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DEFINITIONS

The abbreviations and acronyms used in the 2009 Form 10-K are defined below:

1992 Mortgage................... TEP’s Indenture of Mortgage and Deed of Trust, dated as of December 1, 1992,
to the Bank of New York Mellon, successor trustee, as supplemented.

1999 Settlement Agreement......... TEP’s Settlement Agreement approved by the ACC in November 1999 that
provided for electric retail competition and transition asset recovery.

2008 TEP Rate Order......... A rate order issued by the ACC resulting in a new retail rate structure for TEP,

effective December 1, 2008.

ACC.. i Arizona Corporation Commission.

AL o Administrative Law Judge.

AMT ., Alternative Minimum Tax.

APS....o Arizona Public Service Company.

BART ..ot Best Available Retrofit Technology.

BMGS.......oo oo Black Mountain Generating Station.

Btu.. oo British thermal unit(s).

CCB..oiiiii e, Coal combustion byproducts.

Capacity......ccooovvveiiiinens The ability to produce power; the most power a unit can produce or the

maximum that can be taken under a contract; measured in MWs.

Citizens..........coocvvveninnn. Citizens Communications Company.

Collateral Trust Bonds.......... Bonds issued under the Indenture of Trust, dated as of August 1, 1998, of TEP
to The Bank of New York, successor trustee.

Common Stock..............ee.. UniSource Energy’s common stock, without par value.

Company or UniSource Energy  UniSource Energy Corporation.

Cooling Degree Days........... An index used to measure the impact of weather on energy usage

calculated by subtracting 75 from the average of the high and low
daily temperatures.

DSM....o, Demand side management.

Emission Allowance(s)......... An allowance issued by the Environmental Protection Agency which
permits emission of one ton of sulfur dioxide or one ton of nitrogen
oxide. These allowances can be bought and sold.

Energy...ccooveviiiiiiiien. The amount of power produced over a given period of time; measured
in MWh.

EPA........ The Environmental Protection Agency.

ELPasO.........cocoeevieiiiinnnn, El Paso Electric Company.

EPNG........ccoiii El Paso Natural Gas Company.

ESP..o Energy Service Provider.

Express Line........................ A dedicated 345-kV transmission line from Springervilie Unit 2 to TEP’s retail
service area.

FERC......ooiiiiii, Federal Energy Regulatory Commission.

FixedCTC......ccooiiiiiiii. Competition Transition Charge of approximately $0.009 per kWh that was

included in TEP’s retail rate for the purpose of recovering TEP's TRA.
Approximately $58 million will be credited to customers through the

PPFAC.
Four Corners................c....... Four Corners Generating Station.
GHG......oo Greenhouse gases.
Haddington...................c..... Haddington Energy Partners I, LP, a limited partnership that funds
energy-related investments.
Heating Degree Days............ An index used to measure the impact of weather on energy usage

calculated by subtracting the average of the high and low daily
temperatures from 65.

IDBS..cvviiiiiiiiiiie Industrial development revenue or pollution control revenue bonds.
IRS. .. Internal Revenue Service.

KWh. .o Kilowatt-hour(s).

KV e Kilovolt(s).

LIBOR...ctoiieiiiiiieieean London Interbank Offered Rate.
vi



SanCarlos...........coocoeviiienl.
SanJuan...........cooeeiiiininn.

Springerville........................
Springervilie Coal Handling
Facilities Leases.............

Springerville Common
Facilities...................cc.

Springerville Common
Facilities Leases............

Springerville Unit 1...............

Springerville Unit 1 Leases......

Springerville Unit2...............
Springerville Unit 3...............

TEP Credit Agreement..........

TEP Letter of Credit Facility.......

TEP Revolving Credit Facility

Luna Energy Facility.

Forward energy sales and purchase contracts that are considered to be
derivatives are adjusted monthly by recording unrealized gains and losses
to reflect the market prices at the end of each month.

Millennium Energy Holdings, Inc., a wholly-owned subsidiary of
UniSource Energy.

Million British Thermal Units.

Bonds issued under the 1992 Mortgage.

Megawatt(s).

Megawatt-hour(s).

