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BEFORE THE ARIZONA CORPORATION COMMISSION
Tucson Electric Power Company ("TEP") - Settlement Agreement Proceeding

Docket Nos. E-01933-98-0471, E-01933-97-0772 and RE-00000C-94-0165

Direct Testimony of Dan L. Neidlinger

Q.
A.

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.

My name is Dan L. Neidlinger. My business address is 3020 North 17'*' Drive, Phoenix,

Arizona. I am President ofNeidlinger & Associates, Ltd., a consulting firm specializing in

utility rate economics.
8.

5.

PLEASE DESCRIBE YOUR PROFESSIONAL QUALIFICATIONS AND

EXPERIENCE.

A surnmaly of my professional qualifications and experience is included in the attached

Statement of Qualifications. In addition to the Arizona Corporation Commission ("ACC"

or the "Commission"), I have presented expert testimony before regulatory commissions

and agencies in Alaska, California, Colorado, Guam, Idaho, New Mexico, Nevada, Texas,

Utah, Wyoming and the Province of Alberta, Canada.

Q-

A.

ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING?

I am appearing on behalf of the Department of Defense and other affected Federal

Executive Agencies, hereinafter referred to as the DOD. Two major DOD installations,

Fort Huachuca located near Sierra Vista, Arizona and Davis-Monthan Air force Base

located in Tucson, are served by TEP under its Large Light & Power rate, Rate Schedule

14. The future power bills of both of these facilities could be substantially affected by the

proposed Settlement Agreement ("Agreement").

Q-

A.

A.

Q.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

First, my testimony addresses a recalculation of TEP's must run generation and fixed

competitive transition charge ("CTC") riders that are required under the current Retail
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Electric Competition Rules ("Rules"). Second, twill discuss an alternative method for

collecting TEP's stranded costs that, in my view, is preferable to the fixed/variable method

prescribed by the Agreement. Third, I will discuss the need for the Commission to make a

finding, within the next year, on the total amount of stranded costs that TEP's ratepayers

will be required to pay over the next nine years. Finally, Twill recommend a method for

accounting for the stranded costs collected from customers served under both bundled and

direct access rates.

DID THE DOD PARTICIPATE IN ANY OF THE NEGOTIATIONS THAT

CULMINATED IN THIS AGREEMENT?

A. No. The DOD's participation was not sought by any of the parties to the Agreement.
8,

4.

Q.

A.

WHAT IS YOUR OVERALL REACTION TO THE AGREEMENT?

My reaction is mixed. The Agreement has merit to the extent that it eliminates a number

of legal and regulatory barriers and therefore expedites the rate unbundling process.

However, the Agreement probably will not foster any meaningful competition during the

next few years due to the initial high level of stranded costs and the manner in which they

are recovered under the Agreement. Further, in contrast to Arizona Public Service

Company's ("APS") proposed settlement agreement, the Agreement does not contain a

definitive total stranded cost target. It is unreasonable to expect, regardless of the CTC

recovery mechanism, the customers of TEP to fund an amount that is currently not defined

with any degree of precision.

DID TEP CALCULATE ITS CLASS FIXED MUST RUN GENERATION

(UNBUNDLED RATE RIDER NO. 2) AND ITS FIXED CTC RIDER (UNBUNDLED

RATE RIDER no. 4) IN ACCORDANCE WITH THE CURRENT RULES?

A. No. The current rules require that stranded costs be recovered from customer classes "in a

manner consistent with the specific company's current rate treatment of the stranded asset"

(R14-2-1607 G). The must run generation and fixed CTC rate components assigned to

each rate schedule affect the amount of the variable CTC calculation. If these components

are increased, the variable CTC decreases, and visa versa. Changing the fixed CTC rate

Q.

Q.
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does not change the total CTC recovery but changes the manner in which it is collected.

Changing the ired must run generation component changes the amount of CTC recovered

&om each class of customer. Both of these components should have been calculated by

first allocating fixed must run and fixed CTC costs to customer classes using the

generation allocators developed in TEP's last rate case. Instead, the components in the

settlement agreement were calculated differently using estimates of class load factor. This

variance &om the Rules unfairly shifts stranded cost responsibility from the lighting and

public authority classes to the residential, general service and large light & power classes.

HAVE YOU RECALCULATED FOR EACH CUSTOMER CLASS FIXED MUST RUN

AND FIXED CTC COMPONENTS IN ACCORDANCE WITH THE RULES?

Yes. A recalculation of these components is provided on the attached Schedule DLN-1 .

