (June 28, 2007) at 27, and UNS Electric, Inc., Decision
No. 70360 (May 27, 2008) at 21 >
40n the same basis, we will also disallow 100 percent of the Southwest Gas stock
incentive plan ("S1P"). The costs related to similar incentive plans were recently rejected
for APS and UNS Electric. (See Ex. S»l2 at 32-34.) As was noted in the APS case,
stock performance incentive goals have the potential to negatively affect customer
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1
2

service, and ratepayers should not be required to pay executive compensation that is
based on the performance of the Company's stock price. (Decision No. 69663 at 36.)

3

4 Q-

5

6

7

8

Should the 50/50 ratepayer/shareholder sharing that the Commission applied to

utility incentive compensation in UNSG's last rate case be modified to a 100 percent

ratepayer responsibility for such cost based on the analysis presented byMr. Dukes?

No. The 50/50 sharing of UNSG's incentive compensation program cost ordered by the

Commission in Decision No. 70011 should continue to apply in the current UNSG rate

9 case,

10

11 Q-

12

13

14

15

Given the current economic conditions, have you seen other utilities volunteering to

remove certain compensation from their test year expenses?

Yes. I have been seeing increasing examples of this recently where uti l i t ies are agreeing

to remove discretionary expenses such as incentive compensation, executive raises, SERP,

and other  expenses,  in  recogni t ion of  the bad econom y.  As an i l l us t rat i ve exam ple,

16 testimony filed by PEPCO in a D.C. PSC rate case in May 2009, included the following:

17
ca

18

the Company has decided to eliminate the 2009 merit increases for its

executives and its other non-union management emp1oyees."9

19

20

21

22

23

24

"Adjustment 5 excludes from cost of service the costs associated with non-

qualified executive retirement plans, as ordered by the Commission in Form Case

No. 939 (Order No. 10646, page 128).20

"As noted by Company Witness Kamerick, there will be no adjustment to non-

union wages beyond the annualization of the March 1, 2008 increase."21

"Adjustment 22 reflects the exclusion of incentive plan payments in accordance

with the Commission's decision in Formal Case No. l053."2225

A.

A.

19 PEPCO witness A.J. Kamerick Direct Testimony (May 2009), page 29, DCPSC Case No. 1076.
20 PEPCO witness Linda J, Hook Direct Testimony, page 9.
21 Id at page 13.
buzz Id at page15.
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1

2

3

4

Q~ Please summarize your recommendation. concerning UNSG's incentive compensation

5

6

A.

expense.

I recommend continuing the 50 percent allocation for UNSG's incentive compensation

expense to shareholders ordered by the Commission in Decision No. 7001 l. This results

in a reduction to test year expense of $140,484.7

8

9

10

11

Q-

Stock-Based CompensationExpense

What does UNSG claim in its Rebuttal Testimony concerning stock-based

12

13

14

15

16

17

18

19

20

21

compensation expense?

UNSG witness Dukes addresses stock based compensation expense at pages 16-17 of his

testimony. At page 17, he claims that: "Neither Staff nor RUCO has questioned that the

program provides benefits to customers, its prudence, the reasonableness of the cost or

that it was incurred to provide service to customers." This statement by Mr. Dukes does

not appear to be consistent with the analysis presented in my Direct Testimony. In fact,

RUCO is questioning how UNSG's stock-based compensation expense benefits customers

and the reasonableness of the additional cost. In fact, especially in view of the poor

economic conditions, it would be highly unreasonable to charge UNSG's stock-based

compensation expense to ratepayers in the current UNSG rate case. The removal of stock-

based compensation expense is consistent with a number of recent Commission decisions

that have addressed this issue.22

23

24 Q-

25

A.

For what types of stock-based compensation has UNSG included an expense in the

test year?
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1

2

UNSG has included an expense in the test year for the following types of stock-based

compensation:

3

4

5

6

Stock Option Expense

Dividend Equivalents on Stock Units

Performance Stock Award

Dividend Equivalent on Stock Options

Directors Stock Awards7

8

9 My direct testimony discussed each of these programs.

Q~

10

11

12

13

14

15

16

17

18

A.

Did the Commission recently disallow another utility's stock based compensation in a

recent decision?

Yes. In Decision No. 69663, from a recent APS rate case, the Commission adopted a

Staff recommendation where cash-based incentive compensation expense was allowed and

stock-based compensation was disallowed. Additionally, page 36 of Decision No. 69663

indicates that the Commission rejected an argument by APS that the Commission not look

at how compensation is determined or its individual components:

19
20
21

22

23
24

25

26

27
28

29

30
31
32

"APS argues that the issue is whether APS compensation, including
incentives, is reasonable. APS does not believe that the Commission should look
at how that compensation is determined or its individual components, but rather

should just look at the total compensation. The Company argues that the interests

of investors and consumers are not in fundamental conflict over the issue of
financial performance, because both want the Company to be able to attract needed
capital at a reasonable cost."

A.

"We agree with Staff that APS' stock-based incentive compensation
expense should not be included in the cost of service used to set rates. Contrary to
APS' argument that we should not look at how compensation is determined, we do
not believe rates paid by ratepayers should include costs of a program where an
employee has an incentive to perform in a manner that could negatively affect the
Company's provision of safe, reliable utility service at a reasonable rate. As
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1
2
3
4
5
6
7
8
9

10

testified to by Staff witness Dittmer and set out in Staffs Initial brie "[e]nhanced
earnings levels can sometimes be achieved by short-terrn management decisions
that may not encourage the development of safe and reliable utility service at the
lowest long-term cost. For example, some maintenance can be temporarily
deferred, thereby boosting earnings. But delaying maintenance can lead to
safety concerns or higher subsequent 'catch~up' costs." [cite omitted] To the
extent that Pinnacle West shareholders wish to compensate APS management for
its enhanced earnings, they may do so, but it is not appropriate for the utility's
ratepayers to provide such incentive and compensation."

11

12

Thus, in Decision No, 69663, the Commission made an adjustment to disallow a portion

of that utility's incentive compensation expense, specifically the stock-based

13 compensation.

14

15 Q-

16

17

18

Was stock-based compensation expense also disallowed in the Commission's recent

decision in the rate case involving UNS Electric, Inc.'?

Yes, it was. In Decision No. 70360 at page 22, the Commission, in referencing a similar

decision regarding Southwest Gas Corporation as well as APS' last rate case stated:

19

20
21
22
23
24

"For these same reasons, we agree with Staff that test year expenses should
be reduced to remove stock-based compensation to officers and
employees...The disallowance of stock-based compensation is consistent
with the most recent rate case for Arizona Public Service Company
(Decision No. 69663)." »

25

26 Q. Please discuss the reasons for removing stock-based compensation.

27 Ratepayers should not be required to pay executive compensation that is based on the

28 performance of the Company's (or its parent company's) stock price. Additionally, prior

29 to being required to expense stock options for financial reporting purposes under

30 Statement of Financial Accounting Standards No. 123 Revised (SFAS 123R), the cost of

31 stock options was typically treated as a dilution of shareholders' investments, i.e., it was a

32

A.

A.

cost borne by shareholders. While SFAS 123R now requires stock option cost to be
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1 expensed on a company's financial statements, this does not provide a reason for shifting

2 the cost responsibility for stock options from shareholders to utility ratepayers.

3

4 Q- Does the poor economic condition present another reason for removing stock-based

5 compensation?

6 Yes. While I believe that UNSG's stock based compensation expense should be removed,

7 even if the economic conditions were better, the current poor economic conditions are

8 causing hardship for customers in many ways, not just related to higher utility rates, and

9 present another reason at this time for removing this expense. In fact, some other utilities

10 have been responding to the poor economic conditions by removing elements of

11 compensation expense from their rate increase request filings. UNSG has taken the

12 opposite approach and continues to litigate such issues. In view of the poor economy, this

13 would be a particularly bad time for the Commission to change from its historical

14 perspective and charge UNSG's ratepayers for stock-based compensation expense.

15

16 Q. Please summarize your recommendation.

17

18

19

20

21

22

As shown on Attachment RCS-2, Schedule C-4, which was tiled with my Direct

Testimony, an adjustment should be made to decrease test year expense by $266,399 to

reflect the removal of UNSG's stock option compensation expense that is allocated to

Arizona operations. The expense of providing stock options and other stock-based

compensation to officers, employees and directors beyond their other compensation

should be borne by shareholders and not by ratepayers.

23

24

A.

A.

Supplemental Executive Retirement Plan Expense
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1 Q.

2

3

4

5 I

6

7

8

Despite a series of Commission decisions disallowing SERP and the bad economy, is

USNG continuing to argue for charging ratepayers for SERP expense?

Yes. UNSG witness Dukes' Rebuttal Testimony at pages 17-19 presents essentially the

same arguments that were previously presented by this company in its last rate case and by

its affiliate, UNS Electric, in its respective last rate case for Supplemental Executive

Retirement Plan ("SERP"). There does not appear to be anything new in UNSG's

arguments. Such arguments have been previously heard and rejected by the Commission

in a series of rate case decisions on utility SERP issues.

9

10 Q.

11

12

13

14

At page 18, UNSG witness Dukes claims that SERP is not an excess benefit. What is

SERP?

The SERP provides supplemental retirement benefits for select executives. Generally,

SERPs are implemented for executives to provide retirement benefits that exceed amounts

limited in qualified plans by Internal Revenue Service ("IRS") limitations. Companies

usually maintain that providing such supplemental retirement benefits to executives is

necessary in order to ensure attraction and retention of qualified employees. Typically,

SERPs provide for retirement benefits in excess of the limits placed by IRS regulations on

pension plan calculations for salaries in excess of specified amounts. IRS restrictions can

also limit the Company 401(k) contributions such that the Company 401(k) contribution

as a percent of salary may be smaller for a highly paid executive than for other employees.

15

16

17

18

19

20

21

22 Q. How has utility SERP expense been disallowed by the Commission in a series of

23

24 A.

25

26

A.

A.

recent rate eases'

To my knowledge, utility SERP expense has been consistently disallowed by the

Commission in recent decisions. In Decision No. 68487, February 23, 2006, in a

Southwest Gas Corporation rate ease, the Commission adopted a recommendation by
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1

2

RUCO to remove SERP expense. In reaching its conclusion regarding SERP, the

Commission stated on page 19 of Order 68487 that:

3

4

5

6
7

8
9

10
11

12
13
14
15

Although we rejected RUCO's arguments on this issue in the Company's last rate
proceeding, we believe that the record in this case supports a finding that the
provision of additional compensation to Southwest Gas' highest paid employees to
remedy a perceived deficiency in retirement benefits relative to the Company's
other employees is not a reasonable expense that should be recovered in rates.
Without the SERP, the Company's officers still enjoy the same retirement benefits
available to any other Southwest Gas employee and the attempt to make these
executives 'whole' in the sense of allowing a greater percentage of retirement
benefits does not meet the test of reasonableness. If the Company wishes to
provide additional retirement benefits above the level permitted by IRS regulations
applicable to all other employees it may do so at the expense of its shareholders.
However, it is not reasonable to place this additional burden on ratepayers.

16

17

18

Q- Was SERP expense disallowed in the Commission's decision in the last rate case

involving UNS Gas, Inc?

Yes, it was. See Decision No. 70011 at pages 27-29. Notably, at page 28 of that Decision,

the Commission stated:

19

20

21

22
23
24
25

26
27

28
29

30

31

the issue is not whether UNS may provide compensation to select executives in
excess of the retirement limits allowed by the IRS, but whether ratepayers should
be saddled with costs of executive benefits that exceed the treatment allowed for
all other employees. If the Company chooses to do so, shareholders rather than
ratepayers should be responsible for the retirement benefits afforded only to those
executives. We see no reason to depart from the rationale on this issue in the most
recent Southwest Gas rate case [See also Arizona Public Service Co., Decision No.
69663, at 27 (June 28, 2007), wherein SERP costs were excluded in their
entirety.], and we therefore adopt the recommendations of Staff and RUCO and
disallow the requested SERP costs.

32

33 Q-

34

A.

Was SERP expense also disallowed in the Commission's recent decisions in the rate

cases involving UNS Electric, Inc.?
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1 A. Yes, it was. In the recent UNS Electric, Inc. rate case, in Decision No. 70360 at page 22,

referencing the above captioned quote, the Commission stated:2

3
4

5
6

7
8

We see no reason to depart from the rationale on this issue in the most
recent UNS Gas rate case, and we therefore adopt the recommendations
of Staff and RUCO and disallow the requested SERP costs.

The Commission's Decision No. 70665 (December 24, 2008) in the most recent

9 Southwest Gas rate case, Docket No. G-0155lA-07-0504, stated as follows on pages 17-

10 18:

We agree with Staff and RUCO that the SERP expenses sought by
Southwest Gas should once again be disallowed. We do not believe any
material factual difference exists in this case that would require a result
that differs from the Company's prior case. In that case, we stated:

[W]e believe that the record in this case supports a finding that the
provision of additional compensation to Southwest Gas' highest
paid employees to remedy a perceived deficiency in retirement
benefits relative to the Company's other employees is not a
reasonable expense that should be recovered in rates. Without the
SERP, the Company's officers still enjoy the same retirement
benefits available to any other Southwest Gas employee and the
attempt to make these executives "whole" in the sense of allowing
a greater percentage of retirement benefits does not meet the test of
reasonableness. If the Company wishes to provide additional
retirement benefits above the level permitted by IRS regulations
applicable to all other employees it may do so at the expense of its
shareholders. However, it is not reasonable to place this additional
burden on ratepayers.

(Decision No. 68487 at 19.)

11

12
13

14
15

16
17
18
19
20

21
22

23
24
25
26
27

28
29
30

31

32
33

34
35

36
37

38
39

40
41

In the recent UNS Gas, APS, and UNS Electric cases, we followed the
rationale cited above in disallowing SERP expenses. In Decision No.
70011, we indicated that SERP costs should not be recoverable and
indicated:

[T]he issue is not whether UNS may provide compensation to
select executives in excess of the retirement limits allowed by the
IRS, but whether ratepayers should be saddled with costs of
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executive benefits that exceed the treatment allowed for all other
employees. If the Company chooses to do so, shareholders rather
than ratepayers should be responsible for the retirement benefits
afforded only to those executives. We see no reason to depart
from the rationale on this issue in the most recent Southwest Gas
rate case, and we therefore adopt the recommendations of Staff and
RUCO and disallow the requested SERP costs.

1
2
3
4
5
6
7
8
9

10
11
12
13

[Id. At 28, (footnote omitted).] For these reasons, we agree with the
recommendations of Staff and RUCO that the request for inclusion in rates
of SERP expenses should be denied. We therefore adopt the
recommendations of Staff and RUCO on this issue.

14 Q-

15

16

17

18

19

20

21

22

How do the prevailing poor economic conditions affect your analysis of SERP

expense?

