
Tucsun C/ecth‘k Puwer Curnpm= 
Post Office Box 711, Tucson, Arizona 85702 

April 15,2011 

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

Re: Decision No. 71256, Docket Nos. E-01933A-05-0650, E-01933A-07-0402 
Tucson Electric Power Company’s 201 1 Cost Containment Report 

Pursuant to Arizona Corporation Commission (“Commission”) Decision No. 7 1256 
(September 3,2009), Tucson Electric Power Company hereby files its annual 201 1 Cost 
Containment Report as required by Commission Decision No. 59594 (March 29, 1996). 

If you have questions or comments please contact me at (520) 884-3680. 

Best regards, w e -  
Jhsica Bryne 
Regulatory Services 

Enclosures: Cost Containment Report 

cc: Ernest Johnson, ACC 
Steve Olea, ACC 

I Phil Dion, TEP 
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201 1 Cost Containment Report 

The following is a summary of Tucson Electric Power Company’s (“TEP’ or “Company”) cost 
containment efforts and quantified savings for the year 2010. For a detailed table outlining 
TEP’s total savings for 2010 of $20.4 million, please refer to the attached Exhibit A. 

Employee and Other Compensation Costs 

TEP instituted company-wide hiring restrictions for 2009 and continued a rigorous senior vice- 
president approval process for all hires in 2010. This process saved TEP approximately $2.9 
million compared to budget. TEP also made changes to its pension retirement and death benefits 
plans, while eliminating the early retirement “Rule of 85” plan for employees hired after June 1, 
2009. These and other pension changes resulted in continued savings of $700,000. Additionally, 
TEP saved $600,000 on life insurance premiums for employees by switching vendors for a total 
savings on employee-related costs of $4.2 million in 2010. 

Supply Chain Management 

TEP’s supply chain management efforts resulted in a total savings of $6.4 million in 2010. The 
Company implemented a supply chain sourcing effort in 2009 that continues to reduce costs for 
gasoline, equipment, poles, wires, transformers and hydrogen; this effort saved $5.7 million in 
2010. TEP also changed an internal policy regarding the acquisition of transportation equipment 
to take advantage of the market downturn amounting to $600,000 in savings for 2010. 
Additionally, the Company renegotiated a contract for telephone fees and reduced usage of 
services amounting to a savings of $130,000. 

Generation Expenses 

TEP’ s coal-fired generation plants underwent various changes in 2009 that continue to benefit 
the Company in 2010. While the one-time savings were reported only for 2009, the permanent, 
ongoing savings saved TEP $5.9 million for 2010. These savings were achieved at TEP’s 
Springerville Generating Station (“SGS”) and are due to the addition of Tristate’s SGS Unit 3 in 
2006 and Salt River Project’s SGS Unit 4 in 2009. These units have reduced TEP’s expenses on 
an on-going basis because of (1) shared facilities between the companies; (2) reductions in 
property tax expenses; and (3) shared operations, maintenance and overhead costs. 
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Technologv Services 

TEP saved $1.4 million in 2010 by continuing to improve its technology services. The Company 
saved $700,000 due to a hardware optimization, and an additional $500,000 by increasing the 
use of electronic customer bills and automated bill payment, and by saving costs on the related 
postage and bill stock costs. Automating outbound calls reduced the need for contract 
employees, and through implementation of the virtual hold program in our Call Center, TEP 
saved $150,000 in long distance call charges. 

Administrative Support Savings 

Numerous initiatives were undertaken within administrative areas to achieve a total savings of 
$800,000. Examples include: (1) eliminated printing the annual report ; (2) increased door- 
tagging collection activity; (3) revised customer bankruptcy process, which reduced legal fees 
and write-off costs; renegotiated hourly rates with outside legal counsel; (4) other initiatives 
within Customer Service; and (5) process improvements made in Accounts Payable, Payroll and 
Accounting, all of which consolidated services and reduced costs. 

Discretionary One-Time Savings 

TEP achieved a one-time savings totaling $1.7 million for 2010 through the following initiatives: 
(1) TEP was able to minimize travel and training expenses company-wide in to achieve a savings 
of $1.1 million compared to budget; and (2) Property tax appeals within the state of Arizona and 
New Mexico saved TEP $600,000. 
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