Navajo Generating Station.

North American Electric Reliability Corporation.

Nitrogen oxide.

Purchased Gas Adjuster, a retail rate mechanism designed to recover
the cost of gas purchased for retail gas customers.

...The Industrial Development Authority of the County of Pima.

Public Service Company of New Mexico.

PNM Resources.

Purchased Power Agreement.

Purchased Power and Fuel Adjustment Clause.

Pinnacle West Marketing and Trading.

Renewable Energy Standard and Tariff rules approved by the ACC in October
2006.

$221 million of fixed-rate tax-exempt bonds that TEP purchased from
bondholders on May 11, 2005.

Retail Electric Competition Rules.

Carboelectrica Sabinas, S. de R.L. de C.V., a Mexican limited liability

company. Prior to June 2009, Millennium owned 50% of Sabinas.

San Carlos Resources Inc., a wholly-owned subsidiary of TEP.

San Juan Generating Station.

Sulfur dioxide.

Springerville Generating Station.

Leveraged lease arrangements relating to the coal handling facilities
serving Springerville.

Facilities at Springervilie used in common with Springerville Unit 1 and
Springerville Unit 2.

Leveraged lease arrangements relating to an undivided one-half
interest in certain Springerville Common Facilities.

Unit 1 of the Springerville Generating Station.

Leveraged lease arrangement relating to Springerville Unit 1 and an
undivided one-half interest in certain Springerville Common Facilities.

Unit 2 of the Springerville Generating Station.

Unit 3 of the Springerville Generating Station.

Unit 4 of the Springerville Generating Station.

Salt River Project Agricultural Improvement and Power District.

H. Wilson Sundt Generating Station (formerly known as the Irvington
Generating Station).

The leveraged lease arrangement relating to Sundt Unit 4.

Unit 4 of the H. Wilson Sundt Generating Station.

Southwest Gas Corporation.

Tucson Electric Power Company, the principal subsidiary of UniSource
Energy.

Amended and Restated Credit Agreement between TEP and a syndicate of
Banks, dated as of August 11, 2006.

...Letter of credit facility between TEP and a syndicate of Banks, dated as of April

30, 2008.
Revolving credit facility under the TEP Credit Agreement.
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Therm...........ocooooi A unit of heating value equivalent to 100,000 British thermal units (Btu).

TRA ... Transition Recovery Asset, a $450 million regulatory asset established in TEP's
1999 Settlement Agreement that was fully recovered in May 2008.

Tri-State.............coool Tri-State Generation and Transmission Association.

UED........oiiiiiiiie UniSource Energy Development Company, a wholly-owned subsidiary

of UniSource Energy, which engages in developing generation
resources and other project development services and related
activities.
UES. ... UniSource Energy Services, Inc., an intermediate holding company
established to own the operating companies (UNS Gas and UNS
Electric) which acquired the Citizens Arizona gas and electric
utility assets in 2003.
UniSource Energy Credit Agreement. Amended and Restated Credit Agreement between UniSource Energy and
a syndicate of banks, dated as of August 11, 2006.

UniSource Energy................ UniSource Energy Corporation.

UNS Electric.................oo.... UNS Electric, Inc., 2 wholly-owned subsidiary of UES, which acquired
the Citizens Arizona electric utility assets in 2003.

UNSGas.....ccoooveeiiiiiiiinn, UNS Gas, Inc., a wholly-owned subsidiary of UES, which acquired the

Citizens Arizona gas utility assets in 2003.
UNS Gas/UNS Electric Revolver Revolving credit facility under the Amended and Restated Credit
Agreement among UNS Gas and UNS Electric as borrowers, and UES as
guarantor, and a syndicate of banks, dated as of August 11, 2006.
Valencia...............coeeeeinnl. Valencia power plant owned by UNS Electric.
WAPA. ..., Western Area Power Administration.
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PART |

This combined Form 10-K is being filed separately by UniSource Energy Corporation and Tucson Electric Power
Company (collectively, the Registrants). Information contained herein relating to any individual registrant is filed by
such registrant on its own behalf. TEP does not make any representation as to information relating to any other
subsidiary of UniSource Energy.