I believe that UNSG's SERP expense should be disallowed for the reasons stated above,

even if the economic conditions were better. However, the current poor economic climate

represents an additional reason for disallowing this expense. As I have noted elsewhere in

my surrebuttal testimony, in view of the poor economy, other utilities have been

responding by removing elements of compensation expense. This would be a particularly

bad time, therefore, to start charging UNSG ratepayers for an executive compensation

expense that has recently been excluded from rates.

23

24 Q.

25

26

A.

Please summarize your recommendation concerning UNSG's SERP expense?

I recommend removing UNSG's expense for the SERP.

27

28

American Gas Association Dues

Q_ Why does UNSG object to a proposed adjustment for American Gas Association

29

30

31

A.

A.

dues?

This is addressed at UNSG witness Dukes' Rebuttal Testimony at page 21. He opposes

the recommended adjustment on the following grounds: (1) Staff did not make the
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adjustment, and (2) he claims that RUCO adjustment "is based on a 2001 NARUC study

that is based on 1999 data" that Mr. Dukes claims is stale and not relevant.

Q. Why didn't Staff make a larger adjustment for AGA dues in the current UNSG rate

ease?

That is not clear.

Q-

A.

Did the Commission make a similar adjustment for AGA dues in the most recent

Southwest Gas Corporation rate case?

Yes. In the most recent Southwest Gas Corporation rate case, I was a witness for Staff

and I did recommend a similar adjustment to Southwest's AGA dues, which was adopted

by the Commission in Decision No. 70665. The adjustment to UNSG's AGA dues is

highly similar to the one adopted by the Commission in Decision No. 70665 and reduces

test year expense by $18,678 to reflect the removal of 40 percent of AGA dues. In the

current UNSG rate case, i have also recommended the removal of 40 percent of AGA core

dues, while UNSG's tiling reflected the removal of only 4 percent of the AGA dues.

Q. Is only a 4 percent disallowance of AGA dues-funded activities adequate?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

A. No. UNS Gas has demonstrated that there is some benefit of AGA membership to the

Company and to Arizona ratepayers from some of the AGA's functions. However, the

Company has failed to demonstrate that ratepayers should fund activities conducted

through an industry organization that would be subject to disallowance if conducted

directly by the utility. The Company has failed to demonstrate that a disallowance of

AGA dues of only 4 percent is adequate. As I discussed in my Direct Testimony, other

states have used a significantly higher disallowance percentage for gas utility AGA dues

than UNSG is proposing here. Moreover, a 40 percent disallowance is consistent with the



Surrebuttal Testimony of Ralph C. Smith
Docket No. G-04204A-08-0571
Page 54

1 categories of AGA dues established by NARUC, and with the Commission's recent

Decision No. 70665 in a Southwest Gas rate case.2

3

4 Q-

5

6 A.

7

8

9

10

11

12

13

14

In determining the 40 percent disallowance for AGA dues did you rely only on a 2001

NARUC study?

No. I relied not only upon information in the two most recent National Association of

Utility Regulatory Commissioners (NARUC) sponsored Audit Reports of the

Expenditures of the American Gas Association, but also utilized an analysis of the

components by function of the AGA's 2007 and 2008 budgets. I also relied upon a

Florida PSC Staff memorandum, discussed in my direct testimony, which contained a 40

percent AGA dues disallowance. I have previously presented copies of relevant pages

from the NARUC-sponsored audit reports which were provided in Attachment RCS-4.

Additionally, AGA 2007 and 2008 budget information, by component, was summarized in

my Direct Testimony tiling on Attachment RCS-2, Schedule C-6, page 2.

15

16 Q- What is the purpose of the NARUC-sponsored audits of AGA expenditures?

17

18

19

20

21

22

23

24

25

26

A. The purpose of the NARUC-sponsored audits of AGA expenditures is to provide

regulatory commissions with information that is useful in helping them decide which, if

any, of the costs of the association should be approved for inclusion in utility rates. As

stated in the June 2001 memo to the Chairs and Chief Accountants of the State Regulatory

Commissions included with the NARUC-sponsored audit of 1999 AGA expenditures:

"Often, state commissioners review the costs of the association charged or allocated to the

utilities in their jurisdiction in accordance with the policies of their commission for

treatment of costs directly incurred by the state's utilities for similar activities." The

NARUC-sponsored audit categorizes the AGA expenditures and, as stated in the

aforementioned memo, "these expense categories may be viewed by some State
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commissions as potential vehicles for charging ratepayers with such costs as lobbying,

advocacy or promotional activities which may not be to their benefit."

1

2

3

4

5

6

7

8

9

10

Q~ How did the Commission address the issue of the appropriate portion of AGA dues

to disallow for ratemaking purposes in the most recent Southwest Gas Corporation

rate case?

The Commission adopted a 40 percent disallowance of AGA dues in Decision No. 70665,

in the recent Southwest Gas rate case. In Docket No. G-01551A-07-0504, the

Commission adopted Staffs recommendation to disallow 40% of AGA dues. Decision

No. 70665, at page 12 stated that:

11

1 2
13
14

We find that Staffs recommended disallowance of 40 percent of AGA dues
represents a reasonable approximation of the amount for which ratepayers receive
no supportable benefit.

Q-

15

16

17

18

19

20

21

22

A.

What amount of UNSG's AGA membership dues expense should be removed from

test year expense?

I recommend that 40 percent, or $18,678, from the $46,694 of test year expense for AGA

membership dues be removed, consistent with the analysis described in my Direct

Testimony and above, and consistent with Decision No. 70665. This removes $16,762

more than UNSG's proposed 4 percent removal which amounted to $1,915.

23

24 Q-

Outside Legal Expense

What is the test year amount of Outside Legal Expense?

25 The Company's test year expense for Outside Legal Expense (other than rate cases) is

26 $83,555. The Company has made a proforma adjustment to increase Outside Legal

27

A.

A.

Expense by $305,984 to "normalize" this expense in the test year, based on a three year
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1 average of 2005 - 2007 expenses, which included large annual legal costs related to an El

2 Paso Natural Gas ("EPNG") pipeline case before the FERC.

3

4 Q- What is the basic dispute over the amount of Outside Legal Expense?

5 On behalf of RUCO I have recommended an adjustment to remove a portion of UNS Gas'

6 significantproforma increase amount for normalizing outside legal expense in the test

7 year. UNSG witness Dukes' addresses this at pages 27-28 of his Rebuttal Testimony. Mr.

8 Dukes claims at page 27 that: "Both Staff and RUCO fail to provide an allowance for

9 normalized, on-going costs of legal services, based on either historical or projected costs."

10 At page 28, he cites the Commission's Decision No. 70011 in the last UNSG rate case,

11 which allowed UNSG to recover outside legal expenses related to FERC rate cases.

12

13 Q- Describe UNS Gas' historical Outside Legal Expenses,

14 The Company spent $488,000, $439,000, and $242,000 in the years 2005, 2006, and 2007

15 on outside legal costs for matters other than ACC rate cases. A significant amount of

16 these fees in those years are related to the EPNG regulatory proceedings before the FERC,

17 which had settled. The Company's outside legal fees have steadily declined since its last

18 rate case.

19

20 Q- Should a backward looking average be used to establish a normalized amount of

21 Outside Legal Expenses in the current UNSG rate case?

22 No, because circumstances have changed. As noted above, UNSG's outside legal

23

A.

A.

A.

expenses have decreased. In Decision No. 70011 (November 27, 2007), the Commission
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1 stated (at page 20) that "We believe that the Company's allowable legal expenses should

Z be set at a level that reflects more accurately its actual experience, both historical and

'w
J anticipated." I generally agree with this statement, but am specifically concerned that it

4 not be transformed into a recipe for charging ratepayers prospectively for abnormally high

5 levels of legal expense incurred by a utility in years prior to the test year, consequently,

6 RUCO generally agrees with the principle of allowing for a normalized and reasonable

7 level of legal expense, but cautions against transforming this principle into a means for

8 retroactive recovery by a utility of its past year's legal costs, particularly in years when

9 such costs may have been abnormally high.

10

11 Q~ In what FERC proceedings has UNSG participated?

12 A listing of the FERC proceedings in which UNSG has participated was provided in

13 response to UNSG's CONFIDENTIAL response to RUCO 11.11 .

14

15 Q- Has UNSG demonstrated that its outside legal expense has been cost-effective?

16 No. In response to data request RUCO 11.6, RUCO 11.11(g) and others, UNSG has

17 indicated that it does not have any analysis on the impact of its participation in any of the

18 FERC proceedings.

19

20 Q- At page 28 of his rebuttal testimony, Mr. Dukes refers to a current El Paso Natural

21 Gas system wide rate case at FERC, Docket No. RP08-426. Does UNSG have a

22

A.

A.

budget for costs related to that docket?



Surrebuttal Testimony of Ralph C. Smith
Docket No. G-04204A-08-057 l
Page 58

1 A, UNSG was asked about this in data request RUCO l I .5a. UNSG's CONFIDENTIAL

2 response states that: [**BEGIN CONFIDENTIAL**]

3 [* *END CONFIDENTIAL* *]

4

5 Q. Has UNSG provided additional information about that El Paso Natural Gas system

6 wide rate case at FERC"

7 Yes. UNSG's CONFIDENTIAL response to RUCO I 1.5 provides some additional

8 information on FERC Docket No. Rp08-426.23

9

10 Q. Are any of UNSG's affiliates also customers of El Paso Natural Gas and/or are

11 intervening in FERC Docket No. RP08-426?

12 Yes. UNSG's CONFIDENTIAL response to RUCO 1 1.5(k) states that: [**BEGIN

13 CONFIDENTIAL* * ]

14

15

16

17

18 [**END CONFIDENTIAL**]

19

20 Q. How are costs of participating in FERC Docket No. RP08-426 being allocated among

21 UNSG and its affiliates?

A.

A.

23 UNSG's response to RUCO 11.5, without voluminous attaclunents, is included in Attachment RCS-9 to my
Surrebuttal Testimony.
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I A.. -UNSG's-CONFIDENTIAL-response.to~RUGG 1'h5(m)'states thatzt'[**BEGIN

2 CONFIDENTIAL

3

4

5 [* *END CONFIDENTIAL**]

6

7 Q- Was the cost of participating in the last EI Paso Natural Gas case allocated among

8 UNSG and its affiliates"

9 According to the response to RUCO 11.8, apparently there was no apportionment of the

10 cost of participating in the last EPNG FERC rate case. UNSG's response to RUCO i 1.8

l I states that: "In its last rate case, FERC Docket NO. 95-363, EPNG filed its Settlement

12 Proposal on December 6, 2007. FERC issued its order accepting the Settlement Proposal

13 on August 3 1, 2007, TEP did not become a customer ofEPNG until April 2007,

14 therefore, TEP did not participate in the rate case." In response to RUC() l 1.8(b), which

15 had asked about the apportionment of the cost of participating in the FERC case among

16 each of UNSG's affiliates, UNSG responded: "N/A." Consequently, none of the cost to

17 UNSG from participating in the last EPNG FERC rate case was apportioned to other

18 affiliates, such as TEP, however, in the future, there would be a [**BEGlN

19 CONFIDENTIAL**]

20 [**END CONFIDENTIAL**] as described in the response to RUCO I l.5(m).

21 This is a significant change in circumstances, and should warrant not using UNS-Gls prior

22 year FERC related costs as the basis for setting a "normal" level in the current case, at

23

A.

minimum, without some significant discounting of such past costs to reflect the fact that
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UNSG did not share such costs with its affiliates in the past, but would be doing so on a

2 going-forward basis.

3

4 Q, At page 28 of his Rebuttal Testimony, Mr. Dukes mentions that Transwestern is

5 expected to file for a system-wide rate case at FERC in 2011. Do you haveany other

6 information about that anticipated filing?

7 Yes. UNSG's response to RUCO I l_35(d) indicates that [**BEGIN CONFIDENTIAL**]

8

9

10 .r

1 I L* *END QQNFJDENTIALM]

12

13 Q. Has UNSG provided its budgets for "Outside Legal Services"?

14 Not to the extent requested. UNSGls response to RUCO 11.35(b) and (c) state,

15 respectively that: [**BEGIN CONFIDENTIAL**]

16

17

18 [**END CONFIDENTIAL**]

19

20 Q. What amount of outside legal expenseare you recommending"

21 Based on a review of the 'additional matériel provided b`y UNSG in responselT6IRUCO set'

22 11, I recommend that if the Commission is inclined to give UNSG more money for

23

A.

A.

A.

outside legal expense, that it not base the amount on a mere average of historical
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1 expenditure levels because circumstances have changed and UNSG's budget for outside

2 legal has decreased. The amount allowed in this case should in no event be higher than

3 UNSG's 2009 budget, which was provided in the CON FIDENTIAL response to RUCO

4 11.35. In my direct testimony I had recommended an allowance of $171,865. Because it

5 appears that some level ofEPNG FERC costs will be ongoing, I had provided for an

6 annual amount for EPNG FERC proceedings of approximately $100,000 based on actual

7 test year costs. As shown on Schedule C-7, this adjustment had reduced UNSG's

8 requested outside legal expense by $217,674. The annual amount of$17l,865 of

9 normalized outside legal expense that I had recommended in my direct testimony should

10 be adequate in view of the fact that future FERC costs will be allocated between UNSG

11 and TEP. Moreover, UNSG has not presented a cost-benefit analysis, or an evaluation of

12 the impact of its legal expenditures.

13

14

15 Q-

Fleet Fuel Expense

What is the dispute concerning Fleet Fuel Expense?

16 UNSG witness Dukes addresses this at pages 29-31 of his Rebuttal Testimony. All parties

17 - UNSG, Staff and RUCO - appear to agree that the test year level of expense needs to be

18 adjusted to a "normal" level given the extreme volatility of fuel expense, however, the

19 parties do not agree upon the amount of adjustment. My reasons for recommending a

20 normalizing adjustment include that the test year fleet fuel expense was based on

21 unusually high fUel prices in effect during the test year, in some months over $4.00 a

22 gallon, the country's record high point. The amount of gallons purchased in the test year is

23

A.

also the highest among historical yearly gallons purchased.
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l Mr. Dukes appears to agree with the use of a three-year average of fuel usage to

2 normalize the expense. However, he wants to apply a backward-looking cost of fuel that

3 includes the extreme peak costs during 2008 in order to normalize the cost.

4 At page 30, Mr. Dukes also identifies two technical corrections to the adjustment

5 calculation I had presented with my direct testimony: (1) remove an additional amount

6 inadvertently included and (2) reflect an O&M expense allocation of 73.4 percent. I

7 agree with Mr. Dukes about these two points and will reflect appropriate corrections.

