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RE: Docket Nos. E-01345A-03-0437, E-01345A-05-0526 andt=64345A-05-6846-

Dear Colleagues:

During the October hearing on APS’ Power Supply Adjustor (PSA) Plan of
Administration and surcharge application, | introduced a table (Gleason-2) showing the
operation of the PSA, from April 2006 through April 2011, using the accounting method
Bob Gray presented in his March 9, 2005 memorandum to Ernest Johnson. Recently, |
have determined that there is a computational error in Gleason-2. To rectify this matter,
I have prepared the attached revision (Table 1), which accurately shows how the PSA

operates given key parameters established in Decision No. 67744. Among others,’
these factors include:

1)' A base cost of fuel and purchased power (F&PP) set at $.020743/kWh,
2) A bandwidth limiting change in the PSA rate to £$.004/kWh over the life of the PSA, and
3) A cap on recoverable annual net F&PP costs set at $776.2 million.

A quick glance at the revised table shows, from 2007 on, balancing account balances
well in excess of the $50 million surcharge threshold (Line Q) and net F&PP costs
hitting the $776.2 million cap (Line F). This suggests that the current PSA parameters
may prove ineffective for allowing timely recovery of under-collected F&PP costs.
Accordingly, it is instructive to consider hypothetical adjustments to the key factors

identified above as they may affect the frequency and manner with which money is
refunded to APS through the PSA.

Base Cost of F&PP — Theoretically, the base cost of F&PP could be changed, but this
would not be advantageous because a low base cost would be unfair to ratepayers,
while a high base cost would not reimburse APS for its F&PP costs. Thus, the base
cost must coincide with the base rate determined in the pertinent rate case.

- Bandwidth — Before the amendment that changed the bandwidth to apply over the term
| z of PSA (rather than year-to-year as provided in the Settlement Agreement) was adopted
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at the March Open Meeting, neither Staff nor APS discussed the effect of this change.
To examine this question, | have attached yet another version of the table in which the
bandwidth may vary annually by more that the current $.004/kWh limit (Table 2). Like
previous versions, this table is not an attempt to predict future costs or load, but instead,
is a vehicle to explore “what if” examples using the Excel environment. The data shown
are not the numbers supplied by APS; they are assumed or “guesstimated” from various
sources.

Changing the bandwidth each year in April to collect/refund F&PP costs avoids the
problem of surcharges. |f an error is made in one year, it could be corrected the next
April. This would give the Commission an opportunity to review the F&PP costs each
April and make corrections to the bandwidth as warranted. Multiple surcharge decisions
would be avoided as any adjustments would be more or less routine so the ratepayer

. would not be shocked by the rate change.

The main advantage of changing the bandwidth is that it would allow APS to collect
funds advanced for F&PP costs on a monthly basis, just as the money for the base rate
costs is collected, without successive surcharge requests. The change in the amount of
cost from year-to-year would have an effect on the appropriate recovery of funds. If
F&PP costs increase, the advantage would be to the ratepayer. If F&PP costs
decrease, the advantage would be to APS. If there were no change in F&PP costs, no
advantage would result.

F&PP Cap ~ Lastly, the current annual $776 million cap on recoverable F&PP costs
needs to be reconsidered. When the $776 million cap was adopted, the F&PP
projections supported this number as an incentive for APS to file a rate case. Now that
newer, and we hope, more accurate data are available, this number should be re-
evaluated.

Sincerely,
Mike Gleason
Commissioner

c: Parties to Docket Nos:
E-01345A-03-0437 and E-01345A-05-0526
E-01345A-05-0816




Y¥6'2S0° 1519 v¥6°2S0°LGLS v¥6°250° 161 G08'282'SELS 09V°'268'€6%$ 196'828°12% uolffi 0G$ SPEBIXT JUNOIVY ‘(g JUNOWY (¥
¥¥6'250°10Z$ ¥¥6'250°102$ v¥6'250°102$ G08°'282'S81$ 09V'268'€VrL$ 196'828'L1$ aoueleg Junoody Budueleg (D
00000°0% 00000°0$ 25000°0$ £7100°0$ 1£200°0% 69€00°0$ pueq £00°0$ apISINO Buuwy umy sad jeg (d
18200°0$ G9£00°0$ 00+00°0$ 0000 0% 00v00°0$ 00¥00°'0$ pueq $00°0$ WU pasnided ymy Jad jeg (O
18200°0$ G9€00°0% 25v00°0% £¥500°0$ 1£900°0% 69,000 S8jeg peOT 8AlEN JO Ymy Jad ‘|eg (N
991'920°'26$ 61.'8LL'811% 088'¥81'GZ1L$ 2£6'G8¥'021$ 09€'€96'GLLS ~ 8VS'0L9'LLLS  @1ey vSd ubnoiy) 199109 0} pajodx3 Juwy (N
0Z1'vES'16% 8GZ'0ZEVLLS 0,0'162'9€1$ G0/'8GE'/SLS LYO'v29° 2218 166'G12'29L$ soueleg Buluiewsy (]
6v.L'8LL'8L1S- 088'v81'6Z1$- 2£6'G8Y'021$- 09€'€96'SL 1S~ 8¥G'0I9'LL1S- 0% ajey VSd Woyj uoidajjo) s,Jes A snojaald (3
6v.'8L2'8L1LS 088'¥81'SZL$ 2€6'68Y'021$ 09€'€96'GL1$ ‘8¥S'0L9'LLLS 0$ Jonokue) soueleg sea A snoinald (1
0Z}'7ES'16$ 852°0ZE' VL LS 0,0°1G2'9€1$ G0.L'8SE'LS1S LWO'v.I9'LL1LS 166'GLZ'Z91$ uonedliddy 01/06 Jouy @duelegq (|
8/G'v0L'L0LS 606'220°221$ 8/0'06€'1G1$ 900'cv8'vL1$ LO9'GLY' 161 % 066'6€Z°081$ (pe)oaj001aA0 st "Bau) LoI}|021PUN/IBAQ (H
ZZY'S6Y'vL9$ L6Y'LL1L 6793 226'608'v29$ ¥66'9S€'109$ $ 010'019"2€¥$ }S0D 8seq NIy PaisA0day SjsoD [enuuy (9
000'002'92/% 000'002'92.$ 000'002'94.$ 000'002'922$ _ G8'/19% S1S00 dd Pue [an4 JaN [enuuy (4
€LL'915'ce 022'962'LE €81'121'0¢E 018'066'82 : (HMW) ssjes peo ealleN |enuuy (3

