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LD 13 The  Arizona  Ele ctric Powe r Coope ra tive , Inc. ("AEPCO" or the  "Coope ra tive ") submits

14 this  reply to the  Sulphur Springs  Va lley Electric Coope ra tive , Inc. ("SSVEC") Response  to

15 AEPCO's  Reques t for Review of FPPCA Effica cy a nd Imple me nta tion of Alte rna tive  Adjus tor

16 Rates.

17 1 . S UMMAR Y O F  R E P LY

18 SSVEC supports  prompt approva l of AEPCO's  request to implement a lte rna te  adjus tor

19 ra tes  based on a  s ix-month bank amortiza tion method and to continue  use  of tha t method until

20 the  FPPCA is  reexamined in AEPCO's  next ra te  case  to be  filed next year.1 The  Coopera tive

21 acknowledges that support and urges the Commission to approve, for implementation as soon as

22 possible , the  amended adjustor ra tes  of 14.76 mills /kWh for a ll-requirements  members

23 ("ARMs") a nd 13.05 mills /kWh for its  pa rtia l-re quire me nts  me mbe rs  ("P RMs").

24

5 .

1 SSVEC Response, p. 2, ll. 21-26.
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1 For severa l reasons , however, AEPCO opposes  SSVEC's  request to implement prior to

2 the  next ra te  case  a  diffe rent way of ass igning cost responsibility among its  members  than the

3 method followed for the  pas t two yea rs . Firs t, a s  a  lega l ma tte r, SSVEC's  reques t tha t next

4 September 1 AEPCO "propose  FPPCA adjustor ra tes  [which a lloca te ] fue l and purchased power

5 cos ts  be tween the  individua l members  of the  PRMs and individua l members  of the  ARMs"2 is

6 not wha t the  Commission ordered in the  2005 Rate  Case . SSVEC's  request is  a  colla te ra l a ttack

7 on tha t decis ion. Second, a s  a  practica l ma tte r, while  it is  working on deve loping such a

8 capability, the  Coopera tive  does  not currently have  the  ability to track, record and a lloca te to a

9 particula r member the  hourly cost of energy by resource  which the  method suggested by SSVEC

10 requires . Third, even if AEPCO did have  tha t capability, the  power cost bases  se t in the  ra te  case

l l were  not de te rmined tha t way. There fore , SSVEC's  new adjus tors  would not produce  fue l and

12 purchased power adjustments  comparable  to the  bases  on which they a re  premised. Fina lly, the

13 Commiss ion a lready ha s  orde red a  review of the  FPPCA in the  next ra te  ca se . Tha t filing-not a

14 reques t for e fficacy review with na rrow pa rticipa tion on a  limited bank amortiza tion/cos t

15 recovery issue -is  the  appropria te  forum for and procedure  to address  SSVEC's  a rguments .

1 6 11. AR G UME NT

1 7 SSVEC proposes  a  radica l departure  from the  current s tructure  of AEPCO's  FPPCA.

18 The current clause was discussed and approved in the 2005 Rate Case without objection by any

19 party, including ssvEc.3 As  discussed in the  Ra te  Case  Decis ion and the  re fe renced te s timony

20 of S ta ff witness Barbara  Keene (Ex. S-7), a  separate  base  cost of power was established for the

21 ARM cla ss  and the  PRM cla ss . This  was  accomplished by dividing test-year kWhs into QS

22

23
2 SSVEC Response, p. 5, ll. 1, 8-10.
3 "We a lso note tha t no party objected to Sta ffs  recommendations  for the FPPCA."
Case Decis ion"), p. 9, ll. 27-28.