8

9 Q- Do yea agree with the concept of using an average for fuel prices?

10 Yes. Because the cost has been so volatile, using an average is appropriate to derive a

11 normalized amount. However, I do not agree with Mr. Dukes that a backward-looking

12 average of 2006-2008 prices is necessarily representative of current and expected prices.

13 Based on the following chart, gasoline prices in Arizona reached extreme levels in 2008,

14 over $4 per gallon, and have been significantly lower before and since.

15

A.
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1

2 Q, In response to RUCO discovery, did UNSG provide more current information on

3 Fleet Fuel Expense?

4 A. Yes. In response to RUCO 11.36(D, UNSG provided average fuel prices for the 36-

5 months through June 2009.

6

7 Q. Have you updated RUCO's adjustment for Fleet Fuel Expense?

8 A. Yes. Attachment RCS~7, Schedule C-8 Revised shows the updated adjustment. This

9 adjustment uses an average 13.1el cost of $2.95 per gallon based on January 2006 through

10 June 2009 information. The incorporation of more current information and a longer

period helps mitigate the impact of the extreme peak gasoline prices of mid-2008. This

12 average cost of fuel also is reasonable in view of due Ra h of historic Arizona gasoline1: g

13 prices from ArizonaGasPrices.com depicted on the above chart. As shown on Schedule C-

14 8 Revised, page l of 3, I have reduced fleet fuel expense by $71,963. This exceeds the

15 $51,258 reduction proposed by UNSG in its Rebuttal Testimony by $20,705 .
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1

2 Q- What is shown on Schedule C-8Revised, pages2 and3?

3 A. Schedule C-8 Revised, page 2, shows the monthly Fleet Fuel Expense, including cost per

4 gallon for January 2006 through June 2009, based on information provided by UNSG in

5 response to data requests RUCO 10.1 and 11.36. Schedule C-8 Revised, page 2, shows

6 the allocation of the adjustment for Fleet Fuel Expense proposed in UNSG's Rebuttal

7 Testimony and RUCO's recommendation, and the difference, by FERC account.

8

9 Q-

Rate Case Expense

What amount of rate ease expense is the Company requesting recovery for in this

10 C3537

11 A. UNS Gas is requesting recovery of $500,000 for current rate case expenses over three

12 years for an annual allowance of $166,667 per year. Mr. Dukes' Rebuttal Testimony at

13 page 19 indicates that the Company expects to incur more than that, inclusive of the

14 substantial TEP employee time charged for UNSG rate case cost and outside counsel.

15 UNSG has agreed with an adjustment to remove an amortization of $100,000 of

16 unamortized rate case expense Hom the prior rate case and proposed that it should also be

17 normalized over three years for an additional amount of $33,333, which brought the

18 Company's request for pro forma total rate case expense to $200,000 per year. The

19 Company stated in response to Staff data request TF 6.68 that it did not remove

20 amortization of rate case expense related to the previous rate case that will be recovered

21 prior to new rates becoming effective. Therefore, the Company's test year amount of rate

22 case expense included an additional $58,333. The response to TF 6.68 also states that this
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1 amount would be removed resulting in a reduction of test year rate case expense of

2 $58,333.

3

4 Q- Do you agree with the Company's proposed amount of rate case expense for this

5 case of $500,000?

6 A. No. Even with the Company's proposed correction, the total amount of rate case expense

7 is excessive and would represent an unreasonable burden on ratepayers. Additionally, the

8 amount included in rates for an allowance for rate case expense should be understood to

9 be a normalized amount, not an amortization.

10

11 Q- What total amount of rate case expense was allowed in the last UNSG rate case?

12 The allowance for rate case expense was based on a total amount of $300,000 for rate case

13 expenses in its prior rate case, Docket No. G-04204A-06-0463, normalized over a period

14 of three years.

15

16 Q- How does the current UNSG rate case compare with the last UNSG rate case?

17 A. The current UNS Gas rate case is similar to and presents many of the same

18 issues and adjustments to rate base and operating expenses (i.e., CWIP, property taxes,

19 incentive compensation, etc.), if not less, than those that were addressed by the

20 Commission in the Company's last rate case. For example, in the prior rate case, it was the

21 Company's first case under its new ownership. The Company also conducted a

22 depreciation study supporting new depreciation rates in the prior case. UNS Gas is not

23

A.

proposing to revise its depreciation rates in this case.
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1

2 Q. What do you recommend for the allowance for rate case expense for UNS Gas in this

's
J proceeding?

4 I recommend an annual allowance of$100,000, based on normalizing a total amount of

5 $300,000 over a three-year period. The $500,000 for current rate case cost requested by

6 UNS Gas is nearly double (i.e., is almost 81 percent higher) the amount orate case

7 expense requested and allowed by the Commission in the Southwest Gas' last rate case,

8 Docket No. G-01551A-07-0504, which was $276,000 in total and was normalized over a

9 three-year period, to produce an annual allowance of $92,000 per year. The rate case

10 expense allowance in the last UNS Gas case was $100,000, based on normalizing a total

11 amount of $300,000 over three years.

12

13 Q- How does your recommended allowance for rate case expense for UNS Gas in this

14 proceeding compare with the allowed rate case expense for UNSG's affiliate, UNS

15 Electric, in that utility's last Arizona base rate case?

16 A. The rate case allowance in the last UNS Electric rate case was $l00,000, based on

17 normalizing a total amount of $300,000 over three years. My recommended allowance for

18 UNSG is comparable to the Commission's allowance for rate case cost in the last UNS

19 Electric rate case.

20

21 Q- How does the current UNS Gas rate case proceeding compare with range of issues

22 for UNSG in its last rate case and for and UNSG's affiliate, UNS Electric, in that

23

A.

utility's last Arizona base rate case?
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1 A. The current UNS Gas rate case has similarities to the last UNS Gas and UNS Electric rate

2 cases in terms of both the scope of issues in the cases, and the majority of each application

'1
.J being sponsored by in-house or affiliated company staff

4

5 Q_ Please summarize your recommended adjustment.

6 I recommend an annual allowance of $100,000 per year, based on a total of $300,000

7 normalized over three years. Schedule C-9 filed in Attachment RCS-2 with my direct

8 testimony reduces the Company's proposed annual allowance for current rate case costs by

9 $100,000.

10

11 I also recommend that the amount recorded by UNS Gas in the test year of $58,333 for

12 prier rate case expense be removed. The Company's response to Staff data request TF

13 6.68 indicates this adjustment is needed to correct an error in UNS Gas' filing.

14

15 As shown on Schedule C-9, my total adjustment allows for a $100,000 per year

16 normalized rate case expense, and reduces the rate case expense in UNSG's filing by

17 $158,333.

Q-

2010 Pay Increase

What does UNSG's Rebuttal  Testimony dispute about your recommended

disallowance of a projected 2010 pay increase?

18

19

20

21

22

23

24

A.

A. UNSG witness Dukes addresses this issue at pages 9-10 of his Rebuttal Testimony. Mr.

Dukes disagrees with this adjustment because: (1) Staff did not object to the Company's

payroll adjustments in Staffs direct testimony, (2) the argument that the adjustment is too

far outside of the test year was made by RUCO in prior Southwest Gas cases and was
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1

2

3

4

rejected by the Commission, (3) there is no mis-match with the test year that ended June

30, 2008 because the new rates are not likely to go into effect until January 2010, and the

increase is attributable to the current work force. As to the non-union increase, Mr. Dukes

claims that "the increase will be known prior to rates going into effect and support of the

approved increase can be provided prior to the close of the record."245

6

7

8

9

10

11

12

13

14

Q.

15

16

17

18

19

20

21

22

Please respond to Mr.Dukes' rebuttal on this issue.

I acknowledge that in prior Southwest Gas rate cases, the Commission has allowed a

second round of beyond the test year rate increases. Additionally, I agree with Mr. Dukes

that it appears that Staffs direct tiling made no adjustment to remove or adjust the

projected January 2010 pay increase.

The projected increase for January 2010 particularly for non-union employees,

however, is not known or certain at this time. That amounts to $96,088, per UNSG's

response to RUCO i l.40(b).

Moreover, I have seen other utilities curtailing projected wage increases and

cutting back compensation and benefits in response to the poor economy. Additionally,

the economic climate in Arizona in mid-2009 is worse than it was in each of the last

Southwest Gas filings, as UNSG admits in its response to RUCO l l.40(e). Consequently,

I believe there may be compelling circumstances in the context of the current UNSG rate

case, including the poor economic climate, that did not exist in the context of the prior

Southwest Gas cases, and which may warrant a different treatment of estimated future pay

increases that would occur more than one year beyond the test year.

23

24 Q~ Please elaborate on how some other utilities have responded to the poor economic

25 climate by addressing payroll and benefits.

A.

24 Dukes Rebuttal Testimony, page 10, lines 13-15.
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1

2

'1
.D

4

5

6

7

8

9

10

In a current rate filing in Vermont, Green Mountain Power has limited the increases in

compensation to the contractual rate for bargaining employees and has frozen wages for

non-bargaining employees. Potomac Electric Power Company ("PEPCO") in its current

filing in Washington D.C. PSC Case No. 1076 has indicated that there will be no wage

increase for non-bargaining employees in 2009, thus there is no adjustment to non-union

wages in its tiling beyond the annualization of a March l, 2008 increase. Additionally,

PEPCO included a 1.5 percent July l, 2009 increase for union wages, even though the

annual contractual increase for the past several years had been 3 percent. Peoples Gas

System in Florida PSC Docket No. 080318-GU eliminated the executive increase and

reduced the employees' compensation increases.

11

12

13

14

Q- Please summarize your recommendation concerning the January 2010 pay increase.

I recommend that the Commission remove this expense and the related payroll tax

expense for the reasons described in my Direct Testimony and above.

15

16

17

18

Q.

19

Postage Increase

Page 31 of UNSG witness Dukes' Rebuttal Testimony addresses a postage

adjustment proposed by Staff. Do you agree that an adjustment should be made for

a known and measurable increase in postage rates that has occurred?

20

21

A.

22

23

24

25

26

A.

A.

Yes, and the amount of such adjustment should be appropriately coordinated with the test

year number of customers. As explained above, I have disagreed with UNSG's proposal

to decrease test year revenue for a customer annualization adjustment. Consequently, my

test year recommendations reflect the actual test year customers, not the reduced level

advocated by UNSG. Consequently, the postage adjustment consistent with RUCO's

filing is slightly higher than as proposed by UNSG. As shown on Attachment RCS-7,

Schedule C-l3, the impact of the 2 cent postage rate increase on the unadjusted test year



Surrebuttal Testimony of Ralph C. Smith
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Page 70

1 customer billings is $34,782. This amount exceeds the $12,750 postage adjustment in

UNSG's direct filing by $22,031.2

3

4 Q- Does this conclude your surrebuttal testimony?

5 A. Yes, it does.
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Supplemental Response to RUCO 1.94

The "Miles" column in the Excel file RUCO 1.94 2006 was lai blank when submitted to

RUCO, without explanation. The reason this column is blank is that in 2006 the UNS Gas

vehicles had not been fully loaded into the Tucson Electric Power Fleet Management system.

UNS Gas is unable to give an accurate mileage account for 2006. The miles traveled in 2007

should be close to what was traveled in 2006.

UNS GAS, INC.
CALENDAR YEAR 2006
RUCO 1.94 DATA - CORRECTED

Docket No. G-04204A-08-0571
Attachment RCS-7
Schedule C88 Revised
Page 2 of 3

Fleet Fuel Expense by Month, January 2006 through June 2009

Included in "RUCO 10.1 - Income - Fleet Fuel Expense.xls" as backup for Dukes rebuttal testimony

Month Amount SL/Gal Gallons Miles

Jan-06

Feb-06
Mar-06
Apr-06
May-06
Jun-06
Jul-06
Aug-06
Sep-06
Oct-06
Nov-06
Dec-06

Totals

$52,838.48
$42,722.90
$49,847.40
$54,739.50
$61,607.25

$57,594.59
$58,480.84
$58,787.62
$52,430.22
$44,502.16
342,569.04
$32,660.68
$608,780.68

$2.51
$2.51
$2.59
$2.94

$3.13
$3.02
$3.01
$2.98
$2.67
$2.46
$2.47

$2.51
$2.73

21,019
17,029
19,210

18,609
19,672
19,066

19,439
19,698
19,618
18,113
17,257
13,004

221.734 0

Jan-07
Feb-07
Mar-07 I
Apr-07
May-07
Jun-07
Jul-07
Aug-07
Sep-07
Oct-07
Nov-07
Dec-07

$2.43
$2.48
$2.74

$2.99
$3.09
$3.07
$3,00
$2.85
$2.85
$3.00
$3.26
$3.23

$2.92

19,413
17,468

20,549
18,445
19,551
18,999

20,954
20,436
18,441
19,349
17,947
16,554

228,106

287,170
286,775
315:877

332,610
273,648
357,882

310,803
352,954
281,905
299,792
328,348
179,787

3,607,551Totals

$47,254.96

$43,322.76
$56,357.48
$55,147.78
$60,392.52
$58,311.73

$62,799.71
$58,31'/,27
$52,494.63
$58,071.08
$58,494.37
$53,400.33
$664,364.62

Jan-08
Feb-08
Mar-08
Apr-08
May-08
Jun-08
Jul-08
Aug-08
Sep-08
Oct-08
Nov-08
Dec-08

$74,435.43
$62,546.23
$67,434.32
$73,497,80
$79,282.01
$66,565.85
$83,015.15

$73,090.59
$70,153.68
$61,567.95
$39,643.15
$28,458.38

$779,690.54

$3.17
$3.26
$3.58
$3.73
$4.05
$4.35
$4.32

$3.97
$3.78
$3.24
$2.50
$2.04

$3.50

23,502
19,215
18,843
19,685
19,568
15,302
19,234
18,392
18,552
18,993
15,859
13,975

221,120

216,237
220,381
207,156
178,971
200,136
183,716
171,416

210,901
166,329
217,413
147,355

194,943
2,314,954Totals

Jan-09
Feb-09
Mar-09
Apr-09
May~09
Jun-09

$43,261.78
$36,315.38
$37,587.88
$41,342.35
$942,13568
$42>770.81

$2. 12
$2.20
$2.12
$232
$2.28

$262
$2.28

20,439
16,500

17,693
17,794
18,506
16,309

107,241

191,693
163,407
204,036
190,434
182,493
200,780

1,132,843Totals $243,413.88

Source: UNSG Response to RUCO 1 1-36



UNS GAS, INC.
FLEET FUEL EXPENSE
Updated Adjustment
Allocation to FERC Expense Accounts

Docket No. G-04204A-08-0571

Attachment RCS-7

Schedule C-8 Revised

Page 3 of 3

Line
No. FERC Account

Allocation

UNSG Rab.

Adjustment

(B )

Allocation

RUCO Surrey .

