Docket No. E-7, Sub 1146

OFFICIAL COPY

Rebuttal Testimony of

David J. Lewis

aQ
—
o
o
P
o
—
=8
=



clparker1
Typewritten Text
Docket No. E-7, Sub 1146


BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

DOUG LITTLE - CHAIRMAN
BOB STUMP

BOB BURNS

TOM FORESE

ANDY TOBIN

IN THE MATTER OF THE APPLICATION OF
TUCSON ELECTRIC POWER COMPANY FOR
APPROVAL OF ITS 2016 RENEWABLE
ENERGY STANDARD IMPLEMENTATION
PLAN.

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.

DOCKET NO. E-01933A-15-0239

DOCKET NO. E-01933A-15-0322

Rebuttal Testimony of

David J. Lewis

on Behalf of

Tucson Electric Power Company

July 25, 2016

OFFICIAL COPY

Apr 27 2018



£ e b2

o o~ O A

10
11
12
13
14

16
17
18
19
20
21

23
24
25
26
27

I. I T O G IO 0. e veeeveeeseveesteseee et seeeecnnsnss s snsessassesansansaesinsassastensesareenneerseseansressasrassassrassensansas

i1 Computation Corrections to Staff’s and RUCO’s Direct Filings ..o

TABLE OF CONTENTS

I, Rebuttal to Rate Base Adjustments..............

AL POSE-TESE YT PLANE.ooeoeiiveiree et ee e e e rves s ereeme e ets s es st teansaaeeermeerenenaennerns

I

s
Apr 272018

B. Sundt Coal Handling Facilities......c.cccviviiviiiariirrciiisiis et

C. Sundt and San Juan Unit 2 Materials and Suppli€s.....ccoeniciiiiincicccvinniiinncnn

IV.  Rebuttal to Operating Income Adjustments........c.ccovcvrvrcrnenne

L R T

A. TEP Proposed Depreciation Rates ........coccriiiiniiiiciiiicncccriisesicisis e

m o 0w

[, TransmiSSION EXPENSE ......ccoimreimearricriaeirceracsacisssieeans e sarsseranrasasssssssisass s e cas

V. ONCIUSION «ottetinn vt s veieeereseesetteatsasasesssserennssrerassesas aabas s st atsssbenna s srrasns basassansbasaesssssnnsrnnsenses

Exhibits

Exhibit DJL-R-1
Exhibit DJL-R-2
Exhibit DJL-R-3
Exbibit DJL-R-4
Exhibit DJL.-R-5
Exhibit DJL-R-6

Overhaul and Qutage AdJuStmeEnt .......cooivieecrciniiier e cecrences et e
Rate Case EXPENSE ......ooviviivierrnircccnienit it ettt
Long Term Incentive COMPENSATION ....vcvviveiivirccrieiiicrieeitinecenisrneees s earees e

J B8] ¢ gL 4 13 A OSSOSO U RS UUSRUPUN

Comparison of Adjustments to Revenue Requirement
Correction of RUCO Adjustments

Correction of Staff Adjustments

Response to RUCO 11.02

Post-Test Year Projects

Staff Response to TEP 2.1

A2

13
13
14

14

OFFICIAL COPY




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

INTRODUCTION,

Please state your name and business address.
My name is David J. Lewis and my business address is 88 East Broadway Blvd., Tucson,

Arizona 85701,

Did you file Direct Testimony in this proceeding?

No.

On whose behalf are you filing your Rebuttal Testimony in this proceeding?
My Rebuttal Testimony is filed on behalf of Tucson Electric Power Company (“TEP” or

*Company ™).

What is your position with TEP?

I am the Manager of Revenue Requirementis for UNS Energy Corporation (“UNS
Energy™), an indirect, wholly owned subsidiary of Fortis Inc. (“Fortis”). T am responsible
for monitoring and determining revenue requirements for all the regulated subsidiaries of

UNS Energy, including TEP.

Please describe your education and experience.
I hold a Bachelor of Science in Business Administration, a Master’s of Business
Administration and a Master’s of Science in Accountancy. 1 have over 13 years’

experience within the utility industry.

Prior to working for UNS Energy, I was employed by Green Valley Water Company as the

principal accountant reporting directly to the Controller.
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Before then, I was the business support analysis for Raytheon Missile Systems NAPI

facility in Farmington, New Mexico.

Which Commission Staff and/or Intervenor testimony do you address in your
Rebuttal Testimony?

I address certain adjustments thal Staft’ witnesses Donna Mullinax, Roxie McCullar and
Michael McGarry recommend in their Direct Testimonies. 1 also address adjustments that
Residential Utility Consumer Office (“RUCQO”) witnesses Jeffrey Michlik and Frank
Radigan proposes in their Direct Testimonies. Any inadvertent omission of discussion ol

any adjustment should not be considered an acceptance of the position or recommendation.

What else do you address in your Testimony?
| am providing an exhibit (Exhibit DJL-R-1) that summarizes adjustments that the

Company is making in its Rebuttal Testimony.

COMPUTATION CORRECTIONS TO STAFF'S AND RUCO'S DIRECT FILINGS.

Are there computation crrors that you have identified within Staff’s or RUCO’s
Adjustments?

Yes. 1 have provided an attachment, Exhibit DJL-R-2 and Exhibit DJL-R-3, which
summarizes and explains the errors that I have identified and sets forth the corrected

adjustments.

What computation errors did you identify?
As explained in Exhibit DJL-R-2 and Exhibit DJL-R-3, the following errors were

1dentified.
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Correction of Staff’s adjustment E-5 Cash Working Capital. Staff inadvertently
uscd the ACC Jurisdictional factor twice in its calculation.

Staft did not adjust Accumulated Deferred Income Taxes to reflect proposed
changes to Rate Base.

Correction of Staff’s adjustment E-6 Depreciation Expense. Staff’s
methodology to adjust Accumulated Depreciation is incorrect. The Average
Remaining Life depreciation technique used in the current depreciation study. [t
is a self-correcting approach in that its continued application constantly trues up
the proposed depreciation rates over the average remaining life of the property
to assure full recovery of the total asset cost. Therefore, Staff does not need fo
adjust accumulated reserve as proposed. Reducing the reserve balance
overstates the asset value on which the Company is earning a retumn.

Correction to RUCQO’s adjustment IMM-22 Overhaul and Qutage. During the
discovery process, the Company identified a formula error that understated the
amount of test year outage expense. RUCO’s adjustment used the revised
outage expense amounts; however, RUCO’s intent was to adjust test year
outage expense to a normalized amount of $8,127,571. The adjustment
however reduced the filed outage amount proposed by the Company to
$7,165,217. RUCO should have started with the Company’s filed position, not
the revised position since the revised amount was not reflected in the original
revenue requirement they are adjusting from.

Correction to RUCO’s adjustment JIMM-24. The Accrual rates used in RUCQO’s
post-test year adjustment do not reflect what TEP is currently requesting. The
Company’s post-test year pro-forma adjustment calculated ACC jurisdictional
depreciation of §4,137,853. RUCO’s pro-forma adjustment removes

$7,870,808, which is roughly 60% more than the Company’s filed position.

This is because most of the accrual rates used by RUCO were twice that of what
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III.

the Company proposed. RUCO’s pro-forma methodology removed twelve
months of depreciation expense from test year expense for both post-test year
plant and post-test year plant renewables. This is incorrect as explained in the
Company’s response to RUCQ’s data request RUCO 11.2 (attached as Exhibit
DJL-R-4).

RUCO did not adjust Accumulated Deferred Income Taxes to reflect proposed
changes to Rate Base.

Correction to RUCO’s JMM-22 Overhaul and Outage. RUCO did not adjust the
frequency percent to reflect a levelized average over the 2005 through 2015
period. RUCO intended to calculate a levelized average spread over 11 years
instead of 17 years as reflected in their actual adjustment. This error occurred
because RUCQO did not correct the frequency formula, instead they used what
was being calculated in the original pro-forma. Had RUCO corrected the
formula, RUCO’s revised Overhaul and Outage expense would have been

approximately $13.1 million, not the $8.1 million presented in JMM-22.

REBUTTAL TO RATE BASE ADJUSTMENTS.

Post-Test Year Plant.

Did Staff or RUCO make any adjustments to the Post-Test Year rate base amounts
requested by the Company?
Yes, Staff witness Donna Mullinax removed 16 post-test year plant projects, 14 regular

projects’ and three renewable energy projects’. This adjustment reduces ACC

' Staff Adjustment E-1, Mullinax Direct Revenue Requirement Testimony, Table 2, page 9.
? Staff Adjustment E-2, Mullinax Direct Revenue Requirement Testimony, Table 4, page 13.
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jurisdictional original cost rate base (“OCRB™) by approximately $30.6 million.’ RUCO
witness Frank Radigan recommends the removal of all post-test year amounts proposed

by the company. RUCQ’s adjustment reduces OCRB by approximately $80 million.