Decis ion No. 68071 ("Ra te
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1 test-year a llowed fue l and purchased power costs , excluding the  capacity costs , but not the

2 energy cos ts , a ssocia ted with the  summer peaking contract in which PRM Mohave  Electric

3 C00 e la tive  did not a rtici a te .4 This  re duce d s  s te m a ve rt e  cos t of s e rvice  e we r ba s e sp p p p y g p

4 which did not diffe rentia te  based on individua l unit genera tion or purchased power cos ts  or

5 individua l me mbe r usa ge  pa tte rs . The  re sulting ba se  for ARMs wa s  a bout 0.8 mills /kWh highe r

6 than the  PRM base  to take  into account the  fact tha t the  PRM did not participa te  in the

7 May-September peaking contract.5 Adjustors  were  authorized on a  semi-annua l basis

8 "ca lcula ted by comparing the  rolling 12-month average  of actua l fue l and purchased power costs

9 to the  base  cost established in the  ra te  case" plus an a llowance to recover the  balancing account.6

10 This  formula  was  then used in AEPCO's  a ll-requirements  member ta riff and pa rtia l-requirements

11 schedule  and approved for filing pursuant to the  Rate  Case  Decision.7

1 2 In sha rp contra s t to this  adjus tor mechanism-which was  offe red by S ta ff, agreed to by

13 the  parties , fully ve tted and discussed in the  ra te  case , recommended by the  Adminis tra tive  Law

14 Judge  and approved by the  Commiss ion-SSVEC reques ts  tha t AEPCO propose  next fa ll s ix,

15 ra ther than two, adjustor ra tes . Further, unlike  the  system average  cost and usage  method

16 authorized by the  Rate  Case  Decision, these  would a lloca te  "fue l and purchased power costs

17 be tween the  individua l members  of the  PRMs and individua l members  of the ARMs consis tent

18 with...expenses a ttributable  to the  respective  members  and classes ."8 While  AEPCO has no

19 objection to s tudying pros  and cons  of the  current FPPCA or any other system in next year's  ra te

20

2 1

22

23

4 This  a llocation of the capacity cos ts  associa ted with the "Sta te 2" member cos ts  continues  in order to mainta in
cons is tency with the ra te decis ion as  reflected in tha t column of page 3 of the Schedule a ttached to the March 28
Amended Filing.
'> Rate Case Decis ion, Finding 37.
6 Rate Case Decis ion, Finding 34 and S-7, p. 4, ll. 24-26.
7 Copies  of the approved tariff and schedule are a ttached as  Exhibit A.
8 SSVEC Response, p. 5, ll. 8-11.
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1 case , which it is  a lready required to do,9 SSVEC's  request to do tha t now cannot and should not

2 be  approved.

3 SSVEC's  Request to ins titute  a  new FPPCA procedure  is  a  colla te ra l a ttack
on the  Rate  Case  Decision.

4

5

6 the  orde rs  and decis ion of the  commiss ion which have  become  fina l sha ll be  conclus ive ." As

7 expla ined previous ly, wha t SSVEC wants  is  a  drama tic redes ign of the  FPPCA wholly diffe rent

8 than the  cLn'rent clause , which a ll parries  to the  ra te  case , including SSVEC, e ither agreed or did

9 not object to, which S ta ff recommended and which the  Commiss ion approved. SSVEC a lso asks

10 tha t the  new method be  applied re troactive ly to the  April 2008 adjus tors . These  adjus tors ,

11 however, re la te  to 2007 rolling ave rage  prices  and 2007 bank undercollection experience  when

12 SSVEC was  s till an ARM. The  reques ts  a re  clea rly an impermiss ible  colla te ra l a ttack on the

13

14 The only issue  which the  Commission expressly he ld open in the  Rate  Case  Decis ion was

15 pe rmiss ion for AEP CO to reques t a  review of the  FPPCA if its  "recovery of fue l and purchased

16 power costs  [is ] outpaced by the  ra te  of future  fue l and purchased power cost increases ." Tha t is

17 precise ly wha t the  Coopera tive  has  done  in its  February 29 and March 28 amended filings . They

18 ask tha t the  Commission approve  a  s ix- ra ther than 12-month bank recovery fea ture  because  of

19 pe rs is tent unde r-collections  which a re  cons is tently "outpacing" recove ry. Tha t reques t is

20 cons is tent with the  Ra te  Case  Decis ion. Unlike  SSVEC's  reques t, it does  not involve  a  redes ign

21 of the  clause  nor the  manner in which costs  a re  tracked and a lloca ted, but only the  pace  a t which

22 those  costs  a re  recovered consistent with the  existing, approved system.

