
IN THE MATTER OF THE APPLICATION OF
TUCSON ELECTRIC POWER COMPANY
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 TUCSON
ELECTRIC POWER COMPANY DEVOTED
TO ITS OPERATIONS THROUGHOUT THE
STATE OF ARIZONA AND FOR RELATED
APPROVALS DOCKETED BY
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16 The Utilities Division Staff ("Staff") of the Arizona Corporation COmmission

17 ("Commission") hereby submits its post hearing brief in support of the Settlement Agreement dated

18 August 15, 2016, ("Settlement Agreement" or "Agreement"). This brief also addresses the issues that

19 were left unresolved.

20

21 On November 5,  2015, Tucson Electric Power Company ("TEP" or "Company") filed an

22 application for an increase in its rates as well as for approval of (1) an updated rate design that

23 included a new general service class, (2) modifications to its Purchased Power and Fuel Adjustment

24 Clause ("PPFAC"),  (3) amended ra te mechanisms,  (4) modifica t ions to its  Tar iff;  Rules and

25 Regulations and other existing compliance requirements, and (5) a buy through rate tariflf.1 Among

26 the more significant  requests was a  mandatory three-par t  ra te for  new distr ibuted generat ion

27 customers. The issues related to the Company's proposed change to net metering and rate design for

28 new DG customers has been deferred to a Phase 2 hearing.

1. INTRODUCTION.

1 EX. TEP -1 a t 2-5 (Applica tion).
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In its  applica tion, TEP requested a  revenue increase  to its  test year adjusted non-fuel revenue

2 of $109.5 million.2 TEP 's  requested re ta il revenues  represent a  7 percent increase  over the  annua lized

revenue  based on ra tes  currently in e ffect.3 The  requested revenue  increase  was based upon a  10.75

pe rce nt cos t of e quity with the  Compa ny's  ca pita l s tructure  compose d of 54 pe rce nt long-te rm de bt

and 46 percent common equity using a  December 3 l , 2011 test year.5

A numbe r of pa rtie s  inte rve ne d in this  proce e ding including Arizona ns  for Ele ctric Choice

a nd Compe tition a nd Fre e port-McMora n, Inc. (colle ctive ly "AECC"), Arizona  Inve s tme nt Council

("AIC"),  Arizona  Community Action  As s oc ia tion  ("ACAA") Arizona  P ub lic  S e rvice  ("AP S "),

Arizona  S ola r Indus trie s  As s ocia tion ("AriS EIA"), De pa rtme nt of De fe ns e  a nd a ll othe r Fe de ra l

Exe cutive  Age ncie s  ("DOD"), the  Ene rgy Fre e dom Coa lition of Ame rica  ("EFCA"), IBEW Loca l

1 1 1 6  ("IBE W"),  th e  Kro g e r Co .  ("Kro g e r"),  Ke vin  Ko ch ,  No b e l Ame rica  E n e rg y S o lu tio n s

("Noble "), P ima  County ("P ilna "), Bruce  P le nk, the  Re s ide ntia l Utility Cons ume r Office  ("RUCO"),

S outhe rn Arizona  Home builde r's  As s ocia tion ("S AHBA"), the  S ie rra  Club ("S ie rra  Club"), S OLON

Corpora tion ("S OLON"), the  S ola r Ene rgy Indus trie s  As s ocia tion ("S EIA"), S outhwe s t Ene rgy

Efficie ncy P roje ct ("S WEEP "), the  Allia nce  for S ola r Choice  ("TAS C"), the  Vote  S ola r Initia tive

("VS I"), Wa lma rt a nd S a m's  Club We s t (colle ctive ly "Wa lma rt") a nd We s te r Re s ource  Advoca te s

("WRA")- On J une  2, 2016, S ta ff, AECC, DOD, IBEW, RUCO, S ie rra  Club, S WEEP  a nd WRA

file d dire ct non-ra te  de s ign te s timony. S ta ff, AECC, ACAA, AIC, AP S , DOD, EFCA, Mr. Koch,

Kroge r, Noble , RUCO, S OLON, S WEEP , VS I, Wa lma rt a nd WRA file d dire ct te s timony re ga rding

ra te  design and cost of se rvice  on June  24, 2016. TEP filed its  rebutta l tes timony on June  25, 2016.

S ta ff ma de  s e ve ra l re comme nda tions  pe rta ining to the  Compa ny's  propos e d ra te  ba s e ,

e xpe nse s , re ve nue s  a nd ne t ope ra ting income  re sulting in a  re comme nde d re ve nue  incre a se  of no

more  tha n $49.4 million on a djus te d fa ir va lue  ra te  ba s e  ("FVRB").6 S ta ff a ls o re comme nde d a

ca pita l s tructure  of 51.31 pe rce nt long te rm de bt a nd 48.69 pe rce nt e quity for the  te s t ye a r e nding
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z Id  a t 4 .
3 Id.
4 Id a t 6 .
5  Id  a t 2 .
6 Ex. S - 1  a t 6  (Mullina x Conf Dire c t).
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June  30, 2015.7 S ta ff a lso recommended a  cost of equity of 9.35 percent, an overa ll cos t of capita l of

6.68 pe rce nt.8 S ta ff a ls o ca lcula te d a  ra te  of re turn of 0.0 pe r ce nt to 0.70 pe rce nt on the  FVRB

Incre me nts  a nd a  fa ir va lue  ra te  of re turn ("FVROR") of 4.81 pe rce nt.l0 RUCO re comme nde d a

revenue  increase  of $17.387 mi1lion.H AECC proposed a  base  ra te  increase  of approximate ly $60.9

million or $48.6 million le ss  than tha t sought by TEP 's  app1ica tion.12 DOD recommended a  non-fue l5

6 revenue  requirement of $76.0 mi11ion.13

7 On J uly 28, 2016, S ta ff file d a  notice  of s e ttle me nt dis cus s ions . The  pa rtie s  of re cord

8 subsequently he ld se ttlement discuss ions  on August 5, 2016. The  se ttlement discuss ions  were  open,

9 tra ns pa re nt, a nd inclus ive  of a ll pa rtie s  to  Docke t who de s ire d to  pa rticipa te . All pa rtie s  to  tha t

10 docke t we re  notifie d of the  s e ttle me nt dis cus s ion proce s s , we re  e ncoura ge d to pa rticipa te  in the

l l negotia tions , and we re  provided with an equa l opportunity to pa rticipa te . The  following pa rtie s  we re

12 pa rticipa nts  in some  or a ll of the  me e ting: TEP , RUCO, AIC, S WEEP , AP S , DOD, Kroge r, Fre e port

13 Mine ra ls , AECC, IBEW, S ie rra , WRA, Wa l-Ma rt, S OLON, VS I, EFCA, Noble , P ima  a nd S ta ff.

14 The  pa rtie s  re a che d a n a gre e me nt in principa l on the  re ve nue  re quire me nt only a nd file d a

Notice  of Filing P ropose d S e ttle me nt Agre e me nt. The  S e ttle me nt Agre e me nt wa s  s igne d by S ta ff,

TEP , RUCO, AECC, AIC, Fre e port Mine ra ls  Corpora tion, Wa lma rt, S ie rra  a nd WRA (colle ctive ly,

1 5

1 6

1 7

1 8

1 9
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2 4
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2 8

"S igna torie s ").

The  purpose  of the  Se ttlement Agreement is  to se ttle  the  revenue  requirement portion of this

docket. The  Agreement did not resolve  every issue  in this  case . Because  the  Agreement only resolved

the  revenue  requirement, certa in issues , such as  class  cost of se rvice  a lloca tions, ra te  design, the  Buy

Through, the  Los t Fixed Cost Recovery mechanism, the  Purchase  Power and Fue l Adjus tor, and ne t

metering remained unresolved. The  Signa tories , as  well as  a ll other parties , presented the ir respective

positions  in Surrebutta l te s timony and a t the  hearing in this  matte r.

7 Ex. S-3 a t 2 (Purce ll Direct).
8 Id a t 3.
9 Id.
10 14. at 45.
11 EX. RUCO-4 a t 4 (Michlik Direct).
12 EX. AECC-6 a t 7 (Higgins  Direct).
13 Ex. DOD-3, EX. MPG-1 (Gorman Direct).
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Obvious ly, not e ve ry pa rty wa s  a  s igna tory. The  DOD urge d re je ction or modifica tion of the

Agreement because  it disagreed Mth the  agreed upon re turn on equity ("ROE") of 9.75 pe rcent. The

DOD witne s s  Micha e l Gorma n a rgue d for a  9.50 ROE, a  Fa ir Va lue  Ra te  of Re turn ("FVROR") of

5.10 pe rce nt a nd a  Fa ir Va lue  Incre me nt of ("FVI") of .018 pe rce nt.14 S WEEP  a ls o oppos e d,

conce rned tha t the  revenue  requirement did not include  sufficient ene rgy e fficiency program cos ts  in

base 18t65_.5

11. TE RMS  O F  THE  S E TTLE ME NT AG RE E ME NT.7

8

9

The Agreement addressed the  following issues re la ted to the  revenue requirement:

Rate Increase.A.

10 The  Agreement proposed tha t TEP rece ive  a  non-fue l base  ra te  increase  of $81.5 million over

11 a d ju s te d  te s t ye a r n o n -fu e l re ta il re ve n u e s ,  re fle c tin g  a  n o n -fu e l re ve n u e  re q u ire me n t o f

12 $714,022 ,900 .16  The  a ve ra ge  ba s e  fue l ra te  is  to  be  s e t a t $0 .032559 to  re cove r a  to ta l o f

13 $289,147,243 in base  fuel revenues.17 TEP's tota l revenue requirement will be  $11003,170,143.18 The

14 S igna torie s  furthe r a gre e d tha t the  Compa ny's  jurisdictiona l fa ir va lue  ra te  ba se  ("FVRB") use d to

15 es tablish ra te s  is  $2,843,985,854, representing an average  of the  origina l cos t ra te  base  ("OCRB") of

16 $ 2 ,0 4 5 ,2 0 3 ,4 6 0  a n d  th e  re p la c e me n t c o s t n e w le s s  d e p re c ia tio n  ("RCND") ra te  b a s e  o f

17 $3,633,027,972.19

1 8

19 TEP  ha d origina lly propose d to re cove r a pproxima te ly $15 million re la te d to the  purcha se  of

20 S p rin g e rville  Un it 1  ("S GS  1 ") th ro u g h  its  P u rch a s e d  P o we r a n d  Fu e l Ad ju s tme n t Cla u s e

21 The  S igna torie s  a gre e d tha t the  re cove ry of this  a mount through non-fue l ra te s ,

22  re pre s e nte d  a  re ve nue  ne utra l cha nge  to  the  a gre e d  upon re ve nue  re quire me nt.21 O f th e

23 re comme nde d non-fue l re ve nue s , $15,243,913 is  continge nt upon TEP  purcha s ing a  50.5 pe rce nt

24

B. Trea tment Of The  P ropos ed  Purchas e  Of Springe rville  Unit 1.

26

27

28

14 Ex. DOD/FEA-4 a t 2 (Gorman Surrebuttd).
25 1'> Ex. SWEEP-2 at 2 (Schlegel Surrebutta l).

16 Ex. TEP-3 a t 3 (Agreement).
17 Id
18 Id
19 Id

z0 EX. TEP-5 a t 6 (Hutchens Rebutta l).
21 EX. TEP-3 at 3.
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8 A ca pita l s tructure  compris e d of 49.97 pe rce nt long-te rm de bt a nd 50.03 pe rce nt common

9 e quity is  propos e d in the  Agre e me nt.26 In a ddition, the  S igna torie s  re comme nde d a  re turn on

10 common equity of 9.75 pe rcent and an embedded cos t of long-te rm debt of 4.32 pe rcent, re sulting in

l l a  we ighted ave rage  cos t of capita l of 7.04 pe rcent." Also, the  S igna torie s  proposed a  fa ir va lue  ra te

12 of re turn of 5.34 pe rce nt, which include s  a  ra te  of re turn on the  fa ir va lue  incre me nt of ra te  ba se  of

13 1.00 pe rce nt."

14

1 sha re  of SGS Unit 1.22 This  portion of the  ra te  increase  will not be  e ffective  until a fte r the  purchase

2 has  been comple ted and a  fina l Order has  been issued.

3 TEP  a lso a gre e d not to re que s t ra te  ba se  tre a tme nt of the  purcha se  price  pa id for the  50.5

4 percent share  of SGS Unit 1 until its  next genera l ra te  case .24 The  leasehold improvements  associa ted

5 with the  50.5 pe rcent sha re  of SGS 1 will be  upda ted in the  OCRB a t the  Ne t Book Va lue  ("NBV") a s

6 of December 31, 2016.25

c . Cos t Of Ca p ita l.

D. Depreciation And Amortization Rates.

15 The  de pre cia tion a nd a mortiza tion ra te s  propos e d by TEP , in its  re butta l te s timony, a re

16 re comme nde d by the  Agre e me nt for a doption, with the  following e xce ptions : (i) the  ra te s  for S a n

17

18

19

20

21

J ua n Ge ne ra ting S ta tion s ha ll be  a djus te d to re fle ct a  de pre cia ble  life  of TEP 's  tota l inve s tme nt,

including the  Ba la nce d Dra ft proje ct, a t S a n J ua n Unit 1, of s ix re ma ining ye a rs , (ii) $90 million of

excess  dis tribution re se rves  will be  transfe rred to San Juan Unit l and (iii) a  reduction to deprecia tion

ra tes  on TEP 's  dis tribution plant to offse t the  increase  in deprecia tion expense  for San Juan Unit 1.29

As  required by the  Agreement, TEP  filed, with its  te s timony in support of the  Agreement, schedule s

se tting forth the  applicable  deprecia tion and amortiza tion ra tes , including those  for San Juan Unit 1.302 2

23

24

25

2 6

27

28

22 Id.
23  Id

24 Id. a t 4 .

25Id.
26 Id at 3 .

27 rd. a t 4 .

28 Id.
29 14. a t 4 .

30Id.
5
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2

Tre a tme n t Of The  He a dqua rte rs  Bu ild ing .

3

4

5

6 Tre a tme nt Of Pos t-Te s t Ye a r P la n t.

7

8

9

E .