The recalculation is based on TEP's ped<s and average allocation method, the method used

in determining the amount of generation costs in present rates. As shown on that schedule,

both of these rate factors need to be increased, in varying amounts, for residential, general

service and large light & power customers and decreased for lighting and public authority

customers.

ISN'T THIS VARIANCE FROM THE RULES PROVIDED FOR IN THE

AGREEMENT?

A. Yes. Variances from the Commission's existing Rules, as well as those amended in the

future, are covered under Section 14.3 of the Agreement. However, in my judgment, this

variance represents a major deviation from the Rules and accordingly, should not be

approved by the Connnission. For instance, if the fixed must nm generation component

for the large light & power class is retained, the customers in this class will be required to

pay annually more than $2.3 million in stranded costs that are not properly assignable to

them under the current Rules.

Q- DO YOU HAVE ANY COMMENTS VVITH RESPECT TO THE VARIABLE CTC

CALCULATION METHODQLQGY CONTAJNED IN THE AGREEMENT?

Q.

A.

Q.

3



A. The variable CTC concept should be abandoned in favor of a lived CTC for two important

and interrelated reasons. First, the market uncertainties and the complicated analysis

inherent in forecasting the variable CTC will inhibit competition. ESP's may be reluctant

to provide firm prices to direct access customers for periods exceeding six rondos without

risk-adjusting prices to the point that savings to customers become marginal.

Correspondingly, direct access customers will be reluctant to sign such agreements if they

do not provide any meaningful reduction in their cost of power. Second, these

uncertainties result in stranded cost recoveries by TEP that are likewise unpredictable.

There is no need to subject TEP or its customers to these potentially undesirable results.

HAVE YOU DEVELOPED A SCHEDULE OF FIXED CTC CHARGES THAT WOULD

ELIMINATE THE PROBLEM OF MARKET UNCERTAINTY?

Yes. A schedule of fixed CTC charges required to recover all of TEP's forecasted

stranded costs over the 9-year period of 2000 through 2008 is provided on Schedule DLN-

2. The schedule was developed by first allocating total estimated stranded costs at January

1, 2000 of$676 million to customer classes using the peaks and average allocator,

consistent with the existing Rules. A declining CTC rate schedule for each class of

customer was then developed that amortizes allocated strandedcosts over the 9 years. The

average CTC rate for each class is shown at the bottom of Schedule DLN-2. The declining

rate schedule recovers approximately $387 million of stranded costs duding the Hist 4

years or 57% of the total and it does it with a much greater degree of predictability that the

fixed/variable CTC method contained in the Agreement.

Q.

A.

IS THIS APPROACH SIMILAR TO THAT PROPOSED BY APS IN ITS

SETTLEMENT AGREEMENT?

Yes. The APS agreement incorporates a declining schedule of much lower fixed CTC

rates over a shorter period of time. However, the CTC rates for all nonresidential

customers under APS's proposal are demand-related rather than ldlowatt-hour related.

Prior to implementation, the CTC rates shown on DLN-2 would need to be refined to

reflect any major variances in Me peaks and average allocation factors among rate

schedules or individual customers nth in a class.

A.

Q.

4
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Q. YOU EARLIER MENTIONED THE NEED TO FOR THE COmMISSION TO

ESTABLISH A TOTAL STRANDED COST AMOUNT FOR TEP. HOWWAS THE

$676 MILLION STRANDED cost NUMBER SHOWN ON SCHEDULE DLN-2

DEVELOPED?

The $676 million in stranded costs is TEP's projected recovery of Fixed and variable

stranded costs over nine years. The Company, however, states that this amount does not

necessarily represent its total stranded costs. The recovery of $450 million of this amount

through the fixed CTC is addressed in the Agreement but the additional stranded costs

recovered through the variable CTC are not identified. This is an important issue. The

Commission, to my knowledge, has never authorized the continuing recovery of any costs

that are not well documented and quantifiable. I recommend that nth in one year after the

implementation of unbundled rates resulting from this proceeding that the Commission

make an explicit finding of TEP's total stranded costs that are recoverable from each class

of ratepayers. This finding should not be deferred until the 2004 true-up proceeding.

Q.

A.

HOW SHOULD TEP ACCOUNT FOR STRANDED COST COLLECTIONS?