Q. Do you agree with StaflPs recommendation to remove these 16 Post Test Year plant
projects?
A. No, [ do not. Ms. Mullinax recommends excluding post-test-year plant that was not in

service within six months after the end of the test year. Her recommendation applies to
regular Post Test Year Plant (Staff Adjustment E-1) and renewable Post Test Year Plant
(Staff Adjustment E-2). Her reasoning is that the integrity of using a test year becomes
increasingly blurred as more and more adjustments are made beyond the end of the test

ear period’. However, the Company is only requesting to include the costs incurred
year p

prior to the end of the test vear, and invested in plant items that will be in service and

benefiling customers by the time new rates are effective. We are not asking for inclusion

of any_costs incurred post-test year. These facilities will primarily be used to maintain

service levels and system reliability and will serve existing test year customers.

Q. How much of the ACC Jurisdictional $30.6 million in Post Tcst Year plant removed
from rate base by Staff is currently 1n Service?

A. The $30.6 million in Post Test Year plant is made up of $14.7 million in non-renewable
projects and $15.9 million in renewable projects. For non-renewable projects, of the
$14.7 million identified by Staff, approximately $13.3 million has been placed into
service as of June 30, 2016. The Company expects the remaining $1.4 million to be in
service by the time new rates become effective. For the renewable projects, of the $15.9

million identified by Staff, $7.2 million will be in service by August 31, 2016, and the

* Reduction to rate base of $15.9 million (Mullinax Direct Revenue Requirement Testimony, page 13, line
12} and $14.7 million for non-renewable plant (Mullinax Direct Revenue Requirement, page 9, line 8.
* Mullinax Direct Revenue Requirement Testimony, page 10, line 3 through 6.
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remaining $8.7 million will be in service prior to new rates becoming effective. A list

showing the current status of each of these 16 projects is attached as Exhibit DJL-R-5.

Has the Commission allowed the use of Post-Test-Year Plant before?

Yes. The Commission approved including Post-Test-Year Plant for UNS Electric in the
2013 UNS Electric Rate Order. The Commission has also allowed Post-Test-Year Plant
in numerous other cases, including: EPCOR Water Arizona, Inc., in Decision No. 75268
(December 31, 2015); Chaparral City Water Company, Decision No. 74568 (June 20,
2014); TEP in Decision No. 73912 (June 27, 2013); Arizona Public Service Company
(“APS™) in Decision No. 73183 (May 24, 2012), Rio Rico Utilities, Inc., in Decision No.
67279 (October 5, 2004); Arizona Water Co., in Decision No. 66849 (March 19, 2004);
and Bella Vista Water Co., Inc., in Decision No. 65350 (November 1, 2002). Staff’s
response to TEP Data Request 2.1 shows that the Commission has not limited Post-Test
Year Plant to 6 months and has approved longer periods in a number of cases. A copy of

this response is attached as Exhibit DJL-R-6.

Do you agree with RUCO’s recommendation to remove all of Post-Test Year plant
proposed by the Company?

No. As noted above, the Commission on several occasions has allowed companies 1o
include Post-Test Year plant in rate base. Mr. Radigan believes the Company’s request
for post-test year plant recovery in rates requires a detailed presentation that the large and
continuous build out of infrastructure reflects appropriate, efficient, effective, and timely
decision-making.” As stated in Company witness Mr. Hutchens rebuttal testimony, as
part of the Company’s last rate case, TEP agreed to meet annually with Staff to review
the Company’s actual capital spending and future plans for the upcoming year. The point

of these meeting is to create a frec exchange of information of what the company needs in

* Radigan Direct Revenue Requirement Testimony, page 29, lines 9 through 13
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IV,

order to maintain and improve system rehability and effective service. Mr. Radigan’s

argument is without merit and should not be considered.

B. Sundt Coal Handling Facilities.

Did Staff or RUCO make and adjustment for Sundt Coal Handling Facilities?
Yes, Stafl accepted the Company’s ACC jurisdictional allocation correction to original

filing. This adjustment increased jurisdictional rate base by $20,000.

C. Sundt and San Juan Unit 2 Materials and Supplies.

Please explain the update te the Sundt Coal Handling Facility Materials and
Supplies pro-forma adjustment.
Company witness Frank Marino is supporting this adjustment. The Revised adjustment

increase rate base by $731,117 and reduces operating income by $243,706.

REBUTTAL TO OPERATING INCOME ADJUSTMENTS.

A TEP Proposed Depreciation Rates.

Did Staff or RUCQ adjust the proposed accrual rates as outlined in the 2015
Depreciation Study?

Yes. Staff witness Ms. McCullar recommends: a -5 percent future net salvage percent for
Distribution plant; a final retirement year of 2032 for Sundt Steam Units 1 and 2; North
Loop CT Units 1, 2, and 3; and Sundt CT Units 1 and 2; and the estimated dismantlement
costs be set at current dollars instead of an estimated future dismantlement costs. [ will

address the recommended -5 percent future net salvage percent and the dismantlement
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cost set at current dollars. Company witness Michael Sheehan will address the final year

retirement dates proposed by Staff.

Do you agree with Staff’s proposal that dismantlement cost be set at current
dollars?

No. Ms. McCullar believes it is inappropriate to charge ratepayers now for the estimated
dismantlement cost in future dollars at the time of retirement, and instead proposes to
estimate dismantlement costs in current dollars. This proposal is inappropriate and does
not incorporate all the factors that should be considered in ratemaking, particularly the
equitable treatment of different generation of customers. Afier accruing for terminal net
salvage in current dollars, TEP will have to capitalize net cost of dismantlement in future
years (when the facility is no longer providing service) to be recovered by future
customers and not by the customers presently receiving service from these assets. Ms.
McCullar proposal is designed to reduce rates for today’s customers but to do so at the
expense of tomorrow’s customers. In addition, Ms. McCullar’s approach ignores the
reality of inflation; these future retirement costs will not be paid in current dollars, but

rather in inflated future dollars at the time of retirement.

Is it appropriate to ask current customers to pay for future costs of plant removal?

Yes, the tuture cost to remove plant is part of the service value that it renders to current
customers, and a portion of those costs should be recovered from current customers. As
future costs are recovered from current customers, they are deducted from rate base.
Thus, current customers reccive a benefit as they pay their fair, ratable portion of thosc

Costs.
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Do you agree with StafPs position to set net salvage for Distribution Plant at -5
percent?
Yes. The -5 percent future net salvage represents the 25 year historic average; therefore,

using -5 percent for net salvage is appropriate.

What do you recommend for Dismantlement costs and net salvage for Distribution
Plant?

While TEP strongly believes that the requested Accrual rates provided in the 2015
Depreciation study should be approved, the Company will accept Mrs. McCullar
recommendation of -5 percent future net salvage for distribution plant and dismantlement
costs be set a current dollars in this proceeding. However, in the Company’s opinion it is

just pushing today’s “cost to serve” to future customers.

B. Overhaul and Qutage Adjustment.

Did Staff or RUCO make an adjustment for Overhaul and Outage expensc?

Yes, Staff witness McGarry, used a four-year period (2012 through 2015) to reflect the
typical methodology 10 normalized expense between base rate cases. RUCO witness
Michlik uses an historical average from 2005 to 2015 to reflect overhaul and outage

expenses.

Do you agree with either Staff or RUCO’s adjustment?

No. First 1 will address my concerns with Mr. Michlik’s adjustment. Ignoring the
mathcmatical error explained earlier in my testimony, the Company strongly opposes Mr.
Michlik’s exclusion of outage expense related to Gila River Unit 3. As explained in
greater detail by TEP witness Mr. Sheehan these outage costs are not represented in the

calculation proposed by Mr. Michlik. In the most recent UNS Electric case, Mr. Michlik
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did not oppose recovery of the 25% ownership share of outage expense to be recovered in
UNS Electric’s base rates therefore, the Company does not understand his rationale to

exclude TEP’s share of these same outage costs from TEP’s base rates.

By appropriately including Gila River Unit 3 and correcting for the calculation error;
RUCO’s levelized overhaul and outage expense would be $14.6 million. This is roughly

the same as the company’s revised position.