Adjustment

(C )

Difference

(D)

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Percent

(A)
0.08% $

0.15% $

3.28% S

15.18% $

2.14% $

1.97% $

0.31% $

14.28% $

5.55% $

7.11% S

2.69% 3

5.83% 35

0.17% $

0.03% $

4.77% 38

1.51% $

0.09% $

0.55% $

8.97% $

11.20% S

0.03% 5

1.01% S

-0.28% S

13.20% $

0.01% S

0.19% $

Totals 100.00% $

Total Adjustment from page 1 S

0807

0856

0870

0874

0875

0876

0877

0878

0879

0880

0885

0887

0889

0891

0892

0893

0894

0901

0902

0903

0905

0908

0921

0921

0930

0932

(41) 58
(75) SS

(1,682) S
(7,779) $
(1,098) $
(1,012) $

(160) S
(7,321) S
(2,844) $
(3,646) $
(1,377) as
(2,989) $

(85) $
(15) S

(2,443) SS
(773) 32
(48) $

(283) $
(4,598) $
(5,740) S

(13) S
(520) $
146 $

(6,767) $
(3) $

(96) $
(51,260) SO
(51,258) $

(58) $
(105) $

(2,362) $
(10>922) $
(1,542) $
(l ,421) $

(224) SO
(10,278) 33
(3,993) $
(5,118) $
(1,934) $
(4,196) $

(119) ET
<21) $

(3,430) S
(1,085) 39

(67) $
(397) S

(6,455) $
(8,058) $

(19) $
(729) $
205 s

(9,500) $

(4)  $
(134) $

(71,965) $
(71,963) $

(17)
(30)

(680)
(3,142)

(444)
(409)

(64)
(2,957)
(1,149)
(1,473)

(556)
(1,207)

(34)
(6)

(987)
(312)
(19)

(114)
(1,857)
(2,318)

(5)
(210)

59
(2,733)

(1)
(39)

(20,705)
(20,705)

Notes and Source

Per UNSG: Response to RUCO 10.1 - Income - Fleet Fuel Expense (Excel file)

Line 27: difference between amount on line 21 and amount from page l due to rounding

I
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Data Request/
Workpaper No. Subject Confidential No. of Pages Page No.

RUC0-10.1 I

Mr. Dukes' Rebuttal supporting workpaper for UNSG's
reposed revised payment law for Purchased Gas Expense No 1 2

RUC0-11-6

No analysis of impact of participation in previous EI Paso rate

case at FERC No 1 3

RUC0-11-8

Affiliate TEP became a customer of EI Paso after last EPNG
rate case at FERC No 1 4

RUC0-11-9

No analysis of impact of participation in previous
Transwestern Pipeline rate case at FERC No 1 5

RUC0-11-10

Allocation of FERC proceeding costs among UNSE's
affiliates No 1 6

RUC0-11-12

UNSG intervention in FERC proceedings, no analysis of
impact of participation No 4 7 - 10

RUC0-11-13 I

UNSG's calculation of $9 million and $5.4 million amounts on
are 2 of Hutchins' rebuttal testimony No 2 11 - 12

RUC0-11-18 UNSG cost savings not reflected in the test year No 1 13

RUC0-11-19 •

Annual cost reduction from having Walmart accept customer
payments No 1 14

RUC0-11-21

Accrued liability for vacation related to ADlT debit-balance

items No 1 15

RUCO~11-24 ADIT treatment for rate base No 1 16

RUC0-11-25 ADIT treatment for rate base No 1 17

RUC0-11-26 I

Lead lag treatment for accrued vacations and accrued
tension liability No 1 18

RUC0-11-27

Cash worKing capital: Purchased gas payment lag (without
voluminous attachments) No 4 19-22

RUC0-11-28 Post test year plant admissions No 2 23-24
RUC0-11-30 UNSG reviewed CWIP for post test year plant No 1 25
RUC0-11-32 Customer Advanws admissions No 2 26 -27

RUC0-11-36 Fleet Fuel Expense without voluminous attachments) No 4 28-31

RUC0-11-38

Assumption detail for Grant rebuttal testimony 2009-2011
forecasts: not appropriate for ratemaking No 10 32-41

RUC0-11-40 Protected 2010 Payroll Expense adjustment No 3 42 -44

RUC0-11»46 Postage expense No 8 45-52

•Total Pages Inducing this Pa e 52

Attachment RCS-8
Docket No. G-04204A-0B-0571
Page 1 of 52

UNS Gas, Inc.
Docket No. G-04204A-08-0571

Attachment RCS-8
Copies of Non-Confidential UNS Gas' Responses to Data Requests

and Workpapers Referenced in the Surrebuttal Testimony and Schedules of
Ralph C. Smith
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July 22, 2009

Attachment RCS~B
Docket No. G-04204A-08-0571
Page 3 of 52

RUCO 11.6 Does UNSG have any analyses of the impact of its participation in the last EPNG
rate case at FERC? If not, explain fully why not. If so, please identify, explain
and provide a copy of all such analyses.

RESPONSE : UNS Gas does not have any analysis on the impact of its participation in the last
EPNG rate case at FERC. It is impossible to determine the impact of one
individual company's participation in a case whether it is litigated or settled, since
there are many factors at issue and many other parties involved that may affect the
case. There is no objective measure to determine the impact of any one party.

RES PONDENT : Theresa Mead

WITNESS : David Hutchins
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RUCO 11.8 Did the last EPNG rate case at FERC have any impact on UNSG's affiliate,
Tucson Electric Power? If not, explain fully why not. If so, please identify,
quantify and explain the potential impact.

Show the total amount of cost from participating in that FERC case by
component.
Show in detail how the cost of participating in that FERC case was
apportioned among each of the affiliates.

RESPONSE : In its last rate case, FERC Docket No. 95-363, EPNG filed its Settlement Proposal
on December 6, 2007. FERC issued its order accepting the Settlement Proposal on
August 31, 2007. TEP did not become a customer of EPNG until April 2007,
therefore, TEP did not participate in the rate case.

Not applicable.

Not applicable.

RESPONDENT : Theresa Mead

WITNESS :

b.

a.

b.

a.

David Hutchins
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RUCO 11.9 Does UNSG have any analyses of the impact of its participation in the last
Transwestem Pipeline rate case at FERC? If not, explain fully why not. If so,
please identify, explain and provide a copy of all such analyses .

RESPONSE : UNS Gas does not have any analysis on the impact of its participation in the last
Transwestem Pipeline rate case at FERC. it is impossible to determine the impact
of one individual company's participation in a case, whether it is litigated or
settled, since there are many factors at issue and many other parties involved that
may affect the case. There is no objective measure to determine the impact of any
one party.

RESPONDENT : Theresa Mead

\VITNESS: David Hutchins
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RUCO 11.10 How does UNSG coordinate the cost of participating in FERC proceedings with its
affiliates, including but not limited to TEP, UNS Electric, and others? Explain
fully.

RESPONSE : In matters where UNS Gas and other affiliates intervene, expenses would be
allocated equally.

RESPONDENT : Theresa Mead

WITNESS : David Hutchins
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RUCO 11.12 Refer to Mr. Dukes' rebuttal testimony at pages 27-28. Please provide the
following infonnation for each year, 2004-2008 and for year-to-date 2009:
a. Identify each FERC case in which UNSG has participated.
b. Identify the cost of UNSG's participation in each such FERC case, by

amount and by account.
Identify the outside legal cost of UNSG's participation in each such FERC
case, by amount and by account.
Identify and explain the issues that concerned UNSG in each such FERC
case.
Identify, quantify and explain the impact that UNSG's participation had on
the results of each such FERC case.
Provide all analyses and cost-benefit evaluations that UNSG has
documenting the impact of UNSG's participation and litigation in each
such FERC case.
Provide all documentation used by UNSG in its evaluation of how much
legal expense to incur on each such FERC case.

RESPONSE : UNS Gas objects to providing information for years 2004 - 2005 as that
information does not have any relevance to the current UNS Gas rate case.
Refer to the response to RUCO 11.11.a. for FERC proceedings UNS Gas
has intervened in from the start of the test year to present. FERC
proceedings UNS Gas intervened in from January 2006 .- June 2007
include:

c .

d.

f.

g.

e.

a.

El Paso Natural Gas Co.
RP04-19 .- Filing of revised tariff sheets to FERC Gas Tariff for
additional scheduling flexibility for EPNG shippers and proposing
5-tier scheduling mechanism
RP04-110 .. Revised tariff sheets to FERC Gas Tariff to establish
procedures for re-designating primary rights under transportation
service agreement, FERC Order issued 02/05/04 accepting
procedures, subject to condition
RP04-248 & RP04-251 - Revised tariff sheets to FERC Gas Tariff
to implement new portfolio of Imbalance Management Services for
shippers on its pipeline system in Docket RP04-248, filing of
Proforma tariff sheets under FERC Gas Tariff in compliance wide
FERC Order Nos. 637, 637-A and 637-B in Docket RP04-251 with
request that matter be consolidated with Docket RP04-248, offer of
settlement filed with FERC 09/13/04
CP04-368 - Application for authorization tO abandon, by removal,
its 7.1 miles 10%-inch diameter Nevada Loop Line No. 2112 and
replace segments of its 16-inch diameter Nevada Loop Line No.
2121 , totaling 17.2 miles, located in Mohave County, AZ
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•

RP05-422 - General rate case under Section 4 of the FERC Rules
and Regulations, 07/12/05 UNS Gas filed Protest, Request for
Maximum Suspension, Request for Summary Rejections of Primary
and First Alterative Cases, Request for Evidentiary Hearing and
Motion to intervene
RP-06-102 - Revised tariff sheets to FERC Gas Tariff to revise
certain bid evaluation options available for capacity release
transactions to provide for multi-month releases with varying
monthly contract quantities
RP06-162 - Non-conforming Critical Meter Limit Agreement
CP06-57 - Application for certificate of public convenience and
necessity authorizing EPNG to acquire, own and operate 24" O.D.
lateral pipeline facilities, with appurtenances, located in Pinal and
Maricopa Counties, AZ from SRP
CP06-69 -  Pet i t ion for  Exempt ion of  T empora ry Acts  and
Operations from Certificate Requirements seeking approval of
exemption from certificate requires to perform temporary activities
related to drilling test well and performing other activities to assess
feasibility of developing underground natural gas storage facility in
Penal County, AZ
RP06-310 - Tariff sheets to FERC Gas Tariff to add rates for
service to Blythe, CA
RP06-354 - East Valley Lateral Compliance Tariff Sheets
RP06-369 - Revised tariff sheet to FERC Gas Tariff and Rate
Schedule OPAS agreement with SRP
RP06-372 - Revised tariff sheets to FERC Gas Tariff and 4 firm
TSAs with APS and UNS Gas
RP06-374 - Revised tariff sheet to FERC Gas Tariff and 7 firm
TSAs with SRP
RP06-418 - Revised tariff sheets to FERC Gas Tariff and 5 firm
TSAs with AEPCO, UNS Gas and Aura Energy
RP-06-600 - Revised tariff sheet to FERC Gas Tariff and 4 firm
TSAs with Texas Gas Service Co.
RP06-609 - Revised tariff sheets to FERC Gas Tariff to update
discount provisions to incorporate most up-to-date list of
permissible generic discounts
RP06-615 - Revised tariff sheets to FERC Gas Tariff and 3 firm
TSAs with PNM
CP07-9 - Application for permission and approval to abandon, by
sale to Transwestern, an undivided ownership interest in East
Valley Lateral pipeline facilities located in Pinal arid Maricopa
Counties, AZ
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RP07/l08 - Request to waive and/or reduce certain penalties and
charges under FERC Gas Tariff for time period of 1 l/30/30~l2/3/06
RP07-144 - 9 Rate Schedule FT-l TSAs containing revised exhibits
with UNS Gas, APS and PNM
RP07-152 .- Revised tariff sheet to FERC Gas Tariff, Rate Schedule
FT-l TSA, 2 Rate Schedule FT-H TSAs and l Rate Schedule OPAS
agreement all with SRP
RP07-354 - Revised tariff sheets to FERC Gas Tariff to update
exhibits to Form of Service Agreements applicable to service under
EPNG's firm and operator rate schedules to match its current
contracting practices
RP07-390 - Revised tariff sheets to FERC Gas Tariff re TSAs

Transwestern Pipeline
•

• RP05~689 - Operating Balance Agreement (OBA) that contains a
provision that is supplemental to the form of OBA set forth in and
in accordance with FERC Gas Tariff
RP05-695 - Revised tariff sheet to FERC Gas Tariff to set forth the
factors and calculations used in determining the adjustments to and
to revise settlement base rates to be effective l l/0l/05
RP05-696 - Revised tariff sheet to FERC Gas Tariff to set forth the
new TCR II reservation surcharges to be effective l l/0l/05
RP06-604 - Revised tariff sheets to FERC Gas Tariff to remove
outdated tariff provisions, update tariff information and
terminology, clarify certain tariff provisions and conform to FERC
policy, reorganize rate sheets, Rate Schedules and capacity release
provisions and make minor clarifications and corrections to Tariff
RP06-6ll - Revised tariff sheets to FERC Gas Tariff to remove the
TCR II Surcharge
RP06-612 - Revised MariE sheet to FERC Gas Tariff to revise
SettleMent Base Rates in accordance with Transwestem's
Stipulation and Agreement filed on 05/02/95 in Dot. RP95-271, as
amended
RP06-614 ... Rate increase application
CP06-459 - Application seeking audiority to construct and operate
(i) apps, 25 miles of 36" diameter pipeline loop in 2 segments on
existing San Juan Lateral in San Juan and McKinley CoUntieS, NM,
(ii) new 259-mile pipeline consisting of 36" and 42" diameter pipe
extending southward from existing mainline near Ash Fork in
Yavapai County, AZ through Coconino and Maricopa Counties, AZ
and terminating at beginning of EPNG East Valley Lateral near City
of Coolidge, AZ and (iii) customer laterals, meter stations and
ancillary facilities ("Phoenix Pipeline Proj et")
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The cost of UNS Gas' participation in each individual FERC case is not
tracked on an individual case basis.

The outside legal cost of UNS Gas' participation in each individual FERC
case is not tracked on an individual case basis.

All comments, testimony, etc. filed by S Gas in any of the FERC
dockets in response to RUCO ll.ll.a. or RUCO l 1.12.a. above are
publicly available data and can be viewed on the FERC website under
Docket No. RP08-426. The link to the FERC website is:
http://www.ferc.gov/. All non-public material is subject to attorney-client
privilege. UNS Gas objects to disclosing any analysis or documents in
closed or current FERC proceedings as doing so could disadvantage the
Company in its litigation and/or settlement of open proceedings or future
proceedings.

UNS Gas does not have any analysis on the impact of its participation in
any of the FERC proceedings referenced in RUCO ll.l1.a. nor in the
FERC proceedings referenced in response to RUCO ll.128a. above. It is
impossible to determine the impact of one individual company's
participation in a case whether it is litigated or settled, since there are many
factors at issue and many other parties involved that may affect the case.
There is no objective measure to determine the impact of any one party.