TEP  a gre e d  tha t it will write  down the  NBV of its  he a dqua rte rs  build ing  by $5  million ,

re sulting in a  $5 million re duction to the  tota l Compa ny OCRB within 30 da ys  of the  is sua nce  of a

fina l orde r in this  proce e ding." In re turn, the  S igna torie s  a gre e d tha t the y M11 not s e e k a lte rna tive

ra te  trea tment or additiona l write -downs of the  headquarte rs  building in further ra te  proceedings .

F .

Pos t-te s t ye a r pla nt, in the  a mount of $49.6 million a nd pos t-te s t ye a r re ne wa ble  ge ne ra tion

pla nt of $4.8 million tha t is  ve rifie d a nd in-s e rvice  a s  of J une  30, 2016, s ha ll be  include d in the

Compa ny's  OCRB."

10

11

12 The  S e ttle me nt Agre e me nt wa s  the  colla bora tive  e ffort, of pa rtie s  with dive rge nt inte re s t,

13 worldng to na rrow the  scope  of the  contes ted issues  in this  docke t. During the  se ttlement discuss ion,

14 a  s ignifica nt numbe r of inte rve ne rs  e nga ge d in ope n, tra ns pa re nt, a nd a rm's  le ngth ne gotia tions

15 during a  one  da y s e ttle me nt confe re nce . The  dive rs e  inte re s ts  include d S ta ff, RUCO, TEP , a n

16 inves tment council, consumer representa tives , demand-s ide  management ("DSM")/ene rgy e fficiency

111. THE SETTLEMENT AGREEMENT IS IN THE PUBLIC INTEREST AND SHOULD
BE ADOPTED BY THE COMMISSION.

17 a dvoca te s , low-income consumer advocates, renewable energy advocates, la b o r u n io n s ,

18 la rge /indus tria l use rs , compe titive  power producers  and the  mines ."

19 During ne gotia tions , e a ch pa rticipa nt wa s  give n a  cha nce  to a dva nce  the  pos ition of its

20 re spe ctive  clie nt. Ea ch of the  s igna torie s  compromise d on va s tly diffe re nt pos itions  in orde r to re a ch

21 agreement on the revenue requirement issues and further the public interest.34

22 The  proposed Se ttlement Agreement re solves  the  revenue  requirement. Tha t the  Se ttlement

23 Agre e me nt is  in the  public inte re s t is  e choe d by a ll s igna torie s . Elija h Abina h, As s is ta nt Utilitie s

24 Director, te s tified tha t the  compromises  made  by the  S igna torie s  in reaching the  proposed Se ttlement

25 Agreement furthe r the  public inte re s t. S imila rly, David Hutchens , TEP 's  pre s ident, te s tified tha t "the

26

27

28

31 Id. at 4-5.
32 Id. at 5.
33 Ex. s -20 a t 3 (Abinah Direct).
34 Id. a t 4, Ex. TEP-6 a t 5 (Hutchens Settlement).

6



1

2

3

4

5

6

7

8

9

S e ttle me nt Agre e me nt wa s  in the  public inte re s t give n the  compromis e s  ma de  by the  dive rs e  group of

pa rtic ipa nts ." RUCO note d tha t the  Agre e m e nt wa s  a  good de a l for ra te pa ye rs  be ca us e  the  re ve nue

re q u ire m e n t  wa s  lo we r  th a n  wh a t  wa s  o r ig in a lly  p ro p o s e d  b y th e  C o m p a n y a n d  wo u ld  s a v e

ra te p a ye rs  m o n e y.3 6  Ke v in  Hig g in s ,  s p e a kin g  o n  b e h a lf o f AE CC,  te s tifie d  th a t th e  Ag re e m e n t

re pre s e nts  a  fa ir compromis e  on a  s pe cific  s e t of is s ue s  a nd tha t the  a pprova l of the  Agre e me nt is  in

the  pub lic  in te re s t. " S AHBA,  who  wa s  no t a  s igna to ry ind ic a te d  tha t it  u rge d  the  Com m is s ion  to

a pprove  the  Agre e m e nt." The  IBEW, a ls o  not a  s igna tory,  s ta te d  tha t it a gre e d with  a n  a djus tm e nt

re ga rding pa yroll tha t wa s  a  pa rt of the  Agre e m e nt."

S ta ff re comme nds  tha t the  Commiss ion a pprove  the  Agre e me nt.

10 I v .

11

UNRESOLVED ISSUES.

A. Co s t Of S e rvic e .

12 In this  ca s e , S ta ff e nte re d into a  S e ttle me nt Agre e me nt re ga rding TEP 's  re ve nue  re quire me nt.

13 Once  the  re ve nue  re quire me nt is  e s ta blis he d the  ne xt s te p is  to de te rmine  how it s hould be  re cove re d

14

15 a pproxim a te  cos t to  s e rve  e a ch cus tom e r c la s s  a nd s ubc la s s ." In  th is  ca s e  TEP  pre pa re d two cos t

16 s tudie s . The  Compa ny pre pa re d a n e mbe dde d cos t s tudy for the  te s t ye a r, a nd a  ma rgina l cos t s tudy

for re s ide ntia l a nd s m a ll ge ne ra l s e rv ice  cus tom e rs  to  s upport im prove m e nts  in  the  e ffic ie ncy a nd17

18

19

2 0

21

2 2

2 3

2 4

25

2 6

2 7

28

tra cking of cos t for the  two-pa rt ra te  de s ign.42 TEP  indica te d tha t it is  focus e d on a lloca ting cos ts  a s

fa irly a s  poss ible  ba se d on the  principle  of cos t ca usa tion.43

The  Compa ny a sse rts  tha t the re  a re  thre e  funda me nta l cos t cla s s ifica tions  tha t a re  the  ba s is  for

cos t ca usa tion: cus tome rs , de ma nd, a nd e ne rgy, a nd tha t a ll cos ts  incurre d by the  utility a re  dire ctly or

35 EX. TEP -6 a t 5.
36 Tr. a t 1229:12-25.
37 EX. AECC-10 a t 7 (Higgins  Conf. Surrebutta l).
38 Tr. a t 84:14-16.
39 Tr. a t 95:8-16
40 EX. TEP -30 a t 8 (J one s  Dire ct).
41 EX. S -10 a t 15 (S olga nick Conf. Dire ct).
42 Ex. TEp-30 a t 11.
"Mm&
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1 in some  ca se s  indirectly re la ted to one  the se  cla ss ifica tions .44 The  NARUC Manua l identifie s  three

2 fundamenta l me thods  for a lloca tion of demand re la ted cos ts : Coincident Pea l ("CP") me thods , Non-

3 Coincide nt P e a k ("NCP ") me thods  a nd Ave ra ge  a nd Exce s s  De ma nd ("AED") me thods .45 Within

4 each of these  iimdamenta l a lloca tion methods , the re  may be  multiple  specific methods .46

5 In this  ca se , the  Compa ny's  CCOS S  ha s  cha nge d s ince  its  prior ra te  ca se . In the  prior ra te

6 ca se , the  Compa ny's  CCOS S  ha s  s ix cla s se s  (Re s ide ntia l, S ma ll Ge ne ra l S e rvice , La rge  Ge ne ra l

7 S e rvice , La rge  Light & P owe r, Mining a nd lighting). In this  ca s e , the  Re s ide ntia l, S ma ll Ge ne ra l

8 Service  and Lighting cla sses  a re  s imila r." The  Company has  crea ted new ra te  schedules  for Medium

9 Genera l Se rvice  ("MGS") and 138 kV based on demand and voltage  crite ria  from the  SGS and Large

21

22

23

24

25

26

27

28

10 Ge ne ra l S e rvice  ("LGS ") a nd La rge  P owe r S e rvice  ("LP S ") ra te  s che dule s  re s pe ctive ly.48 S ta ff

11 believes these  changes are  appropria te , but does recommend in the  Company's  next ra te  case  tha t the

12 CCOSS should re fle ct the  se pa ra tion of the  MGS from the  SGS  if the  ra te  cla s s  is  a pprove d in this

13 case, because the transition of customers to that ra te  class will have taken place.49

14 Although both the  Company and S ta ff ultimate ly agree  tha t the  CCOSS is  used as  a  guide line

15 for a lloca tion of revenue  and ra te  des ign,50 S ta ff is  critica l of ce rta in a spects  of the  CCOSS tha t the

16 Company submitted in this  ca se . Firs t, a s  it re la te s  to the  a lloca tor tha t the  Company used for "Othe r

17 Production" e xpe nse s , S ta ff a gre e s  with the  Compa ny's  cha nge  from Pe a ks  a nd Ave ra ge  a lloca tor

18 use d in the  la s t ra te  ca se  to the  AED a lloca tor in this  ca se . Howe ve r, the  Compa ny's  use  of AED in

19 conjunction with CP  is  non-s ta nda rd. In othe r words , us ing coincide nt pe a ks , including four, within

20 the  AED a lloca tor is  not a  s ta nda rd or re comme nde d me thodology." The  re s ult of this  is  tha t the

va lue s  for the  AED & CP  a nd the CP  a lloca tor a lone , a re  ide ntica l.52 S o while  the  Compa ny

asserts  tha t it switched to the  AED method because  it was  ordered in an Arizona  Public Service  case ,

44 Id .  a t 18 .

45 ld.
4 6  Id

47 EX. s-10 a t 16 (Solganick Conf. Direct).
48 Id. at 16
49 Id.

50 EX. S-10 a t 15, Ex. TEP-30 at 8 (Jones Direct).
51 Ex. s-10 a t 18.
52Id. a t 19.
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1 the  me thodology use d by the  Compa ny in this  ca se  is  the  functiona l e quiva le nt of the  CP  me thod.

2 The  e ffe cts  of the  use  of the  CP  a lloca tor a re  shown in the  Lighting cla s s  whe re  no fue l inve ntory

3 ha s  be e n a lloca te d e ve n though unde r a  true  AED me thodology the re  s hould  be  a n a ve ra ge

4 compone nt a nd the re  is  none .53 S ta ff be lie ve s  the  a ppropria te  me thodology is  the  AED in

5 conjunction  with  non-coincide nt pe a k ("NCP ") a s  is  s upporte d  by the  NARUC ma nua l. This

6 a lloca tor re fle cts  both a ve ra ge  loa d (e ne rgy) a nd e xce s s  loa d (de ma nd) without be coming a  CP

7 a lloca tor. The  Company did provide  a  revised schedule  G tha t incorpora ted the  expected AED-NCP

8 alloca tor a long with changed to mete r a lloca tions  and customer a lloca tions .54 The  use  of the  DPROD

9 a lloca tion me thodology, AED-NCP , incre a s e s  the  a lloca tion of cos ts  to lowe r loa d fa ctor cla s s e s

10 compared to the  Peaks  and Average  methodology the  Company used in the  las t CCOSS.

l l Second, TEP appears  to a lloca te  class  income taxes on the  sum of re turn times ra te  base  plus

12 ope ra ting e xpe ns e s . With this  me thodology, pos itive  ta xe s  a re  a lloca te d to  a  cla s s  tha t is  not

13 providing e nough re ve nue  to cove r e xpe nse s .55 The  Compa ny's  use  of this  me thodology ma gnifie s

14 the  dispa rity be twe e n pos itive  a nd ne ga tive  cla s s  re turns .56 Whe n a ll cla s se s  re a ch pa rity, this  will

15 not be  a n is sue , but unde r pre se nt conditions  the  impa ct is  s ignifica nt." An a lte rna tive  me thodology

16 ca lcula te s  cla s s  income  ta x ba se d on the  profita bility of the  cla s s . Use  of this  me thod would le s se n

22

23

24

25

26

27

28

17 the  impact to ce rta in ra te  cla sse s .

18 Ultima te ly the re  a re  two ma jor occurre nce s  a t pla y in this  ca s e  tha t ma gnify the  individua l

19 impa ct on the  ra te  cla s s e s . Firs t, while  the  Compa ny's  ne t dis tribution pla nt ha s  incre a s e d by 20

20 pe rce nt, ne t production pla nt ha s  incre a s e d by 47 pe rce nt." S e cond, the  Compa ny cha nge d its

21 production pla nt a lloca tion me thodology from P e a k a nd Ave ra ge  to AED-NCP .59 As  a  re sult, S ta ff

re comme nds  tha t the  Compa ny's  CCOS S  s hould only be  us e d a s  a  ge ne ra l guide line  a nd, a s  is

typica l, utilized with the  concept of gradua lism in the  class  revenue  a lloca tion decis ion for this  case .60

53 Id.
54 Ex. s -10  a t 20  (S olga nick Dire c t).
55  Id . a t21
5614.
57Id . 22 .
58 Id .
59Id.
60 Id.
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1

2

B. Revenue Allocation.

In de te rmining the  appropria te  revenue  a lloca tion of revenue  to each cla ss , S ta ff be lieves  the

3 Commiss ion should cons ide r the  re la tive  pos ition (from the  CCOS S ) of the  cla s se s  a long with the

4 qua lita tive  is sue s  such a s  e conomic conditions  for consume rs , the  bus ine s s  clima te  for comme rcia l

5 and industria l cus tomers  and pas t practices . In cons ide ring these  crite ria , S ta ff utilize d the  following

6  c rite ria :6 l
• The  individua l ra te  cla s s e s  s hould be  gra dua lly move d towa rd a  Unitize d Ra te  of Re turn

("UROR") of 1.000 over one  or more  ra te  cases  depending on the  frequency of ra te  cases  and
the  dis tance  of the  class ' UROR Hom 1.000.

• The  should be  an uppe r bound of 150 pe rcent for any cla ss ' pe rcentage  increase  in revenue
compared to the  overall percentage increase  in revenue.

7

8

9

10

11

12 In addition, S ta ff be lieves  cons ide ra tion should be  given to the  Company's  purchase  of the  combined

• There  should be  a  lower bound of 50 pe rcent for any cla ss ' increase  compared to the  ove ra ll
increase .

13 cycle  ge ne ra ting unit. It wa s  purcha s e d to s ta bilize  e ne rgy cos ts , which be ne fits  a ll cus tome rs .62

14 Staff be lieves tha t it would be  inappropria te  to reduce  ra tes  for any customer class  because  tha t would

15 send a  confusing message  about the  plant expenditure ."