This Annual Report on Form 10-K contains forward-looking statements as defined by the Private Securities
Litigation Reform Act of 1995. You should read forward-looking statements together with the cautionary
statements and important factors included in this Form 10-K. (See Item 7. — Management’s Discussion and
Analysis of Financial Condition and Results of Operations, Safe Harbor for Forward-Looking Statements).
Forward-looking statements include statements concerning plans, objectives, goals, strategies, future events or
performance and underlying assumptions. Forward-looking statements are not statements of historical facts.
Forward-looking statements may be identified by the use of words such as “anticipates,” “estimates,” “expects,”
“intends,” “plans,” “predicts,” “projects,” and similar expressions. We express our expectations, beliefs and
projections in good faith and believe them to have a reasonable basis. However, we make no assurances that
management'’s expectations, beliefs or projections will be achieved or accomplished. In addition, UniSource
Energy and TEP disclaim any obligation to update any forward-looking statements to reflect events or
circumstances after the date of this report.

" o

ITEM 1. - BUSINESS

OVERVIEW OF CONSOLIDATED BUSINESS

UniSource Energy is a holding company that has no significant operations of its own. Operations are conducted
by UniSource Energy’s subsidiaries, each of which is a separate legal entity with its own assets and liabilities.
UniSource Energy owns the outstanding common stock of TEP, UniSource Energy Services, inc. (UES),
UniSource Energy Development Company (UED) and Millennium Energy Holdings, Inc. (Millennium). We conduct
our business in three primary business segments — TEP, UNS Gas and UNS Electric.

TEP, an electric utility, provides electric service to the community of Tucson, Arizona. UES, through its two
operating subsidiaries, UNS Gas, Inc. (UNS Gas) and UNS Electric, Inc. (UNS Electric), provides gas and electric
service to 30 communities in Northern and Southern Arizona.

UED developed and owns the Black Mountain Generating Station (BMGS), a natural gas-fired combustion turbine
in Northern Arizona that, through a power sales agreement, provides energy to UNS Electric.

Millennium has existing investments in unregulated businesses that represent 1% of UniSource Energy’s total
assets as of December 31, 2009; no new investments are planned in Millennium.

UniSource Energy was incorporated in the State of Arizona in 1995 and obtained regulatory approval to form a

holding company in 1997. In 1998, TEP and UniSource Energy exchanged shares of stock resulting in TEP
becoming a subsidiary of UniSource Energy.
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BUSINESS SEGMENT CONTRIBUTIONS

The table below shows the contributions to our consolidated after-tax earnings by our three business segments.

2009 2008 . 2007
-Millions of Dollars-
TEP $ 89 $ 4 $ 53
UNS Gas 7 9 4
UNS Electric 6 4 5
Other " 2 (3) 4)
Consolidated Net Income $ 104 $ 14 $ 58

™ ncludes: UniSource Energy parent company expenses; income and losses from Millennium investments
and UED and interest expense (net of tax) on the UniSource Energy Convertible Senior Notes and on the
UniSource Energy Credit Agreement.

References in this report to “we” and “our” are to UniSource Energy and its subsidiaries, collectively.
Rates and Regulation of Business Segments

The Arizona Corporation Commission (ACC) reguiates portions of TEP, UNS Gas and UNS Electric’s utility
accounting practices and electricity rates. The ACC has authority over rates charged to retail customers, the
issuance of securities, and transactions with affiliated parties. Our regulated utilities’ rates for retail electric and
natural gas service are determined on a “cost of service” basis. Rates are designed to provide, after recovery of
allowable operating expenses, an opportunity for us to earn a reasonable return on rate base. Rate base is
generally determined by reference to the original cost and reconstruction (net of depreciation) of utility plant in
service to the extent deemed used and useful, and to various adjustments for deferred taxes and other items plus
a working capital component. Over time, additions to utility plant in service increase rate base and depreciation
and retirement of utility plant reduce the rate base.

The Federal Energy Regulatory Commission (FERC) regulates the terms and prices of transmission services and
wholesale electricity sales, wholesale transport and purchases of natural gas and portions of our accounting
practices. TEP and UNS Electric have FERC tariffs to sell power at market based rates.