Staff witness McGarry methodology to “normalize expense” over a four year period
significantly under recovers the actual levelized outage costs. As part of the 2013 TEP
Scttlement Agreement, the Company accepted Staff’s ACC jurisdictional outage expense
of $11.6 million to be recovered through base rates. This adjustment was based on actual
historical costs for the period 2004 to 2011. Mr. McGarry’s proposal to use just a four-
year period will reduce outage costs to roughly $9.1 million. Had the Company used
McGarry’s four year average methodology in the last rate case, the outage expense would
have been roughly $19 million. It seems that Staff’s methodologies are changing
significantly between rate cases with no recognition of the reality of the timing of
outages. Generation overhauls are quite costly and do not occur at regular annual
intervals. In general, minor overhauls are performed every 1 to 3 years and major
overhauls are performed every 5 to 8 years. Thus, a 4 year normalization will completely
miss the cost of major overhauls in some test years, while the normalized cost would
shoot up if the major overhaul falls within the 4 year window. To use such a short
normalization period will lead to extreme volatility in the normalized levels as depicted

on the following tables:

10
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*The chart above depicts lower average cost in years where there are no major outages.
As can be seen by these two graphs using a simple four year average creates huge swings

in levelized outage expense. These swings are attributable to major outages that do not

occur consistently in such short duration periods. Had McGarry used a 10 year historical
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average, the result would have been similar to the requested amount proposed by the

Company in its original filing.

C. Rate Case Expensc.

Did Staff or RUCO dispute the Company’s pro forma rate case expense?
Yes, Staff recommends rate case expense of $900,000 normalized over four years.

RUCO recommends a rate case expense of $950,000 normalized over three years.

Do you agree with Staff and RUCQO’s recommendation?

No. Rate cases are complicated proceedings involving ouiside counsel and consultants.
There are also costs for mailing and publishing notice. There is a significant amount of
discovery that takes place. In addition to the application, there are three rounds of
testimony prepared by the Company. There is a hearing and then post-hearing briefing,
exceptions and open meeting. TEP believes that it is handling its rate cases in the most
cost efficient manner possible as shown by its use of numerous internal personal for

witnesses and rate case costs. TEP should be compensated for its actual costs.

Do you have any other comments on this issue?

Yes. TEP’s rate case involves 26 Interveners and 47 witnesses, and the Company has
responded to over 3,000 data request. TEP incurred over §1 million in rate case expensc
in support of its 2012/2013 rate case even though that case ended in a settlement between
the parties. UNS Electric is currently in a fully litigated rate case and has incurred over
$1 million in rate case expense. Notably, the hearing in that case ran for a full 15 days,
even though there revenue requirement issues were largely resolved prior to the hearing.
Here, the hearing will likely be longer given the increased number of parties and

witnesses, as well as the fact that there arc numerous revenue requirement disputes in

12
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addition to the rate design disputes addressed in the UNS Electric case. TEP’s request to
recover $1.2 million in this proceeding reflects the increasing complexity of rate cases in

Arizona.

D Long Term Incengive Compensation.

Please explain the update to the Long Term Incentive Compensation pro-forma
adjustment.
Company witness Frank Marino is supporting this adjustment. The revised adjustment

increase operating income by $880,967.

E Lime Costs.

Please explain the Lime Cost pro-forma adjustment.

This adjustment removes all of the Lime Cost associated with our jointly owned coal-
fired generating facilities from non-fuel operating cost presently recovered through base
rates and moves them to be recovered in the base cost of fuel. This is the same
methodology that was approved in 2013 TEP Settlement Agreement which allowed TEP
to recover lime expense associated with the Springerville generating station as a variable
cost tied to fuel consumption and reconciled through the PPFAC (See settlement
agreement section 6.2). This section clearly states that, lime cost associated with fuel
consumption are to be recovered as a fuel cost for all of TEP's generation facilities.
During the Company’s last rate case proceeding, only the cost of lime associated with
Springerville was available and, as a result, was the only amount removed from non-fuel
operating cost in the “cost of service” as part of the 2013 TEP Settlement Agreement. As
such, the lime cost for the Companies other coal-fired generating facilities remained a

part of non-fuel costs. We propose to ireat the lime costs at all coal-fired generating

13
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plants in a consistent manner to more accurately classifies and recover fuel-related costs

through base cost of fuel rather than non-fuel rates.

Why did TEP not make this adjustment in its direct filing?

It was an oversight not to include all lime costs incurred at all TEP’s coal-fired
generating facilities in the base fuel cost in the Company’s initial filing. By moving the
lime costs from the non-fuel component of base rates, this adjustment has a zero net

impact to the cost of service.

F Transmission Expense.

Please explain why the Transmission Expense increase operating income by $1.7
million in the Company’s filed Rebuttal?

Sure, Transmission costs are recovered through base rates which reflect the transmission
costs associated with serving retail customers. As a result of the Company reducing its
annualized retail sales to reflect the curtailment of our largest customer’s sight usage.
This adjustment reduces the expected transmission costs in concurrence with the

reduction in transmission revenues included in the adjusted test year revenues.

CONCLUSION.

What is the Company’s reccommendation for revenue requirement?
TEP is requesting a revised increase in non-fuel base rates revenues of $100.6 million, or
approximately 11 percent over adjusted retail electric revenues at current rates of

$609.325 million.

14
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Exhibit OJL-R-1
Page1of5

TUCSCN ELECTRIC POWER

COMPARISDN OF ADJUSTMENTS TO REVENUE REQUIREHENT

TEST YEAR ENDED JUNE 38, 2045

ACC JURISDIC'HON

[ ) EXHIBIT 1 ’ i
- | : - -
T T TEP Tacc Ruco ¢ TP TEP ’ B } )
[ ’ As Fited ’ ' As Filed As I£i|§d Revisad Difference Expl;nation of TéP Revisions
aFié}ﬁal Cost Rate-Base - Una.cljusl.ed $2,108,533,242 | §2,108.583,243 $2, 108 583 241 ; $2.108,583,243 | -
T Rate Base M]gs!m-en.h.i i P i ]
ussdicional Alocaton (Demand and Enarg) y - P (1ae4z2a27) (32.996.481) (32,996.491) 'a";:j;:n"e’ni:algf’: 0 é‘l‘;ﬁdi‘:“ma‘ allocatians except for impacs o rate base
SGS CHF o {41,965.722) (1986722} [41 866,722) {41.235,083) 727,640 | |Impact of ehange to jurisdictonal allocations
Forhs Mergel Rate Base Adjuslmenl - - .[_552.398} ’ [522 3.98} (522, 3.9“8) [517_560] o 4,838 ‘Impact of change to }ur;cl_l-c_ttonal all-ocal.bns T -
Assel Retnremem Obllgatlon ) - - - : - o . i
Posl Test Year Plant 51762029 37124529 | -+ 51000978 (778,051)| 1mpact of changs (o jurisdictional alkocalions T
Post Test Year Plant - Renewabis ’ 20.79¢,266 472919 - 20,432,724 (360.647)| |Impact of changs o jurisdicional allacations
Eél_ayed Un\tlza[lon 13,227, 543 1-3,23?,543 ’ 13,237, 543 13_113,186 ) ul 19_,35?) Impact t;! -d-ﬂange ta jurisdiciiunal allocati(;ns
Accumulated Deferred investment Tax Credit (ITC) 30,341,626 "30,341 626 30341626 30,341 628 , T ’ o '
Acwmulaiad Daferred Income Taxes {58.308.586}: o 58,303, 52!). . fSB,GDB,GaEJ [5.?..-662,694) ) 645992 | 'Impaci of change to Jurlsdlcﬂonal allocations T ]
ADIT Extensuon af Eonus Depremano; o oL T {12.81 4_1?5) b o [15.%?2;-.205}- -f12 6?2 ,205) A_D_I'F_related 1o extensm-ﬁ of bonus (;p_{eaatlon T o
;zm Juan Unn 2 - . - | - [0} {8} .
Sundt Coal Handling faculmas -{-ﬁ9,1 20y 280 (e 20}.- (15.,?39} 3az lmpa-ct.uf change o jurisdi_t:.honal allcations
:::]G;;O{,g;lt 1 Lease Equity frelated to 141% acquisibon . 6865471 ’ 5,855,471 6,855 471 6736607 (118,&54)i |Impact of change 1o ;ur:sdmtmna\ allocations
Sundt & San Juan M&S | 1,225,594 1,225,594 1225594 1,956,711 ° | 73117 :‘increase s doto! Ihe tevision of obsolsla invertory at Sundt
[Head Quarters - . (55,043,008 | - -
Warking Capital : (27,325.154) {19,387.724) (25,313,900} (20.740,139) 6585016 Lr:g:::i:;changes to pro forma adjustrmenis including $160K in jurisdictional
A_c;rr.lula{ed?);-preciation Ed_j-and LTI o T o -_9 020, 000 - o - o h -__’_“ T T - T