16 S ta ff mode le d the  S e ttle me nt re ve nue  incre a s e  of $81 .5 million s e ve ra l wa ys  by a lloca ting the

17 revenue  increase  as  follows:64

Equal percentage increase (across the  board by revenue),

• Moving a ll of the  cla sses  to the  same  re turn (UROR equa ls  l.000),

• Moving the  Res identia l, LGS and Lighting cla sses  50 pe rcent of the  amount needed to reach
parity (and increase  a ll othe r cla sses  by $23 million),

• Moving the  Res identia l, LGS and lighting cla sse s  70 pe rcent of the  amount needed to reach
parity (and increase  a ll othe r cla sses  by $0.07 million),

•

18

19

20

21

22

23

24 •

Moving the  Res identia l, LGS and Lighting cla sses  65 pe rcent of the  amount needed to reach
parity (and increase  a ll othe r cla sses  by $5.9 million),
Moving the  Res identia l, LGS and Lighting cla sses  60 pe rcent of the  amount needed to reach
parity (and increase  a ll othe r cla sses  by $11.7 million),

25

26

61 Id. r 23.
27 62 14. a

28 63 14
64 Ex. S-12 a t 8 (Solganick Conf Sunebutta l).

• Moving the  Res identia l, LGS and Lighting cla sses  55 pe rcent of the  amount needed to reach
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1
parity (and increase  a ll othe r cla sses  by $17.5 million),

• Moving the  Res identia l, LGS and Lighting cla sses  45 pe rcent of the  amount needed to reach
parity (and decrease  a ll othe r classes  by $29.1 million),2

3 • Moving the  Res identia l, LGS and Lighting cla sses  40 pe rcent of the  amount needed to reach
parity (and increase  a ll othe r cla sses  by $35 million),

4
• Moving the  Res identia l, LGS and Lighting cla sses  35 pe rcent of the  amount needed to reach

parity (and increase  a ll othe r cla sses  by $40.8 million);5

6 • Moving the  Res identia l, LGS and Lighting cla sses  30 pe rcent of the  amount needed to reach
parity (and increase  a ll othe r cla sses  by $46.6 million.

10

7

8 Unde r a ll of the se  sce na rios , the  re ma ining re ve nue  re quire me nts  from the  othe r cla s se s  (GS , LP S  a nd

9 l38kV) we re  a lloca te d ba s e d on the ir re s pe ctive  re ve nue s .

Ba s e d on this  m ode ling, the  upda te d CCOS S , the  princ iple s  dis cus s e d a bove , the  im pa ct of

the  purcha s e  of the  Gila  Rive r com bine d cycle  pla nt,  the  cha nge  in  a lloca tion m e thodology a nd the11

12 relative impacts between classes, Staff recommends that the revenue requirements be allocated by

13 increasing the Residential, LGS and Lighting classes 50 percent of the amount to reach parity and

14 increasing all other classes by $23.3 million.65 Under this allocation, the Residential class receives

15 66.9 percent of the  overa ll $81 .5 million se ttlement revenue  increase .

16 Ba s e d on the  S che dule  H-1, in the  Compa ny's  Re joinde r,66 the  Compa ny is  propos ing to

17 a lloca te  the  $81.5 million incre a s e  with 63.7 pe rce nt or $51,880,337 to the  Re s ide ntia l cla s s , -4.8

18 pe rce nt or ($3,947,034) to the  Ge ne ra l S e rvice  cla s s , 34.10 pe rce nt or $27,794,996 to the  La rge

19 Gene ra l Se rvice  cla ss , 5.21 pe rcent or $4,244,682 to the  La rge  Power Se rvice  cla ss , .75 pe rcent or

20 $614,515 to the  138 kV class , and 1.12 percent or $912,515 to the  Lighting class .

21 S ta ff, on the  othe r ha nd, is  propos ing to a lloca te  the  $81.5 million dolla r incre a se  with 66.9

pe rcent or $54,501,050 to the  Res identia l cla ss , 18.9 pe rcent or $15,420,669 to the  Genera l Se rvice

cla ss , 3.8 pe rcent or $3,070,470 to the  La rge  Gene ra l Se rvice  cla ss , 0.7 pe rcent or $591,468 to the

22

23

24

25

26

27

28

Lighting class, and the  remainder a llocated to the  Large Power Service  and 138 kV c1asses.67

S ta ffs  a lloca tion will bring the  UROR for the  ra te  cla s s e s  clos e r to pa rity or 1.00 with the

Residentia l class  having a  0.363 re turn, Genera l Service  having a  2.656 re turn, Large  Genera l Service

"Mm u.
66 Ex. TEP-32 a t Schedule  H-1 (Jones Rejoinder).
67 EX. s-12 at EX. Hs-6.
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2

3

4

5

6

7

8

9

1 having a  0.798 re turn, LPS  cla ss  having a  1.020 re turn. As  indica ted above , S ta ffs  long te rm plan is

tha t ra tes  should be  based on costs  de rived from the  ccoss ,6** but tha t it will take  more  than one  ra te

ca s e  to  a ccomplis h this  goa l. The  Compa ny ha s  ge ne ra lly a cce pte d mos t of S ta ffs  re ve nue

a lloca tions  e xce pt the  Compa ny be lie ve s  le s s  re ve nue  should be  a lloca te d to the  LP S  a nd 138 kV

class .69 The  important diffe rence  be tween Staff s  proposed revenue  a lloca tions and the  Company's  is

tha t with S ta ffs  a lloca tions , no one  cus tome r cla s s  is  re ce iving a  de cre a s e . This  is  importa nt,

be ca use  it more  a ccura te ly re fle cts  the  a cquis ition of the  combine d cycle  pla nt tha t be ne fit a ll ra te

cla s s e s . S ta ffs  propos a l will a ls o a llow comple tion of re moving the  s ubs idie s  in the  following ra te

10

11

c. The  LFCR S hou ld  No t Be  Mod ifie d  At Th is  Time .

In its  2012 ra te  ca se , the  Compa ny propose d a n LFCR s imila r to tha t a pprove d by Arizona

12 P ublic S e rvice  in De cis ion No. 73183 a nd for UNS  Ga s  in De cis ion No. 73142.71 The  Compa ny

13 asserted then that it needed an LFCR to mitiga te the  nega tive  financia l impacts  of complying with the

14 Commiss ion e ne rgy e fficie ncy rule s  a nd the  ris ing numbe r of dis tribute d ge ne ra tion re source s  in its

15 s e rvice  te n*itory re s ulting from the  Re ne wa ble  Ene rgy S ta nda rd Ta riff Rule s ." Ultima te ly, the

16 se ttlement agreement approved adopted an LFCR tha t is

inte nde d to re cove r a  portion of dis tribution a nd tra nsmis s ion cos ts  a s socia te d with
res identia l, commercia l and indus tria l cus tomers  when sa le s  leve ls  a re  reduced by EE
a nd DG a nd not to  re cove r los t fixe d cos ts  a ttributa ble  to  ge ne ra tion a nd othe r
potentia l factors , such as  weather or genera l economic conditions. 3

17

18

19

20

21

22

23

24

25

26

27

28

In this  ca s e , the  Compa ny is  s e e king to iiunda me nta lly cha nge  the  LFCR from its  origina l

purpose . TEP  is  seeking to upda te  the  LFCR to a llow recove ry of 100 pe rcent of the  los t fixed cos ts

a ttributa ble  to ge ne ra tion, 100 pe rce nt of los t de ma nd re ve nue s , e limina te  the  LFCR Fixe d Cos t

Option, incre a se  the  ye a r-ove r-ye a r ca p from l pe rce nt to two pe rce nt, a nd modify the  pe rce nta ge -

based adjus tment to be  a  s ingle  ra te  applied to the  cus tomers ' bill ra the r than two sepa ra te  ra te s  for

68 Ida 11.
69 Ex. TEP-32 at 4.
70 EX. s-12 at 12.
71 Decis ion No. 73912 a t 8 (June  27, 2013), Docket No. E-01933A-12-0291.
72Id .
73 Id a t 6.
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1

2

3

4

5

6

EE and DG74

TEP 's  ra tiona le  for the  inclus ion of genera tion re la ted cos ts  is  tha t s ince  its  la s t ra te  case , the

leve l of EE and DG has  increa sed a s  ha s  the  leve l of unrecove red fixed cos ts  nece ssa ry to provide

sa fe , re lia ble  s e rvice .75 Re ga rding the  inclus ion of a ll of the  de ma nd re la te d dis tribution cos t, the

Company asse rts  tha t because  the  ca lcula tion of these  los t fixed costs  identifie s  the  actua l amount of

the  offse t to the  cus tomer's  peak demand, the  LFCR should include  100 pe rcent, not the  current 50

7 percent.76

8 The  bas is  for the  Company seeking to e limina te  the  LFCR Fixed Cost Option is  s imply tha t to

9 da te  no cus tomers  have  s igned up for this  option.77 S ta ff supports  this  change  to the  LFCR s ince  no

10 customer has  used this  option.78

11 On the  issue  of increas ing the  yea r-over-yea r cap to 2 pe rcent, the  Company asse rts  tha t this

12 change  is  necessa ry if 100 pe rcent of the  genera tion and the  remaining 50 pe rcent of the  dis tribution

13 de ma nd is  include d in the  LFCR.79 In othe r words , this  cha nge  is  only ne ce ssa ry if ge ne ra tion a nd

14 the  rema ining 50 pe rcent of demand is  included.

15 Fina lly, the  Compa ny's  re a s on for combining EE a nd DG into one  ra te  is  to "s implify" the

16 pe rcentage -based LFCR adjus tment.

17

18

19

20

21

22

23

24

25

26

27

28

Exce pt a s  note d a bove  re ga rding the  e limina tion of the  LCFR Fix Cos t Option, S ta ff is

opposed to a ll of TEP 's  proposed changes  to the  LFCR.80 The  LFCR when origina lly approved was

only inte nde d to mitiga te , not ne ce ssa rily e limina te  a ll los t fixe d cos ts  a ssocia te d with de ma nd, a nd

more  importa ntly s pe cifica lly e xclude d the  re cove ry of ge ne ra tion cos ts .81 S ta ff be lie ve s  tha t

gene ra tion is  fungible , and is  not a ffected by EE and DG if the  ene rgy is  ins tead de live red to a  new

cus tome r, a n e xis ting cus tome r us ing s lightly more  e ne rgy, a n e conomic de ve lopme nt cus tome r or

74 Ex. TEP -30 a t 77-80 (J one s  Dire ct).
75 Id. a t 78.

M .
7714.
78 EX. s -10 a t 53 (S olga nick Dire ct).
79 EX. TEP -30 a t 79
80 EX. s -10 a t 53.
81 De cis ion No. 73912 a t 26.
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1

2

3

4

sold off system.82

Importa ntly, the  Compa ny's  Firm Loa d Obliga tions  s hows  incre a s ing re quire me nts  in Ne t

Re ta il Demand, which is  ne t of DG and EE. It shows a  trend of increas ing tota l number of cus tomers

a nd  Mthe r s hows  incre a s ing  s a le s  to  re ta il cus tome rs , a nd  the  Compa ny's  Firm Whole s a le

5 Requirements are  a lso forecasted to increase starting in 2017.83

6 S ta ff a lso ha s  a  conce rn tha t if the  Compa ny's  propose d Economic De ve lopme nt Ride r a nd

7 changes  to the  LFCR a re  approved tha t it could crea te  a  circumstance  where  some  genera tion cos ts

8 could be  double  colle cte d.84 S pe cifica lly, S ta ff is  conce rne d tha t the  Compa ny could bill e xis ting

9 cus tome rs  for the  ge ne ra tion cos ts  within the  LFCR me cha nism, a nd up re dire cting tha t e ne rgy a nd

10 ca pa city to  a  ne w re s ide n tia l cus tome r o r a  cus tome r a ttra c te d  by the  p ropos e d  e conomic

l l development ra tes, which could cause  a  double  collection.85

Furthe r, if a  buy through ra te  is  adopted in this  case , S ta ff does  not be lieve  it is  appropria te  to

recoup los t revenues  due  to the  approva l of a  buy-through ra te  in this  case . It would be  inappropria te

to cha rge  a ll cus tome rs , s ubje ct to the  LFCR, for be ne fits  tha t to thos e  fe w cus tome rs  tha t a re

fortunate  enough to be  on the  buy-through tariff.86

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Importa n tly,  the  Commis s ion  in  the  re ce n t UNS E ra te  ca s e  de c line d  to  a pprove  the

Company's  identica l changes  to the  LFCR for tha t company. In this  ca se , TEP a sse rts  tha t the  fixed

cos ts  a s socia te d with its  ge ne ra tion fle e t a re  much la rge r on both a  re la tive  a nd a bsolute  ba s is .87

Howe ve r, the re  is  nothing in the  UNS E de cis ion tha t indica te s  the  s ize  of UNS E's  ge ne ra tion fle e t

wa s  e ve n a  re le va nt fa ctor cons ide re d by the  Commis s ion in  re je cting the  UNS E's  propos e d

cha nge s ." Fina lly, the  inclus ion of ge ne ra tion a nd the  re ma inde r of the  de ma nd los t fixe d cos ts  will

more  than double  the  amount collected through the  LFCR.89 According to the  Company it would go

8z Ex. s-10 at 54.
83 Id

84 Id. at 55.
85 Id.
86 Id. at 56.
87 EX. TEp-32 at 5.
88 Decis ion No. 75697 a t 126 (August 18, 2016), Docke t No. E-04204A-15-0142.
89 Ex. S-12 a t 54 (Solganick Surrebulta l).
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1

2 appropria te , and expands the  LFCR beyond its  origina l purpose .

3

4

D. Rate Design.

5

6

1. Monthly s ervice charge.

In  its  origina l a pplica tion, TEP  re que s te d a n incre a s e  in  its  monthly s e rvice  cha rge  for

re s ide ntia l cus tome rs , from $10.00 to $2000.91 S ta ff a nd the  ma jority of the  pa rtie s  oppose d this

change . S ta ff recommended, in its  Direct tes timony, an increase  of $1700.92 For SGS customers , the

Compa ny is  re que s ting a n incre a se  in the  Ba s ic S e rvice  Cha rge  from $16.50 a nd $17.50 (TOU) to

$30.00.93

10 For LGS ra te  cus tomers , the  Company is  reques ting an increase  in the  cus tomer cha rge  from

l l $775.00 and $950.00 (TOU) to $l,000.00. S ta ff recommended tha t The  Bas ic Se rvice  Charge  should

12 remain a t its  present leve l, as  the  charge  requested by the  Company is  not supported by the  unit costs .