}s00 seb 1.0z

1509 seb g00z

}soo seb gooz

15605 Seb 7002

JS05 8B 8007

um,oo seb 600z deo yum

1osal LLoz ludy  jesal 010z (udY  jesel 600Z HUdY

jasai 800z |Hdy  39sas £00Z IMdyY  3asau 900z |Udy

1S02 8seq €¥.020°0
pasiAay z-uoses|n | ajqel




19€£'98%

682'2€9°01$- 162°2S1°2$- 816'GELS- zee'ssioLs- 911'655°6$- 1es\ JusLINDd Ul $$89X3 Junoddy Buloueleg (S
0% 0$ 0% 0% 0% 0% uoljiw 0G$ Spaa9X3 JUNCOJY ‘[eg Junowy (H
080'G8.2°C1$- 602'882'¢$- ov1'162°01%- LE£6012'61%- 8vE'69v'6%- /9€'98% aouejeg Junoddy Bulouejeg (O
1€£000°0% Z€000'0$ 00000°0% 00000°0% 00000°0% 00000°0$ pueq spisinO Buuwy ymy sad “leg (d
29010°0% 80010°0% 0S600°0$ $6800°0% 2.800°0% 69.00°0% pueq uiyiMm painyided ymy tad ‘feg (O
€6010°0% 0¥01L0°0% 05600'0% ¥6800°0% ¢/800°0% 69.00°0% S9|ES PEOT 8AlEN Jo ymy Jad “leg (N

€18°2¥0'99¢$

¥20'SLy'GSES
2L0'69L'L2eS-
182'919°GeeS
91€°/95°2G¢€$
L10°.62',6€$

2.0'69.°22¢€$

18.'919'cze$
G80'v51'982$-
191°810'982¢%
669°25.°GZES
Evy'LY6'19ES

G80'¥G1'982%

£91'810'982%
¥50°'982'692$-
£€8°0€1'652$
88€'€/1'962$
ZrGe'180'62€$

¥50'982'69¢%

€€8'0€1'652%
€21'008'252%-
80V'hrz'eres
8¥6'989'892%
609°0¥5°862$

£21°008°252$

80v'Pre'eres
118821291 %-
S¥Z'SI2'TL$
L¥0'8SL'EVES
109'621'022%

118'8Z1°291%
G¥e'sic'eals

0$
0%

S ZATRAATES
191L'6€2°081$

ajey VSd ybnouy] 199)100 0} pajodx3 juwy (W

soueeg bujuiewsy (]

ajey VYSd Wolj Uonoajjo) sJesA SnoiAald (M
lanoAue) aoueleg s eaA snolnald (1
uoneaiddy 01/06 Jauy doueleq (|
(ps108)j0048A0 SI “Bau) uono|0oipun/IBAO (H

€2Y'S6Y'VI98  00S'ZZL'6Y9$  vI6'608'VZ9$  166°9GE'109$ 150D 8seq MIYL PaIan0dsy SIS0Q [enuuy (9
OPy'26L'LLO'LS  EV6'PTL'LIO'LS  9GY'L68'ES6$  009'268'668% SIS0 dd PUE [an4 JoN [enuuy (4
€2'915'28 02Z'962'LE - esv'izL'oe 0¥8'066'8Z (HMI) sales peo saeN |enuuy (3

jso5seb gLz JS05 seb §00¢ }S0O seb goog 1sod seb 7002 3509 seb 9p0z Js09 seb ooz
J9sal 110z |udy - jesal 010z Idy  jesai 600z Iy 38sea gooz jdy  jesas 200z |udy  jesal 9oz |udy

1802 aseq £€4/020°0

a|dwex3 yipimpueg a|qeleA uoses|o 'z ajqet