Tatal Ad]ustment; (3,905,553}, (30.315.8?5]! [267.935 924) [42.255 127); (38,350,574 | )
- - f H - } B _
Pro Forma OCﬁB 21 04.6?-?,690 2,078,267,357 : 1.840.647 318 2.066,327 116 f33.35D,5T4J B
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Exhibit DJL-R-1
Page 2of &

TUCSON ELECTRIC FOWER

COMPARISON OF ADJUSTMENTS TO REVENUE REQUIREMENT
TEST YEAR ENDED JUNE 30, 2018 ]

ACC JURISDICTION :
EXHIBIT 1 :
. [tk : . . R
Dol [ . -
i TEP i ace RUCO TEP TEP
H As Filed J As Filed As Filed Revised Difference Explanation of TEP Revisions
Froposed Rale of Rebuin 7.34% 5.68%! 6.76%" 7.16%.
Rexquited Operating Income OCRB. $154.416,180 °  §13.763.150 $124.427.759 |  $147.984.232 (6.431,948)"
U S = - - - - ——— = ' [N S B - R
Fair Vahie lncrement of Rale Base $808 601,055 ) $808.600675 . ! §741,672.017 791 548067 (17,051,988
Fair Vahie Rate Base (FVRE) $2913278.745 : $2 BBS B69.000 $2.582,319,188 2 B57 B76 183 (55,402 562)
Proposed FVROR 5.69% 5.00% 5.20% 5.67% -
- e [ I I L _ . R _]
Regured Operating Income on FYRE 65,898,315 | | 144 418 355 134,398 160 158,224 227 (6,674,088}
Implied ROR on Fair \.-I’a-tue incremenl of Rale Base 1,429} 0.70% 1.34% a2% | "
Original Operating Income - Unadjusted 318,274,941 . | $318,271,1a1 $31B271141 . | $318.271 941
Operating Income Adjustments |
CQperating Reveniue Adjustments : i
Lost Fixed Cost Revenue {10,719 ,945) 110.718,945) (10,715,846} (10.719,848) -
Environmarntal Cost Adjustor (1,280,631 i1.260,831) {1.260631) {1,280531) -
REST ang DSM {48, 370,058) 148 370,058) (48,370 058), {48,270.058) -
Hon-Relail & Non Recurning Revenue T TTdasm| i 12,980y | {312,150) (12,1501 |° - . — .
Springeiville nils 3 & 4 {111,813,085) (111 813 083} 1111.813.089) {111.813.088) -
Power Supply Marnagernent {1.098,588). (1.099 586) (1,08%.585) {1.089,586)] -
g:j?n’“u:’ Weathar and Recalculation of Unbilled (4.791,733) | {4.791.733), (3,956.411) (4.791,723)" -
o . L : T T [variance is due to a decrease m kWh sales {rom 5,021M 10 8,881M) and a

Base Cosl of Fue! & Purchased Power {1?,815,595]5 (1?,815,595); {17.815.5558) [32.594.041) (14,??3,446Ji decresse in ihe proposed PPEAC fate (fiom 3.3692 fo 3.2559).
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Exhibit DJL-R-1
Fage 3of 5

TUCSON ELECTRIC POWER

COMP.ARISON OF hDJUSTMENTS TQ REVENUE REQUIREMENT

~ TEST YEAR EHDED JUNE 30, 2015

ACGC JURISDICHON
EXHIBIT 1 ] i
- ! ! _
i T rer acc rUco TEP ' A R ) )
[ ___ ’ i As Filad As Filed i As Filad Revi;é; [ Difference B _E:pi.analian of TEFP Revisions
Miscellanecus Sen.ric_e Revenue i 284 370 284,370 ! 284,370 284370 : -
TEP Headauarters - Retail Space B 250,000 " gs0000 250000 | i 250000 | NN B _ ~
Total Adjustments to Operating Revenues (195,448 418) (195,446,418} (194613 036) |_ {210,226 864) {14,778,448)
GErating Expense Adjustments . . ]
Jurisdictional Aflocation [Demand and Energy) - - i “9'532'13?)i (2.619,840) J (2,51g|340)’ . L":s:z'sfe"':drj‘ﬁ::Jn?;:‘!tjsu;lf;ggctl:o;;:rIlocations excapt or impacts to operating
REST and DSM T {10.:891.998) '[15.691,998) (19.891.996)  (19.768.956) | | 122040 ; |Impact of change fo jurisdictional afiocations
N—Dn Retan & Noh Recurring Revenue {1.696.4213?_ {1 .656.421-]: : (1,696 421) 1, 5-53 540] | 32,881 Impact of change to ;unsduc: s
Spnngerwlle Units 3 & 4 T [34,382,546{ i84,382.5-r1-6“}_'_ : {EM 382 546] (83, 129 33?} ’ _1“.25.‘3,210 Impact of changs to ;unsduchonal allocatlons o ’
Saies of 502 Aih:wances ! - 47 ) 47 47 a7 T ]
Sales for Resale ’ {162.821,057)) (162,621.057) (162,821,057} [162,521 .05?)3 - h ]
Power Supply Manegemem ) (278,075). (278.075) {278,075) (276.645) 1429 | [mpact of change to [urisdictional alkocations
Base Cost of Fuel 8. Purchased Power 226 811827 226.8@11,827 226,811,827 | | 212,033, 380 f14_-??8,447) ] explanahon in Operaltng Revenues secnon- ’
Glla Rivar Q&M | 6,130,954 £.130,964 N -_6,130,964 . 6,024,663 - 7 (106,321}, jImpacl of change In jurisdictional alioc-allons
Sprlngerwlle unit 1 ) nm .558-. 130)! (11.558. 130] (11,558,130 {11.3.84,564] 173,466 | (Impacl of change to jurisdictonal allocations ]
SGE Unit 1 Non Fuel D&M (50 S% Share] - - o 15,243,943 15,243,913 :’-\ddition of nen-fuel pparating casts assccialed with the 50.5% share of 8GS Unit
Overnaul & Ciutage Notmatization . 5,176,482 1.043.941 {870, 213} 5644715 | 468,223 | '::;‘T::i:e:ifﬂas;w:i f:d‘fcrt]g:t;;'ﬁ:;:ﬁ:dl;:j:’: 2??;;g£uw9e expected
Paon Expense o ' _._2.554,?94 __1_.121,186 _5264 ?94 - 2.250.?5?-‘“ [1:1:63?} Impact of change to jurisdictional ;H;matlnns
Payroll Tax Expense 151,051 76,081 161,061 ° 151,051 | - '
Pension & Bene'f'us_ B 2,004,436 2,050,431 1,066,440 1,576,055 (428,361)]_Removed SERP E)f_pense as proposed by Staff ang RUCO.
Posl-Relirement Benefits 1,338,160 1338160 1,339,160 | 1,335,160 - l
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Exhibit DJL-R-1
Page 4 of 5