13 In S ta ffs  S urre butta l te s timony, S ta ff re comme nde d a  re duction in the  ba s ic se rvice  cha rge

14 for s tandard residentia l customers to $15.00 and $12.00 for non-standard residentia l customers, based

15 on the  Company's  revised cost of service  study.94

16 In its  re joinde r te s timony, the  Compa ny a gre e d to the  following: (i) a  $15 pe r month ba s ic

17 se rvice  cha rge  for s tanda rd re s identia l cus tomers , (ii) a  reduced cha rge  of $12 for the  non-s tanda rd

18 re s ide ntia l cus tome r, (iii) a  $27 ba s ic s e rvice  cha rge  for s ta nda rd S ma ll Ge ne ra l S e rvice  ("S GS ")

19 cus tomers , and (iv) a  reduced ra te  of $22 for non-s tanda rd SGS cus tomers .95 S ta ff is  in agreement

20 with the s e  cha rge s .

21 While  S ta ff and the  Company agree  tha t the  appropria te  methodology to use  to de te rmine  the

22 monthly s e rvice  cha rge  is  the  Minimum S ys te m Me thod, RUCO, S WEEP /WRA, VS I a nd EFCA

23 a dvoca te d for the  us e  of the  Ba s ic Cus tome r Me thod.96 The  Minimum S ys te m Me thod include s
24

7

8

9

25 90 Tr. a t 2777:15-22.
91 EX. TEp-30 a t 43 .

26 92 EX. s -10 a t 29 (S olga nick Dire ct).
93 Ex. TEp-30 a t 46.
94 EX. S -12 a t 12 (S olga nick S urre butta l).
95 EX. TEP -32 a t 3 (J one s  Re joinde r).
96 S e e  EX. S WEEP /WRA - 3.

27

28
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1 dis tribution cos ts  when used to ca lcula te  the  monthly cus tomer cha rge . The  Bas ic Cus tomer Method

2 is  the  me thod tha t cla s s ifie s  cus tome r re la te d cos ts  to only thos e  tha t a re  dire ctly a lte re d by the

3 number of cus tomers  on the  sys tem. These  cos ts  genera lly include  cus tomer se rvice , me te r billing or

4  the  s e rvice  drop.97 Both  S ta ff a nd the  Compa ny a gre e  tha t inclus ion of d is tribution cos ts  a re

5 a ppropria te  be ca use  those  dis tribution a sse ts  mus t be  a va ila ble  to se rvice  pe a k de ma nd a nd thus ,

6 those  cos ts  should be  included in the  bas ic se rvice  cha rge ."

7 2. Reduction in the number of tiers .

8 TEP proposed to e limina te  the  third and fourth tie rs  of the  re s identia l ra te . Company witness

9 J one s  te s tifie d tha t the  diird a nd fourth tie rs  a dd no cos t-ba s e d va lue  to the  ra te  cla s s  othe r tha n

10 e xa ce rba ting the  is s ue s  of fixe d cos t be ing ine quita bly re cove re d from  the  highe r us a ge  cus tom e rs ."

l l

S ta ff s u p p o rte d  th e  e lim in a tio n  o f th e  th ird  a n d  fo u rth  tie rs .  Ac c o rd in g  to  S ta ff witn e s s ,

13 Ho wa rd  S o lg a n ic k,  th e  e x is t in g  th ird  a n d  fo u rth  t ie rs  s h o u ld  b e  e lim in a te d  a n d  th e  re m a in in g

14 inclina tion s hould be  fla tte ne d a s  the  re s ide ntia l cus tome r's  loa d fa ctor incre a s e s  a s  us a ge  incre a s e s ,

which doe s  not support incline d ra te s .101

12

15

16

17

18

19

20

21

22

23

24

25

26

27

28

In itia lly,  S W E E P  a n d  W RA d id  n o t s u p p o rt th e  e limin a tio n  o f th e  tie rs .  Ho we ve r,

S WEEP /WRA witne s s  Bre ndon Bla tz , te s tifie d  tha t it could  s upport ha ving  thre e  tie rs  in  the

re s ide ntia l ra te .102 RUCO re comme nde d tha t the  fourth tie r be  e limina te d, re ta ining the  third tie r,

be lieving tha t the  e limina tion of the  fourth tie r would have  minimal cus tomer impact.103

By e limina ting the  third a nd fourth tie r a nd the  sma ll incre a se  in the  monthly se rvice  cha rge ,

the  impa ct within  the  LFCR will be  le s s e ne d.104 S ta ff s upports  the  Compa ny's  propos a l a nd

recommends tha t the  third and fourth tie r be  e limina ted.

97 Tr. a t 471:10-14.
98 S ee  discuss ion Tr. 2349_353.
99 EX. TEp-30 a t 45.
100  Id

101 s-10 a t 29.
102 Tr. a t 466:23-25.
103 Ex. RUCO-10 a t 24 (Hube r Dire ct).
104 s -13 a t 12 (S olga nick S urre butta l).
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3. Staff recommends approval of TEP's proposed medium general service
class.1

2 As part of the  Company's  proposa l for ra te  class  changes , the  TEP is  seeking to crea te  a  new

3 MGS cla ss  tha t will have  a  minimum and maximum kW leve l. It is  the  Company's  a sse rtion tha t tha t

4 the  cre a tion of this  cla s s  will a llow the  la rge s t of the  S GS  cus tome rs  to move  to a  more  s imila rly

5

6 to e s ta blis h a  ne w 138 kV ra te  tha t will be  offe re d to only thos e  cus tome rs  with the  a bility to ta ke

7 service  a t this transmission level voltage or greater.106

8 According to the  Company, the  new MGS cla ss  will conta in approxima te ly 3,600 former SGS

10 cla s s , the  cus tome rs  mus t ha ve  a  minimum de ma nd of gre a te r tha n 20 kw, or a  combine d tota l of

l l 24,000 kph or more  in any two consecutive  months .108 Further, the  Company asserts  tha t these  new

12 MGS  ra te s  (s ta nda rd a nd TOU), will be  e s s e ntia lly the  s a me  a s  the  curre nt LGS  ra te s  with a  75

13

14

15

16

17

18

19

2 0

2 1

22

pe rce nt ra tche t, winte r/summe r diffe re ntia te d ra te s  a nd a  s ingle  tie r ra te .109

The  Com pa ny is  p ropos ing  a  $40  ba s ic  s e rv ic e  c ha rge  fo r the  MG S  c la s s  with  a  300  kW

ca p."0 Any cus tom e r tha t e xce e ds  tha t 300 kW ca p for a  s e cond billing m onth in  a  12-m onth rolling

pe riod  will a u tom a tic a lly be  m ove d ,  in  the  s ubs e que n t m onth  to  the  LG S  ra te  c la s s .m S ince  the

MGS  cla s s  us e s  a  thre e  pa rt ra te  with a  de m a nd com pone nt a nd ra tche t,  a nd m os t of the  cus tom e rs

th a t  will b e  m o v e d  to  th is  ra te  will h a v e  p re v io u s ly b e e n  o n  a  m o re  typ ic a l two  p a rt  ra te ,  th e

Compa ny is  ta king s e ve ra l s te ps  to mitiga te  the  impa ct tha t this  ne w ra te  s tructure  will ha ve  on thos e

cus tom e rs .  F irs t,  the  Com pa ny is  propos ing  m ultip le  form s  of com m unica tion  for thos e  cus tom e rs

tha t will be  a ffe c te d, a nd ha s  de ve lope d pla n to  inform  thos e  cus tom e rs  be fore  be ing m ove d to  the

ne w c la s s . S e c o n d ,  th e  C o m p a n y p ro p o s e s  a  tra n s itio n  p e rio d  th a t will a llo w 9  m o n th s  fo r th e

cus tom e r to  a da pt to  a  de m a nd cha rge  be fore  it is  a c tua lly re fle c te d  on the  b i11.U2 The  Com pa ny23

2 4

25

2 6

2 7

28

105 EX. TEp-30 a t 33.
106 Id. a t 33.
107 Id. a t 37, Tr. a t 2781.
108 Ex. TEp-30 a t 37.
109 Id

110 Id a t 47, Ex. TEp-31 a t 13 (J one s  Re butta l).
111 EX. TEp-31 a t 13.
112Id. a t 15
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1 indica te d it would not oppos e  e xpa nding tha t pe riod to  a  full 12 months .113 Third, the  Compa ny is

2 cogniza nt tha t the re  a re  a  ha ndful of a ccounts  tha t a re  e xtre me ly counte r s e a s ona l, a nd is  propos ing to

3 m o d ify th e  MGS  ta riff to  in c lu d e  a  s e a s o n a lity c la u s e ."4 Th e  Co m p a n y is  p ro p o s in g  to  a d d  a

4 provis ion tha t will a pply to  thos e  fu ll re quire me nts  cus tome rs  who cons ume  90 pe rce nt or more  of

5 the ir kph during the  winte r pe riod. This  inc lude s : wa iving the  ra tche t me cha nis m, wa iving the  MGS

6 ca p, a nd a pplying s e c tion  7 .C.7 .g . Fina lly, the  Compa ny is  propos ing tha t th is  s e a s ona l ra te  only

7 a pply to full re quire me nts  cus tome rs .H5

8 S ta ff s upports  the  e s ta b lis hme nt o f the  MGS  c la s s  a s  p ropos e d  by the  Compa ny with  the

9 s a fe gua rds  propos e d. S ta ff re comme nds  tha t the  Compa ny be  re quire d to de ve lop a nd imple me nt a n

10 MGS  cos t of s e rvice  c la s s  in its  ne xt ra te  ca s e  to ve rify the  cos ts  to be  us e d in the  future  MGS  ra te

l l de s ign."6 S ta ff re c omme nds  tha t the  Compa ny p rovide  c ons umption  a nd  in te rva l da ta  to  MGS

12 c u s to m e rs  fre e  o f c h a rg e  fo r a  p e rio d  o f s ix  m o n th s  a fte r th e  m a n d a to ry tra n s itio n  o f MG S

13 cus tome rs ."7 Furthe r s ince  cha nge s  to ra te  de s ign ma y ha ve  uninte nde d re s ults  for "outlie r" or "non-

14 n o rm a l" MGS  c u s to m e rs ,  a n d  th e  im p o s itio n  o f a  d e m a n d  ra tc h e t (if a p p ro ve d ) m a y a ls o  h a ve

15 unfore s e e n impa cts , S ta ff re comme nds  tha t the  Commis s ion s hould ke e p the  ra te  de s ign portion of

this  ra te  ca s e  ope n for a t le a s t 18 months  a fte r the  comple tion of the  tra ns ition to MGS  ra te s ."8

4. Buy through proposals.

16

17
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20

21

22

23

24

25

26

27

28

In its  Applica tion, TEP  propos e d a s  a  pilot progra m a  ne w "buy through" ta riff to comply

with De cis ion No. 74689 (Augus t 12, 2014)"9 is sue d in Docke t No. 14-001 l, the  UNS  Ene rgy a nd

Fortis  Inc. ("Fortis ") me rge r S e ttle me nt Agre e me nt. Forma lly re fe rre d to a s  Expe rime nta l Ride r-14

Alte ra tive  Ge ne ra tion S e rvice  ("AGS ") ("ER-l4"), TEP 's  buy through ta riff, if a pprove d, would be

for a n initia l four (4) ye a r te rm a nd be  a va ila ble  to cus tome rs  with a  pe a k loa d of 3,000 kW or more

a t a  s ingle  se rvice  point and se rved unde r La rge  Power Se rvice  ra te s  LPS-TOU or Lps-ToU_Hv.120

113 Tr. a t 2779
114 Ex. TEp-31 a t 15.
115 Id

116 EX. s -10 a t 34.
117 Id. a t 46.
118 Id. at 35
119 Ex. TEP-1 a t 6:11-13 (Applica tion).
120 Id., Ex. CAJ-3 at Sheet No. 714.
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1

2

3

4

5

6

7

Tota l progra m pa rticipa tion would be  limite d to  30 MW of cus tome r loa d a nd, in  the  e ve nt

applica tions  for se rvice  exceed the  maximum program load amount, cus tomers  would be  se lected

through a  lottery process.m Under the  buy through tariff, a  successful customer would se lect a  TEP-

approved "Genera tion Service  Provider" ("GSP").122 TEP  would the n contra ct with the  GS P  to

rece ive  de live ry of and title  to the  power on beha lf of the  cus tomer.123 In addition to Gene ra tion

Se rvice  a nd Ene rgy imba la nce  Se rvice  cha rge s  a nd a  he dging cos t, TEP  would a lso re ce ive  a

monthly Management Fee of $0.0040 per kph to a customer's metered kWh.124

the period the customer was receiving service under this rider.l27

TEP opposes  implementa tion of the  buy through ta riff and proposed it only because  it was

required by Decision No. 74689428 The Company, through its  witness, Craig Jones, asserts  that the

8 A cus tome r ma y to re turn to the  Compa ny's  S ta nda rd Ge ne ra tion S e rvice  unde r its  a pplica ble

9 re ta il ra te  s che dule  without cha rge  if (1) the  cus tome r provide s  TEP  with a  minimum one  ye a r notice ,

10 or (2 ) ER-14  is  d is con tinue d  a t the  e nd  of the  4 -ye a r e xpe rim e nta l pe riod ,  o r (3 ) the  Com m is s ion

l l te rm ina te s  the  progra m  prior to  the  e nd of the  e xpe rim e nta l pe riod.125 Abs e nt a ny one  or m ore  of

12 the s e  conditions , TEP  would be  obliga te d to us e  its  be s t e fforts  to provide  a  cus tome r with ge ne ra tion

13 s e rv ice  a t the  Dow J one s  E le c tric ity P a lo  Ve rde  Da ily Inde x p rice  o r a n  e qu iva le n t fo r the  powe r

14 de live ry da te  plus  $20/MWh until the  Compa ny is  re a s ona bly a ble  to inte gra te  the  cus tome r ba ck into

15 its  ge ne ra tion pla nning a nd provide  powe r a t the  a pplica ble  re ta il ra te  s che dule .126 A re tu rn in g

16 cus tom e r would be  re quire d to  re m a in with the  Com pa ny's  S ta nda rd Ge ne ra tion S e rvice  for a t le a s t

17 one  ye a r a nd compe ns a te  the  Compa ny for a ll fixe d ge ne ra tion cos ts  a voide d by the  cus tome r during

18

19

20

2 1

22

23

2 4

25

26

27

28

buy through ta riff "a llows  ce rta in la rge s  cus tome rs  to "che rry pick" curre ntly a va ila ble  ca pa city

resulting from short-te rm energy market conditions  and will ultimate ly result in costs  be ing shifted to

121 EX. CAJ -3 a t S hee t No. 714.
122 Id. a t S hee t No. 714-1.
123  Id .

124 Id. a t S hee t No. 714-2.
125 14. a t Sheet No. 714-3.
126 Id. a t Shee t No. 714-3.
127  Id

128 EX. TEp-30 a t 6.
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1 the  re ma ining cus tome rs ."l29 S imila rly, the  Compa ny oppose s  a ny va ria tion of a  buy through ta riff

2 tha t re sults  in cos ts  be ing shifte d to e ithe r TEP  or othe r cus tome rs130 a nd furthe r submits  tha t a ny

3 non-fue l shifts  in cos t re sulting from a ny pote ntia l buy through should a t a  minimum be  re cove re d

4 through die  LFCR if not dire ctly from the  be ne fitting e ntitie s .131

5 S e ve ra l inte rve ne rs  s upport the  a pprova l of a  buy through ta riff s uch a s  TEP 's  ER-14, a

6 modifie d form the re of, a nd/or s ugge s t a lte ra tive  ve rs ions . AECC, Noble , Wa l-Ma rt a nd Kroge r, a ll

7  propone nts  of a  buy through, a rgue  tha t s uch me cha nis m provide s  the m with choice s  for the ir

8 e le ctricity purcha se s , a nd submitte d sugge s tions  for the  Commiss ion's  cons ide ra tion. Mos t nota bly,

9 AECCJ32 through its  witne s s , Ke vin Higgins , re comme nds  a dopting a  buy through progra m "tha t is

10  a s  s imila r a s  re a s ona bly pos s ib le  to  the  AG-1 progra m curre n tly in  e ffe ct in  the  AP S  s e rvice

l l te rritory.