TEP

TEP was incorporated in the State of Arizona in 1963. TEP is the principal operating subsidiary of UniSource
Energy. In 2009, TEP's electric utility operations contributed 79% of UniSource Energy’s operating revenues and
comprised 81% of its assets.

SERVICE AREA AND CUSTOMERS

TEP is a vertically integrated utility that provides regulated electric service to approximately 402,000 retail
customers in Southeastern Arizona. TEP’s service territory consists of a 1,155 square mile area and includes a
population of approximately 1 million in the greater Tucson metropolitan area in Pima County, as well as parts of
Cochise County. TEP holds franchises to provide electric distribution service to customers in the Cities of Tucson
and South Tucson. These franchises expire in 2026 and 2017, respectively. TEP aiso sells electricity to other
utilities and power marketing entities in the Western U.S.

Retail Customers

TEP provides electric utility service to a diverse group of residential, commercial, industrial, and public sector
customers. Major industries served include copper mining, cement manufacturing, defense, health care,
education, military bases and other governmental entities. TEP's retail sales are influenced by several factors,
including seasonal weather patterns and overall economic climate.

The table below shows the percentage distribution of TEP’s energy sales by major customer class over the last

three years. The retail energy consumption by customer class through 2012 is expected to be similar to the
historical distribution.
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2009 2008 2007

Residential 42% 41% 42%
Commercial 21% 21% 21%
Non-mining Industrial 23% 24% 24%
Mining 11% 11% 10%
Public Authority 3% 3% 3%

Two of TEP’s largest retail customers are in the copper mining industry. TEP’s kWh sales to mining customers
depend on a variety of factors including changes in supply and demand in the world copper market and the
economics of self-generation.

Local, regional, and national economic factors can impact the level of customer growth and the financial condition
and operations of TEP’s large commercial and industrial customers and as a result directly impact energy
consumption. Economic conditions can also impact sales to residential and small commercial customers if
employment and consumer spending levels change.

As a result of weak economic conditions during 2008 and 2009, retail customer growth and energy usage by retail
customers at TEP were below the average levels experienced in prior years. In 2008 and 2009, TEP’s average
number of retail customers increased by less than 1% per year. This compares with average annual increases of
2% from 2003 to 2007.

TEP's total retail kWh sales decreased by 1.4% in 2008 compared with 2007. This was the first year-over-year
decrease in TEP’s retail kWh sales since 2002. In 2009, TEP’s kWh sales once again declined by 1.4% over the
prior year’s levels. This compares with average annual increases in retail kWh sales of 4% from 2003 to 2007. We
cannot predict if the customer growth rate or sales volumes will return to historic levels. However, we expect
TEP’s customer base to grow at a rate of less than 1% in 2010 and approximately 1% in 2011.

Energy Service Providers

In 2001, all of TEP's retail customers became eligible to choose an alternative energy service provider (ESP);
however, none of TEP’s retail customers are currently being serviced by an alternative ESP. See Rates and
Regulation, below for more information regarding the status of retail competition in Arizona.

Wholesale Business

TEP's electric utility operations include the wholesale marketing of electricity to other utilities and power marketers.
Wholesale sales transactions are made on both a firm and interruptible basis. A firm contract requires TEP to
supply power on demand (except under limited emergency circumstances), while an interruptible contract allows
TEP to stop supplying power under defined conditions. See Purchases and Interconnections, below.

Generally, TEP commits to future sales based on expected excess generating capability, forward prices and
generation costs, using a diversified portfolio approach to provide a balance between long-term, mid-term and spot
energy sales. When TEP expects to have excess generating capacity and energy (usually in the first, second and
fourth calendar quarters), its wholesale sales consist primarily of two types of sales:

Long-term sales

Long-term wholesale sales contracts are for periods of more than one year. TEP typically uses its own generation
to serve the requirements of its long-term wholesale customers. TEP currently has long-term contracts with three
entities to sell firm capacity and energy:

« Salt River Project Agricultural Improvement and Power District (SRP), 100 MW, expires in May 2016. Under
the current terms of the contract, TEP receives an annual demand charge of approximately $22 million, while
the cost of the energy sold is based on TEP’s average generation cost. Beginning in June 2011, SRP will
purchase 876 MWhs annually, TEP will not receive a demand charge and the price of energy will be based on
a slight discount to the Dow Jones Palo Verde Electricity Price Indexes (Palo Verde Index).

o Navajo Tribal Utility Authority (NTUA) expires in December 2015. TEP serves the portion of NTUA’s load that
is not served from NTUA’s allocation of federal hydroelectric power. Over the last three years, sales to NTUA
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averaged 225 MWh. Beginning in 2010, the price of 50% of the kWh sales from June to September will be

based on the Palo Verde Index.

e Tohono O’odham Utility Authority, 2 MW, expires in 2014.

Short-term sales

Under forward contracts, TEP commits to sell a specified amount of capacity or energy at a specified price over a
given period of time, typically for one-month, three-month or one-year periods. Under short-term sales, TEP selis

energy in the daily or hourly markets at fluctuating spot market prices and makes other non-firm energy sales.

Beginning January 1, 2009, all revenues from short-term wholesale sales offset fuel and purchased power costs

that are passed through to TEP retail customers. TEP uses short-term wholesale sales as part of its hedging
strategy to reduce customer exposure to fluctuating power prices. See Rates and Regulation, below.

See Item 7. — Management's Discussion and Analysis of Financial Condition and Results of Operations, Tucson

Electric Power Company, Factors Affecting Results of Operations, for additional discussion of TEP’s wholesale

marketing activities.

GENERATING AND OTHER RESOURCES

At December 31, 2009, TEP owned or leased 2,229 MW of net generating capability, as set forth in the following

table:
Net

Unit Date Fuel Capability Operating TEP’s Share

Generating Source No. Location In Service Type MW Agent % MW
Springerville Station™ 1 Springerville, AZ 1985 Coal 387 TEP 1000 387
Springerville Station 2 Springerville, AZ 1990 Coal 390 TEP 100.0 390
San Juan Station 1 Farmington, NM 1976 Coal 340 PNM 50.0 170
San Juan Station 2 Farmington, NM 1973 Coal 340 PNM 50.0 170
Navajo Station 1 Page, AZ 1974 Coal 750 SRP 7.5 56
Navajo Station 2 Page, AZ 1975 Coal 750 SRP 7.5 56
Navajo Station 3 Page, AZ 1976 Coal 750 SRP 7.5 56
Four Corners Station 4 Farmington, NM 1969 Coal 784 APS 7.0 55
Four Corners Station 5 Farmington, NM 1970 Coal 784 APS 7.0 55
Luna Energy Facility 1 Deming, NM 2006 Gas 570 PNM 33.3 190
Sundt Station 1 Tucson, AZ 1958 Gas/Oil 81 TEP 100.0 81
Sundt Station 2 Tucson, AZ 1960 Gas/Oil 81 TEP 100.0 81
Sundt Station 3 Tucson, AZ 1962 Gas/Qil 104 TEP 100.0 104
Sundt Station"" 4 Tucson, AZ 1967 Coal/Gas 156 TEP 1000 156
DeMoss Petrie Tucson, AZ 1972 Gas/Oil 122 TEP 100.0 122
North Loop Tucson, AZ 2001 Gas 95 TEP 100.0 95
Springervilie Solar Station Springerville/ 2002-2005 Solar 5 TEP 100.0 5

Tucson, AZ
Total TEP Capacity © 2,229

" Leased assets, as of December 31, 2009.

@ Excludes 78 1MW of additional resources, which consist of certain capacity purchases and interruptible retail
load. At December 31, 2009, total owned capacity was 1,686 MW and leased capacity was 543 MW.

Springerville Generating Station

Springerville Unit 1 is leased by TEP. The Springerville Generating Station also includes the Springerville Coal
Handling Facilities and the Springerville Common Facilities.