TUGCSON ELEC TRIC POWER

COMPARISON OF ADJUSTMENTS TO REVENUE REQUIREMENT

TEST YEAR ENDED JUNE 38, 2015

J\CC JURIS DlCT'ION
EXHIBIT 1
i T T - T )
TEF ACC RUCO . . TEF ' TEP
As Filed As Filed As Filed | Revised : D:H’ererlce Explanatlon of TEP Re\rls:ons
! | ' ; Dwring discovery, the company inadvertently included 1,056,578 of capital casl in
- . . ! | X determining the levelized costs to FERC 220, By doing 50, the amount raquested
Short-Term Incentive Compansation 702,960 (2'803'?34” (2.964.033) 1.578.745 875788 was undersiated. The $675,785 is the result of correcling this untdersiatement and
; H iincludss an offsetting $11K due to the change in jurisdictionat allocalions.
Rate Case Expense 107 B34 | {35 208}, __258:34 107 834 - |
[n;urres and Damages 1418 1.41% 1,419 : 1419 - H
Membefshlp Dugs {212,658} E {212 696} [415 963). {21 2 590}, 5 | \tmpacl of change to urisdictional altocalions
Bad Debt Expense {142,193 {148 1898} {143 199) {143 199) - .
San Juan Uit 2 D:recl Operattng Cost {3,821,687) (3,921 687} (3.921 687, {3,869 457) $2.230 [mpacl of changs I.o lelSdlCttOl"lS' a!local!ons
Long Tarm [ncenlwe Compensatmn B8B0.967 - [&38, 9?9;] | - (B80.96T) Remave iong term incentive compensation as proposed by Slaﬂ
% : Decrease is due to removal of 2% inflancn for dismantiement cosls, and a 5%
Depr. & Amon. Expense 8253715 {1,665.318): (8,202,558 1,642 B40 {7.710,875)| fulure net salvage value for distribution asssts. Includes a jwisdichonal allocaton
H ; ‘impact of ($201K)
i .
Post Test Year Planl Dapreciation and Amaortizaton - - - : 4,568,108 4568108 Inciease is due to $4.6M in pos! test year plant and renewables that was
e — - I B B o i ___ inadyartentaly exciuded in the ongmar filing, )
Sundt & San Juan MAS 408,531 408,531 4086831 | ¢ ge2237 | 1 243706 | ‘Increase is due !o an increase in obsolete Sundt coal handimg mvemory
Praperty Tax Expense 3118696 2694635 2,554,799 INeIT0| T4 lmpacz of chanvge to Jurisdictional allocations
Assel Relirament Obkgahon {383.550) 1353,530% 383,590) 1386 ?65 5,825 [mpac! of change o jul’lSdlCT[DnBl allocalions
SGS Common Facilities Lease (1.195.980) {1.195,980) (1,995,980} {1 175 2414} 20736 |Impa nge Io ;unsdlcttonal ailocallons
San Juan I.Im! 1 SCHR O&M 956,223 955223 958,223 938 681 : {16 562) Impacl of change lo jurisdictional allocalions
Foms Merger Operahng Inmme Adjusiment (3 A75. 174} {31.776,174) {31.976,174) {(31.176.174) -
Lime Expense (1.612,486) (1,612,486} Cop’_lpan\_.r removed lime expanse meluded in lesl year related to our joinlly cwned
T ] - ] . facilily. These cosis are recovesed in base cost of fuel
TEP Headquaners - - (942,257 - ) -
Credil Card Processmg Fems 3475500 - - - i (2,475.500)| |Removed credi card processing fees as proposed by S1aff and RUCO.
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Extubit DJL-R-1
Page 5ol b

TUCS0OMN ELECTRIC POWER

COMPARISON OF ADJYSTMENTS TO REVENUE REQUIREMENT

TEST YEAR ENDED JUNE 30, 2015

ACC JURISDICTION
EXHIBIT 1 H
3 i | i : )
- S [ - H - - .
i | ;
TEP ACC f RUCO l TEP ’ TEP
As Filed A= Fited As Filed ; Revised Difference Eaplanation of TEP Revision:
T - - . . H_ N M f " N -
Ingeme Tax Expense (16,130,352} (5.605,887) 15,747 439 (19,043,438)| . (2,919.086) Efe{f;eacst;:;nfnrmny charges and includes offsetting jurisdictional allocation impact
. - . ) \ e : ... |Decrease in transmission expenss reflscts tf".l.e.impmt of a usage reduction related
Transmission Expense Adjusiment a5 464,952 95,464 852 95,464 952 93,718,409 : {1,745 544} ta one of fhe Gompany's larges! customers,
O&0 Insurance - (25,000} (25.153)| - {21.105)| [21.905)| |Accepted S0/50 shanng as propesed by RUCO and $waf.
Lobbying, Employee Recognition, Spot Award, R N (548,024 . _
Wellness - New _ . A .
Severance Pay - - (329,655} [329.668) (329,665}| |Removed severance pay as proposed by RUCO.
5G8 Legal Expanses Lessor Dispute - {1,340,000) - - -
Totad Adjustmants to Operating Expense 24 441 665 B.854,925 [22,305) 10,845,501 {13,556.164)"
Total Net Adjusimenis ) [219,890,083) . {204, 303,347 {194,580,791) (221,072,365} [1.182.282] .
. : . ! R - - ]
Adjusted Operating Incame $96.281,058 §$113,567.794 123,680,350 $97.198,776 ($1,182,282)] *
Dpetating Incoma Deficiency 267,517,257 $30,460,561 $10,717810 $62 025451 {$5,401,808)| |
Gross Revenue Conversion Factor 16223 16223 16223 15223 16223
Increase in Gross Revenue Requirement $109,534,118 $40,400,338 $17.387 842 $100.624 690 ($8.909,428)

Exhibit DJL-R-t.xlsm

OFFICIAL COPY

Apr 27 2018



AdOD YIDI440 810¢ Lz idy

Exhibit DJL. — R -2




Exhibil DJL-R-2
Page 1047

TUCSQON ELECTRIC POWER

COMPARISON OF ADJUSTMENTS TO REVENUE REQUIREMENT
TEST YEAR ENDED JUNE 30, 2015
AGC JURISDICTION

I - _ ; e |
TEP ' RUCO RUCC
As Filed As Filed i As Corrected Difference ' Explanations ¢f RUCQ As Corrected
Original Cost Rate Base - Unadjusted ; $2,108,583,243 . $2,108.583,243 $2.108,583,243 ° -
Rafe Base Adfusiments | - ’
Jurisgictional Aliacafion : {138 422 327} (138,422,327} ; -
SGS CHF (41.966.722)} (41,966 722 {41,966,722) ;
Fortis Merger Rale Base Adjusiment {522,398) (522,398) . (522,398) -
Asset Retirement Obligation - . - ; - -
Post Test Year Plant 51,782,029 1 | - - -
Post Test Year Plant - Renewables i 20,794,266 - - - -
Delayed Unitization 13,237,543 13,237,543 13,237,543 | -
Accumitated Deferred Investment Tax Credit (ITC) 30,341,626 30341826 30,341,626 -
' R . o ) 'RUCO's adjustments to Rate Base did not include comesponding adjustiments o
Accumutated Deferred income Taxes {58,308,688) {58,308.686) (53_.54?,344)7 ] 4,761,342 ADIT. Company adjusted ADIT to reflect rate case adjusiments as proposed by
' : ' - IRUCQ.
San Juan Unit 2 | - © 0 .
Sundt Coal Handling facilities f (19,128} {19,120} (19,128} -
i T e TR I . e - N - —
§GS Unit 1 Lease Equity (retated to 14.1% acqguisition 6.855.474 | 6,855,471 6,655,471 B !
in 2006} - : Lo o : .- _
Sundt & San Juan M&S 1225594 ° i 1,225,694 1,225,594 | -
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Exhitit QJL-R-2
Page 2 of 7

TUCSON ELECTRIC POWER

TEST YEAR ENDED JUNE 30, 2015

ACC JURISDICTION

TEP RUCO RUCO |
As Filed As Filed As Corrected Difference Explanations of RUCO As Cerrected
Head Quarlers l (55,043,003) (55,043 .0800) 3.
e i ' _ e e .
RUCQ adjusted Company's Cash Working Capital worksheet to reflect RUCO"s
P adjustments using ACC jurisdictional values. However, the Company's Cash
Woerking Capital {27,325,154) {25,313,800) (27,351,091} {2,037,191)] |Working Capital worksheet uses pre-ACC jurisdictional values, then adijusts for the
i . ACC jurisdictional ratio by the Revenue Requirements Model. Company correcled
! i i 'RUCO's Cash Working Capital worksheet to retlect pre-ACC jurisdictional values.
o "'l;c;l._a-l_;d_jﬂs_t;e_:{; o {3,805,553} {267,935,924) (265,211,789 2,724,155
Pro Forma QCRB 2,104,6??&690 1,840.847 318 1,843,371 474 3 2724 158
Proposed Rate of Return 7.34% 6.76% £.76%
Reguired Operating Income OCRB $154 416,180 $124427.752 , 1 $124,611,812 184 153
Fair Value Increment of Rate Base | $203 601,055 : £741672,017 - 1738947714 | [2,?-'24.1,303)
Fair Value Rate Base [FYRB) $2,913 278,745 $2,582,319,188 32,582.319,188 . -
Proposed FVROR 5.69% 5.20% 521%
Required Operating Income on FVREB 165,898,315 134,398,160 134 546 280 148,120
Implied ROR on Fair Value Increment of Rate Base 1.42% 1.34%: 1.34%
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Exhibit OuIL-R-2
Page 3of ¥