12 Mr. Higgins  favors  adopting some  of the  fea ture s  of ER-14 and modifying othe rs  to make  the

13 progra m ope n to a  wide r va rie ty of cus tome rs  a nd a  more  via ble  option.134 Among othe r things ,

14 Higgins  re comme nds  incre a s ing the  propose d 30 MW ca p to 60 MW, incre a s ing the  minimum loa d

15 s ize  of 3000 kW (pe a k de ma nd), a llowing a ggre ga tion of sma lle r loa ds  in the  LGS  cla s s  owne d by

16 the  sa me  corpora te  e ntity to me e t the  3000 kW thre shold, continuing the  progra m te rm a t le a s t until

17 the  s ta rt of the  firs t ra te -e ffe ctive  pe riod (following a  ge ne ra l ra te  ca se  orde r) occurring no le s s  tha n

18 four ye a rs  from the  s ta rting da te  of the  buy through progra m, re ducing the  monthly ma na ge me nt fe e

19 to $0.002/kWh from the  propos e d $0.004/kWh, limiting the  going-forwa rd cha rge s  for ge ne ra tion-

20 re la te d se rvice s  to a  cha rge  for re se rve  ca pa city a pplie d to 15 pe rce nt of the  cus tome r's  billing loa d

21 (ins tead of the  proposed 100 pe rcent of the  cus tomer's  billed demand), use  of the  firs t $7,550,207 of

22 any revenue  requirement reduction apportioned to the  cla sse s  e ligible  for the  buy through program to

23 absorb TEP 's  revenue  de ficiency a scribed to the  loss  of fixed gene ra tion revenues  from buy through

24

79133

129 EX. TEp-30 a t 6, Ex.TEp-31 a t 9 (J one s  Re butta l).
25 130 Ex. TEp-31 a t 9.

131 14. at 9, 76.
26 132 As  a cknowle dge d by its  witne s s , Gre g Ba s s , Noble  jointly supports  a nd offe rs  the  te s timony of

AECC witne s s  Higgins  re ga rding the  buy through progra ms  a t is s ue  he re in. Ex. NS -13 a t 4 (Ba s s
Dire c t).
133 AECC-8 a t 3 (Higgins  Dire ct Ra te  De s ign).
134Id. a t 4 .
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2 1

22

23

cus tomers  (the reby holding both TEP and the  ine ligible  cus tomer cla sse s  ha rmless  from adoption of

the  buy through), a nd re ducing the  $20 pe r MWh ma rk-up to $4 pe r MWh for cus tome rs  wa nting to

re turn  to  s ta nda rd  ge ne ra tion  s e rvice  without provid ing  the  propos e d one -ye a r notice  to  the

Company.135

In response  to issues  ra ised and comments  made  in the  Commission's  August 10, 2016, Open

Me e ting re ga rding the  buy through progra m he  propos e d on be ha lf of AECC in the  UNS  Ele ctric

genera l ra te  case  (Docke t No. E-04204A-l5-0142), Mr. Higgins  has  a lso submitted an a lte rna tive  buy

through proposa l for Commiss ion cons ide ra tion.l36 The  "five -ye a r-opt-out buy-through" is  s imila r to

a  progra m imple me nte d in the  Portla nd Ge ne ra l Ele ctric se rvice  te rritory in Ore gon137 though tha t

progra m is  dire ct a cce s s , not a  buy through.138 This  a lte rna tive  progra m re quire s  pa rticipa ting

cus tome rs  to pa y a  tra ns ition a djus tme nt a s s ocia te d with the ir buy through loa ds  for a  five -ye a r

trans ition pe riod, a fte r which such cus tomers  would continue  to rece ive  buy through se rvice  without

a ny furthe r ge ne ra tion cha rge  obliga tions  to TEP  e xce pt for unbundle d fixe d mus t-run ge ne ra tion

charges.139 Higgins  s ubmits  tha t, a s  propos e d, the  five -ye a r opt-out would  ne ce s s a rily be  a

pe rma ne nt progra m, not a  limite d-te rm pilot, give n tha t pa rticipa ting cus tome rs  would ha ve  to pa y

five-years  of transition charges then bear the  risks  associa ted with marke t pricing.l40

AECC, through its  witne ss , Micha e l McElra th, submitte d a  third buy through-type  a lte rna tive

for use  a t Freeport-McMoran's  S ienna  mining ope ra tion, i.e ., a  franchise  agreement mode led a fte r a

Commis s ion a pprove d a gre e me nt be twe e n P he lps  Dodge , S a fford, Inc. ("P D S a nford"), More nci

Wa te r & Ele ctric Compa ny ("MW&E") a nd Gra ha m County Ele ctric Coope ra tive , Inc. ("Gra ha m")

rega rding e lectric se rvice  to Freeport's  mining ope ra tions  in Sa fford, Arizona .14l Cha racte rized a s  a

s ta nd-a lone  progra m, the  fra nchis e  option would be  in a ddition to the  two buy through options

proposed by Mr. Higgins.142

24

26

27

135 Id a t 4-6.
25 136 Ex. 10 a t 9:15-17 (Higgins Surrebutta l).

137 Id a t 3.
138 14 a t 11.

139 Id. a t 10.

140 Id. at 10.
141 Ex. AECC- 14 a t 10-11 (McElra th Surrebutta l), Tr. a t 170713-10.
142 EX. AECC-14 a t 13, Tr. a t 1707111-16, l745:6-10.
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1 Wa lma rt, through its  witne s s , Chris  He ndrix, re comme nds  a pprova l of ER-14 with s e ve ra l

modifica tions . Mr.  He nd rix p ropos e s  to  ra is e  the  pa rtic ipa tion  limit to  250  MW, re je c t the

$0.004/kWh management fee  and require  TEP  to file  a  cos t-jus tified proposa l, reduce  the  minimum

pa rticipa tion limit to 1000 kW a nd a llow corpora te  a ggre ga tion to me e t this  thre s hold, pe rmit a ll

5 cla s s e s  to  pa rticipa te  in  the  progra m, e limina te  ER-14 pa rticipa nt re s pons ibility for a ny of the

6 Company's  gene ra tion re la ted cha rges , and put no limit on the  te rm of the  progra rn.143 Mr. Hendrix

7 dis pute s  Mr. J one s ' cla im tha t the  buy through would a llow cus tome rs  to "che rry pick" a va ila ble

8 capacity and asserts  tha t the  existence  of an AGS program does not harm any non-AGS customers.144

9 Kroge r a lso supports  a pprova l of the  propose d ER-14 with some  modifica tions . S te phe n J .

10 Baron appeared on beha lf of Kroger and recommends  tha t corpora te  aggrega tion should be  pe rmitted

l l

2

3

4

13 MW commensura te  with the  corre sponding cap in APS ' AG-

14 Staff does  not object to the  adoption of ER-14 provided there  a re  no adverse  impacts  or costs

15 to a ll othe r cus tome rs ..46 This  would include  impa cts  on TEP  which could ultima te ly come  ba ck

16 through and impact customers .147 Sta ff witness , Howard Solganick, opined tha t the re  has  been ample

evidence  offe red on the  positive  impact on those  customers  e ither adept or lucky enough to utilize  the

to me e t the  minimum 3000 kW re quire me nt, the  $0.004/kWh ma na ge me nt fe e  should be  re duce d

12 unle s s  TEP  ca n provide  e vide nce  to support it, a nd the  pa rticipa tion limit should be  incre a se d to 65

l program.145

17
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buy through but not on wha t the  poss ible  impact would be  on othe r non-pa rticipa ting cus tomers  a s  a

direct re sult of tha t program.148 Mr. Solganick added tha t he  is  not ye t "comfortable" with any of the

buy through a lte rna tive s  propounde d in this  docke t, be ca us e  of the  pote ntia l a dve rs e  e ffe ct to a

particular class. 149

S ta ff is  a ls o conce rne d tha t buy through cus tome rs  ma y re turn to TEP  s e rvice  whe n the

ma rke t be come s  tight (e xpe ns ive ) a nd thus  impa ct othe r cus tome rs  tha t ca nnot or will not use  this

143 Ex. Walmart-4 a t 5-8 (Hendrix Direct Ra te  Design).
144 Id at 9.
145 EX. Kroger-1 a t 25-27 (Baron Direct).
146 EX. s-10 a t 47, Ex. s-12 a t 20.
147 Tr. at 2335:4-8.
148 Tr. a t 2416:l3-20, 245615-11.
149 Tr. at 2434:8-11, 243513-7.
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1 The s e  cus tom e rs  would  inc lude ,  m os t no ta b ly,  a ll re s ide n tia l,  S G S  a nd  propos e d

2 MG S  cus tom e rs ,  i.e . ,  thos e  too  s m a ll to  be  cos t e ffic ie n tly m a na ge d  due  to  the  a dd itiona l b illing

3 ne e de d  to  a c c oun t fo r the  m e c ha n is m  a nd  s om e  la rge r c us tom e rs  who  qua lify bu t op t ou t due  to

4 in te rna l cos ts  or ine xpe rie nce  in  a n  unre gula te d  m a rke t. l51 In  e s s e n c e ,  E R -l4  m a y h e lp  c h o o s e

5 winne rs  a nd lose rs  within the  bus ine ss  community.152

6 S ta ff is  a ls o  oppos e d  to  the  Com pa ny re c oup ing  a ny a lle ge d ly lo s t buy th rough  re ve nue

7 a nd /o r a ny de fe rra l o f a lle ge d ly lo s t buy th rough  re ve nue ,  inc lud ing  re c oup ing  lo s t inc re m e n ta l

8 re ve nue s  through the  LFcR.153 S ta ff s ubm its  tha t,  s ince  ER-14 is  not a va ila ble  to  a ll cus tom e rs ,  it

9 a ppe a rs  tha t its  be ne fits  would flow through only to thos e  cus tome rs  a ble  to us e  the  buy through a nd

10 it would be  ina ppropria te  to  cha rge  a ll cus tom e rs  for be ne fits  tha t a ccrue  prim a rily to  only a  s e le c t

l l few. 154

12 S ta ff would  furthe r s ubm it tha t it is  p re s e n tly unce rta in  to  wha t de gre e ,  if a ny,  a doption  of

13 ER-14  o r a ny o the r p ropos e d  buy th rough  p rogra m  would  a dve rs e ly a ffe c t o the r TEP  c us tom e rs .

14 Ho we v e r,  AE C C  h a s  a c kn o wle d g e d  th a t e lig ib le  c u s to m e rs  wh o  q u a lify fo r th e  lo tte ry wo u ld  b e

15 be tte r off tha n those  of the  s a me  cla s s  tha t do not.155 AECC ha s  a lso a cknowle dge d tha t cus tome rs  of

16 the  s a m e  e lig ib le  c la s s  who  op t ou t a nd /or a re  no t chos e n  to  pa rtic ipa te  would  he lp  fund  the  buy

17 through but a s s e rts  tha t thos e  cus tom e rs  would be  be tte r off unde r Mr. Higgins ' propos a l tha n unde r

18 a ny o the r pa rty's  re ve nue  a lloca tion .156  As  pre v ious ly no te d ,  S ta ffs  s ta nce  on  a doption  of a  buy

19 th rough  is  p re m is e d  on  the  la c k o f a ny a dve rs e  e ffe c t o r c os t on  a ny o the r c us tom e r. AE C C 's

2 0 conte ntion tha t e ligible  cus tome rs  who qua lify for but opt out of the  progra m a nd/or a re  not chos e n in

2 1 the  lo tte ry a re  s till be tte r off ra te  wis e  tha n the y would ha ve  be e n a bs e nt the  buy through doe s  not

22 e lim ina te  the  fa c t tha t o the r cus tom e rs  would  be  a dve rs e ly a ffe c te d  by its  a doption . S ta ff wo u ld

23 s ugge s t tha t th is  fa c tor be  ta ke n  in to  cons ide ra tion  by the  Com m is s ion  whe n  de c id ing  whe the r to

2 4

25

26

2 7

28

150 Ex. s -12 a t 20
151 Id. a t 20-21
152 Id. a t 21.
153 EX. s-10 a t 47.
154  Id

155 Tr. a t 1009:3-8.
156 Tr. a t 1023:10-22, 102511-5.
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2

3

1 adopt a  buy through. It is  a lso important to note  tha t the  Commiss ion did not approve  a  buy through

in the  UNSE docke t.

