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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,
| 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 £3.004/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
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. If 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. [f 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
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