TUCSON ELECTRIC POWER

COMPARISON OF ADJUSTMENTS TO REVENUE REQUIREMENT

TEST YEAR ENDED JUNE 30, 2015

ACC JURISDICTION

-TEP

RUCO

Revenue

Cperating Expense Adjustments

!
!
k4
1

(2500007 ¢

o As Filed i B As Filed ' As Corrected | Dil:feren;:e Explanatioﬁ-s ofRUCO As Currected B
I - L | . _ L o
_Origina[ Oper_a_t_iig [n_cul_'r!e - !Jr_:adjusted , ____$31B,2?1.141 ! 5318.2'{‘!_,_111 i $318.271,141 : L
N i | n
Operating Income Adjustments i T P
Ogeraﬁ-ng_l':eve.n.ue .Adiustmem‘s - i o ! E ' . o Jir_r o o
Lost Fixed Cost Revenus (10,?15,546) ; (10,?19,945)§ - _-_(_1_5,7;15,.@«-1:5)? 7 o - o
|Environmental Cost Adjustor - (1,260.631;- i {1,260,631) {1,260,631); | L | B S
RES;"E and DSM ) (48,3?(5,(_3-5_53; - {48,370.058) (48.3?0,(-)5-3;)7_“ S - ' - ]
Non-Retail & Non Recurring Revenue C (112.150) (2,150 | (112,450), - h
Springe;’-\;’illé-l]r;:i; 384 - 111,813,089 ; (1"}_1,813,089) (111,813,089): B S
Power Supply Management  (1.099,585) (1,099,586) (1,099,586)! -
Customer, Weather and Recalculation of Unbiled (4.791.733) (3.956.411) (3.956,411); .
Base Cost of Fuel & Purchased Power (17,815,595} {17 815,595} (1?.815,595}% -
I\u'-'[i-soellaneous Service Re-venug - - 284,:-3_?_0 284,370 T 2843?0 i [ - o — __ﬁ
I iRUCO removed the entire value of the building including the valug of the retail
TEP Headguarlers - Retail Space 250,000 250,000 - (250,000 'spece. Since the retail space is no fonger in rate base, Company eiiminated the
: - rent credit 10 avoid RUCQ's double counting.
 Total Adjustmants to Operafing Revenuss (195,448,418} {194,613,686) (194,863,096); e T
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Exhibit DJL-R-2
Page 4 of 7

TUCSON ELECTRIC POWER

" COMPARISON OF ADJUSTMENTS TO REVENUE REQUIREMENT
TEST YEAR ENDED JUNE 30, 201§

TEP

ACC JURISDICTION

RUCOD

RUCO

: As Filed As Filed i As Corrected Difference Explanations of RUCO As Corrected

REST and DSM W {15,891,996) {19,891,986)| i (19,891,998 i -

Mon-Retail & Mon Recurring Revenue {1,696,421) (1,696,421) {1,696 4217) i - :

Springervilie Units 3 & 4 (84,382,546} {84,382,546) (84,382 546.45) -

Sales of SO2 Allowances 47 47 47 i

il ; —— U — H -

Sales for Resale ) {162 821,057} {162,821,0567) (162,821,057} - !

Power Supply Management {278,075) {278,075) {278,075) - E

Base Cost of Fuel & Purchased Power 226,811,827 226,811,827 226 811,827 - :

Gila River 04M 8,130,964 6,130,964 6,130,964 -
?

Springenville Unit 1 {11,558,130) (11,558,130} {11,558,130% - :
;The correclion has two paris. The first is to correct for RUCO's math error.
RUCO's adjustment was intended to levelize expenses fo $8.177.584. However,

QOverhaul & Outage Normatization 5,176,492 {870,213} 4419896 5,280,108 | ‘RUCO levelized expense to §9,165 217, The second adjustment is to correct the

: ‘frequency percent. RUCO's intention was to use a kevelized frequency percenlage

over 11 years, however, their formula was averaging over 17 years,

Payroli Expense 2,264,794 2,264,794 2,264 794 -

Payrall Tax Expense 151,051 151,051 151,051 -

Pension & Benefils 2.004.436 1,056,440 1.576.055 519,615 ‘RIICO did not include addn?nonal benefits includegd in revised pro forma adjustment.

: :Company corrected for revised pro forma.
Post-Retirement Benefits i -“1,339,160 1,3381€60 - N 1,335,160 - S
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Extubit DL-R-2
Page G of 7

TUCSON ELECTRIC POWER

COMPARISON OF ADJUSTMENTS TO REVENUE REQU{REMENT

TEST YEAR ENDED JUNE 30, 2015

'ACC JURISDICTION

Short-Term incentive Compensation

Rate Case Expense

Membership Dues

Bad Debt Expense

injurigs and Damages

San Juan Unit 2 Direct Operating Cost

Long Term Incentive Compensation

Depr, & Amort, Expense

Sundt & San Juan M&S
Property Tax Expense

Aszset Retirement Obligation

SGS Common Facilities

Fortis Merger Operati-ng

San Juan Unit 1 SCHR O&M

|-
| - l
e i . —
R - ! i i — - ]
TEP i RUCO ' RUCQ
As Filed As Filed As Corrected Difference ! Explanations of RUCO As Corrected
702,960 ( {2.964,033) {2,964,033) -
‘RUCO did not use the ACC jurisdictional adjusted values in the adjustment.
107,834 ' 27,834 ! 40.708 12,874 Company corrected RUCO's adjustment.
1418 1,419 1.419 -
! RUCQ applied the same ACC jurisdictional ratio to afl EEl adjustments. The ACC
(212,698) (418.963) (405,087) 10876 ; jurisdictional ratio varied on some EEIl charges.
{149,189} {149,195 {149,199}, -
(2,821,687} {3,921 B8Y) (3,821,687} -0
|RUCO removed LTI based on company's revised/correcled pro forma. Since the
: correction was not included in the model, RUCO should have used the originally
; 880.967 ! (838,979) {431,510) 208,469 filedd pro forma adjustment to remaove LTI Also, RUGCO applied payroll tax at a rate
H _|6f 7.85%. The payroll tax rate on LTI should be 1.45%. _ .
' i RUCO removed 12 months of depreciation expense for both post test year and
8,253.715 (8,202,556) (5_499,223}f 3,703,333 . |post test year renewables. By doing so RUCO doubled the expense related to non
: revewable 1o post year year.
408,531 408,531 408,531 __
3,112,686 2,554,739 2,554 799 -
(393,590) {393,590)' {393,500 -
Lease (1.195,980) 1,195,980}, {1.195,980) -
965,223 965,223 955,223 -
Income Adjustment {31,176,174) (31,976,174} {31,176,174). - i
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Exhibit DuL-R-2
FPage 50! 7

TUCSON ELECTRIC POWER

ACC JURISDICTION

COMPARISON OF ADJUSTMENTS TO REVENUE REQUIREMENT
TEST YEAR ENDED JUNE 30, 2015

TEP RUCO Ruco |
As Filed As Filed As Corrected Difference Explanaticns of RUCO As Corrected
: ) - RUCQ removed deprecation expense related to new building. Treated HQ building
_ - as owned by UNS and calcutated rent at "the going market rate.” Company
TEP Headquaners (942,257} 2948648 3,890,903 correction included fhe remeoval of RQ building from rate base and allow $5.3M of
annual rent expense,
Credit Card Processing Fees o 1 3,475,500 - - o o o
Income Tax Expense (16,130,352) 15747.439 12,579,088 (3,468.371) ?:::;:;s c:}'nspsa;t? gf :;J;rected pro forma postions including a jurisdictional allocation
R N S S e I e idllaitatet
Transmission Expense Adjustment | 85 484 952 . 95,464 952 5,464 952 -
Jurisdictional Aflocation i T a1 (dess2isny | (19.532.187) - T oo
b : . . [RUCO did not use the ACC jurisdictional adjusted value i the adjustment,

D&Q Insurance . E ‘ _ j (26.153) (21.105) B B 4'0‘?_8_ | Cempany corrected RUCO's adjustment. o _
Lobbying, Employee Recognition, Spot Avard, ; RUCO did not use the ACC jurisdiclional adjusted value for wellness expenses in
Wellness - New - : B {548'924); (521.442) 21.482 the adjustment. Company comected RUCQO's adjustment.

_ _‘ T | N ._R_U-éb-i-nmrrecﬂy included _porlicn of severance pay that was capitéii_zgd in the
Severance Pay - New B : (329,665) (238,519 11461 amount disallowed (O8M = $217K, Capitaiized=$112, Sum $329).

