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BOB BURNS o AERE | BanmEen :
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IN THE MATTER OF THE APPLICATION OF ) DOCKET NO. E-04204A-06-0783
UNS ELECTRIC, INC. FOR THE )

ESTABLISHMENT OF JUST AND )

REASONABLE RATES AND CHARGES )

DESIGNED TO REALIZE A REASONABLE )

RATE OF RETURN ON THE FAIR VALUE OF ) EXCEPTIONS
THE PROPERTIES OF UNS ELECTRIC, INC. ) TO
DEVOTED TO ITS OPERATIONS ) PROPOSED ORDER
THROUGHOUT THE STATE OF ARIZONA )

AND REQUEST FOR APPROVAL OF )

RELATED FINANCING. )

UNS Electric, Inc. (“UNS Electric” or “Company”), through undersigned counsel, hereby
submits these Exceptions to the proposed order docketed by Arizona Corporation Commission
(“Commission™) Utilities Division Staff (“Staff’) on April 18, 2013 ("Proposed Order”). The
Proposed Order would delay the annual June 1 resetting of the Purchased Power and Fuel
Adjustment Clause (“PPFAC”) rate proscribed by the Commission-approved Plan of
Administration (“POA™) to allow Staff additional time to review the proposed PPFAC rate
calculations and to allow the Commission the opportunity to “mitigate” the customer bill impacts
of the new PPFAC rate.

UNS Electric opposes the extension of the resetting of the PPFAC rate. Extending the
reset date will only increase the undercollected PPFAC bank balance and increase the next
PPFAC rate (due to the true-up component of the PPFAC). Under the Proposed Order, the
Commission would be “kicking the can down the road” to the detriment of the ratepayers and the

Company with respect to recovery of fuel and purchased power costs allowed under the PPFAC.
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Should the Commission be inclined to delay the June 1 PPFAC rate reset, UNS Electric
has concerns with the open-ended extension provided by the Proposed Order as written. An
open-ended extension could have adverse impacts on the Company and its customers. UNS
Electric requests that should the Commission adopt the Proposed Order, it should amend the
Proposed Order to: (1) set a timeframe for the resetting of the PPFAC rate and (ii) provide an
interim PPFAC rate adjustment to avoid unduly exacerbating future customer bill impacts. UNS
Electric has provided proposed amendment language for this alternative in Attachment A.

Background

The Commission approved UNS Electric’s PPFAC and related POA in Decision No.
70360 (May 27, 2008). The detailed POA provides the specific process to determine the amount
of purchased power and fuel related expenses that differ from the amount of expenses being
recovered through base fuel rates. That difference is recovered through the PPFAC rate. The
PPFAC rate has both a Forward Component and a True-Up Component. The Forward
Component recovers the anticipated difference between the base fuel expenses and the projected
fuel expenses for the upcoming year. The True-Up Component refunds any overcollection or
recovers any undercollection from the preceding year. The ultimate goal of the PPFAC is to
simply pass through the actual fuel and purchased power costs to the customers - without any
gain or loss to the Company. The POA approved provides that the PPFAC rate be reset on June
1 of each year unless otherwise ordered by the Commission.

The mechanics of the PPFAC necessarily results annual fluctuations in the PPFAC rate,
because fuel and purchased power prices vary over time. For example, since the approval of the
PPFAC, UNS Electric’s PPFAC has been reset four times as follows:'!

. 2012: The PPFAC rate decreased, resulting in an approximate $4.94 (6%)

decrease in the average residential customer’s average monthly bill;

' UNS Electric’s base fuel rate was changed in Decision No. 71914 (September 30, 2010) (UNS Electric’s
second Rate Case). On October 1, 2010, the base fuel rate decreased from $0.071218/kWh to
$0.067700/kWh. When Black Mountain Generating Station was added to UNS Electric’s rate base on July
1, 2011, the base fuel rate decreased to $0.061067/kWh; however, the base non-fuel rate increased by a
commensurate amount. See Decisions Nos. 71914 and 72213 (March 3, 2011).
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. 2011: The PPFAC rate decreased, resulting in an approximate $8.33 (9%)

decrease in the average residential customer’s average monthly bill;

o 2010: The PPFAC rate increased, resulting in an approximate $6.83 (8.4%)

increase in the average residential customer’s average monthly bill; and

o 2009: The PPFAC rate decreased, resulting in an approximate $25.00 (21%)

decrease in the average residential customer’s average monthly bill.

The current PPFAC rate is a credit of $(0.014437/kWh) against the base fuel rate. In the
pending PPFAC rate adjustment filing, UNS Electric has calculated that the PPFAC will still be
a credit against the base fuel rate. However the credit ($(0.004010/kWh)) will not be as large as
is currently in place. Even with this change, ratepayers will still be paying less than the base fuel
rate. The change in the PPFAC rate will result in an approximate $9.12 (11%) increase in the
average residential customer’s average monthly bill.

Specific Exceptions

A. The Commission should not adopt the Proposed Order and should allow the
new PPFAC rate to take effect on June 1, 2013.