5. Prepaid ta r#

4 In  its  Applica tion , TEP  propos e s  a  P re pa id  Ene rgy S e rvice  ("P re pa y" or "P ES ") ta riff

5 inte nde d to provide  cus tome rs  with a nothe r option to ma na ge  the ir e ne rgy cos ts .157 As  propose d,

6 PES cus tomers  will be  able  to prepay an amount toward the ir e lectricity use  (in lieu of rece iving and

7 pa ying a  monthly bill), "tra ck a nd re ce ive  fe e dba ck a bout the ir e ne rgy us a ge , cos ts  a nd othe r

8 information to save  money and energy99158 and thereby have  a  grea te r awareness  and control over

9 the ir e ne rgy cons umption, a nd bypa s s  ce rta in de pos its  a nd fe e s  us ua lly re quire d to  gua ra nte e

10 pa yme nt.159 According to the  Compa ny, the  P re pa y progra m is  a  s ta nd-a lone  ta riff e xclus ive  of

l l ce rta in othe r pricing options  a nd will be  a va ila ble  to a ll re s ide ntia l cus tome rs  e xce pt thos e  whos e

12

Be ne fits  of the  P re pa y progra m promote d by the  Compa ny include : wa ive r of the  cus tome r

14 re s ide ntia l s e rvice  de pos it for s ure ty of pa yme nt a nd re conne ction/dis conne ction fie ld  s e rvice

charges , no assessment of la te  payment fees  for non-payment, participants  will not be  required to pay

off pas t due  ba lances  in orde r to pa rticipa te  when us ing a  75/25 debt reduction plan, access  to da ily

e ne rgy use  informa tion to he lp unde rs ta nd a nd control e ne rgy usa ge , a cce s s  to cus tomiza ble  low

13

15

16

17

18

19

20

21

22

23

24

25

26

27

28

ba lance  a le rts  to a ss is t cus tomers  in managing ene rgy use  and payment scheduling, and Company

provide d e ne rgy e fficie ncy tips  a nd e duca tion ma te ria ls .'6l Cus tome rs  with outs ta nding ba la nce s

would be  e ligible  to e nroll in the  P ES  pla n by e ithe r pa ying off the ir outs ta nding ba la nce  prior to

e nrollme nt or pa rticipa ting in the  75/25 de bt re duction pla n whe re by 75 pe rce nt of e a ch pa yme nt

would  be  a pp lie d  to  the ir p re pa id  e ne rgy b ill a nd  25  pe rce n t a pp lie d  towa rd  re ducing  the ir

outs tanding ba lance .162 TEP pos its  tha t non-pa rticipa ting cus tomers  a lso bene fit indirectly from the

incrementa l improvement in cus tomer-facing technology required to implement such se rvice  and the

157 EX. TEP-1 at 6, Ex. CAJ-3 at Sheets 108 to108-2.
15*: EX. CAJ-3 at Sheets 108 to 108-2.
159 EX. TEp-33 a t 6:5-6 (smith Direct).
160Id  a t 6.
161Id. a t 7.
162Id. a t 7 .
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1

2

3

4

5

6

7

8

9

1 0

e xpe cte d re duction in cus tome r ba d de bts  a nd re la te d cos ts  a nd write -offs  which a re  routine ly

recovered through rates charged to a ll customers.l63

TEP has  a lso proposed to incorpora te  in the  Prepay program protections  for medica lly fragile

a nd othe r vulne ra ble  cus tome rs  s imila r to those  provide d by AP S 's  progra m. The se  include : non-

e nrollme nt for a ny cus tome rs  known to ha ve  s ignifica nt me dica l conditions  or who re quire  the

a s s is ta nce  of e le ctrica lly powe re d me dica l de vice s , non-e nrollme nt for cus tome rs  who ha ve  not

a cknowle dge d tha t the y Lmde rs ta nd the  te rns  a nd conditions  of the  PES  a gre e me nt, provis ion of a

P re pa y S e rvice  Agre e me nt a nd We lcome  P a cke t conta ining e duca tiona l informa tion a bout e ne rgy

e fficiency opportunitie s  and ava ilable  incentives , Company provided ba lance  a le rts  via  a  cus tomer's

pre fe rred communica tion channe l (phone , text or ema il) and low ba lance  a le rts  when the ir re funded

11

1 2

1 3

e ne rgy ba la nce  fa lls  to $19 a nd be low, disconne ctions  will only occur a fte r a  gra ce  pe riod followe d

by a  No Cre dit Dis conne ct a le rt"'4 no le s s  tha n two hours  be fore  a n a ctua l dis conne ction would

occur,l65 no dis conne ctions  during e xtre me  we a the r e ve nts ,

1 4

a nd TEP  provide d docume nte d

disconnection his tories  to limited-income customers  to support bill ass is tance  app1ica tions.l66

1 5

1 6

1 7

1 8

1 9

20

21

ACAA oppose s  the  P ES  progra m due  to the re  s till be ing s ignifica nt une xplore d is sue s  with

the  re s ults  of the  AP S  progra m upon which it is  ba s e d.167 In pa rticula r, ACAA conte nds  tha t the

disconne ct e ffe ct is  like ly unde rre porte d a nd re porte d sa vings  a ttributa ble  to pre pa id me te ring ma y

jus t be  a  coincide nta l re sult from the  de cre a se d consumption of low-income  cus tome rs .168 ACAA

a lso dispute s  the  Compa ny's  cha ra cte riza tion of the  progra m a s  "optiona l" or "volunta ry" cla iming

tha t, while  no one  would be  directly forced into joining the  program, when a  cus tomer cannot a fford a

de pos it, the y a re  offe re d the  "choice " of pre pa id e le ctricity ve rsus  no e le ctricity.169 ACAA furthe r

22 conte nds  tha t pre pa id e le ctricity is  prima rily offe re d to low-income  cus tome rs  which s ugge s ts  the

23

24

25

26

27

28

163 Id.at 7-8.
164 As noted by TEP witrless  Smith, the  Company has requested the  ability to provide  a  No Credit
Disconnect a le rt and seeks  a  wa ive r of A.A.C. R14-2-211 which require s  a  written notice  prior to
disconnection.

MME
166 Id. at 8-9.
167 EX. ACAA-1 a t 14 (Zwick Direct).
168 Id

169 EX. ACAA-2 a t 19 (Zwick Surrebutta l).
25



1 be ginning of offe ring a  "s e cond cla s s  s e rvice " to cus tome rs  una ble  to a fford de pos its .'70 ACAA

2

3

4

5

6

7

8

9

1 0

11

12

13

14

1 5

16

cla ims tha t prepa id cus tomers  buy power more  frequently than pos t-pa id cus tomers  which, when the

additiona l fees  incurred for such payments  a re  combined with the  proposed $5 increased fixed charge

and trave l cos ts  to payment s ta tions  a re  cons ide red, a  cus tomer may save  ene rgy, but is  unlike ly to

save  money.171 ACAA asse rts  tha t Prepay cus tomers  should be  offe red a  discount for pa rticipa tion,

not cha rge d more  for joining tha t progra m.m ACAA a ls o obje cts  to the  four hour "gra ce  pe riod"

propos e d a fte r a  No Cre dit Dis conne ct notice  is  give n cla iming s uch provis ion is  like ly to re s ult in

additiona l charges  and costs  to those  least able  to a fford them.173 ACAA submits  tha t it is  dangerous

to cut off e lectricity to a  household and it should only be  done  a s  a  la s t re sort, not automatica lly a s  a

backs top for utility collections ..74

ACAA a ls o obje cts  to TEP 's  propos a l to include  the  P ES  progra m in its  Ene rgy Efficie ncy

("EE") implementa tion plan due  to the  lack of da ta  to back it up.175 ACAA asse rts  tha t depriva tion is

not conse rva tion a nd should not be  counte d towa rd the  Compa ny's  EE pla n.176 Ms . Zwick opine d

tha t the re  a ppe a re d to be  some  incons is te ncie s  in the  Compa ny's  a s se rtions  re ga rding the  P re pa y

progra m including the  infe re nce  tha t it would not be  via ble  e conomica lly if it is  doe sn't re ce ive  the

EE designation.177

17 SWEEP a lso oppose s  the  P re pa y ta riff178 a s  not be ing in the  public inte re s t.179 SWEEP

1 8

19

genera lly does  not support Prepay ta riffs  a s  a  s tand-a lone  because  they end up be ing ha rmful to low

income cus tomers .'80 However, SWEEP contends  tha t, if the  PES ta riff is  approved, it should re flect

20

24

27

21 170 Ex. ACAA-1 a t 14-15, EX. ACAA-2 a t 23, Tr. a t 615:l-12, 63l:7-l0.
171 Ex. ACAA-1 a t 15, 24-25, Tr. a t 613:24-614:9.

22 172 EX. ACAA-1 a t 15.
23 173 Id. a t 15, 25.

174 Id

175 Tr. a t 625:18 -626:1.
176 EX. ACAA-1 a t 27.

25 177 Tr. a t 611:1-8.
178 SWEEP treats  this  issue  as two distinct offerings to customers: the  prepay tariff and the  prepay

26 "program" which encompasses  the  "enhanced cus tomer educa tion information and behavior feedback
program." SWEEP contends  tha t the  "program" should be  cove red in TEP 's  EE implementa tion plan
proceeding and asserts  tha t the  Company (Smith Rejoinder) agrees . Tr. a t 555:6-13.
179 EX. SWEEP/WRA-l a t 30 (Bla tz Direct), Ex. SWEEP/WRA a t 21 (Baa tz Surrebutta l).
180 Tr. at 55416-8, 13-16.

28

26



1 cos t s a vings  to TEP  a nd a llow Life line  dis counts  for low income  cus tome rs .'81 S WEEP /WRA's

2 witne s s  Bre ndon Ba a tz re comme nds  modifying the  P re pa y ra te  by lowe ring the  monthly s e rvice

3 cha rge  a nd discounting the  volume tric e ne rgy ra te .182 In a ddition, S WEEP  ha s  conce rns  tha t the

4 P re pa y progra m will pos e  s ignifica nt ris k to e lde rly a nd limite d-income  cus tome rs  be ca us e  of the

5 potentia l for immedia te  e lectrica l se rvice  cutoff for nonpayment, the  la ck of s te ady income  for some

6 cus tome rs  a nd the ir la ck of unde rs ta nding the  cons e que nce s  of nonpa yme nt.183 Mr. S chle ge l

7 e mpha s ize s  tha t it is  impe ra tive  for the se  progra ms  to be  imple me nte d for only those  cus tome rs  for

8 whom pre -pa yme nt is  a  re a sona ble  a nd a ppropria te  option.184 Towa rd tha t e nd, SWEEP notes  tha t

9 consumer protections  a re  e ssentia l and tha t the  PES program and ta riffs  not be  used sole ly a s  a  utility

10 re ve nue  colle ction s tra te gy.l85

l l SWEEP a lso contends  tha t it is  premature  to make  a  de te rmina tion as  to whe the r the  Prepay

1 2  p ro g ra m should qua lify as EE g ive n  th e la ck of a de qua te and appropria te energy

13 conservation/management education and usage feedback.186 Given this, SWEEP believes the  issue of

14 Prepay as EE should be  addressed in TEP's  EE implementa tion plan process, not in this  ra te  case .187

15 Staff is  not opposed to the  Prepay program provided it is  offe red as  a  pilot program for a t least

16 twenty-four (24) months .188 TEP, through the  rebutta l te s timony of its  witness , Denise  Smith, agreed

17 to offe r the  P ES  a s  a n optiona l pilot progra m.189 ACAA witne s s  Ms . Zwick re la te d tha t ACAA s till

18 oppos e s  the  progra m a nd re que s ts  its  de nia l but furthe r s ta te s  tha t, if it we re  a pprove d by the

19

20 In its  re butta l te s timony, TEP  modifie d upwa rd the  propos e d kph ra te s  which would be

21 applicable  to the  Prepay program. The  firs t Ene rgy De live ry ra te  to be  a ssessed in both summer and

22

23

24

25

26

27

28

181 EX. SWEEP/WRA-1 at 31-32.
182 Id at 3.
183 EX. SWEEP-1 a t 14 (Schlegel Direct), EX. SWEEP-2 a t 6 (Schlegel Surrebutta l).
184 Ex. SWEEP-1 at 14.
185 Id

186 14 at 15.
187  Id

188 EX. s-16 a t 5, 20 (Connolly Direct).
189 EX. TEp-33 a t 3 (smith Rebutta l).
190 EX. ACCA-2 at 18.
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1 winte r for the  firs t twe nty (20) kph pe r da y wa s  incre a s e d from $0.064000 to $0.065000 a nd the

2 second ra te  of $0.079000 to be  applied to kph over twenty (20) pe r day was  increased to $0.084000

3 from $0.079000.191 The  proposed PES a lso now includes  a  $17.00 monthly BSC to match the  Basic

4  Re s ide n tia l fe e  a nd  inc lude s  $5  e qu ipme n t a nd  s ys te ms  a dde rs  b ring ing  the  to ta l mon th ly

5 fe e s /cha rge s  to $22.00.192 Be ca us e  TEP  is  una ble  to de te rmine  whe n in the  da ily billing cycle  a

6 Pre pa y cus tome r would move  from one  e ne rgy ra te  to the  ne xt, the  Compa ny is  propos ing to use  a

7 we ighte d a ve ra ge  of the  Re s ide ntia l Ele ctric S e rvice  ("RES ") e ne rgy ra te s  to ca lcula te  the  firs t tie r

8 energy ra te  for the  Prepay program, the  energy ra te  for the  second tie r would be  equa l to the  proposed

9 s e cond tie r RES  e ne rgy ra te . This  propos a l re s ults  in a  s lightly highe r firs t tie r e ne rgy ra te  for the

10 Prepay program than the  RES.193

l l In re sponse  to TEP 's  proposa ls , S ta ff recommends  reducing the  BSC for s tanda rd re s identia l

12 ra te s  from $17.00 to $15.00 a nd re vis ing the  firs t tie r e ne rgy ra te  to $0.064008 a nd the  s e cond tie r

13 ene rgy ra te  to $0.080588.194 In addition, irre spective  of the  poss ible  difficultie s  TEP may encounte r

14 in de te rmining whe n a  cus tome r move s  to the  ne xt e ne rgy tie r, S ta ff be lie ve s  the re  s hould be  no

15 difference  in the  energy ra tes  charged in the  Prepay program and RES, especia lly because  the  former

16 would be  a  pilot progra m195 a nd this  would re duce  cus tome r confus ion.196 S ta ff pos its  tha t, a s  the

17 Compa ny will be  a ble  to re vie w the  RES  ra te  s tructure  a t the  e nd of the  pilot progra m, s hould it be

18 able  to prove  it can accura te ly de te rmine  when a  cus tomer moves  into the  highe r kph usages , S ta ff

19 would recommend tha t P repay ra te s  equa l the  RES197 If not, the  PES should equa l the  RES firs t tie r