23

s

24
9 Rate Case Decision, Findings 34-35, Fifth Ordering Paragraph, Ex. S-7, p. 5.
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1 AEPCO does  not currently have  the  ability to track, record and a lloca te
costs as SSVEC proposes.

2

3 As a  practica l ma tte r, AEPCO doesn't have  the  infonna tion required to implement the

4 sys tem SSVEC wants . In a ttempting to jus tify an entire ly new FPPCA procedure , "SSVEC

5 mainta ins  tha t the  PRMs are  inappropria te ly and unfa irly ass igned fue l and purchased power

6 costs  a ttributable  to ARMs, thereby causing the  PRMs to pay higher ra tes  and subsidize  the

7

8 not have  the  infrastructure  and software  capability to track and record the  da ta  necessary to

9 address  the  a sse rtion-much le ss  implement a  wholly diffe rent FPPCA sys tem to a ss ign cos ts

10 based on it as SSVEC suggests.

11 Like  most utilitie s , AEPCO has  a  broad portfolio of re sources  which it uses  to mee t its

12 members ' hourly needs , including coa l, older and newer na tura l gas  units , hydro, purchased

13 power contracts , spot purchases  and a  small, but growing, portfolio of renewables . The  cos t of

14 most of these  resources and the  mix of these  resources varies  on an hour-by-hour basis . What

15 the  Coopera tive  currently has  (and during the  tes t year had) is  the  ability to track, capture  and

16 re cord hourly loa d da ta -in the  a ggre ga te  a nd by individua l me mbe r-a s  we ll a s  the tota lhourly

17 cost of a ll power genera ted and purchased to meet a ll members ' needs. What AEPCO does not

18 have  is  the  ability to track, capture  and record the  hourly pe r unit cost of energy of each of its

19 power re sources , a s  we ll a s  which resource  se rved wha t portion of the  ARM or PRM member's

20 loa d.

2 1

22

23
10SSVEC Response, p. 4, ll. 5-7. SSVEC a lso asserts  tha t the current FPPCA methodology will result in SSVEC
paying millions  of extra  dolla rs  over time. Tha t s ta tement is  s imply one of s evera l different and conflicting
es timates  which assume that nothing would be done on this  issue before the year 2020.

524
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1 AEPCO's  Board has  authorized the  money to deve lop a  sys tem which would a llow

2 AEPCO to track tha t more  specific cos t, re source  and a ttribution informa tion. The  deve lopment

3 of tha t sys tem is  currently underway. However, the  soonest the  system is  expected to be  online

4 is  the  firs t qua rte r of 2009. While  it is  hoped tha t it will be  capable  of deve loping da ta  not only

5 on a  rea l time, but a lso on a  his toric period (such as  ca lendar year 2008) basis , AEPCO is  not

6 certa in tha t will be  the  case . What is  ce rta in is  tha t the  Coopera tive  does  not currently have  and

7 will not have  the  ability for quite  some  time  to even a ttempt the  more  specific a lloca tion of cos ts

8 which SSVEC requests  be  used in deve loping diffe rent FPPCA adjustors .

9 c. SSVEC's  suggested a lloca tion system would crea te  a  mismatch be tween the
adjustors and power cost bases.