Proper accounting for the recovery of stranded costs is also an important issue that has not

been addressed in the Agreement. Without proper accounting, the amount of stranded

costs remaining to be recovered at any fUture date cannot be determined. recommend

that stranded cost recovery accounts be established for each bundled and direct access rate

schedule and that the stranded cost dollars recovered from both bundled and direct access

customers be recorded monthly in these accounts. Regardless of the recovery mechanism,

the CTC rate applied should be the same for both bundled and direct access customers.

Q-

A.

WHAT ABOUT CONTRACT CUSTOMERS?

Contract customers should be allocated their share of total stranded costs based on the

peaks and average allocation method previously discussed. A full CTC collection rate

should be assumed for these customers under the stranded cost accounting system

previously recommended.

A.

5
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WHAT IS AMOUNT OF STRANDED COSTS ALLOCABLE TO CONTRACT

CUSTOMERS7

A. Approximately $119 million of the $170 million of estimated stranded costs allocated to

the large light & power class, as shown on Schedule DLN-2, is assignable to contract

customers.

WON'T ACTUAL CTC COLLECTIONS FROM MOST CONTRACT CUSTOMERS

FALL SHORT OF THE CTC AMOUNT THAT IS COLLECTED FROM OTHER, NON-

CONTRACT CUSTOMERS?

Yes, in all likelihood they will. Any shortfall in collections should be identified in CTC

subaccounts for these customers. If stranded costs and their resulting recovery are not .

accounted for in this manner, under-collections of stranded costs from these customers

could easily become an obligation of other non-contract customers - an inequitable result.

HOW SHOULD TEP DEAL WITH THESE UNDER-COLLECTIONS FROM

CONTRACT CUSTOM;ERS IF IT CAN'T PASS THEM ON TO OTHER

CUSTOMERS?

TEP can either forego the collection of these costs, ina fashion similar to die treatment of

allocatedcosts to contract customers in previous TEP rate cases, or it can pursue the

collection of some or all of these costs with the contract customer. In no event should non-

contract customers taking service from TEP under either bundled or direct access rates be

required to pay for any under-recovery of stranded costs assigned to contract customers.

ISN'T THE CONCEPT OF EQUITABLE RECOVERY ALSO APPLICABLE TO ALL

OF TEP'S CUSTOMER CLASSES?

A. Yes. The Commission should remain rum on its stranded cost recovery rules and not

permit any major re-allocation of stranded costs among customer classes.

Q.

Q. DOES THAT CONCLUDE YOUR DIRECT TESTHVIONY?

A. Yes, itdoes.

A.

Q.

A.

Q.

Q.

6
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I DAN L. NEIDLINGER

SUMMARY STATEMENT OF QUALIFICATIONS

I. General:

Mr. Neidlinger is President of Neidlinger & Associates, Ltd., a Phoenix consulting firm specializing in

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

performed numerous assignments related to utility ratemaldng and energy management.

II. Education:

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

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

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

Consulting Experience: 4. #

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

issues in regulatory proceedings throughout the western United States involving companies 80m every

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

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

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

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

111.

Mr. Neidlinger has performed feasibility studies related to energy management including cogeneration,

self-generation, peak shaving and load-shifting analyses for clients wide large electric loads. In addition,

he has conducted electric and gas privatization studies for U.S. Anny installations and assisted these and

otherconsumer clients in contract negotiations with utility providers of electric, gas and wastewater

service.

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

consulting career, he has been responsible for the design and implementation of utility rates for over 30

electric, gas, water and wastewater utility clients ranging in size from 50 to 25,000 customers.

I v .

Professional affiliations include the American Institute of Certified Public Accountants and the

Association of Energy Engineers.

Professional Affiliations:
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l CERTIFICATE OF SERVICE

Thereby certify a true and correct copy of the Direct Testimony of Dan L. Neidlinger

on the behalf of the United States Department of Defense And A11 Other Federal

4 .

Executive Agencies, was served by first-class U.S. mail, to all parries on the attached

service list.

Dated at Arlington County, Virginia, this 26'" day of July 1999.