20 e ne rgy ra te  for a ll kph usa ge .198

21 In addition, S ta ff continues  to object to TEP 's  proposa l to include  the  Prepay program as  pa rt

of its  2016 EE portfolio. S ta ff ma inta ins  tha t the  P ES  is  a  billing option, not a n EE progra m a s  the

pe rce ived ene rgy conse rva tion may s imply be  a  re sult of cus tomers  running out of money and be ing

22
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26

27

28

191 Ex. S-17 a t 1 (Connolly Surrebutta l).
192Id .

193 Id. at 2.
194Id  a t 2.
195Id .
196Id  a t 3.
197Id

198 Id.
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1

2

3

4

dis conne cte d.l99 TEP  ha s  a s s e rte d tha t if the  P re pa y progra m is  not a pprove d a s  pa rt of its  EE

portfolio, the  da ta  management tools  may not be  made  ava ilable . It is  S ta ff' s  unde rs tanding tha t the

Compa ny pla ns  to cha rge  a  $2.00 fe e  for those  sa me  tools  a nd thus  is  not a  ba s is  for including the

program as part of its EE p01tf01i0.200

5 S ta ff is  ope n to the  pos s ibility tha t P re pa y cus tome rs  ma y be  willing to volunta rily modify

6 the ir e ne rgy us a ge  with cons e rva tion e fforts . Howe ve r, S ta ff be lie ve s  tha t TEP  s hould us e  S ta ffs

7 propose d twe nty-four month pilot progra m to ge ne ra te  da ta  to prove  this  point.201 Inte re s tingly, a s

8 grounds for disputing S ta ffs  position, TEP asse rts  tha t "there  is  a  s trong case  to be  made  tha t Prepay

9 is  ve ry s imila r to othe r be ha viora l... [EE] progra ms" a nd tha t it is  ultima te ly a  policy de cis ion for the

10 Commis s ion a s  to whe the r P re pa y provide s  EE s a vings  a nd s hould be  include d in the  Compa ny's

l l next EE Implementa tion P lan.202 However, TEP then re fe rences  its  proposed third pa rty eva lua tion

13 is  cons is te nt with S ta ff's  propos a l to us e  the  da ta  ge ne ra te d from the  pilot progra m to ma ke  s uch

14 a s s e s s me nt, a lbe it be fore  P re pa y is  ma de  a  pa rt of the  Compa ny's  EE Imple me nta tion  P la n .

Moreover, in address ing ACAA concerns  rega rding the  me thodology used to eva lua te  ene rgy

conserva tion in other Prepay programs, TEP acknowledges  tha t "this  ra te  case  asks  only for approva l

of the  progra m a s  a  billing option [a nd tha t] the  prope r ve nue  for de ba ting the  P re pa y progra m's

s trongly be lieves  tha t the  Commiss ion should utilize  the  twenty-four months  of P repay pilot program

da ta  to de te rmine  whe the r tha t progra m re sults  in EE be fore  it's  ma de  a  pa rt of the  Compa ny's  EE

Implementa tion P lan.

In sum, Staff' s  recommendations for the  Prepay program are  as  follows:

- The  program be  approved as  a  P ilot Program for a t leas t twenty-four months ,

15

16

17
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If TEP  prove s  it is  a ble  to a ccura te ly de te rmine  whe n a  cus tome r move s  into the  highe r

199 Id a t 4.
200 Id
201 Id

202 Ex. TEP-35 a t 2 (Smith Rejoinder).
203 Id

204 Id at 4.
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1

2

usage  kph, the  ene rgy ra te s  for the  program should equa l the  ene rgy ra te s  of the  RES. If
TEP is  unable  to accura te ly de te rmine  when a  cus tomer moves  into the  higher usage  kph,
the  e ne rgy ra te  for the  progra m should e qua l the  firs t tie r e ne rgy ra te  of the  RES  for a ll
kph us a ge ,

3 The  program exclude  cus tomers  re lying on an e lectrica l device  for medica l surviva l,

4 The  program not be  included in TEP 's  EE portfolio,

5 TEP rece ive  a  wa ive r from providing a  written disconnect notice  a s  required under A.A.C.
R14-2-211(D) for purposes  of this  program,

6
TEP Life line  cus tomers  be  a llowed to pa rticipa te  in the  program,

7

8
TEP  modify it P re pa y S e rvice  Agre e me nt in a ccorda nce  with S ta ff's  re comme nda tions
a nd file  it with S ta ff for a na lys is , re vie w a nd a pprova l prior to the  imple me nta tion of the
progra m,

9

10

11 permanent basis ,
next ra te  case  declslon,

TEP  should provide  to S ta ff the  third-pa rty eva lua tion of the  P repay program within s ixty
(6 0 ) d a ys  o f th e  c o m p le tio n  o f th e  e va lu a tio n . TE P  s h o u ld  a ls o  in c lu d e  its
re comme nda tion  a s  to  whe the r the  P re pa y progra m s hould  be  imple me nte d  on  a

continue  a s  a  P ilot progra m for a n e xte nde d pe riod of no more  tha t the
or be discontinued,205

12

13
Inclus ion of a  $5 a dde r to cove r the  cos ts  of e quipme nt a nd sys te m imple me nta tions  for
the program,206 and

14 The  inclus ion of Section 20 of the  Prepay Service  Agreement which addresses  the  clos ing
of Prepay accounts due to nonpayrnent.2

15

16 6. Low income.

17

18

19

20

21

22

23

24

25

26

In its  la s t ra te  ca se , the  Company began a  trans ition to the  inclus ion of Life line  cus tomers  on

e xis ting re s ide ntia l ra te s , but with a  fixe d Life line  dis count. Unde r this  conce pt, Life line  cus tome rs

ca n e a s ily de te rmine  the ir dis count a nd the  impa ct on the ir bills  if the ir fina ncia l s itua tion we re  to

improve . The  e xis ting $9.00 Life line  dis count for the se  Life line  cus tome rs  is  s imple  to unde rs ta nd

1990s  with s ubs ta ntia l dis counts ) a nd the re  a re  multiple  configura tions  of the  Life line  dis count

(27).209 The  Company is  proposing to increase  the  discount to $15.00 and further consolida te  the  27

For e xis ting froze n Life line  ra te  cus tome rs  the  Compa ny is  propos ing us e  a  fla t monthly $15

discountzu from the  standard residentia l ra tes and in some cases a lso reduce the  Basic Service  Charge

27

28

205 EX. S-l7 at 5-6 (Connolly Surrebuttal), EX. TEP-34 at 5 (Smith Rebuttal), Tr. at 2884222-25.
206 EX. s-17 at 3.
207Id at 4.

30



208 Ex. TEp-30 a t 58 (J one s  Dire c t).
209 Id.
210 Id. at 57.
211 Id.
212 Id. at 59.
213 Ex. TEp-21 at 19 (Dukes Direct).
214 August 22, 2016 Procedural Order at 2.
215 Tr. at 664-66.
216 Ex. TEp-30 at 77.

3 1

1 in order to approximate the existing subsidies and limit the increase to an amount similar to non-

Lifeline customers.2122

3

4

7_ Grand fathering.

twenty years 213

5 In conjunction with the Company's proposed changes to net metering and rate design for

6 partial requirements customers, the Company was also asking that existing net metered customers

7 that have submitted completed applications for interconnection to TEP's facilities prior to June 1,

8 2015, be grandfathered and stay on the existing Net Metering Rider R-4 for a period not to exceed

9 Although this matter  has been bifurcated,  wherein issues related to proposed

10 changes to net meter ing and rate design for  new DG customers are deferred to a  Phase 2 of the

11

12 was addressed in this phase of the proceeding.214 During the hearing although the Company did not

13 withdraw its June 1, 2015 grandfather date, it also acknowledged that based on the outcome in the

14 recent UNSE rate case regarding grand fathering that it would not oppose a grandfather date that

15 coincides with that effective date of the rate order in this case.215

16 8.

evidentiary hearing following a final decision in the Value of DG docket, the issue of grandfathering

a.

In its  or igina l applica t ion,  TEP requested the following changes to its  PPFAC: (1) to

implement a monthly change in the rate (which is currently recalculated only annually) and (2) to

A¢Hustors.

Purchased Power Fuel Adjustment Clause (PPFAC).
17

18

19

20

21

22

23

24

25

26

27

28

allocate these monthly adjustments to the PPFAC costs on the same percentage basis to all rate

classes. Company Witness Jones states, "The PPFAC charge will be a single percentage adjustment

applied to all base rates for all customer classes."216 In addition,  Company Witness Sheehan



discusses the Compa ny's proposed change to make the P P FAC a ro lling average.

The  Compa ny's  curre nt P P FAC include s  a  compone nt ca lle d the  ba s e  cos t of fue l ra te  tha t is

1

2

3

4

e s ta blishe d in a  ba se  ra te  ca se  a nd, the re fore , will be  se t in this  ca se . This  ba se  cos t of fue l ra te  is

5

6

fixed until changed by approval of the  Commission in a  subsequent base  ra te  case .

The  curre nt P P FAC include s  two compone nts  tha t a re  e s ta blishe d outs ide  a  ra te  ca se : the

forwa rd compone nt a nd the  true -up compone nt" The  forwa rd compone nt is  s e t a nnua lly in  a

PPFAC filing made  by the  Company and as  ordered by the  Commiss ion.218 The  las t PPFAC filed by

TEP was  Februa ry 1, 2016.219 The  forward component is  a  projection of fue l and purchased power

costs for the  upcoming 12- month period.220

10 The true-up component is , as  its  designation suggests , the  difference  between the  previous 12-

11 month fore ca s t compone nt a nd the  a ctua l purcha se d powe r a nd fue l cos ts  the  Compa ny incurre d

7

8

9

12 during tha t pre vious  12-month pe riod.

13 The  firs t of the  Compa ny's  P P FAC proposa ls  is  to a lte r the  fre que ncy by which the  P P FAC

14 ra te  is  cha nge d. The  fre que ncy cha nge  is  from a nnua lly to monthly. This  cha nge  would re move  the

15 forwa rd compone nt's  12-month proje ction of cos ts  in fa vor of ca lcula ting a  his torica l 12-month

16 rolling a ve ra ge .221 The  Compa ny s ta te s  tha t the  re a son for the  propose d cha nge  is  to smooth the

vola tility of fue l costs  for customers .22217

18

19

20

21

22

23

24
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27

28

The  second change  proposed by the  Company was to modify the  a lloca tion of the  increase  or

de cre a se  to the  monthly re ca lcula te d P P FAC ra te  from ce nts  pe r kph to a  s ingle  pe rce nta ge  ba s is

across all customer classes.223

Sta ff did not support the  changes  to the  PPFAC as  proposed by TEp224 S ta ff recommended

tha t the  P P FAC re ma in a s  a  ca lcula tion of ce nts  pe r kph. The re  wa s  no e vide nce  pre s e nte d to

suggest tha t customers  would benefit from changing to the  Company's  proposed plan.

217 Ex. S-5 a t 3 (McGany Rate  Design Direct).
218 Id.
219 Id
220 Id

221 Ex. TEP-24 at 42 (Sheehan Direct).
222 rd. at 42: 25-26.
223 EX. TEp-30 at 77.
224 EX. s-5 at 7.
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1 During the  hea ring, S tdf witness  Robey te s tified tha t TEP was  withdrawing its  reques t for changes  to

the PPFAC2252

3

4 The  ECA is  a n a djus tor m e cha nis m  tha t a llows  TEP  to re cove r ca p ita l ca rrying  cos ts  a nd

5 inc re m e n ta l O&M c os ts  re la te d  to  e nvironm e nta l inve s tm e n ts  m a de  b y TEP  a nd  no t a lre a dy

6 re cove re d in ba s e  ra te s  or re cove re d through a nothe r Commis s ion a pprove d a djus tme nt.226 TEP

7 propos e d a  pro-forma  a djus tme nt to ope ra ting e xpe ns e s  to re move  a ll re ve nue s  colle cte d unde r the

8 ECA mechanis m. Thes e  revenues  were  not collected a s  pa rt of ba s e  ra te s , s o they mus t be  excluded

9 fro m  Te s t-Ye a r re ve n u e s  in  o rd e r to  c a lc u la te  n e w b a s e  ra te s .  S ta ff wa s  in  s u p p o rt o f th is

10 adjustment.227

l l

b. Environmental Cost Adjustor (ECA).

TEP further proposed to increase  the  ECA cap from 0.25 percent of prior tes t-year annual

12 revenues  to 0.50 percent of annua l revenues  year-over-year, a s  well a s  convert the  collection of the

13 ECA from an energy-based charge to a  percent-based charge. Staff opposed the changes to the

1 4  E c A2 2 8
c. Demand Side Management Adjustor and Renewable Energy

Standard Tariff.

TEP proposed a  revenue  requirement adjustment which reduced opera ting income by $28.478

17 million for the  REST a nd DsM.229 The se  pro-forma  a djus tme nts  we re  a ssocia te d with re moving te s t

18 yea r revenues  and expenses  recove red through the  adjus tors  from the  Company's  ope ra ting income .

19

20 With respect to the  DSM Plan, S ta ff recommends tha t in TEP 's  next DSM Plan, TEP reassess

21 its  billing cha rge  so tha t a ll cus tome rs , both re s ide ntia l a nd non-re s ide ntia l a re  bille d ba se d on a n

22 energy-based charge .231 Staff recommends tha t the  Company update  its  DSM Plan of Adminis tra tion

23 ("P OA") s o tha t it is  cons is te nt with a ll e xis ting de cis ions . This  fina l P OA s hould be  s ubmitte d for

24

25

26

27

28

15

16

225 Tr. at 146035-12.
226 Ex. S-9 a t 2 (Van Epps  Direct).
227 Id. at 3.
228 Id a t 4.
229 Id. at 3-4
230 Id

231 Van Epps  Sunebutta l, EX. S-22 a t 3-6.
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2

3

4

5

6

1 Commission approval within 60 days of a  decis ion in this  matte r.232

With re spect to the  Company's  REST, S ta ff recommends  tha t the  Company file  a  POA for its

RES T a djus tor cons is te nt with the  P OA file d for UNS  Ele ctric, Inc. S ta ff furthe r re comme nds  tha t

the  P OA incorpora te  a ll e xis ting  pe rtine n t Commis s ion  de cis ions . This  fina l P OA s hould  be

submitted for Commission approval within 60 days of a  decision in this  case .233

TEP testified that these Staff recommendations were acceptable.234

7 9.

