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IN THE MATTER OF THE APPLICATION OF
UNS ELECTRIC, INC. FOR APPROVAL OF
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 UNS ELECTRIC,
INC.

S TAFF'S  NOTICE OF FILING P ROP OS ED
P P FAC CAP LANG UAG E

S ta ff of the  Arizona  Corpora tion Commiss ion ("S ta ff") he re by tile s  its  proposa l with re spe ct

to a  PPFAC cap which the  S ta ff recommends to address  the  potentia l ra te  shock issues  ra ised by the
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Maureen A. Scott.
Kevin O. Torrey, Attorney
Legal Division
Arizona Corporation CommissiOn
1200 West Washington Street
Phoenix, Arizona 85007
(602) 542-3402

Senior S ta ff Counse l

Origina l and thirteen (13) copies
of the  foregoing filed this  28 h day
of September 2007 with:
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12 Compa ny's  Exhibit A-43 in the  a bove -re fe re nce d ma tte r.

13 RES P ECTFULLY S UBMITTED th is  28"' da y of S e pte m be r 2007.
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1 Copies  of the  foregoing e -mailed and/or
mailed this  28th day of September 2007 to:
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Roshka DeWu1f & Patten, PLC
One Arizona  Center
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Phoenix, Arizona  85004
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UNS Electric PPFAC provis ions  to prevent a  ra te  shock s itua tion from occurring

Exhibit UNSE 43 illus tra te s  how UNS Electric projects  tha t its  purchased power and fue l
cost for the  period June  2008 through May 2009 is  projected to vary, depending upon the
price  leve l of na tura l gas . Tha t exhibit shows the  Company's  e s tima ted tota l ra te s ,
including the  PPFAC forward component ra tes , a t na tura l gas  prices  of $6.00, $7.50 and
$9.00 pe r MMBtu, re spective ly. It shows  the  Company's  forecas t of a  PPFAC forward
component of 0.48 cents /kWh a t $6.00/MMBtu na tura l gas  prices , and 1.73 cents  and
2.98 cents  a t $7.50 and $9.00 natura l gas prices. The tota l percentage  increases from
present ra tes  (including UNS Electric's  proposed base  ra te  increase) range  from 8.8% a t
$6.00 natura l gas, and were  projected by the  Company to be  21.5% and 34.2% at $7.50
and $9.00 na tura l gas prices, respective ly.

Sta ff be lieves  this  information ra ises  concerns  about the  potentia l for customer ra te
shock, e specia lly if na tura l gas  prices  move  s ignificantly highe r than the  $7.50/MMBtu
tha t UNS Electric used a s  the  bas is  for its  bill impact e s tima tes  in Exhibit UNSE 44.
Because  na tura l gas  prices  can be  very vola tile , no one  currently knows with accuracy
what na tura l gas  prices , and, by re fe rence , wha t UNS Electric's  power cos ts  will be , for
the  pe riod June  2008 through May 2009 when the  firs t PPFAC forward component would
be  in e ffect.

Afte r rece iving the  informa tion conta ined in Exhibits  UNSE 43 and 44, S ta ff the re fore
wanted to highlight for the  Commission the  potentia l PPFAC ra te  shock issue , and to
offe r a  recommendation for addressing such a  s itua tion, should it occur.

Staff recommends tha t the  Commission impose  an annual cap to address the  potentia l of
PPFAC ra te  shock given new information presented by UNSE. The  PSA tha t the
Commiss ion approved for APS conta ins  an annua l cap of 4 mills  which limits  the  amount
by which the  new annual ra te  can change  from the  current annua l ra te . 1 Tha t leve l of
annual cap would not be  appropria te  for UNSE because  UNSE does not own any base
load genera tion power costs  and its  power costs  a re  subject to a  higher degree  of
vola tility than a re  APS '. During cross  examina tion by S ta ff and unde r Commiss ion
questioning, UNSE witness  DeConcini suggested tha t, if a  cap were  to be  imposed on the
UNSE PPFAC, it would need to re flect a  wider range  than the  4 mill cap conta ined in the
APS PSA. Mr. DeConcini sugges ted tha t one  way of de te rmining a  cap for the  UNSE
PPFAC would be  to examine  the  vola tility of the  PPFAC ra tes  under a  range  of na tura l
gas  price s . Tha t type  of ana lys is , including informa tion on cus tomer bill impacts , is
e ssentia lly wha t UNSE provided in Exhibits  UNSE 43 and 44.2 Us ing the  informa tion
provided in Exhibits  UNSE 43 and 44, an annua l cap for UNSE's  PPFAC could be
developed tha t would be  ta ilored to UNSE's  unique  circumstances  and exposure  to power

1 APS' 4 mill cap, as it came out of the most recent rate case decision, is a limit on the amount of change
that can occur from the current annual rate to the new annual rate. The annual rate is the sum of the
Forward, Historical, and Transition components.
2 UNS Electric also provided additional bill impacts in Exhibit UNSE 45, assuming "solid fuel resources,"
i.e., a coal plant, however, Staff views that scenario as speculative, and accordingly, does not accord it any
weight in evaluating what an annual cap on the UNSE PPFAC could be.



cos t price  vola tility. For example , if the  Commiss ion wanted to use  UNSE's  "base
forecast" of power costs  (which a re  based on na tura l gas  a t $7.50 per MMBtu), an annual
PPFAC cap could be  deve loped us ing such information. Based on the  information shown
in Exhibit UNSE 43, for example , if an annua l cap were  se t a t 1.73 cents  pe r kph for the
PPFAC forward component, the  tota l ra te  increase  under UNSE's  projection would be
limited to approxima te ly the  21 .5% shown on tha t exhibit?  If the  cap for the  UNSE
PPFAC were  es tablished in this  manner, the  1.73 cents  pe r kph would be  a  "hard cap"
tha t could not be  exceeded.4 (This  would diffe r from APS ' cap which is  a  limit on
change.)

In summary, the  Staff recommends an annual PPFAC cap as discussed here in to prevent
the  potentia l for ra te  shock in this  case .5

3 The 21.5% increase assumes that UNSE's full base rate increase request and its requested ratemaking
treatment of Black Mountain Generating Station (BMGS) would be approved. If the Commission approves
something less than UNSE's full base rate request, the total increase would be lower. With respect to the
impact of BMGS, UNSE witness Grant testified under cross examination by Staff that the rate impacts
shown on Ex. UNSE 43 would be similar with and without the Company's requested ratemaking treatment
for BMGS.
4 In this illustrative example, based on Ex UNSE 43, the 1.73 cents/kWh cap would apply to the PPFAC
forward component only and could be viewed as a "hard cap" on the forward component. If the 1.73 cent
PPFAC forward component produced an under-collection of cost, the under collection would be addressed
in the PPFAC true-up component for the next period. If gas prices and power costs increase substantially
in UNSE's PPFAC filing for the forward component beyond what they are expected to be currently (i.e.,
beyond the 1.73 cents per kph shown on Ex UNSE 43), the application of this cap on the PPFAC forward
component would essentially result in a deferral of cost recovery in order to avoid a rate shock situation.
5 Staff's initial PPFAC recommendation did not include a cap. However, , after seeing the potential for a
rate shock situation in UNSE's projections in Exhibit UNSE 43 that assumed higher gas and power prices,
Staff now supports the implementation of a PPFAC cap for UNSE.


