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Dear Colleagues and Parties to the Dockets:

The purpose of my proposed amendment is to modify the January 4, 2006 Recommended Order
and Opinion (ROO) on APS’ Plan of Administration and Surcharge Apphcatlon by changing the
effective date for resetting the Adjustor Rate each year.

My proposed amendment provides APS with an opportunity to commence recovery faster, which
will benefit both the Company and ratepayers. Timely relief in this instance not only serves to
ameliorate the adjustor’s rate impact on customers prior to the summer, but also lowers interest
on the under-recovered amount. Reducing interest payments means ratepayers will not have the
burden of paying higher costs when Adjustor Rate is reset in the future.

The amendment makes two specific changes. First, it removes the requirement that APS make a
prefiling of the new Adjustor Rate one month prior to its effective date. Second, it implements
the new Adjustor Rate at an earlier time. Under the amendment, APS’ Adjustor Rate would be
set at the maximum level of $0.004 per kilowatt hour effective February 1, 2006. In subsequent
years, the Adjustor Rate would be reset on February 1 of each year.

As reflected in my proposed amendment, the record in this matter supports the changes related to
the timing of relief for APS’ under-recovered fuel and purchased power costs. During the
evidentiary hearing on the Plan and Surcharge Application, no party contested that APS’ fuel and
purchased power costs were under-recovered by more than $100 million. Moreover, no party
objected to the merits of the surcharge. In essence, the timing of relief through the adjustor and
surcharge is what was at issue, not whether APS was entitled to relief.

Since the evidentiary hearings, APS has filed for emergency rate relief based upon escalating
fuel costs and a December 2005 downgrade of its credit rating by Standard and Poor’s.
Although the merits of APS’ emergency rate case filing will be determined in a separate
proceeding, it further supports my amendment to move up the timing for recovery to February 1.
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In effect, my proposed amendment uses the January 4, 2006 ROO as the vehicle to modify the
approved APS Rate Case Settlement (Decision No. 67744). As a result, a proceeding with notice
and opportunity to be heard pursuant to ARS § 40-252 may be required. To the extent that ARS
§ 40-252 applies, this letter shall serve as notice to the parties in Decision No. 67744 that it is my
intent to modify the Decision for the narrow purpose of changing the timing of relief for APS’
under-recovery of fuel and purchased power costs (as described in the attached proposed
amendment). I have asked that this item on the January 24 Open Meeting agenda be also noticed
as an ARS § 40-252 proceeding so that Commissioners may consider modifying Decision No.
67744.

I understand that it is unusual to hold an ARS § 40-252 proceeding at an Open Meeting.
However, I think that unique circumstances exist in this case that warrant taking this step. As to
how these matters may unfold before the Commission at the Open Meeting, I envision that the
Commission will first vote on whether it wishes to consider amending Decision No. 67744 to
alter the timing of relief for the under-recovery. If so, the merits of my proposed amendment
could be considered, with notice and opportunity to be heard by APS and the parties. If an
amendment is approved by the Commission, the actual language would be inserted into the
January 4, 2006 ROO on APS’ Plan of Administration and Surcharge Application.

Under the circumstances presented in this case, the sooner we provide APS an opportunity to
begin recovery of debts it has already incurred, the better the public interest will be served.

Sincerely,

A

Jeff Hatch-Miller
Chairman
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