8 The  White  Mounta in  s ola r fa c ility ("White  Mounta in"),  a ls o  known a s  proje c t D12P D41

9 S pringe rville  Ge ne ra ting S ta tion loMa  Expa ns ion, is  loca te d 6  mile s  we s t of the  S pringe rville

10 Ge ne ra tion S ta tion a long the  ma in a cce s s  roa d to the  powe r pla nt. White  Mounta in is  100 pe rce nt

l l owned by TEP and was  placed in s e rvice  in December of 2014.235 The  tota l unburdened cos t of the

12 fa cility, including the  inte rconne ction, wa s  $43,193,061.40.236 The  output from the  fa cility is  us e d

13 for s ta tion us e , primarily to power the  we ll-fie ld pumps .237 The  megawa tt ra ting/maximum output of

14 White  Mounta in is  8.25 MWac.238

White Mountain.

During the  cours e  of the  on-going Va lue  of Dis tribution Ge ne ra tion ("DG") docke t (Docke t

No. E-00000J -14-0023), the  production is s ue s  a s s ocia te d with White  Mounta in s urfa ce d with the

17 Company's  provided production da ta  and S ta ffs  ca lcula ted capacity factor.239 The  s ubs tantia lly low

18 ca pa city fa ctor dre w S ta ffs  a tte ntion, e s pe cia lly whe n compa re d to the  othe r ma jor fa cilitie s  in the

19 Compa ny's  s ola r portfolio.

20 S ta ff re que s te d  tha t the  Compa ny continue  to  p rovide  in forma tion  month ly a bout the

production of the  fa cility (both White  Mounta in a nd the  pre -e xis ting S GS  s ola r fa cility) until a  fina l

de cis ion in this  ma tte r, s o tha t S ta ff ca n monitor the  pe rforma nce  of the  fa c ility. The  Compa ny

15

16

21

22

23

24

25

26

27

28

232 Id.
233 Id.
234 Smith Rejoinder Tes t., Ex. TEP-35 a t 2.
235 EX. s - 18 a t 2 (Liu Direct).
236Id .
237Id .
238Id

239Id .
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1 testified tha t it would provide  such information to Sta ff.240

2 RP S  cre dit option.

3 In its  Applica tion, TEP  propose d a  ne w ne t me te ring ride r with thre e -pa rt ra te s  which would

4 be  the  de fa ult ra te  for a ll DG, or pa rtia l re quire me nts , cus tome rs  who submitte d a n inte rconne ction

5 a pplica tion a fte r June  l, 2015.241 Unde r the  ne w ne t me te ring ride r, ne w DG cus tome rs  would be

6 compe ns a te d for e xce s s  e ne rgy a t a  Re ne wa ble  Ene rgy Cre dit ("REC") Ra te  which is  a  ra te  tha t

7 re flects  the  current cos t of utility-sca le  sola r energy tied to the  dis tribution sys tem.242

8 Contra ry to the  Compa ny's  conte ntion, RUCO doe s  not be lie ve  TEP 's  ne w ne t me te ring

9 propos a l s e nds  a ccura te  price  s igna ls  to ne w DG cus tome rs  but is  inte nde d to incre a s e  fixe d cos t

10 recovery.243 RUCO submits  tha t a  ba lance  be tween fixed-cost recovery and proper price  s igna ls  must

l l be  reached.244 While  agree ing tha t the  compensa tion method for DG needs re fonn, RUCO contends

12 tha t TEP 's  propos a l ca n be  improve d by cre a ting more  options  for DG cus tome rs .245 As  a  re s ult,

13 RUCO proposed four options  for DG cus tomers , including a  "RPS Credit Option,"246 none  of which

14 would include  a  ma nda tory or de fa ult ra te , though s ome  re s trictions  ma y a pply.247 The  RP S  is

15 intended to be  a  DG customer option to and s its  a longside  the  more  traditiona l or current ne t mete red

16 ra te  a nd be  in pla ce  during the  inte rim pe riod be twe e n the  e ffe ctive  da te  of the  orde r from P ha se  I

17 he re of the  comple tion of P ha se  IL248 RUCO a s se rts  tha t the  RP S  Cre dit Option is  not de pe nde nt

18 upon the  Value  of Solar docke t.249

19 As  origina lly propos e d, RUCO's  RP S  Cre dit Option cons is te d of a  "buy-a ll s e ll-a ll" cre dit-

20 like  s tructure  which ra te  would be  fixed and linked to REST ta rge ts250 and opera te  conceptua lly like

21

22

10.

23

24

25

26

27

28

240 Tr. a t 92113-20

241 EX. TEP -1 a t 6 .

242 Id. at 7.
243 EX. RUCO-10 a t 31 (Hube r Ra te  De s ign Dire ct).
244 Id

245 Id. a t 32-33, a lso fa ble d a s  RES  Cre dit in RUCO's  Dire ct Te s timony.
246 Id. at 33.
247 Id. at 34.
248 Tr. a t 687-688, Tr. a t 1473:13-15.
249 Tr. a t 1473:20-21.
250 EX. RUc()-10 a t 41.
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1 de clining upfront ince ntive s .251 The  cre dit would be gin a t a  s e t ra te , gra dua lly de cline  a t a  fixe d,

2 pre dicta ble  wa y ove r 20 ye a rs  a s  more  sola r ca pa city come s  online . Ra te s  would be  de s igna te d by

3 "Ca pa city pe r Tra nche " a nd "P rice  pe r Tra nche ."252 The  ba s is  for e a ch ca pa city tra nche  wa s

4 formula te d to cre a te  a n a ve ra ge  ble nde d ra te  a cros s  a ll tra nche s  of a pproxima te ly 7.7 ce nts /kWh,

5 conform to  RUCO's  long-te rm bre a ke ve n a na lys is , a nd be  clos e  to  ye a rly RES T complia nce

6 ta rge ts .253 The  propos e d P rice  pe r Tra nche  de cline  ra te  figure  of 7% wa s  s e t to roughly e qua l

7 his torica l sys te m cos t de cline s .254 The  propose d ra te  for the  fina l tra nche  would be  the  Ma rke t Cos t

8 Compa ra ble  Conve ntiona l Ge ne ra tion ("MCCCG") ra te  plus  a ny a dde r the  Commis s ion de e ms

9 rea sonable .255 As  a  condition to pa rticipa ting in the  RES Credit Option, cus tomers  mus t a ss ign the ir

10 RECs  to the  Company.256 RUCO proposed tha t the  credit ra te  begin a t $0.1 l/kwh which is  the  mos t

l l similar to the current ra te  design.257

12 Othe r inte rve ne rs , mos t nota bly Vote  S ola r a nd EFCA, ha ve  ta ke n is sue  with RUCO's  RES

13 Cre dit Option a nd ha ve  propose d some  modifica tions  to it. According to Vote  S ola r, the  ge ne s is  of

14 RUCO's  RES  Cre dit Option is  a  proposa l in RUCO's  Exce ptions  to the  Re comme nde d Opinion a nd

Order in the  UNSE ra te  case  (Decis ion No. 75697) which was  denoted as  the  RPS Credit Option.258

It is  a n a lte rna tive  for DG cus tome rs  a nd functions  with re ta il ne t me te ring while  ma inta ining a ll

15
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existing ta riff options for such customers.259

Vote  Sola r points  out tha t the  mos t s ignifica nt diffe re nce  be twe e n the  a pprove d UNSE RPS

Cre dit Option a nd RUCO's  propose d RES  Cre dit Option is  tha t the  la tte r is  s trictly a  buy-a ll, s e ll-a ll

ca se  we re  s ignifica nt improve me nts  in tha t the y a llowe d it to function a longs ide  e xis ting ta riffs  a nd

2 5 1  Id

252 Id. at 41-425.
253 Ex. RUCO-11 a t 9 (Huber Surrebutta l).
254 Id. at 10.
255 Id at 10.
256 EX. Ruco-10 a t 42.
257 Id. at 43 .
258 Ex. Vote  Solar-5 a t 8 (Kobor Surrebutta l).
25914. at 8-9.
260 Id at 9 .
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1 gave cus tome rs  the  choice  of se le cting the  cre dit ra te  for a ll ge ne ra tion or jus t for e xports .261 Vote

S ola r is  not oppose d to the  RP S  Cre dit Option but be lie ve s  limite d improve me nts  should be  ma de

including tha t a ll sola r capacity, whe the r or not se lecting the  RPS Credit Option, would count aga ins t

4 the tranches262 and that RUCO's suggested tranches be redesigned.263

2

3

going forward bas is  to accommoda te  new policy directions , te chnology and loca tiona l da ta , e tc. and

ca n be  e a s ily a da pte d to incorpora te  the  outcome  of the  Va lue  of S ola r docke t, if the  Commiss ion

5 Vote  S ola r s ubmits  tha t, in the  e ve nt the  Commis s ion cons ide rs  the  RES  Cre dit Option in

6 Pha se  I of this  ma tte r, it is  importa nt tha t it ma inta in a  s tructure  s imila r to tha t a pprove d in the  UNSE

7 case , i.e ., (1) offe r it a s  an additiona l program to function toge the r with exis ting re s identia l and sma ll

8 comme rcia l ta riff options  for NEM a nd non-NEM cus tome rs  a nd (2) a llow cus tome rs  who se le ct it to

9 ha ve  the  choice  to a pply the  fixe d cre dit to a ll production or only to e xports .264 Vote  S ola r a ls o

10 recommends  tha t the  Commiss ion ca libra te  the  tranches  and ra te s  to ensure  gradua lism and a llow for

11 consistent applica tion of the  outcome of the  Value  of DG docket.265

12 In pa rt be ca us e  of the  Commis s ion's  de cis ion in the  UNS  Ele ctric ra te  ca s e  (De cis ion No.

13 75697 in Docke t No. 15-0142) a nd to a ccommoda te  the  conce rns  of sola r roof top re pre se nta tive s ,

14 RUCO modifie d its  RP S  Cre dit Option to a llow pros pe ctive  s ola r cus tome rs  the  choice  of whe the r

15 they want the  credit ra te  to apply to a ll of the ir production or jus t exports .266 In addition, export only

16 cus tome rs  would fully count towa rd the  ca pa city of a  give n tra nche .267 La s tly, RUCO submits  tha t

17 the  RPS  Credit Option s tructure  is  ve ry flexible , capacity leve ls  and credit ra te s  can be  adjus ted on a

18
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wishes to do $0.268

S ta ff doe s  no t oppos e  the  RP S  Cre dit O ption  be ca us e  it is  jus t tha t . . .  a n  op tion .  Until the

Com m is s ion de c ide s  wha t,  if a ny,  cha nge s  s hould  be  m a de  to  ne t m e te ring  the  RP S  Cre dit Option

provide s  a n a dditiona l option to e xis ting ne t me te ring cus tome rs .

261 Id. a t 10.
262 Tr. a t 2209:10-17.
263 Ex. Vo te S ola r-5 a t 11.
26414. at 10.
265  Id

266 RUCO-11 a t 9 (Hube r S urre butta l).
267  Id

268 Id. a t 11-12.
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1

2

11. Optional demand charge.

As part of its  ra te  des ign changes , the  Company proposed an optiona l three  pa rt ra te  plan for

3 its  res identia l cus tomers . The  proposa l consis ted of the  bas ic se rvice  charge , plus  the  inclus ion a  two

4 tie r monthly de ma nd cha rge .269 The  bre a kpoint for the  two tie r de ma nd cha rge  will be  a t 7 kW.270

5 Billing demand will be  based on the  l-hour maximum measured demand during the  billing month.271

6 The  Delivery Service -Energy charges  have  a  s ingle  tie r and a re  reduced s ignificantly from those  in R-

7 01 to re flect the  fixed cos t recove ry be ing more  prope rly recove red through the  demand cha rges .272

8 All othe r cha rge s  a re  ide ntica l to thos e  in R-01.273 For RES -D-TOU, the  Ba s ic S e rvice , De ma nd,

9 De live ry Services-Energy, and a ll othe r charges  except Base  Power a re  the  same  as  those  for RES-D.

10 The  Base  Power Charges vary by time of use .274

l l According to  Compa ny witne s s  Duke s , the  thre e  pa rt ra te  will re wa rd a  cus tome rs  for

12 lowe ring the ir usa ge  a nd cha nging the ir loa d profile s . Unde r a  thre e -pa rt ra te , cus tome rs  re ce ive  a

13 price  s igna l encouraging them to improve  the ir load factor, which bene fits  the  cus tomer by reducing

14 the ir e lectric bills  and benefits  a ll TEP customers  as  the  sys tem is  used more  e fficiently.275
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S ta ff supports  a  move  to thre e  pa rt time  of use  ra te s  for re s ide ntia l cus tome rs  ove r the  long

term.276 For this  case , Staff is  recommending tha t an optional Three  Part-TOU ra te  be  made available

to both RES and SGS customers.277 This optional ra te  may be  a ttractive  to customers tha t use  energy

efficiently and e ffective ly.278 S ta ff a lso recommends tha t a ll RES and SGS customer bills  include  the

customer's  monthly On-Peak and Off-Peak demands (a lthough the  demand va lues  would not be  used

for billing unless  the  cus tomer has  chosen the  optiona l demand ra te ). 279 The  Company should a lso

de ve lop a  cus tome r informa tion porta l tha t would provide  a ll cus tome rs  with the  a bility to re vie w

269 EX. TEp-21 a t 24. (Duke s  Dire ct)
270 Id
271 Id

272 Id.
273 Id
274 Id

275 Id. a t 26.
276 Ex. S -10 a t 9. (S olga nick Dire ct)
27714. a t 14.
278Id
279 Id
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v . CONCLUSION.

RESPECTFULLY SUBMITTED this 31 st day of October, 2016.

1 their demand and energy consumption and evaluate various option rate forms so that customers can

2 make informed decisions about rates, energy efficiency and emerging techno1ogies.280

3 The issues related to the Company's mandatory demand rates for new DG customers has been

4 deferred to a Phase 2 hearing.281

5

6 For the reasons stated herein,  Staff supports the Settlement agreement as written.  Staff

7  r ecommends  the adopt ion of  the Agreement  by the Commiss ion without  amendment .  S ta ff  s

8 positions regarding cost of service, revenue allocation and rate design and reasonable and should be

9 adopted.
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l l
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R o in  R  M i  he
Wesley C. Van Cleve
Brian E. Smith
Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

280 Id.
281 August 22, 2016 procedura l orde r a t 2-3 .
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