Peter Q.Nyc , Jr.
L,

~1



r

|

CHRISTOPHER HITCHCOCK
HITCHOCK HICKS & CONLOGUE
P o BOX 87
BISBEE AZ

MYRON L SCOTT
1628 E SOUTHERN AVENUE NO 9-328
TEMPE AZ 85282-2179

85603-0087

ANDREW BETTHY
DEBRA JACOBSON
SOUTHWEST GAS CORPORATION
5241 SPRING MOUNTAIN ROAD
LAS VEGAS NEVADA 89150-0001

BARBARA R GOLDBERG
OFFICE OF THE CITY ATTORNEY
3939 CIVIC CENTER BLVD
SCOTTDALE AZ 85251

PETER GLASER
DOHERTY RUMBLE & BUTLER PA
1401 NEW YORK AVE N w SUITE 1100
WASHINGTON DC 20005

BRADFORD A BORMAN
PACIFICORP
201 s MAIN SUITE 2000
SALT LAKE CITY, UTAH 84140

TIMOTHY M HOGAN
ARIZONA CENTER FOR LAW

in THE PUBLIC INTEREST
202 E MCDOHELL RD SUITE 153
PHOENIX AZ 85004

MARCIA WEEKS
18970 N 116TH LAN
SURPRISE AZ 85374

JOHN T TRAVERS
WILLIAM H NAU
272 MARKET SQUARE SUITE 2724
LAKE FOREST, ILLINOIS 60045

TIMOTHY MICHAEL TOY
WINTHROP STIMSON PUTNAM & ROBERTS
ONE BATTERY PARK PLAZA
NEW YORK NY 10004-1490

STEPHANIE CONAGHAN
DUANE MORRIS & HECKSCHER LLP
1667 K STREET N w SUITE 700
WASHINGTON DC 20006-1608

RAYMOND s HEYMAN
RANDALL H UARNER
ROSHKA HEYMAN & oEwuLF, PLC
Two ARIZONA CENTER
400 NORTH 5TH STREET
PHOENIX AS 85004

SJiTE 1000

CHUCK MIESSNER
new souTHwEsT LLC
P o BOX 711 MAIL STOP-DA 308
TUCSON AS 85702-0711

JEFFREY WALKER MARTIN
NEW SOUTHWEST LLC
1000 HILSHIRE BOULEVARD SUITE 500
LOS ANGELES, CA 90017-2462

BILLIE DEAN
AVIDD
P o BOX 97
MARANA AZ 85652-0987

CHRIS KING VICE PRESIDENT
CELLNET DATA SYSTEMS, INC
12667 ALCOSTA BLVD SUITE #350
SAN RAMON CALIFORNIA 94583

RAYMOND B WUSLICH wlnsTon & STRAUN
1400 L STREET no
UASHINGTON DC 20005

STEVEN c GROSS
PORTER SIMON
40200 TRUCKEE AIRPORT ROAD
TRUCKEE CA 96161

DONALD R ALLEN
JOHN P COYLE
DUNCAN & ALLEN
1575 EYE STREET no SUITE 300
WASHINGTON DC 20005

WARD CAMP
PHASER ADVANCED METERING SERVICES
400 GOLD so SUITE 1200
ALBUQUERQUE NM 87102

THANE T TUIGGS
IDAHO POWER COMPANY
P o BOX 70
BOISE IDAHO 83707

LIBBY BRYDOLF
CALIFORNIA ENERGY MARKETS NEWSLETtER
2419 BANCROFT STREET
SAN DIEGO CA 92104

PAUL w TAYLOR
R w sec<
2201 E CAMELBANCK RD
PHOENIX AZ 85016

SUITE 115-B
JAMES P BARLETT
5333 N 7TH STREET SUITE s-215
PHOENIX AZ 85014

JAY I MOYES
MEYER HENDRICKS BIVENS & MOYES PA
3003 N CENTRAL AVE SUITE 1200
P 0 BOX 2199
PHOENIX AZ 85001-2199

STEPHEN L TEICHLER
DUANE MORRIS & HECKSCHER LLP
1667 K STREET no SUITE 700
WASHINGTON DC 20006

KATHY T PUCKETT
SHELL OIL COMPANY
200 N DAIRY ASKFORD
HOUSTON TX 77079

ANDREW N CHAU
SHELL ENERGY SERVICES
1221 LAMAR SUITE 1000
HOUSTON TX 77010

l I

CO LLC
MICHELL AHLMER
ARIZONA RETAILERS ASSOCIATION
137 E UNIVERSITY DRIVE
MESA AZ 85201

DAN NEIDLINGER
NEIDLINGER & ASSOCIATES
3020 N 17TH DRIVE
PHOENIX AZ 85015



iv
A

D

CHUCK GARCIA
PNM LAW DEPARTMENT
ALVARDO SQUARE MS 0806