The terms of the Springerville Unit 1 Leases, which include a 50% interest in the Springerville Common Facilities,

expire in 2015, but have optional fair market value renewal and purchase provisions. In 1985, TEP sold and

leased back a 50% interest in the Springerville Common Facilities. The Springervilie Common Facilities Leases,

which expire in 2017 and 2021, have a fixed price purchase provision. The fixed prices to acquire the leased
interests in the Springerville Common Facilities are $38 million in 2017 and $68 million in 2021. In 1984, TEP sold
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and leased back the Springerville Coal Handling Facilities. The terms of the Springervilie Coal Handling Facilities
Leases expire in 2015, but have a fixed price purchase provision of $120 million.

Since entering into the Springerville leases, TEP has purchased a 14% equity ownership interest in the
Springerville Unit 1 Leases and a 13% equity ownership interest in the Springerville Coal Handling Facilities
Leases.

Sundt Generating Station

The Sundt Generating Station and the internal combustion turbines located in Tucson are designated as “must-run
generation” facilities. Must-run generation units are required to run in certain circumstances to maintain
distribution system reliability and to meet local load requirements.

Sundt Unit 4 is leased by TEP and the term of the lease expires in 2011. In January 2010, TEP entered into an
agreement to purchase 100% of the equity interest in Sundt Unit 4 from the equity owner for approximately $52
million. The purchase price is subject to increase by 0.75% of the purchase price per month in the event that the
purchase occurs after March 31, 2010. TEP expects the purchase to occur prior to March 31, 2010. Following the
completion of the transaction, TEP expects to redeem the outstanding Sundt Unit 4 lease debt of $5 million,
terminate the lease and cause the title of Sundt Unit 4 to be transferred to TEP.

See Note 6 of Notes to Consolidated Financial Statements, Debt, Credit Facilities, and Capital Lease Obligations,
and Item 7. — Management’s Discussion and Analysis of Financial Condition and Results of Operations, Tucson
Electric Power Company, Liquidity and Capital Resources, Contractual Obligations, for more information regarding
the Springerville and Sundt leases.

Renewable Energy Resources

Owned Resources

The Springerville Solar Generating Station includes 34,980 photovoltaic (PV) modules located near TEP’s coal-
fired Springerville Generating Station in eastern Arizona. TEP began building the system in 2000 and continued to
expand it for several years until its capacity reached 4.6 megawatts in 2004. A proposal to expand its capacity to
6.4 MW in 2010 is pending before the ACC.

TEP also has proposed a 1.6 MW PV installation in Tucson, Arizona. If approved by the ACC, the project is
expected to be completed in the second half of 2010.

Purchased Power Agreements

In September 2009, TEP filed two 20 year purchased power agreements with the ACC in order to meet the
requirements of the ACC’s Renewable Energy Standard and Tariff (REST). The first agreement would provide
TEP with 25 MW of energy from a single axis tracking PV installation. The second agreement would provide TEP
with 5 MW of energy from a parabolic trough concentrating solar facility. Each agreement contains an option that
would allow TEP to purchase all or part of the project at a future period. TEP cannot predict when or if the ACC
will approve the agreements. See Renewable Energy Standard and Tariff, below for more information.

Purchases and Interconnections

TEP purchases power from other utilities and power marketers. TEP may enter into contracts: (a) to purchase
energy under long-term contracts to serve retail load and long-term wholesale contracts, (b) to purchase capacity
or energy during periods of planned outages or for peak summer load conditions, and (c) to purchase energy for
resale to certain wholesale customers under load and resource management agreements.

TEP typically uses generation from its gas-fired units supplemented by purchased power to meet the summer peak
demands of its retail customers. Some of these purchased power contracts are price indexed to natural gas
prices. Due to its increasing seasonal gas and purchased power usage, TEP hedges a portion of its total natural
gas exposure from plant fuel and gas-indexed purchased power with fixed price contracts for a maximum of three
years. TEP also purchases energy in the daily and hourly markets to meet higher than anticipated demands, to
cover unplanned generation outages, or when it is more economical than generating its own energy.
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TEP is a member of various regional reserve sharing, reliability and power sharing organizations. These
relationships allow TEP to call upon other utilities during emergencies, such as plant outages and system
disturbances, and reduce the amount of reserves TEP is required to carry.