1 0

11 As previously discussed, the  ARM and PRM power cost bases  deve loped by Sta ff and

12 AEPCO for use  in the  FPPCA were  designed based on a  test-year average  cost of service , not on

13 the  hourly-specific unit cos t, member-by-member a ss ignment me thod which SSVEC now

14 suggests . The  bases were  designed "in gross" based upon tota l a llowed fue l and purchased

15 power cos ts  incurred in the  te s t yea r (ne tted only in MEC's  case  for the  capacity, but not energy

16 costs  associa ted with the  summer peaking contract then in e ffect) and divided by tota l tes t-year

17 kWhs. Obviously, (1) had the  capability exis ted to track and ass ign cos ts  on a  more  granula r

18 basis , (2) if parties  had discussed and agreed whether and how to use  tha t da ta  and (3) if tha t da ta

19 had been used, the  power cost base  of each member and/or the  collective  base  of the  ARMs and

20 PRMs deve loped in the  ra te  case  could, and very like ly would, have  been diffe rent.

2 1 Even if the  capability exis ted now to des ign the  adjus tors  with tha t higher degree  of

22 granularity (which it does  not), the  applica tion of those  adjustors  to bases  not cra fted the  same

23 way crea tes  an inherent mismatch be tween the  adjustors  and the  power cost bases . It would

24 6



4

4

1 viola te  the  symmetry the  Commiss ion and pa rtie s  envis ioned in tracking "changes  in the  cos t of

2

3

fue l for AEPCO's  genera ting units  and power purchases ...by comparing the ...actua l fue l and

purchased power costs to the base cost established in this ra te  case."H Fina lly, it viola te s  one  of

4 the  basic tenets of adj Astor clauses that a ll e lements be  consistently formulated so that

5 comparability is  mainta ined and an assurance  exis ts  tha t a llowed, achieved costs  a re  not under-

6 or over-recovered. SSVEC's  reques t to revise  the  adjus tors  "mid-s tream" viola tes  each of those

7 propos itions .

8 The  correct forum for SSVEC to ra ise  its  redes ign of the  clause  is  AEPCO's
2009 rate case.

9

1 0 As the  Commiss ion is  aware , adjus tor clauses  a re  complica ted subjects . Diffe rent pa rtie s

11 will have  diffe ring opinions  on cos t quantifica tion, cos t causa tion, cos t a lloca tion and cos t

12 re spons ibility. Clause  complexity is  an important cons ide ra tion. So a re  ea se  of adminis tra tion

13 and the  expense , a s  we ll a s  the  re liability of da ta  tracking and reporting mechanisms. Various

14 public policy issues  a lso come  into play. For example , in gene ra l, the  Commiss ion has  pre fe rred

15 a  uniform adjus tor ra te  which applie s  broadly ins tead of the  s ix diffe rent adjus tor ra te s  which

16 SSVEC seems to be  suggesting. AEPCO, AEPCO's  members , S ta ff, potentia l inte rveners  and,

17 of course , the  Commissioners  will have  a  varie ty of views about these  and other subj ects .

1 8 The  Ra te  Case  Decis ion requires  tha t AEPCO's  2009 ra te  case  filing provide  information

1 9

20

tha t "addresses  the  FPPCA's  opera tion, its  merits , and its  shortcomings and tha t provides

recommenda tions  a s  to whe the r the  FPPCA should remain in e ffect."]2 Tha t forum and

21 procedure , not this  narrowly-focused e fficacy request, is  the  appropria te  place  to take  up

22 SSVEC's , AEPCO's  and others ' suggestions  concerning the  des ign of the  FPPCA.

23 11 Rate Case Decis ion, p. 8, ll. 23-24, with reference to S-7.
Ex, S-7, p. 5, ll. 14-16.1:2

24

D.
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1 III. CONCLUSION

2 AEPCO requests  tha t the  Commission ente r its  Order:

3 Approving for implementa tion by May 1 or a s  soon as  is  poss ible  revised adjus tor

4 ra te s  of 14.76 mills /kWh for its  a ll-requirements  members  and 13.05 mills /kWh for its  pa rtia l-

5 requirements  members  and continued use  of the  s ix-month bank amortiza tion method until the

6 FPPCA is  reexamined in AEPCO's  next ra te  case , and

7 Denying SSVEC's  reques ts  for implementa tion of a  new adjus tor me thodology on

9

8 Octobe r 1, 2008 with true -up re troa ctive ly to April 1, 2008.

RES P ECTF ULLY S UBMITTED th is  4 th  da y o f April,  2008 .