UNS Gas objects to disclosing any analysis or documents in closed or
current FERC proceedings as doing so could disadvantage the company in
its litigation and/or settlement of open proceedings or future proceedings.
Additionally, all non~public material is subject to attorney client-privilege.

UNS Gas does not do an evaluation in advance of how much legal expense
it should incur on each FERC proceeding in which it participates as it is
impossible to know whether proceedings will be settled or fully litigated,
and how long or complex these proceedings will be.

RESPONDENT: Theresa Mead

WITNESS :

b .

e.

d.

c.

f.

g.

David Hutchins
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RUCO 11.13 Refer to Mr. Hutchins' rebuttal testimony at page 2. Provide complete supporting
calculations, work papers and Excel files for the $9 million and $5.4 million
amounts mentioned on page 2, line 16.

RESPONSE: Please see workpapers provided in response to RUCO 10.1 .

RESPONDENT I Dallas Dukes

WITNESS : Dallas Dukes, Dave Hutchins
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RUCO 11.18 Refer to Mr. Hutchens' rebuttal testimony at page 7, concerning the overall
slumping economy.

Identify, quantify and explain all steps taken by UNSG in 2008 and 2009 to
reduce costs.
For each cost reduction effort undertaken by UNSG identified in response
to part a, please identify exactly where, and in what amount, each such cost
reduction effort has been reflected in UNSG's determination of the
Company's requested revenue increase.

RESPONSE: See summary of savings realized below:

UNG UNS Gas, Inc
Jul 07 the

Jun 08
Jul 08 thx

Jun 09
Associated
reduction:

A10 Labor Costs
10,339,94

5
28,208

249,701
263,265
535,060
454,440

(39,494) Reducest Overtime, reduced FTEs

158 Supplemental Service
162 Repairs & Maintenance
A59 Training & Travel
406 Communications
B64 Transportation

10,929,43
9

155,874
263,896
283,462
758,366
652,670

(127,665)
(l4.196)
(20,197)

(223,305)
(198,230)

Meter reading brought in-house
Reduced vehicle maintenance
Company reduction focus
Contract re-negotiation
Vehicle depreciation reduction

These savings are not reflected in the test year. Other increases as reflected
within die overall operating cost are still higher than test year and will be in
2009 and 2010. The Company's cost savings effor ts have only resulted in
mitigating the increases and théeffeCt of regulatory lag.

RESPONDENT : Paul Coleman

WITNESS'

b.

a.

a.

b.

David Hutchins
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RUCO 11.19 Refer to Mr. Hutchens' rebuttal testimony at pages 12- 13, lines 1-3 .
Refensing to page 13, lines 1-3, please identify all expenses, by account, in
the test year for payment of fees by UNSG for payments made at check
cashing centers and/or other outside payment locations.

Identify, quantify and explain fully how the discontinuance of the
payment of such fees would impact expense on a going~forward basis.

Refer to page 12, please identify the test year expense for payments and/or
fees paid to Circle K for Circle K's acceptance of customer utility bill
payments.

Identify, quantify and explain fully how the discontinuance of the
payment of such fees would impact expense on a going-forward basis.

Referring to page 12, identify, quantify and explain the anticipated annual
cost reductions to UNSG from having Walmart accept customer payments.

c .

RESPONSE ACE America's Cash Express - 325,002.08
Other Outside Payment Locations* - $18,770.92

As of July 1, 2009, UNS Gas will no longer incur expenses for
payments made at any ACE (America's Cash Express) locations.

Effective October 9, 2009, UNS Gas will incur a cost of 1.5 cents per
payment made at the Other Outside Payment Locations. The cost is
charged by the processing company, FISERV, for electronic delivery of
payments. Due to an anticipated decline in volume of payments taken
by Other Outside Locations, annual expenses are projected at less than
$300.

$0. The ability of Circle K to accept UNS Gas payments never
materialized.

Not applicable.

UNS Gas incurs a 1.5 cent cost per payment made at a Walmart location.
The cost is charged by the processing company, FISERV, for electronic
delivery of payments. The anticipated annual cost reduction using Walmart
is approximately $42,000. All costs are based on assumptions. Actual
costs will be dependent on customer behavior.

*OA Quick Cash (Flagstaff), Radio Shack (Show Low & Lakeside);IGA Food &
Drug (Sedona)

RESPONDENT : Lindy Sheeny

David HutchinsWITNESS :

b.

a.

a.

b.

c.

i.

i.

i.



7/1/2007 6/30/2008

a. Accrued vacation $389,233 $438,776

$2,625,165 $1 ,732,676

c. Accrued Stock
Based
Compensation
Liability

$0 $0

UNS GAS, INC.'S RESPONSE TO
RUCO'S ELEVENTH SET OF DATA REQUESTS

DOCKET no. G-04204A-08-0571
July 22, 2009

Attachment RCS-8
Docket No, G-04204A-08-0571
Page 15 of 52

RUCO 11.21 Refer to Ms. Kissinger's rebuttal testimony at pages 2-3. Identify the beginning and
end-of-test year accrued liability amounts on UNSG's books for each of the
following items:
a. Accrued vacation
b. Accrued pension liability
c. Accrued stock based compensation liability

RESPONSE: a.-c. Please see the table below.

I
a

b. Accrued Pension

RESPONDENT: Georgia Hale

Karen KissingerWITNESS :
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UNS GAS, INC.'S RESPONSE TO
RUCO'S ELEVENTH SET OF DATA REQUESTS

DOCKET no. G-04204A-08-0571
July 22, 2009

RUCO11.24 Refer to Ms. Kissinger's rebuttal testimony at page 3. Please admit that the
"Commission approved method" of addressing the amount of ADIT balance to be
included in rate base is to review all of the testimony and briefs filed in each utility
case and to decide based on the facts and evidence in that case. If your response is
anything other than an unqualified admission, explain fully and provide all support
relied upon.

RESPONSE: The Commission's method in addressing the amount of ADIT balance to be
included in rate base is to review all of the testimony and briefs filed in each utility
case and to decide the case based on the facts and evidence in that case.

The Commission's method is to consider the facts and evidence in light of its past
practices and treatment of specific items in other cases with the same facts and
evidence. By so doing, the Commission provides consistency of treatment among
the ratepayers of Arizona.

RESPONDENT : Gail Boswell

WITNESS : Karen G. Kissinger
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RUCO 11.25 Refer to Ms. Kissinger's rebuttal testimony at page 3. Please identify each and
every Commission Decision and the specific language within each such decision
which Ms. Kissinger believes provides a clear statement of the "accepted
Commission approved methods" for evaluating a utility's ADvT balance for
inclusion in, or exclusion from, rate base,

RESPONSE : In the cases referenced on page 3 of the Rebuttal Testimony, there were no
challenges of the inclusion of these items in rate base."'Therefore, *there was no
need for the Commission to explicitly discuss these items in its Decisions.

RES P ONDENT : Gail Boswell

WITNESS : Karen G. Kissinger



UNS GAS, INC.'S RESPONSE TO
RUCO'S ELEVENTH SET OF DATA REQUESTS

DOCKET NO. G-04204A-08-0_71
July 22, 2009

Attachment RCS-8
Docket No. G-04204A-08-D571
Page 18 of 52

RUCO 11.26 Please provide all details of UNSG's lead-lag study in the current case which
address how UNSG measured the cash payment lag associated with each of the
following items:

a.

b .

C.

Accrued vacation
Accrued pension liability
Accrued stock based compensation liability

RESPONSE: UNS Gas did not make any specific adjustments in the lead-lag study for
Accrued vacation.

b. UNS Gas Pension and Benefit payment lag reflects the payment lag for
cash payments made to the pension funds trustees .

UNS Gas had no accrued stock based compensation liability.

RESPONDENT : Dallas Dukes

WITNESS:

c.

Dallas Dukes
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RUCO 11.27 Refer to Mr. Dukes' rebuttal testimony at page 2.

g.
h.

i.

j.

k.

Admit that UNSG provided no supporting calculations with its rebuttal
testimony for its new over 2000% increase in its claim for cash working
capital ($97,967 to $2,l83,948). If your response is anything but an
unqualified admission, explain fully.
Provide complete documentation including all Excel files and supporting
calculations showing each payment relating to gas cost purchases from
1/1/2008 through the present.
Provide a copy of each gas purchase invoice from 1/1/2008 through the
present.
Provide all payment documentation for each gas cost invoice from 171/2008
through the present.
Provide a copy of the current and prior gas purchase contracts and all
amendments thereto affecting payment terms.
Identify the "primary purchased gas vendor" referred to on page 2, line 7.
When did the "primary purchased gas vendor" change its payment terms?
Provide all documents relating to the change in gas purchase payment terms
including but not limited to all correspondence, letters, legal documents,
tariff filings, invoices, emails.
Identify all credit limitations, referenced at page 2, line 10.
Provide all correspondence relating to all such credit limitations.
Explain in detail what UNSG could do to address each such "credit
limitation"?
Identify, and provide a copy of, the specific provisions in the contract or
agreement with the "primary purchased gas vendor" that allowed the
vendor to change the payment terms.
Did UNSG contest or object to the change in payment terms? If not,
explain fully why not. If so, provide all documents showing that UNSG
obi ected to Me change in payment terms.
Identify the payment terms that are related to each gas vendor that could
provide gas supply to UNSG.
Identify all conditions that would allow UNSG to pay for purchased gas
from the "primary purchased gas vendor" on a monthly basis.

RESPONSE: UNS Gas provided supporting workpapers and calculations.

This information was provided with workpapers in UNS Gas' response to
RUCO 10.1.

b.

a.

c.

d.

e.

f.

m.

1.

n.

o.

b.

a.

c. Please see RUCO 11.27(c & d), Bates Nos. UNSG(0571)09887 to
UNSG(0571)10033, on the enclosed CD for the gas purchase invoices and
payment documentation for the period 1/1/2008 dirough the present. This



UNS GAS, INC.'S RESPONSE TO
RUCO'S ELEVENTH SET OF DATA REQUESTS

DOCKET NO. G-04204A-08-0571
July 22, 2009

Attachment RCS-8
Docket No, G-04204A-08-0571
Page 20 of 52

tile contains gas purchase invoices for BP Energy, Transwestem Pipeline
and EPNG. The tile also includes a summary of each vendor's invoices
(with payment detail). Mr. Dukes' Rebuttal Testimony included a revision
of payment lag days for gas purchases. The revised payment lag days
calculation included BP Energy invoices for 12/1/08 through 5/16/09
because the payment timing to this vendor changed from thirty (30) days to
every two (2) weeks. The revised payment lag days calculation did not
include additional invoices for Transwestern Pipeline or EPNG because the
payment timing to those vendors did not change, however attached file
includes invoices for Transwestern Pipeline and EPNG for your review, in
addition to BP Energy invoices used in the payment lag days calculation
revised for Mr. Dukes' rebuttal testimony. Invoices for the vendors
included in the lead-lag study as originally filed are identified by Bates
Nos. UNSG0571/01980 through UNSG0571/02063.

Please see UNS Gas' response to RUCO 11.27.c. above.

Current gas purchase contract: Base Contract for SaIelaF1d Pixrchase of
Natural Gas between BP Energy Company and UNS Gas, Inc. dated
September 1, 2008.

First Amendment to Base Contract for Sale and Purchase of Natural Gas
between BP Energy Company and UNS Gas, Inc. dated November 18,
2008.

Prior gas purchase contract: Natural G`as Stipple d TraNsMission

Management Agreement by and between Citizens Communications

Company, Arizona Gas Division and BP Energy Company, dated October

28, 2002, but effective as of October 1, 2002.

Pleas see RUCO 11.27(e), Bates Nos. unsG(0571)10034 to
UNSG(0571)10135, on the enclosed CD.

British Petroleum Energy Company.

g.

h.

January 2008 -.- March 2008, and November 2008 - May 2009.

Please see RUCO 11.2"/(h) (Confidential), Bates Nos. UNSG(0571)10138
to UNSG(0571)10144, on the enclosed CD.

d.

e.

f.

For the winter season 2007/2008, see emails and the Standby Letter of
Credit dated December 28, 2007.



UNS GAS, INC.'S RESPONSE TO
RUCO'S ELEVENTH SET OF DATA REQUESTS

DOCKET no. G-04204A-08-0571
July Hz, 2009

Attachment RCS-8
Docket No. G-04204A-08-0571
Page 21 of 52

For the winter season 2008/2009, see emails, Amendment to Base Contract
dated November 18, 2008, and the Standby Letter of Credit dated October
30, 2008.

UNS Gas' primary purchased gas vendor (BP Energy) provides UNS Gas
with an unsecured credit limit based upon its assessment fUNS Gas'
creditworthiness. If the vendor's total exposure to UNS Gas exceeds that
credit limit, it may decline to enter into additional transactions with UNS
Gas until the exposure is below the Credit limit, or it may request some
form of performance assurance to cover the amount of the credit exposure
in excess of the credit limit or to cover proposed new business. Such
performance assurance may be in the form of a prepayment, a standby letter
of credit, a performance bond, or a guaranty by another party.

Because UNS Gas is a winter-peaking gas distribution company, its
exposure to its primary gas supplier is highest during the winter' months of
November through April. In each of the last two years, UNS Gas' exposure
to BP Energy exceeded its credit limit. Therefore, UNS Gas negotiated
terms to provide credit support in the form of more frequent payments
(twice monthly) and a standby letter of credit, so that UNS Gas could
continue to enter into new transactions with BP Energy.

i.

k.

Please see UNS Gas' response to RUCO 11.27.11 above.

UNS Gas could make more frequent payments of amounts owed for gas
supplied, could provide a standby letter of credit from a financial
institution, or could curtail doing new business with the supplier, or a
combination of these actions. The decision to provide a letter of credit vs.
make prepayments depends on several factors including available credit
under its revolving credit facility to issue letters of credit, the cost of
issuing letters of credit, the amount Of available cash on hand, and the
interest rate that could be earned on the investment of excess cash.

Please see RUCO 11.27(e), UNSG(0571)10034 to UNSG(057l)10l35,on
the enclosed CD, and refer to Article W-Security, of the Natural Gas
Supply and Transportation Management Agreement dated October 28,
2002, and to Section 10.l-Financial Responsibility of the Base Contract
dated September 1, 2008.

1.

m. No, UNS Gas did not object to the change in payment terms. The vendor's
request was reasonable in view of the size of the credit exposure compared
to the credit limit provided, and therefore UNS Gas was willing to negotiate
terms with the supplier that were agreeable to both parties.
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Please see UNS Gas' response to Staffs first set of data requests, JACK 1-1,
in which all lead-lag workpapers were provided.