Pursuant to the POA, preliminary rate calculations have been on file with the
Commission since December 31, 2012. The Company’s updated and final rate calculations were
filed on April 1, 2013. Additional time will not change the calculations nor result in meaningful
mitigation proposals that would only result in a delay of the inevitable increase because the
undercollection must ultimately be collected. Accordingly, UNS Electric requests that the
Commission reject the Proposed Order. This will allow the proposed PPFAC rate to
automatically take effect on June 1, 2013 as provided by the PPFAC POA. If the Commission
extends the June 1 effective date, UNS Electric will experience significant undercollections:
$1.72 million for June 2013, $2.05 million for July 2013 and $2.00 million for August 2013 due
to extending a credit to the customer that is no longer justified. Last year, when the current
PPFAC credit was approved, natural gas and purchased power prices were at an extreme low.
Since that time, the prices for natural gas and purchased power have increased, which resulted in

a reduction to the proposed PPFAC credit for June 2013 — May 2014. The proposed PPFAC rate
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is not a surcharge, but rather a reduction to the current per kWh PPFAC credit amount. Any
undercollected fuel and purchased power costs would then have to be recovered through the
True-Up Component beginning June 1, 2014. That True-Up Component would be combined
with the Forward Component to calculate the PPFAC rate that would start June 1, 2014.

UNS Electric is concerned that any attempt to delay the effective date of the PPFAC rate
or to mitigate the impact of the PPFAC rate will simply delay the inevitable. The proposed
PPFAC has been carefully calculated pursuant to the POA. As can be seen by the historic
PPFAC rate adjustments, the UNS ratepayers have realized significant bill reductions. Previous
significant changes to the PPFAC rate that either increased or decreased customer bills were
implemented without delay. We know that purchased power and fuel expenses will fluctuate and
cannot be expected to decrease every year. Delaying the justified decrease to the current PPFAC
credit could result in a significantly larger bill impact next time around. The Commission
should reject the Proposed Order and allow the new PPFAC rate to automatically go into effect
on June 1, 2013 as provided for under the POA.

B. In the alternative, the Commission should approve an interim PPFAC rate
and set a deadline for the new PPFAC rate to go into effect.

Should the Commission be inclined to delay the effective date of the new PPFAC rate,
then it should take steps to ameliorate the adverse effects of the delay by expeditiously
confirming the rate calculations or proposing possible mitigation options. Under the
circumstances, this should not take long. As set forth above, if the PPFAC rate does not go into
effect on June 1, UNS Electric will be undercollecting fuel and purchased power costs at a clip of
approximately $2 million per month. However, should the Commission choose to approve a
delay in the PPFAC reset date, UNS Electric proposes the Commission modify the Proposed
Order in two ways:

1. Approve an interim PPFAC rate of a credit of $(0.009223/kWh), which reflects

50% of the proposed change in the PPFAC rate; and
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2. Set a deadline for the approval of a new PPFAC rate for no later than August 1,
2013. If a new PPFAC rate is not approved by that date, then the proposed
PPFAC rate of ($(0.004010/kWh) will automatically go into effect.
The Company has provided proposed amendment language for this alternative approach
in Attachment A.
Conclusion
UNS Electric requests that the Commission reject the Proposed Order, which will allow
the PPFAC rate set forth in the Company’s April 1, 2013 compliance filing go into effect on June

1, 2013 consistent with the Commission-approved POA.

RESPECTFULLY SUBMITTED this 24th day of April, 2013.
UNS Electric, Inc.

Ny 787/

Mlchaél/W Patten

ROSHKA DEWULF & PA’ITEN, PLC.
One Arizona Center

400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004

and

Bradley S. Carroll

UNS Electric, Inc.

88 East Broadway, MS HQE910
P.O.Box 711

Tucson, Arizona 85702

Attorneys for UNS Electric, Inc.

Original and thirteen copies of the foregoing
filed this 24th day of April, 2013, with:

Docket Control

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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Copy of the foregoing hand-delivered
this 24th day of April, 2013, to:

Bob Stump, Chairman

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Gary Pierce, Commissioner
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Brenda Burns, Commissioner
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Bob Burns, Commissioner
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Susan Bitter Smith, Commissioner
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Lyn Farmer, Chief Administrative Law Judge
Hearing Division

Arizona Corporation Commission

1200 West Washington Street

Phoenix, Arizona 85007

Janice M. Alward, Chief Counsel
Legal Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Steve Olea, Director

Utilities Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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Attachment A

Proposed Amendment Language for Alternative Proposal

At Page 2, Line 8, INSERT:

“5.  UNSE filed Exceptions to the Proposed Order recommended by Staff. UNSE requested
the Commission to reject the Proposed Order and to allow the proposed PPFAC rate of negative
$.004010/kWh to go into effect on June 1, 2013. UNSE also proposed an alternative approach
with respect to the resetting of the PPFAC rate. The Commission agrees with the alternative
proposal set forth in the Exceptions.

DELETE Page 3, Lines 4-5, and INSERT:

“IT IS FURTHER ORDERED that the UNS Electric, Inc. Purchased Power and Fuel
Adjustment Clause rate be set at negative $0.009223/kWh effective for the period June 1, 2013
through July 31, 2013.

IT IS FURTHER ORDERED that the UNS Electric, Inc. Purchased Power and Fuel
Adjustment Clause rate be set at negative $0.004010/kWh effective August 1, 2013 unless
otherwise ordered by the Commission before that date.”