ALBUQUERQUE NM 87158

JAMES H SANDERS
KPH METERING
8419 HANKS PLACE
TUCSON ARIZONA 58704-6549

SANFORD J ASMAN
570 VININGTON COURT
DUNHOODY GA 30350-5710

PATRICIA COOPER
AEpc0/sswEpco
1 o00 SOUTH HIGHWAY 80
BENSON AZ 85602

STEVE SEGAL
LEBOEUF LAMB GREENE & MACRAE
633 17TH STREET SUITE 2000
DENVER CO 80202-3620

DOLLY E CHASTAIN
SCHLUMBERGER RESOURCE

MANAGEMENT SERVICES
5430 METRIC PLACE
NORCROSS GA 30092-2550

INC

PAUL BULLIS CHIEF COUNSEL
LEGAL DIVISION
ARIZONA CORPORATION COMMISSION
1200 WEST WASHrNSTON STREET
PHOENIX AZ 85007

DIRECTOR UTILITIES DIVISION
ARIZONA CORPORATION COMMISSION
1200 wesT WASHINGTON STREET
PHOENIX AZ B5007

ARIZONA REPORTING SERVICE INC
2627 N THIRD STREET SUITE THREE
PHOENIX AZ 85004-1104

MICHAEL BLOCK
GOLDWATER INSTITUE
201 NORTH CENTRAL
CONCOURSE LEVEL
PHOENIX AZ 85075

STAN BARNES
COPPER STATE CONSULTING GROUP
100 w WASHINGTON STREET SUITE 1415
PHOENIX AZ 85003

CARL ROBERT ARON
EXECUITVE VICE PRESIDENT AND COO
ITRON INC
2818 N SULLIVAN ROAD
SPOKANE WASHINGTON 99216

3 ;
3 .

DOUGLAS NELSON
DOUGLAS c NELSON PC
7000 N 16TH STREET SUITE 120-307
PHOENIX AZ 85020-5547

LAWRENCE v ROBERTSON JR
MUNGER CHADNICK PLC
333 NORTH HILMOT SUITE 300
TUCSON AZ 85711-2634

ALBERT STERMAN
ARIZONA CONSUMERS COUNCIL
2849 EAST eTH STREET
TUCSON AZ 85716

MICHAEL GRANT
GALLAGHER & KENNEDY
2600 N CENTRAL AVENUE
PHOENIX AZ 85004

SUZANNE DALLIMORE
ANTITRUST UNIT CHIEF
DEPARTMENT OF LAW BUILDING
ARIZONA ATTORNEY GENERAL'S OFFICE
1275 wEsT WASHINGTON STREET
PHOENIX AZ 85007

LEX SMITH
MICHAEL PATTEN
bRown & BAIN PC
2901 N CENTRAL AVENUE
PHOENIX AZ 85001-0400

VINNIE HUNT
CITY OF TUCSON
DEPARTMENT OF OPERATIONS
4004 s PARK AVENUE BUILDING #2
TUCSON AZ 85714

STEVE WHEELER
THOMAS M MUMAW
SNELL & W1LMER LLP
ONE ARIZONA CENTER
400 E VAN BUREN STREET
PHOENIX AZ 85004-0001

ELIZABETH s FIRKINS
INTERNATION BROTHERHOOD OF ELECTRICAL
WORKERS, L.U #1116
750 s TUCSON BLVD
TUCSON ARIZONA 85716-5698

CARL DABELSTEIN
2211 E EDNA AVENUE
PHOENIX AZ 85022

RODERICK G MCDOUGALL CITY ATTORNEY
CITY UF PHOENIX
ATTN: JESSE SEARS ASSISTANT CHIEF COUNSEL
200 w WASHINGTON STREET SUITE 1300
PHOENIX AZ 85003-1611

WILLIAM J MURPHY
CITY OF PHOENIX
200 wEsT WASHINGTON STREET SUITE 1400
PHOENIX AZ 85003-1611

RUSSELL E JONES
o CONNOR CAVANAGH MOLLOY JONES
33 N STONE AVE SUITE 2100
P 0 BOX 2268
TUCSON AZ 85702-2268

KNOX KIMBERLY
STREICH LANG
2 NORTH CENTERAL AVE
PHOENIX AZ 85004

ROBERT s LYNCH
340 E PALM LAN SUITE 140
PHOENIX AZ 85004-4529

CLARA PETERSON
AARP
HC 31 BOX 977
HAPPY JACK AZ 86024

K R SALINE
K R SALINE & ASSOCIATES
CONSULTING ENGINEERS
160 N PASADENA SUITE 101
MESA A2 85201-6764

BARBARA SHERMAN
UTILITY UATCHDOG COMMITTEE
120 E MCKELLIPS ROAD
TEMPE AZ 85281-1118

in