As long as the vendor's total exposure to UNS Gas is within the credit limit
established for UNS Gas, UNS Gas may pay for purchased gas on a
monthly basis.

RESPONDENT : Barbara McCormick, Dallas Dukes, Janet ZaidenbefgiSchn1M (parts c and d)

wiTnEss :

n.

0.

Dallas Dukes, Kenton C. Grant
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RUCO 11.28 Refer to Mr. Dukes' rebuttal testimony at page 4-5 .
a. Please admit that replacement of old mains and services could reduce

maintenance costs. If your response is anything but an unqualified
admission, explain fully.
Please admit that additional transportation equipment could serve customer
growth. If your response is anything but an unqualified admission, explain
fully.
Please admit that replacing old transportation equipment with new
equipment could reduce maintenance costs. If your response is anything
but an unqualified admission, explain fully.
Please admit that all "post test year plant" dirt UNSG is requesting in rate
base was in CWIP as of the end of the test year. If your response is
anything but an unqualified admission, explain fully.
Please admit that all Of the decisions cited on page 4, line 18, pertain to
water utilities. If your response is anything but an unqualiii ed admission,
explain fully.
Please admit that UNSG is not a water utility. If your response is anything
but an unqualified admission, explain fully.
Please admit that UNSG has not cited in its rebuttal testimony any
decisions allowing post test year plant for energy utilities. If your response
is anything but an unqualified admission, explain fully.
Please admit that other Commission decisions that were not cited in
UNSG's rebuttal testimony have denied rate base inclusion of post test year
plant.. If your response is anything but an unqualified admission, explain
fully.
Please identify each Commission decision from 2004 through die present
that addressed whether post test year plant should be included in rate base
of which UNSG and its witnesses and counsel are aware.

RESPONSE: a. Yes it could.

b. All transportation equipment is purchased to be used in providing natural
gas service to existing customers and any new customers.

Yes it could.

d. Yes it was.

Yes they do.

UNS Gas is not a water company.

b.

d.

c.

f.

h.

e.

g.

i.

c .

e.

f.

g. UNS Gas has not.
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The Commission has denied the inclusion of post test year plant in rate base
in other decisions.

UNS Gas has not conducted an exhaustive survey of all Commission rate
case decisions since 2004. However, several decisions have allowed post-
test year plant in rate base, including:

Rio Rico Utilities, Inc, Decision No. 67279 (October 5, 2004),
Arizona Water Company, Decision No. 66849 (March 19, 2004),
Bella Vista Water Company, Inc., Decision No, 65350 (November 1,
2002);
Arizona-American Water Company, Decision No. 68864 (July 28,
2006); and
Chaparral City Water Company, Decision No. 68176 (Sept. 30, 2005).

Moreover, in the prior UNS Gas rate case, the Commission noted in
Decision No. 70011, page 8, that the Commission has allowed post-test
year plant in rate base where there was an assurance that a mismatch of
revenues did not occur, such as when the plant is revenUe-neUtral" which is
the case here.

RESPONDENT : Dallas Dukes

WITNESS :

h.

1.

Dallas Dukes
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RUCO 11.30 Refer to Mr. Dukes' rebuttal testimony at page 5, lines 5-7.
a. Identify the name and job title of each person who reviewed the CWIP

projects and indicate whether they are a witness for UNSG gas in the
current rate case.
Provide all written criteria that were considered by the people identified in
response to part a, to evaluate whether an item of end of test year CWIP
would produce additional revenue or not.
How did the Company determine dirt none of the service and main
replacements would serve any new customers? Explain fully and provide
all supporting analysis.
Does UNSG have any analysis to support its claim for post test year plant
other than what was provided in UNSG workpapers UNSG 0571 / 03012
through 03015? If not, explain fully why not. If so, please identify and
provide all additional support that UNSG has.

d.

RESPONSE: Carl Dabelstein, Manager of Plant Accounting TEP - not a witness

Diane Grant, Lead Plant Accountant TEP -- not a witness

Paul Coleman, Director of Business Services UES -. not a witness

Paula Smith, Operations Support Analyst UNS Gas .- not a witness

Gary Smith, General Manager UNS Gas - retired employee/prior witness

Dallas J . Dukes, Manager Pricing and Economic Forecasting TEP - witness

b. Instructions were given verbally to identify "non-additional" revenue
producing plant that had been invested in prior to the end of the test year
that was not being installed for the purpose of meeting customer growth,
was not being installed to serve new customers and investments dirt would
have been made whether we added additional customers or not.

Replacements were identified whose primary purposes were to serve
existing customers and would have been replaced regardless of potential
customer additions.

d, Please see UNS Gas' response to RUCO 1.88.

RESPONDENT : Dallas Dukes

WITNESS :

b.

c.

a.

c .

Dallas Dukes
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RUCO 11.32

f.

g.

Refer to Mr. Dukes' rebuttal testimony at page 5.
a. Admit that UNSG's proposal to fail to offset rate base by the full amount of

Customer Advances is simply inconsistent with prior Commission
decisions, including, but not limited to, Decision No. 70011 in UNSG's last
rate case. If your response is anything but an unqualified admission,
explain fully and provide supporting documentation.
Admit that when UNSG receives a Customer Advance in the font of
money, it has the use of that non-investor supplied money. If your
response is anything but an unqualified admission, explain fully and
provide supporting documentation.
Admit that Customer Advances are a non-investor supplied source of cost-
free capital to the Company. If your response is anything but an
unqualified admission, explain fully and provide supporting documentation.
Admit that UNSG does not reduce the CWIP base to which it applies an
AFUDC rate by the amount of Customer Advances related to CWIP. If
your response is anything but an unqualified admission, explain fully and
provide supporting documentation.
Admit that Commission Rule A.A.C R 14-2-103, Schedule B-l requires
Customer Advances to be subtracted from rate base. If your response is
anything but an unqualified admission, explain fully and provide
supporting documentation.
Admit that Commission Rule A.A.C R 14-2-103, Schedule B-1 requires
Customer Advances to be subtracted from rate base, without any exception
for Customer Advances related to CWIP. If your response is anything but
an unqualified admission, explain fully and provide supporting
documentation.
Admit that Customer Advances are non-investor supplied capital when they
are received by the utility. If your response is anything but an unqualified
admission, explain Mlle and provide supporting documentation.
Admit that UNSG does not hold Customer Advances in an escrow account.
If your response is anything but an unqualified admission, explain fully and
provide supporting documentation.
Admit that it would be inappropriate for a utility to earn a return on non-
investor supplied capital. If your response is anything but an unqualified
admission, explain Mlly and provide supporting documentation.

i.

RESPONSE :

b.

d.

c .

e.

h.

a. UNS Gas does not believe that it is inconsistent, as UNS Gas is requesting
only the exclusion of the portion of advances already spent as of the end of
the test year on plant not included in rate base. The Company is arguing
that die portion already spent is not available as zero cost capital as of the
end of the test year, and since the plant it was spent upon is not in rate base,
it is unfair to the Company to reduce rate base.
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Yes. UNS Gas has the use until it is invested in the projects it was
specifically advanced to fund. UNS Gas has not attempted to exclude any
portion of customer advances not yet spent or spent on plant included in
rate base.

Please see UNS Gas' response to 11.32.b. above.

UNS Gas does not reduce CWIP by advances prior to calculating AFUDC.

e. The only suggestion in Rule 103 that Customer Advances should be
deducted from rate base is a line in the form schedule B-1. However, that
schedule does not expressly address the circumstance where the advance is
related to plant that is not yet in rate base. This rule only controls the
general tiling format of the rate application, not the final ratemaking
decision by the Commission. (See Ag. Decision No. 69914 (Sept. 27,
2007) approving non-deduction of certain advances from rate base.) The
rule does not -- and should not -- preclude the Commission from exercising
judgment and fairness to insure proper matching and equitable treatment of
the shareholders' capital investments. Deducting advances from rate base
when the advance is related to plant that is not yet in rate base results in a
mismatch and is inequitable because the Company is unable to ham a return
on all of its investment in plant that is in rate base.

Please see UNS Gas' response to 11.32.e. above.

Please see UNS Gas' response to 11.32.11 above.g.

h. UNS Gas does not hold customer advances received in an escrow account.

i. UNS Gas is not requesting any returns on non-investor supplied capital in
this proceeding. As the customer advance reduction in rate base is being
interpreted by Staff and RUC() '- the Companyis being ilhfairly deNied a
return on investor supplied capital in rate base.

RESPONDENT: Dallas Dukes

WITNESS:

b.

d.

c .

f.

Dallas Dukes
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RUCO 11.36

b.

c .

d .

e.

Refer to Mr. Dukes' rebuttal testimony at page 29-30.
a. Provide the documents relied upon by Mr. Dukes for each amount

mentioned on page 29.
Provide all vehicle fuel price invoices UNSG has for the months of January
through June 2009.
Provide the tile] price invoices UNSG has for the month ofluly 2009.
Would the Company's actual invoices for fuel over a recent period be an
appropriate reflection of the current known price levels? If not, explain
tally why not.
Refer to page 30, line 26. Please identify the specific period constituting
"the past three years".
Does UNSG have infonnation from which an average fuel price for the 36-
month period ("last three years") ending June 30, 2009 could be computed?
If not, explain fully why not. If so, please provide that information.
What iilel prices has UNSG used in its 2009 operating expense budget?
Provide the related documentation.
What fuel prices has UNSG used in its 2009, 2010 and 2011 budgets and/or
forecasts? Provide the related documentation.

g.

RESPONSE: B.. Mr. Dukes reviewed the feel prices on the website noted onjjage ̀ 29 of his
Rebuttal Testimony, but did not retain screen prints of the prices.

Please see RUCO 11.36(b BL c), Bates Nos. UNSG(0571]10197 to
UNSG(057 ])10234 on the enclosed CD for the requested information.

c . Please see UNS Gas' response to RUCO 11.36.b above.

Using recent prices is one method of arriving at a price per gallon for 'Heat
fuel. However, as noted in Mr. Dukes' Rebuttal Testimony on page 30, the
significant and continued volatility of the cost of fuel per gallon is better
addressed by using a longer period of actual information.

e. The period constituting "the past three years" refers to calendar years 2006,
2007 and 2008. This information was 'included ir1*tlre-backup toMe.
Dukes' Rebuttal Testimony in response to RUCO Data Request 10.1 as
Excel tile "RUCO 10.1 - Income - Fleet Fuel Expense".

f. Yes. Please see the Excel tile RUCO ll.36(l) on the enclosed CD for the
average fuel price for the 36 months ending June 30, 2009.

g. Please see the PDF file RUCO 11.36(g-h), Bates No. UNSG(0571)10235
on the enclosed CD for the requested information.

h.

f.

b.

d.

h. Please see UNS Gas' response to RUCO 11.36.g above.
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The Excel file on the enclosed CD is not identified by Bates numbers.

RESPONDENT: Dallas Dukes, Gary Kelly," Julie Gomez.&.J'anet'ZaidenbergHSchrum

WITNESS : Dallas Dukes
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Ca\culated using revised data from J. Gomez 6/26/09 8= 7/16/09

Cost per Gallon

$3.01

$2.98

$2.67

$2.46

$2.47

$2.51

$2.43

$2.48

$2.74

$2.99

$3.09

$3.07

$3.00

$2.85

$2.85

$3.00

$3.26

$3.23

$3.17

$3.26

$3.58

Jul-06

Aug-06

Sep-06

Oct-06

Nov-06

Dec-06

Jan-07

Feb-07

Mar-07

Apr-07

May-07

Jun-07

Jul-07

Aug-07

Sep-07

oct-07

NoV-07

Dec-07

Jan-08

Feb-08

Mar-08

Apr-08

May-08

Jun-08

Jul-08

Aug-08

Sep-08

OCt-08

Nov-08

Dec-08

Jan-09

Feb-09

Mar-09

Apr-09

May-09

Jun-09

$3.73

$4.05

$4.35

$4.32

$3.97

$3.78

$3.24

$2.50

$2.04

$2.12

$2.20

$2.12

$232

$2.28

$2.62

7/24/2009 1:02 PM
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From:
Sent:
To:
Subject:

Kelly, Gary
Thursday, July 16, 2009 2:20 PM
Zaidenberg-Schrum, Janet
UNSG Rate Case - RUCO 11.369 8< h

From:
Sent:
To:
Cc:
Subject:

Kelly, Gary
Thursday, July 16, 2009 1:38 PM
Zaidenberg-Schrum, Janet
Gomez, Julie, Cordero, Jessica
RE: UNSG Rate Case - RUCO Data Request for Fleet Fuel

Below is the information that you requested.

The budgeted price for fuel in 2009 was $4.05 per gallon based on approximately 207,000 gallons used annually

The figures listed below have been submitted for the 2010 and 2011 budget

2010 - $2.75 per gallon, 207,000 gallons used annually. Total budgeted amount $569,250
2011 - $295 per gallon, 207,000 gallons used annually. Total budgeted amount $610,650

The numbers listed above include gasoline and diesel.

Please let me know if you need additional information,
GK

1

UNSG0571/10235
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RUC() 11.38

d.

Refer to Mr. Grant's rebuttal testimony at page 24.
Provide complete supporting documentation for each amount shown in the
table, including a detailed identification and explanation for all assumptions
used in the projections.
Provide a detailed listing of all items in the "Operating Expenses" line of
the table, including but not limited to the following:

i. SERP
ii. Incentive compensation expense

iii. Stock-based compensation expense
iv. Outside legal expense
v. Rate case expense

Identify the amount of common equity in the table for each year that is not
supporting Arizona adjusted jurisdictional original cost rate base.
Identify all assumptions, and provide all calculations, related to the amount
of interest expense in the table. For each year, provide a listing of all debt
issuances outstanding, the interest rate for each (including how it was
calculated) and the amount of interest. Also show how the interest expense
was allocated between (1) debt supporting AZ jurisdictional rate base and
(2) debt supporting other items on UNSG's balance sheet that are not
included in rate base.
What income tax rate did UNSG use to compute the Income Tax Expense
for each year in the table? Provide supporting calculations, If an income
tax rate that is different than the rate proposed by UNSG in the rate case
was used, provide a complete reconciliation. Identify, quantify and explain
each reconciling item tilly.
Please identify fully and in detail how UNSG has reflected 2008 and 2009
bonus tax depreciation in its 2008 actual results and 2009 projections.
Include complete supporting calculations.

f.

