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Dear Commissioners:

UNS Electric, Inc. (“UNS Electric” or the “Company”) submits the following answers in
response to Commissioner Pierce’s January 11, 2013 letter regarding generating capacity.

Question 1: What is the existing reserve capacity for each load-serving entity, and how
does that compare with the reserve capacity for that entity over the past twenty years?

UNS Electric’s reserve capacity for 2012 was 9%. For reliability purposes, UNS Electric has
generally maintained its operating reserve margins between 7% - 12% since UNS Energy, Inc.
acquired the Citizens Utilities electric assets in 2003. To put this in context with UNS
Electric’s load and resources, UNS Electric began operating in 2003. Until mid-2007, UNS
Electric received all of its power from a full requirements contract from Arizona Public Service
(which was a holdover arrangement from Citizens). UNS Electric’s system peak load for 2012
was 438 MW. However, UNS Electric has limited generating resources and currently has only
161 MW of generating capacity. Attachment A sets forth a list of UNS Electric’s generating
sources. As a result, during the last 5 years UNS Electric has relied on the merchant wholesale
market for approximately 300 to 400 MW of firm purchased power resources. Moreover, as
part of UNS Electric’s on-going hedging practices, UNS Electric firms up its summer capacity
requirements with a variety firm purchased power products with various counterparties prior to
the delivery year. Attachment B provides a graph showing UNS Electric’s historical loads and
resources for the period 2003-2012 and Part 1 of Attachment C provides specific reserve
capacity information for the period 2003-2012.
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Question 2: What are the load-serving entities’ existing off-system sales and how do
those sales compare with previous sales over the past twenty years?

Please see Line 2 of Attachment C, which sets forth this information for the period 2003-2012.

Question 3: What is the outlook for off-system sales for each load-serving entity in the
future?

Please see Line 3 of Attachment C, which sets forth current estimates for the period 2003-
2032.

Question 4: What has been the aggregate capacity factor (actual load served divided by
the system load serving capacity) for each load-serving entity over the last twenty years
for the following:

at system peak load for the year,

at average load during the peak month,

at average annual load,

at average load during the lowest load month?

e Fep

Please see Lines 4a-d of Attachment C, which set forth this information for the period 2003-
2012.

Question 5: Are there reasons to believe that maintaining and even increasing the
existing excess reserve capacity in the short-term will mitigate rate increases in the future
when an eventual economic recovery will inevitably increase electric demand?

Because UNS Electric only owns peaking generating resources that supply approximately 30%
of the Company’s peak demand, UNS Electric relies heavily on the regional wholesale power
market and thus continuously monitors the supply and demand fundamentals for the Desert
Southwest region. Based on current market conditions, merchant combined cycle generation
assets are valued at substantial discount to new build resources. Given UNS Electric’s current
ability to rely on the wholesale market for short-term power purchases, increasing the existing
reserve capacity requirements in the short-term would put upward pressure on customer’s rates
today. However, given UNS Electric’s large capacity deficit, a long-term purchase power
agreement or an existing merchant plant purchase based on today’s asset valuations could
potentially mitigate future rate increases for UNS Electric’s customers.
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I trust the above information addresses your questions. Please contact me if you have any
questions or would like additional information.

Sincerely,

Mike Sheehan

Director, Resource Planning
(520) 884-3656
msheehan@tep.com

cc: Docket Control (original and 13 copies)
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