As a result of the Energy Policy Act of 2005, owners and operators of bulk power transmission systems, including
TEP, are subject to mandatory reliability standards that are developed and enforced by the North American
Electric Reliability Corporation (NERC) subject to the oversight of the Federal Energy Regulatory Commission
(FERC). TEP is reviewing its operating policies and procedures to ensure continued compliance with these
standards.

Springerville Units 3 and 4

Springerville Units 3 and 4 are each 400 MW coal-fired generating facilities located at the same site as
Springerville Units 1 and 2 that are operated, but not owned by TEP. Tri-State is leasing 100% of Unit 3 from a
financial owner. Unit 4 began commercial operation in December 2009 and is owned by SRP. For operating Units
3 and 4, TEP receives rental payments and other fees, including the allocation of a portion of the fixed costs of the
existing common facilities to Units 3 and 4. See ltem 7. — Management’s Discussion and Analysis of Financial
Condition and Results of Operations. Tucson Electric Power Company, Factors Affecting Results of Operations,
Springerville Units 3 and 4.

Peak Demand and Resources

Peak Demand 2009 2008 2007 2006 2005
-MW-
Retail Customers 2,354 2,376 2,386 2,365 2,225
Firm Sales to Other Utilities 385 394 369 331 342
Coincident Peak Demand (A) 2,739 2,770 2,755 2,696 2,567
Total Generating Resources 2,229 2,204 2,204 2,194 2,004
Other Resources " 781 966 785 719 788
Total TEP Resources (B) 3,010 3,170 2,989 2,913 2,792
Total Margin (B) — (A) 271 400 234 217 225
Reserve Margin (% of Coincident Peak Demand) 10% 14% 8% 8% 9%

) Other Resources include firm power purchases and interruptible retail and wholesale loads. Additional firm
power purchases were made in 2009 to displace more expensive owned gas generation.

Peak demand occurs during the summer months due to the cooling requirements of TEP’s retail customers. Retail
peak demand varies from year-to-year due to weather, economic conditions and other factors. TEP's retail
demand peaked in 2007 and subsequently declined in 2008 and 2009 due primarily to weak economic conditions.

The chart above shows the relationship over a five-year period between TEP’s peak demand and its energy
resources. TEP's total margin is the difference between total energy resources and coincident peak demand, and
the reserve margin is the ratio of margin to coincident peak demand. TEP’s reserve margin in 2009 was in
compliance with reliability criteria set forth by the Western Electricity Coordinating Council, a regional council of
NERC.

Forecasted retail peak demand for 2010 is approximately 2,284 MW, compared with actual peak demand of 2,354
MW in 2009. In 2009, cooling degree days were 13% above the ten year average. TEP's 2010 estimated retail
peak demand is based on normal weather patterns and total retail kWh sales similar to 2009 levels. TEP believes
it will have sufficient resources to meet expected demand in 2010 with its existing generation capacity and power
purchase agreements.
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Future Generating Resources

TEP will continue to add peaking resources to serve the Tucson area as needed based upon our forecasts of retail
and firm wholesale load, as well as statewide transmission infrastructure. TEP projects that additional import
capacity and/or additional local generation resources of 75 to 150 MW may be required in 2015.

FUEL SUPPLY

Fuel Summary

Fuel cost and usage information is provided below:

Average Cost per MMBtu Percentage of Total Btu
Consumed Consumed
2009 2008 2007 2009 2008 2007
Coal $2.11 $2.08 $1.81 90% 93% 92%
Gas $4.51 $8.02 $8.30 10% 7% 8%
All Fuels $2.34 $2.52 $2.30 100% 100% 100%

Coal

TEP's principal fuel for electric generation is low-sulfur, bituminous or sub-bituminous coal from mines in Arizona,
New Mexico and Colorado. More than 90% of TEP’s coal supply is purchased under jong-term contracts, which
results in more predictable prices. The average cost per ton of coal, including transportation, for 2009, 2008, and
2007 was $39.81, $39.67, and $34.71, respectively.

Average
Contract Sulfur

Station Coal Supplier Expiration  Content Coal Obtained From (A)
Springerville  Peabody Coalsales