RESPONSE :

b.

a.

c.

e.

a. The referenced table on page 24 of Mr. Grant's Rebuttal Testimony is
based on the 2008 financial statements for UNS Gas and a financial
forecast for the period 2009-2011 that were included in the workpapers to
Mr. Grant's Rebuttal Testimony and previously provided in response to
data request RUCO 10.1. For 2008 values, please refer to the 2008 income
statement for UNS Gas provided in Mr. Grant's Rebuttal workpapers. For
2009-2011 values, please refer to the financial forecast provided in Mr.
Grant's Rebuttal workpapers. Specifically, please refer to the forecast page
with the heading "UNSG -- Income Statement." There are 12 columns of
data on that page, the first four of which reflect the forecast presented in
Mr. Grant's Direct Testimony, the middle four of which reflect the
financial forecast presented in Mr. Grant's Rebuttal Testimony, and the
final four of which reflect the difference between these two forecasts. It is
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due middle four columns of data on this page that were used to populate the
table on page 24 of Mr. Grant's Rebuttal Testimony. A line~by-line
explanation of the values appearing on the referenced table is presented
below, along with references to the financial forecast in Mr. Grant's
Rebuttal workpapers and other supporting information.

Gross Margin

Gross margin is equal to total revenues minus purchased gas expense. The
calculation of gross margin, along with the various line items comprising total
revenues and purchased gas expense, may be found in the forecasted income
statement provided in Mr. Grant's Rebuttal workpapers. For 2010, the first full
year under new rates in the Company's financial forecast, UNS Gas forecasts its
gross margin to be $64,975,000.

Most of the Company's gross margin is derived from retail delivery revenues,
which, along with demand-side management ("DSM") program revenues, are
shown as "Retail T&D Revenues" on the Company's forecasted income statement.
For 2010, the first full year under new rates in the Company's financial forecast,
UNS Gas forecasts retail delivery revenues of $56,927,000 and DSM program
revenues of $1 ,044>000.

Delivery revenues Nom transport customers and long-term contract customers (the
Griffith and Black Mountain generating stations) also contribute to gross margin.
Delivery revenues from transport customers and the Griffith Power Plant are
reflected as "Wholesale Transmission Revenues" on the Company's forecasted
income statement. The $570,000 in annual delivery revenues from the Black
Mountain Generating Station are lumped in with gas sales to UNS Electric in
"Wholesale Energy Sales" on the Company's forecasted income statement. For
2010, the first full year under new rates in the Company's financial forecast, UNS
Gas forecasts total transport and long-term contract delivery revenues of
$4,912,000.

Miscellaneous customer service charges, which include connect/disconnect fees,
late payment fees, etc. also contribute to gross margin and are reflected as "Other
Revenues" on the Company's forecasted income statement. For 2010, the first full
year under new rates in the Company's financial forecast, UNS Gas forecasts
Other Revenues of $l,626,000.

Margins derived from sales of gas to transport customers under the Negotiated
Sales Program ("NSP") also contribute to gross margin. Fifty percent of these
margins are retained by the Company, while the other fifty percent are credited to
the PGA balance. For 2010, the first full year under new rates in die Company's
financial forecast, UNS Gas forecasts its share of NSP margins to be $466,000.
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This amount can be derived from the forecasted income statement in Mr. Grant's
Rebuttal work papers by subtracting purchased gas expense (equal to "Purchased
Power and Gas for Resale" plus "Deferred Fuel Expense") from purchased gas
revenues (equal to "PPFAC/PGA Revenues" plus "Wholesale Energy Sales" minus
$570>000 in Black Mountain delivery revenues included in "Wholesale Energy
Sales").

In summary, for 2010, the first full year under new rates in the Company's
financial forecast, the forecasted gross margin is as follows:

$56,927,000
1,044,000
4,912,000
1,626,000

466,000
$64,975,000

Retail Delivery Revenues
DSM Program Revenues
Transport and Long-Term Contract Delivery Revenues
Other Revenues
NSP Margins
Gross Margin

For 2011, the forecasted gross margin is as follows:

$57,983,000
1,076,000
4,912,000
1,691,000

437,000
$66,099,000

Retail Delivery Revenues
DSM Program Revenues
Transport and Long-Term Contract Delivery Revenues
Other Revenues
NSP Margins
Gross Margin

By comparison, the actual gross margin in 2008 was $55,424,000 The forecasted
gross margin for 2009, which reflects three months of actual results, eight months
of forecasted results under current rates, and one month of forecasted results under
the Company's requested rates, is little changed at $55,532,000

Based on a comparison of the 2008 actual gross margin to the forecasted 2010
gross margin, the Company is forecasting a total increase in gross margin of $9.6
million. Of this, $9.3 million is attributable to the requested rate increase, partially
offset by a $0.2 million reduction in retail revenue related to a decline in sales.

The following tables provide additional detail on the Company's forecast of retail
delivery revenues and transport customer delivery revenues. Additional detail
supporting the Compally's forecast of retail revenues is also being provided in die
four Excel files named RUCO 11.38 UNS Gas_Non-Industrial Sales ACTMAR09
forecast.xls, RUCO 11.38 UNS Gas_Industria1 Sales ACTMAR09 forecast.xls,
RUCO 11.38 UNS Gas_Non-Industrial Revenue ACTMAR09 forecast.x1s, and
RUCO 11.38 UNS Gas Industrial Revenue ACTMAR09 forecast.x1s.
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Retail Sales and Delivery Revenues

2010 z011

Retail Sales (terns)
Residential
Commercial
Industrial
Public Authority

Total Retail Sales

71,248,000
30,258,000
1,780,000
6,654,000

109,940,000

73,491,000
30,444,000
1,780,000
6,633~000

112,348,000

Average Delivery Rates ($/therm)
Residential
Commercial
Industrial
Public Authority

Average Delivery Rates

S
s
$
$

s

0.603
0.384
0.170
0.310
0,518

s
$
35
s
s

0.598
0.384
0.170
0.310

0.518

s s
Retail Delivery Revenues
Residential
Commercial
Industrial
Public Authority
Total Retail Delivery Revenues s

42,947,000
11,615,000

302,000
2,062,000

56,927,000 $

43,937,000
11,688,000

302,000
2,056,000

57,983,000
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Transport and Long-Term Contract Delivery Revenue

2010 2011

Transport Sales and Deliverv Revenues
Transport Sales (terms)
Average Delivery Rates (S / then)
Transport Delivery Revenues

40,748,000
S 0.085
s 3,477,000

40,893,000
$ 0.085
s 3,447,000

Contract D deliveryTotal Long-Term
Revenues $ 1:435,000 S 1,435,000

Total Transport and Long-Term Contract
Delivery Revenue

$ 4,912,000 s 4,912,000

Operating Expenses

Total operating expenses represent the sum of (i) Operation and Maintenance
Expenses, (ii) Depreciation Expense, (iii) Taxes Other than Income Taxes and (iv)
Other Amortization Expense. Each of these line items may be found in the
forecasted income statement in Mr. Grant's Rebuttal workpapers.

For 2009, which reflects three months of actual results and nine months of forecast
information, the forecast amount for total operating expenses is as follows :

$26,798
7,286
3,048

89
$40,592

Operations and Maintenance Expenses
Depreciation Expense
Taxes Other than Income Taxes
Other Amortization Expense
Total Operating Expenses

For 2010, the first full year under new rates in the Company's financial forecast,
the forecast amount for total operating expenses is as follows:

$29>422
7,717
3,194

258
$40,592

Operations and Maintenance Expenses
Depreciation Expense
Taxes Other than Income Taxes
Other Amortization Expense
Total Operating Expenses
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For 2011, the forecast amount for total operating expenses is as follows:

$30,765
8,135
3,433

167
$42>499

Operations and Maintenance Expenses
Depreciation Expense
Taxes Other than Income Taxes
Other Amortization Expense
Total Operating Expenses

The current year (2009) forecast of Operations and Maintenance ("O&M")
Expense is based on the Colnpany's 2009 operating budget, which is updated
throughout the year for forecasting purposes with actual year-to-date spending and
budget re-projections for the balance of the year. The long-term forecast of O&M
expense is -based on the approved 2009 budget escalated using a 4% annual
escalation rate. The only components of O&M expense that are not subject to the
annual escalation rate are DSM program costs and vehicle depreciation expense
which are forecasted separately. The approved 2009 O8cM budget is being
provided in the Excel file named RUCO 11.38 UNS Gas 2009 Budget.xls, The
following table shows the derivation of forecasted O&M expense for 2010 and
2011:

Operations and Maintenance Approved
2009

Budget

2010
Forecast

2011
Forecast

$ in thousands

General O8cM
SERP
Incentive Compensation Expense
Outside Legal Expense

Vehicle Depreciation

Bad Debt Expense
Intercompany Expenses

Pension Expense
DSM Program Expense

$18,802
113
664
256
832

1,000
4,701

896
824

$19,554
118
691
266
890

1,040
4,889

931
1,044

$20,336
122
718
277

1,102
1,082
5,084

969
1.076

Total Operations and Maintenance
Expenses

$28,087 $29,422 $30,765

Depreciation expense is forecasted based on the current balance of plant in service,
forecasted additions and retirement to plant in service, applicable plant
depreciation rates, and forecasted amortization of the acquisition adjustment
arising from the Company's 2003 purchase of Citizen's gas distribution system.
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Detail supporting the Company's forecast of depreciation expense is being
provided in the Excel file named RUCO 1 1.38 UNS Gas ACTMAR09 -
depreciation expense and property taxes.xls.

Taxes Other than Income Taxes are forecasted based on the current balance of
plant in service, forecasted additions and retirement to plant in service, applicable
property tax rates, and a forecast of payroll taxes based on budgeted labor costs.
Detail supporting the Company's forecast of property tax expense is being
provided in the Excel file named RUCO 1 1.38 UNS Gas ACTMARO9 -
depreciation expense and property taxes.xls.

Other Amortization Expense in the forecast is based on the Company's estimate of
rate case expense recovery. For 2010, the Company has assumed amortization
expense relating to both the current rate case and previous rate case. For 2011, the
Company is forecasting expenses relating only to the current rate case.

Operating Income

Operating Income = Gross Margin .-- Total Operating Expenses.

Other Income - Net

Forecasted Other Income is comprised of interest on marketable securities and the
allowance for equity funds used during construction. These two amounts are
shown separately on the forecasted income statement included in Mr. Grant's
Rebuttal workpapers. Interest on marketable securities is based on a forecast of die
Company's cash balances and a forecast of short-term interest rates that can be
earned on these balances. The forecasted short-term investment rate is based on
the forward curve for LIBOR less 0.50%. For 2010 and 2011 the forecasted short-
term investment rates are 0.74% and l .79%, respectively. The forecasted
allowance for equity funds used during construction is based on the forecasted
balance of CWIP and the equity portion of the Company's AFUDC rate.

Interest Expense

Interest expense during the forecast period is comprised of (i) interest on the
balance of long-term notes outstanding, (ii) amortization of issuance costs on the
long-term notes outstanding, and (iii) commitment fees and letter of credit fees
relating to the Company's bank credit facility. As may be seen in the forecasted
income statement provided in Mr. Grant's Rebuttal workpapers, interest on the
long-term notes is forecasted at $6,230,000 in 2010 and $6,472,000 in 2011. The
amount for 2010 reflects the current interest rate of 6.23% on the Company's $100
million balance of long-term notes. A higher interest expense is forecasted in 2011
due to the anticipated refinancing of $50 million of maturing long-term notes with
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$60 million of new long-term notes bearing the same interest rate. Other interest
costs are forecasted to remain at approximately $100,000 per year. Since no short-
term borrowing is forecast, no interest on short-term borrowing is forecast.

Pre-Tax Income

Pre-Tax Income = Operating Income + Other Income - Interest Expense

Income Tax Expense

Income tax expense is forecasted by applying a composite federal/state income tax
rate of 39.615% to the Company's forecast of pre-tax income.

Net Income

Net income = Pre-Tax Income - Income Tax Expense

Ending Common Equity

Ending Common Equity = Previous Balance + Net Income -- Dividends Paid

See the forecasted balance sheet in Mr. Grant's rebuttal workpapers for the ending
common equity balances.

Return on Average Equity

ROE = Net Income / ((Beginning Common Equity + Ending Common Equity)/2)

ROE in 2008 = 9.2% = $8,538,000 / (($88,265,000 + $96,684,000)/2)

ROE in 2009 = 7.2% = $7,270,000 / (($96,684,000 + $103,948,000)/2)

ROE in 2010 = 10.1% T. $11,013,000 / (($103,948,000 + $114,961,000)/2)

ROE in 2011 = 9.0% = 310,544,000 / (($114,961,000 + $120,233,000)/2)

Please see UNS Gas' response to RUCO l1.38.a. above for line items
included in "Operating Expenses," the detailed line items included in the
2009 operating budget, and an explanation of how 2010 and 2011 O&M
expenses are escalated from 2009 budget spending levels.

b.

i. Please see Operations and Maintenance Expenses table provided in
response to RUCO 11.38.a. above.
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ii. Please see Operations and Maintenance Expenses table provided in
response to RUCO 11.38.a. above. Incentive compensation expense
and stock-based compensation expense are shown as one line item on
this table.

iii. Please See Operations and Maintenance Expenses table provided in
response to RUCO 11.38.a. above. Incentive compensation expense and
stock-based compensation expense are shown as one line item on this
table.

iv. Please see Operations and Maintenance Expenses table provided in
response to RUCO 11.38.a. above.

See discussion of "Other Amortization Expense" provided in response
to RUCO 11,8.a. above.

c. No such allocation of common equity has been performed. However, since
only a small portion of the Company's plant in service is not included in
rate base (i.e., plant serving the Griffith and Black Mountain generating
stations), any allocation of common equity to non-rate base investment
would be quite small.

Please see the response to RUCO ll.38.a. above for an explanation of
forecasted interest expense. No allocation of forecasted interest expense
between "AZ jurisdictional rate base" arid "other items on UNSG's balance
sheet" has been performed. However, since only a small portion of the
Company's test-year plant in service is not included in rate base (e.g., plant
sewing the Griffith and Black Mountain generating stations), any allocation
of interest expense to non-rate base investment would be quite small.

The combined effective tax rate used to compute the Income Tax Expense
for the table was 39.615%. That effective tax rate was calculated using a
state tax rate estimate of 7.1% and a federal tax rate estimate of 32.515%.
The combined effective tax rate proposed by UNS Gas in the rate case was
38.598%. The 38.598% was calculated using a state tax rate of 6.968% and
a federal tax rate of 3 l .630%.

d.

e.

v.

The combined effective tax rate proposed in the rate case was calculated
using a state tax rate specific to Arizona and the current federal rate. The
combined effective tax rate used for the forecast table was a composite tax
rate applicable to UniSource Energy Corporation ("UniSource"). If this
higher composite tax rate applicable to UniSource had been used to
calculate the revenue requirement for UNS Gas, the Company's requested
revenue requirement would have been $192,000 higher.
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The amounts in the referenced table on page 24 of Mr. Grant's Rebuttal
Testimony are not affected by bonus tax depreciation. While bonus tax
depreciation does affect the current portion of the Company's income tax
liability, it has no bearing on the accrual of income tax expense presented
in the table on page 24 of Mr. Grant's Rebuttal Testimony.