Toma! Adjustments ta Operating Expense 24,441 £55 {22,305) 1056817¢ | ! 10,580,484 ©

Total Net Adjustments {219,890,083), |  (194,590,791) ' (205,431,275} {10,840.484)
Adjusted Cperating lncome $98,381,058 $123.680,350 $112,839,866 ($10,840,484)
Operating Income Deficiancy $67.617.267 $10.717,810 21,706,414 $10,988.604 |
Gioss Revenue Conversion Faclor i 1.6223 18223 16223 1.6223
Increase in Gross Revenue Requirement 5 $109,534 118 $17.387 642 $35,214,598 $17.826,854
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TUCSON ELECTRIC POWER

COMPARISON OF ADJUSTMENTS TO REVENUE REQUIREMENT

TEST YEAR ENDED JUNE 30, 2015

ACC JURISDICTION
TEP RUCO RUCO | i
As Filed As Filed i As Corrected Difference Explanations of RUCO Asa Corrected
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" COMPARISON OF ADJUSTMENTS TO REVENUE REQUIREMENT
TEST YEAR ENDED JUNE 30, 2015

TUCSON ELECTRIC POWER

Apr 27 2018

I - ACC JURISDICTION . ]
B EXHIBIT 3 o
| . JI _ _ ]
__—___. B . ._ e Ace ‘ ace T e R e e e o - __ ____ -
L . As Filed As Filed . _A_s Carrected Difference Explanations of ACC As Corrected
QOriginal Cost Rate Base - Unadjusted $2,108.583,243 $2,108,583,243 $2,108,583,243 %0 o
Rate Base Adjustments o B _____: ’ B o

Jurisdictional Allacation (Demand and Energy) T - T - S
|ISGSCHF . _ . . (41,866,722} {41,966.7223)1 - (41,966,722} - _
Forlis Merger Rate Base Adjustment (522.398) {522,398 .. (522,398) - - e
|Asset Retirement Obligation B - - o - -
Post Test Year Plant o 51,782,029 | 37,124,628 37,124,629 -
Post Test Year Plant - Renewables __20.794,266 48728181 - 4,872,819 - _ e
Delayed Unitization o 13,237,543 _ 13237543 ¢ 13,237,543 - B ~ B . B B o
Accumulated Deferred Investment Tax Credit {ITC) 30,341,626 30,341,626 i 30,341,626 | | -

' : Staff's adiustments to rate base did not include carresponding adjustments to ADIT.
Accumulated Deferred Income Taxes : (58,308 688) (53,303,521)5 (53,004,227} 5.299,284 Company adjusted ADIT to reflect rate case adjustments as proposed by Sialf,
ADIT - Extensian of Bonus Depreciation o - . {12814772); (12.814172) - L
San Juan Unit 2 o - -] B
Sundt Coal Handling facities L (19,120 880 . 880 - e
gg)sejljmt 1 Lease Equity {related to 14.1% acquisition in’ 6855 471 6 855,471 8 855,471 B
[Sundt & San Juan M&S ~ 1,225,594 12255941 ' 1225594 - - oo T
Head Quarters - - - - o o

; Staff adjusted Company's Cash Working Capital worksheet to reflect Staffs

. . adjustments using ACC jurisdictional values. However, the Company's Cash
WWaorking Capital ‘ (27,325,154} {19,387 724} (19,122,861} 264,763 [Warking Capital workshest uses pre-ACC jurisdictional values, then adjusts for the

i . AGC jurisdictional ratio via the Revenue Requirements Model. Company corrected

: : Statf's Cash Working Capital worksheet to reflect pre-ACC jurisdiclional values.

i { I The average remaining fife as used in the Company's depreciation study is self
Accumulated Depreciation ad) and LTI : - 9,020,000 - - (9,020,000} | carrecting., Thus, no adjustment is nhecessary. Reducing the reserve balance

: , : overstates the assef value on which the Company is earning a return.

—_TJotal Adjusiments (3,805,553} (30,315 876) (33,771,819) | {3,455 843)
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Exhibit CJL-R-3
Page 2 of 4

TUCSON ELECTRIC POWER

TEST YEAR ENDED JUNE 30, 2015

COMPARISON OF ADJUSTMENTS TO REVENUE REQUIREMENT

OCperating Expense Adfustments

REST and DSM

Jurisgictional Allocation {Demand and Energy)

(195,448, 418)'

] _ L " ACC JURISDICTION ] N
o . EXHIBIT 3 ~
B . - : . B} - - ]
- ____TEP - AcC _ACC ACC | .
o : As Filed ) As Filed . __As Corrected Difference Explanations of ACC As Corrected
PioFormaQCRB - 2,104.677.680 2078267367 | . 2074811424 5.564,057 | _
Proposed Rate of Return _ 7.34% 6.68% 5.68%
Required Cperating Income OCRE ~ 7 154.418,180 138.763,150 $128,522.390 T (230,760)' T i o
Fair Value Increment of Rate Base " |- somsoi0s5] | 208,600,679 $803,594,234 {4,606,445). T o
|Fair Value Rate Base (FVRB) 2913278745 1 2886869000 | 1 _$2.878,808,457 (8,062,543} o ]
Proposed FVROR 5.69% 5.00% 5.00% _ o ]
Required Operating Income on FVRB 165,898 315 144418355 | $144,155,350 {263.005) e i ]
Imptied ROR on Fair Value Increment of Rate Base R ’ 1§2§6 T e v% 0.70%: _ _
2l Operating income - Unadjusted 318,271,141 318271341 | | $318,271.141 .50 I s .
Qperating Income Adjustments B o "'_ R 1 -
Operating Revenue Adjustments . _— L
Lost Fixed Cost Revenue . (16719.546). {10,719.9486) {10,719,946) - _
Envirenmentat Cost Adjustor (1,260,631) . f1.260831) : _  {1,260.831) - N _ _]
RESTandDSM _ ~ ~ 48,370,058} (48.370,058) |  _ {48,370.058), - . )
Non-Retail & Non Recurring Revenue ~ £112,160): {112,150} {112.150) -
Springerville Units 3 & 4 (111,813,089} 111,813,089} £111,813.089) L - _
Power Supply Management . H1,p99.586) {1.098,586) {1,088588)| | - o -
Customer, Weather and Recalculation of Unbilled Revenue {4.791,733) o 4791,733) - {(4.791.733} - . o o
Base Cost of Fuel & Purchased Power - {17.815.595) {17.815.595) (17.8165.585)| -
Miscellaneous Service Revenue . 284.370 284 370 284370 | | - R
TEP Headguarters - Retail Space 250,000 250,500 250,000 - T o
Total Adjustments to Operating Revenues {195,448.418)1 (195.448.418} - B ~

- |

-
(19,891,996}

(19,891,995)

(18,897,898} |
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TUCSON ELECTRIC POWER T
COMPARISON OF ADJUSTMENTS TO REVENUE REQUIREMENT

“TEST YEAR ENDED JUNE 390, 2015
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Apr 27 2018

. ACC JURISDICTION B
I e EXHIBIT 3 L - : N .
- : L il ! e 1
.. TEP ACC ACC _ACC __ L
e As Filed . As Fited As Corrected Difference Explanations of ACC As Corrected
Non-Retail & Non Recuiring Revenue (1.896,421)1 &  (1,696421) {1.696.421) - ~ _
Springepville Units 384 o {84,382 546} {84,382,546): {84,382,546) -
Sales of SO2 Allowances ) N 47 o ar 47 . _ - - R
Sales for Resale. | (182821057} {162,821,057)| | _ (162,821,087} - . o
Power Supply Management B (278,075) (278,075) .. .(278.075) . -
Base Cost of Fuel & Purchased Power 226811827 226,811.827 226,811,827 - .
Gila River O&8M 6,130,964 | 6,130,964 6,130,954 - ] _
Springerville Unit 1~ (11556.130)| (11,558,130) (11,558,130 -] R
SGS Unit 1 Non Fuel Q&M {50.5% Share} - - B - -
Overhaul & Qutage Normalization 5,176,492 - 1,043,841 1,043,841 - B
Payroll Expense o . 2264794 1,121,188 1,121,188 -] N
Payroll Tax Expense o - 151.051 76,051 76,051 - - L N R
The test year had $564.803 reflecled in FERC 926 and $564,904 in FERC 428, The
: Comgany's pro forma movad the amounts reflected in FERC 426 (below the line) to
Pension & Benefits 2.004,436 2,050,431 1,576 433 {473,998)|FERC 926. Staff intended to remove 100% of SERP, but inadverentty oniy
: removed the amount reflected in FERC 426, Stall adjusiment includes the revised
o R . . |pension and benefit amount as identified by the Company ($2,529,050)
Post-Retirement Benefits 1,339960; 1,339,180 1,339,180 -
Short-Term Incentive Compensation 702,860 _ . 12,803734) (2.803,734) -
Rate Case Expense . __ 107,834 {36,208} {36.208)) -
Injuries and Damages L L4149 1419 1.419 - L
Membership Ouss _i212.598) {212,696)  {212.888) - B
Bad Debt Expense (149,199)| | _ {148,189) {149,199) - ] _
San Juan Unit 2 Direct Operating Cost _{3.921,687) (3,921,687) {3,921,687) - _ __
Long Term Incentive Compensation ! 880,967 | o - - - . . _
! : Staff assumes a 1 to 1 relationshin on ACC jurisdictipnal ratios for post test yeer
Dapr. & Amorl. Expense 9,263,715 (1,665,318) {1,588,163) 77,165 |ptant accumulated depreciation and depr. expense. ACC jurisdictional ratios are
. - - different. -
|Post Test Year Plant o - R R - o o e __
Sundt & San Juzn MES 408831 | | 408531 408,531 - 1 o _
Property Tax Expense 3,119,696 2.524,696 - 2,504,896 | -
Asset Retirement Obligation B {383,580) {393,590): {393,580)) -
SGS Common Facilities Lease ! {1,195.980) {1,195,880}] {1,195.980) -
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_ COMPARISON OF ADJUSTMENTS TO REVENUE REQUIREMENT
TEST YEAR ENDED JUNE 30, 2015