RESPONDENT: Kenton 'C. Grant and Martha Prinz

WITNES S :

f.

Kenton C. Grant
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RUCO 11.40 Refer to Mr. Dukes' rebuttal testimony at page 9-10.

e.

Provide all documentation relied upon by Mr. Dukes for the statement at
page 10, lines 12-13: "At this time we know the increases attributable to
the portion of the workforce that are classified and have contracts in place,"
Provide the dollar amount of payroll expense increase that is related to "the
portion of the workforce that are classified and have contracts in place."
Include supporting calculations.
Is UNSG aware of any other businesses in Arizona that have reduced or
curtailed scheduled wage increases because of the poor economic climate?
If not, explain fully why not. If so, please explain fully UNSG's
knowledge on this subject.
Is UNSG aware of any other utilities that have curtailed previously
budgeted wage increases because of the poor economic climate? If not,
explain fully why not. If so, please explain fully UNSG's knowledge on
this subject.
Does UNSG agree that the economic climate in Arizona in mid-2009 is
worse than in each of the last Southwest Gas filings? If not, explain fully
why not.
Please identify the specific RUCO testimony and portions thereof in "each
of the last three Southwest Gas filings" to which Mr. Dukes is refining on
page 10, line 5.

RESPONSE: Please see RUCO 11.40(a), Bates No. UNSG(0571)] 0238, on the enclosed
CD.

The pro forma payroll adjustment for the classified employee increase in
2010 was based on an assumed 3% increase and is consistent with the
supporting documentation provided in UNS Gas' response to RUCO
11.40.a. The amount of payroll expense adjustment attributable to the 2010
increase for classified employees is $129,654. The unclassified portion is
$96,088.

c. UNS Gas has performed no study to identify the wage activity of other
Arizona companies in the present economy.

UNS Gas has performed no study to identify the wage activity of other
Arizona Utilities in the present economy.

e. Yes.

b.

d.

c.

a.

f.

b.

a.

d.

f. RUCO's position in those cases, including citation to the RUCO testimony,
is set forth as follows: Decision No. 64172, page 10, lines 19-21 , Decision
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UNS GAS, INC.'S RESPONSE TO
RUCO'S ELEVENTH SET OF DATA REQUESTS

DOCKET no. G-04204A-08-0571
July 22, 2009

No. 68487, page 12, lines 24-25, and Decision No. 70665, page 10, lines 6-
10.

RESPCNDENT1 Regulatory Department

Dallas DukesWITNESS :



Attachment RCS-8
Docket No. G-04204A-08-0571
Page 44 of 52

Dukes, Dallas
I I I I

From:
Sent:
To:
Cc:
Subieci:

Poturalski, Heidi
Tuesday, June 09, 2009 3:42 PM
Dukes, Dallas
Bracamonte, Steve
RE: UNS Gas Case

MO ll.L\oo

Hi Dallas. We just concluded negotiations with Local 1116 and they will receive a 2.25%
increase on 6-24-og, and then 62.75% increase on 1-4-2010)1-3-2011 and 1-2-2012.

The Local 387 contract expires before the next wage increases for 2010 so l don't have
any data on those yet as we will start negotiations with them towards the end of the year.

The Local 769 contact does have wages for 2o1o and they receive a 3.3% increase effective
1-4-10.

From: Dukes, Dallas
Sent: Tuesday, June 09, 2009 3:17 PM
To: Poturalski, Heidi
Cc: Bracamonte, Steve
Subject: UNS Gas Case
Importance: High

M  H D » L  Y e < * \ o \ l < : Q f \ o w  R u

\is~/~ QM) bu* w'~\\ be l)
P0444 »»\PA o*\»J` +-no.

Heidi, do you have information for anything for 2010? Specifically, have we got any contracts for the classified groups that
have already approved 2010 wage increases?

Thanks!

RUC() 1.56 Wage Rate Increases. Refer to page 19 of Dallas Dukes' testimony. Please provide the
wage rate increases granted by the Company by date and employee category for 2007,
2008 and 2009.

RESPONSE: Please see UNS Gas' response to TF 6.94 in Staff's sixth set of data requests. An

expansion of the response to include dates and to update the response with 2009

information is provided below:

The budgeted and actual merit increases for employees represented by Local 1116 in

2007 was 3% effective 1-8-07, in 2008 was 3% effective 1-7-08 and in 2009 was 1.5%

effective 1-5-09.

The budgeted and actual merit increases for employees represented by Local 387 in

2007 was 3% effective 3-1-07, in 2008 was 3.5% effective 3-1-08 and 2009 was 3.5%

effective 3-1-09.

The budgeted and average merit increases for non-represented employees for 2007

1

UNSG0571/10238

.
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RUCO11.46 Refer to Mr. Dukes' rebuttal testimony at page 31. Please provide the specific
adjustment, and all related supporting calculations, that UNSG believes would be
necessary to "correct" the Staff postage adjustment to reflect the correct annualized
number of customers. Include all related Excel files and supporting workpapers.

RESPONSE : Please see the Excel file RUCO 11.46 on the enclosed CD for the original Staff
and revised postage expense adjustment as requested.

The Excel file on the enclosed CD isnot identified by Bates numbers.

RESPONDENT : Janet Zaidenberg-Schmm

WITNESS : Dallas Dukes
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Schedule THF . .  CO
Page 1

UNS Gas, Inc.
Docket No. G-04204A-08-0571
Postage Expense Adjustment
Test Year Ended June 30, 2008

AS REVISED BY UNSG PER DUKES REBUTTAL TESTIMONY (PAGE 31) a, PER ACC STAFF
RESPONSE TO UNSG DATA REQUEST 2.15

LINE
no. DESCRIPTION AMOUNT REFERENCE

1 Number of Customer Bills - Unadjusted 1 ,739,076 Co. Schedule H~2

2 Increase in Postage Rates '09 $0.02

3 09 increase in postage rates/Unadjusted customers $ 34,782 Line 1 Line 2*

4 UNSG Customer Annualization
(difference between actual & adjusted customers on an annual basis
per Bentley Erdwurm rebuttal testimony)

(4,139) UNSG Schedule HE PI

5 Staff Customer Annualization Postage $ Line 4 * .44

6 Postage Expense Adjustment - Increase Expense $

(1 ,821)

32,960 Line 3 + Line 5

7 Less: UNSG Postage Expense Adjustment As Filed
(Bates Nos. UNSG0571/02494 a UNSG0571/02555 - 02562)

$12,750 Misc Expenses Pru Forma

8 Incremental Staff Postage Expense Adjustment $ 20,210 Line 6 - Line 7



ADJUSTMENT NAME: Miscellaneous Expenses

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: September 29, 2008

PREPARED BY: Mina Brings & Janet Zaidenberg-Schrum

CHECKED BY: Mina Brings a Janet Zaidenberg-Schrum

REVIEWED BY: Dallas Dukes

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CREDIT

880 Other Expenses $27,698

903 Customer Records and Collection $14.616

920 Administrative and General Salaries $302,616

921 Office Supplies and Expenses $11,124

923 Outside Sewkzes Employed $434,641

925 Injuries and Damages $198

926 Employee Pension and Benefits $56,791

930.2 Miscellaneous General Expenses $7,496

408 Other $14,853

Sponsorships

874 Mains and Services $8,167

92t Office Supplies and Expenses $1 ,630

930 Miscellaneous General Expenses $15,617

Postage Expense

903 Customer Records and Collection $12,750

$40,448 $867,749

UNS GAS, INC.

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED JLINE 30, 2008

Attachment RCS-8
Docket No, G-04204A-08-0571
Page 47 of 52

ENTRY TOTAL

NET ENTRY 5827,301

Reason for Adiustment

To remove test year expense that should not be included in the revenue requirement because they are for

out-of-period activity, they are not reflective of test year activity that should be recovered from customers,

or that are year~end accruals not reflective of test year activity.

To increase postage expense to reflect the $.02 rate increase effective May 12, 2008.

7/24/2009 1:14 PM



ADJUSTMENT NAME: Miseeilaneous Expenses

ADJUSTMENT TO: Income Statement

DATE SUBMITTED: September 29, 200B

PREPARED BY' Mina Brings 8- Janet Zaidenberg-Schmm

CHECKED BY: Mina Briggs 8- Janet Zaidenberg-Sdvum

REVIEWED BY: Dallas Dukes
\

FERC

ACCT FERC ACCOUNT DESCRIPTION DEBIT CR£DlT

B80 \Other Expenses \ $27,693

903
-~customer Records and Collection al 514,516

920
1

~. V  IAdministrative and General Salaries $302,515

921 Ofice Supplies and Expenses \<, 511.124

923 Outside Services Employed Mc, s434_641

925 Injuries and Damages allo $198

925 IEmployee Pension and Benefits 12
$56,791

930.2 - \ KMiscellaneous General Expenses $7.496

458 |Other ~< 514,853

Sponsonhlpt

B74 Mains and Servuoes $8.157

921
4 '&*L,Office Supplies arc! Expenses $1,630

930 1Mlacxllaneous General Expenses $15,617

Postage Expense

903 Customer Records and Collection s12,150

s40,44a $867,749

Attachment RCS-8
Docket No. G-D4204A-08-0571
Page 48 of 52

U N S G Pro Forma Adjustment -  Miscellaneous Expenses ( for Postage Expense -  Summary Pages)

Bates Nos. UNSG0571I02494 & UNSGD571102555

a n s  G A s ,  m c .

INCOME STATEMENT PRO FORMA ADJUSTMENT

TEST YEAR ENDED JUNE 30. 2008

oz.: 'ila'\[081 ww>%t1{w
{

4 4 4 '

ENTRY TOTAL

NET ENTRY $821,301

Reason for Adiuatmenq

To remove Les( year expense that should not be included en the revenue requirement because they are for

out-of-period activity. Urey are not reflective of tea! year activity that should be recovered from wstomers,

or that are year-end ascxuals no! rewedive of Les! year activity.

To increase postage expense xo reheat the $.02 rate increase effective may 12, 2808.

9/29/2008 4:17 PM

U N S G D 5 7 1 / 0 2 4 9 4
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UNSG Pro Forma Adjustment - Miscel laneous Expenses (for Postage Expense - Summary Pages)

Bates Nos. UNSG0571I02494 a UNSG0571102555

ans GAS, Iwo.
POSTAGE EXPENSE - TEST YEAR ENDED JUNE so, zoos

SUMMARY OF FERC ACCOUNT ADJUSTMENTS

Mg4124 !,0'l

FERC
Test Year
Expense

Test Year
v.

Text Year
Adjustment

0 8 7 4
0 8 7 5

0 8 8 0
DBB7
0 8 9 4
osoz

o eo a

0 9 0 8
0 9 0 9
0921

0 9 3 0

as
$ 1 9 0

$5,D1 s
$ 8 1 0

$261
$119

$633 , 444

s o o n
S169

5 5 . 3 7 3
$27, 575

$ 7 2 , 9 6 0

0.COOB%

0 C282%
Q745344
0.0460%
o.0aa* "A
0,0177%

94,12BD%
0,0743%
o.oQs1 %

D.7984%
4.0B75%

1 oo.D:>o0%

$0
so

595
Se
$5
$2

812.w1

as

$3
s102
5522

$12,750 / Q

Nota: Increase In poalagc expense attributed 100% to FERC 903 alnce r
allocntlon to FERC accounts based on teal year activity nuuita In /

lnstgnltcant ;mount.l.

9/29/2008 4.17 PM

Uns30571/025.55

q.
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Dr.. Fish notes that two cents of the total postage for additional customers is accounted for in Line 3 of Schedule
THF-C9, but this is incorrect. The two cent postage rate increase applied to existing unadjusted customer bills was
accounted for on line 3 of Staffls calculation. The entire new 44 cent postage rate should be appiieclto the
incremental customer bills resulting from the customer annualization calculation - not the 42 cents as noted by Dr.
Fish below.
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THIS DATA REQUEST RESPONSE WAS STILL PRESENTING AN iNCORRECT POSTAGE EXPENSE CALCULATION

ARIZONA CORPORATION COMMISSION
DOCKET NO. G-04204A-08.0571

STAFFIS RESPONSE TO UNS GAS, 1NC.'S
SECOND SET OP DATA REQUESTS

July 1. 2009

UNSC 2.15 Postage Expense (page 25) -Please explain why the adjustment Io Postage
Expense of $49,594 in Schedule THF-C9, Line 6, is the sum Of the number of
customers on Line 4 and the dollar amount of the postage annualizalion on Line S,
tr this is an error. please provide corrected calculations.

RESPONSE* Dr .  Fi sh 's  customer annual i vat i nn  resu l ted  i n  34 , 440  more  customer b i l l s
being s e n t  t h a n  C o m p a n y ' s  c u s t o m e r annual ization. These a d d i t i o n a l
customers woul d  requ i re  postage  for thei r  b i l l s :  ~-.Two-cents of~~the--tota l
postage for the additional  customers i s  accoun t ed  f o r in l ine 3 of Schedule
T H F - C 9 ,  b u t  S . 4 2  o f  t h e  p o s t a g e  f o r  t h e  a d d i t i o n a l  c u s t o m e r s  i s  n o t
accounted f o r  and  shou ld  he . -This amount is $14,465.  The total  postage p r o
f o r m a adjustuicul ,  then is $34,782 [rum l i n e  3  p l u s  $ 1 4 , 4 6 5  f o r  a  t o t a l  p ro
f o rm a  ad j us t m en t  o f  $49 , 241 not $49,594.

R E S P G N D E N T : DR. THOMAS FISH

WITNESS : DR. THGMAS FISH
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Schedule THF - CO
Page 1

UNS Gas, Inc.
Docket Nd, G-04204A-08-0_71
Postage Expense Adjustment
Test Yeat Ended June 30, 2008

STAFF ORIGINAL

LINE
no. DESCRIPTION AMOUNT REFERENCE

1 Number of Customer Bills 1,739,076 Co. Schedule H-2

2 Increase in Postage Rates '09 $0.02

3 09 increase in postage rates/Company cost $ 34,782 Line 1 * Line 2

4 Staff Customer Anrxualization 34,440 Staff Schedule THF - C.1a

5 Staff Customer Annualization Postage $ 15,154 Line 4 * .44

6 Postage Expense Adjustment $ 49,594 Line 3 * Line 5



Data Request]
Workpaper No. Subject Confidential No. of Pages Page No.

RUC0-11-5 FERC Docket No. RP08-426 (without attachments Yes 3 2 - 4
RUCO~11-11 UNSG intervention in FERC proceedings Yes 4 5-8
RUC0-11-20 Annual cost reductions from UNS Gas Lobby office closings Yes 3 9- 11
RUC0-11~22 Debit-balance ADIT and related Accrued Liabilities Yes 15 12 -26
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