TUCSON ELECTRIC POWER

ACC JURISDICTION

San Juan Unit 1 SCNR O&M
|Fortis Merger Operating Income Adjustment

Lime Expense )
Credit Card Processing Fees
Income Tax Expense

Transmission Expense Adjustment

D&Q Insurance

- Naw

Severance Pay

555 Legal Expenses Lessor Dispute

Adjust_ea "O-;:}erétihg_quome

|Operating Income Deficiency
Gross Revenue Conversion Factor

Increase in Gross Revenue Requirement

~ B EXHIBIT 3 i _
- - “Ep - AT — acc ACE - [ . .__ _. :
. Asx Filed As Filed As Corrected Difference Explanations of ACC As Corrected
855223 855,223 955223 - o
T8 174 {31,176,174); 2.7e174) - 1 -
378,800 || T T L —y B
) {16.130,352) {5,695,687) (5,591,094} 194,594 |Impact of Company comections to Staff adjustiments.
o 95,464,852 95,464,852 | 95,464,952 - L o )
: Staff did not use the pre-ACC jurisdictional ratle amaount fo adjust for the elimination
- {25,000} (21,105) 3,895 |of 50% of D&O msurance. Company corrected staff's adjustment by eliminating
L . . o o 50% of ACC jurisdictional D&C insurance amount, o .
Lobbying, Employee Recognition, Spot Award, Wellness ~ ~ R R
R (1,340,000} (1.124.730) 245 270 Slaf_f‘s adjustment is a tota_l Cpmpgny position. The 3215270 is to reflect the
e portion not allocable to all jurisdictions. B _ B
Total Adjustments to Operating Expense 24 441 6685 8,654,825 - 8,761 845 {73.084). o o
~ Total Net Adjustments o (219,890,083} {204,303 347) {204 230,263} 73,084 o T
_ $98,381,058 $113,967.794 | |  $114.040.878 $73,084 | T i T
B $67.517.257 | $30,450,561 $30,114,472 {3326,089) i ] )
16223 16223 1.6223 1.6223| _
o $109.534.118 $48 855 097 {$545 242

$43,400,339 -

[
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TUCSON ELECTRIC POWER COMPANY'S RESPONSE TO RUCO’S ELEVENTH
SET OF DATA REQUESTS REGARDING THE 2015 TEP RATE CASE
DOCKET NO. E-01933A-15-0322
May 26, 2016

RUCO 11.02

Post Test Year Plant — Has the Company utilized the half-year convention when calculating
accumulated depreciation on Post Test Year Plant?

RESPONSE:

The accumulated depreciation reflects a full vear depreciation expense on the post-test year
adjustment.

RESPONDENT:

Bernadette Porter

WITNESS:

Dallas Dukes
Arizona Corporation Commission (“Commission™) UniSource Energy Services (“UES™)
Fortis Inc. {*Fortis™) UniSource Energy Development Company (*UED™)
Tucson Electric Power Company (“TEP” or the “Company™) UNS Electric, Inc. (“UNS Electric™)

LTINS Enerev Cornoration (“TINS™ UINS Gas. Inc. /“TINS Gas™

OFFICIAL COPY
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FERC Project
Projects Unitized
General

303 D141058
303 D141AFR

Generation
312 D13ADTS
312 D135K02
312 D13SEO1
315 DO2ABYG
315 DOBABOD?

Distributign
362 D110DI3

Projects Pending
Generation
311 D13AC00
312 D12ACH7
312 DOsAD32

Distribution
62 D14NM15
362 DO9EODZ
367 D13LE28

Renawables

344 D14PD43
244 NA

Project Name In Service Dates
{A)
Oracle Services Procurement MAY-16
2014 Acct Financial Reporting May-16
Selective Non-Catalytic Reduc AFPR-1&
565 U2 Merzury MAY-16
5GS U1 Marcury MAR-16
Iry #3 Step Transformer Replmt JUN-16
Sundt U3 MCC Replacement JUN-15
NE T2A Swichgr Replc JAN-15

Sub-Total Projects Unitized

sundt Coaling Tower Blowdown DEC-16&
Sundt Condensate tank Piping DEC-16
San Juan Vartous Enwire Projs DEC-16
Volt-Var Pilot Ph1 & 2 DEC-16
Wilmot T2 Replacement CEC-16
RY- Tangering ¥Yest 3rd Fdr Tie DEC-16

Sub-Total Projects Fending

Grand Total
Brt Buildout Plan Ft Huachuca Phase Aug-16
TEP Community Solar-Pima Cnty SEP-16

Grand Total

TUCSON ELECTRIC COMPANY
POST TEST YEAR
TEST YEAR ENDING JUNE 30, 2015

Jotal Depreciatipn ACC luris. Ratio

Post Test Year
1B} La]

380,252 380,252
2,365,016 450,479
9,774,013 257,057
1,075,679 21,729

A98,459 8,673
1,660,946 204,462

258,865 31,938

131,864 2,374
16,145,094 1,356,963

158,920 16,758

277,508 28,930

220,886 7.7B6

553,547 9,964

130,583 2,350

112,774 2,413

1,454,218 68,202
17,599,312 1,425,166
8,200,000 210,330
10,000,000 256,500
18,200,000 466,830

34,345,092.E5

1,823,793.26

o]

92.03%
92.03%

89.78%
B9.78%
89.78%
89.78%
89.78%

100.00%

86.78%
89.78%
89.78%

100.00%
100.00%
100.00%

ES.7EX
88.78%

ACC Post Test Year

EXHIBITDJL-R-5

Amount ACC Depreciation NBY
(e IFI 16}

349,945 349,945 -
2,176,525 414,576 1,761,949
8,775,108 230,785 8,544,323

965,745 15,508 546,237

447 517 7,787 439,730
1,491,197 183,566 1,307,631

232,409 28,674 203,735

131,864 2,374 139,47
14,570,310 1,237,216 13,333,095

142,679 15,045 127,633

248,147 25,974 223,173

198,311 5,990 191,321

553,547 9,964 543,583

130,583 2,350 128,232

112,774 2,413 110,360
1,387,041 62,737 1,324,303
15,957,351 1,299,553 14,657,398
7,361,960 188,824 7,173,126
8,978,000 230,286 8,747,714

16,339,960 419,120 15,920,840

32,297,311.01

1,719,072.81

30,578,238.20
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STAFF’S RESPONSE TO TUCSON ELECTRIC POWER COMPANY’S

SECOND SET OF DATA REQUESTS TO ARIZONA CORPORATION

COMMISSION UTILITIES DIVISION STAFF
DOCKET NO. E-01933A-15-0322
JUNE 24,2016

Data Reguests Regarding Direct Testimony of ACC Staff Witness Donng Mullinax

TEP 2.1;

Regarding Ms. Mullinax’s recommendation to limit Post Test Year Plant to plant

that was in service by December 31, 2015, (Mullinax Direct at pages 8-9):

A, Does Staff agree that no ACC rule limits Post Test Year Plant to plant
that was in service six months after the end of the test year. If not, please
explain why nol.

RESPONSE: Staff agrees.

RESPONDENT: Donna Mullinax

B. Does Staff agree that no written ACC policy limits Post Test Year Plant
to plant that was in service six months after the end of the test year. If not,
please explain why not.

RESPONSE: Staff agrees,

RESPONDENT: Donna Mullinax

C. Does Staff agree that in EPCOR Water Arizona, Inc., Decision No, 75268
(Sep. 8, 2015), the Comunission rejected RUCO’s request to limit Post
Test Year Plant to plant that was in service six months after then end of
the test year, {See pages 16 to 17 of that Decision). If not, please explain

why not.

RESPONSE:  Staff agrees that in the referenced EPCOR Water Arizona,
Inc. case, Staff recommended the inclusion of Post Test
Yeor plant additions that were completed by the end of the
test year but were treated as CWIP, in addition to
inclusion of projects that were still in CWIP but were
completed by June 30, 2014 (Test Year - 12 months ended
June 30, 2013). Staff stated that Commission rules
contemplate the inclusion of Post Test Year plant in rate
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