10 GALLAGHER & KENNEDY, P .A.

12 V\M.201_
13

14

B y
Micha e l M.  G ra n t
2575 Ea s t Ca me lba ck Roa d
P hoe nix,  Arizona  85016-9225
Attorne ys  for Arizona  Ele c tric  P owe r

Coope ra tive , Inc.
15

16 Orig in a l a n d  15 c o p ie s  file d  th is
4th da y of April,  2008, with:

17

18

19

Docke t Contro l
Arizona  Corpora tion Com m is s ion
1200 We s t Wa shington S tre e t
P hoe nix,  Arizona  85007

20

2 1

22

23

24 8
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1 Co p ie s of the  fore going de live re d
this  4m da y of April, 2008, to:

2

3

4

Commiss ione r Mike  Gleason, Cha irman
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007

5

6

Commis s ione r Willia m A. Munde ll
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007

7

8

9

Commiss ione r J e ff Ha tch-Mille r
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007

10

11

Commiss ione r Kris tin K. Ma ye s
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007

12

13

14

Commis s ione r Ga ry P ie rce
Arizona  Corpora tion Com m is s ion
1200 We s t Wa s hington S tre e t
P hoe n ix,  Arizona  85007

15

16

17

Te rri F ord
Utilitie s  Div is ion
Arizona  Corpora tion  Com m is s ion
1200 We s t Wa shington S tre e t
P hoe nix,  Arizona  85007

18

19

20

Ba rba ra  Ke e ne
Utilitie s  Div is ion
Arizona  Corpora tion  Com m is s ion
1200 We s t Wa shington S tre e t
P hoe nix,  Arizona  85007

2 1

22

23

J e rry Ande rs on
Utilitie s  Div is ion
Arizona  Corpora tion  Com m is s ion
1200 We s t Wa s hington S tre e t
P hoe nix,  Arizona  85007

24 9
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1

2

3

Chris tophe r Ke m ple y
Chie f Couns e l,  Le ga l Divis ion
Arizona  Corpora tion  Com m is s ion
1200 We s t Wa shington S tre e t
P hoe nix,  Arizona  85007

4 Co p ie s of the  fore going m a ile d
this  4th da y of April, 2008, to:

5

6

7

8

9

Bra dle y S . Ca rroll
Je ffrey W. Crocke tt
S ne ll & Wilme r L.L.P .
One  Arizona  Cente r
400 East Van Buren Stree t
P hoe nix, Arizona  85004-2202
Attorne ys  for Sulphur Springs  Va lle y

Ele ctric Coope ra tive , Inc.

10

11

12

13

Micha e l A.  Curtis
Willia m  P . S ulliva n
La rry K.  Ud a ll
Curtis ,  Goodwin, S ulliva n,  Uda ll & S chwa b, P .L.C.
501 Ea s t Thoma s  Roa d
P hoe nix,  Arizona  85012-3205
Attorne ys  for Moha ve  Ele ctric  Coope ra tive , Inc .

1 4

1 5

1 6

Jane L. Rodder
Adminis tra tive  La w Judge
He a ring Divis ion
Arizona  Corpora tion Commiss ion
400 West Congress
Tucs on Arizo 85701-1347

1 7
*.
K

1 8

l

3
59

l 21-46/1803251

1 9

20

2 1

22

23

24
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EXHIBIT A



COMMISSIONERS
JEFF HATCH~MILLER - Chairman

WILUAM A. MUNDELL
MARC SPITZER
MIKE GLEASON

KRISTIN K. MAYES

RE:

Mr. Micha e l M. Gra nt
Ga lla ghe r & Ke nne dy, P .A.
2575 East Camelback Road
Phoenix, Arizona  85016-9225

ARIZONA CORPORATION COMMISSION

September 27, 2005

. I
"-"'

.Ag i . '8j=899313x ,F/.3 t
..>

9°

BRIAN c. McNEIL
Executive Director

ARIZONA ELECTRIC P OWER COOP ERATIVE, INC.
DOCKET no. E-01773A.04-0528
DECIS ION no . 68071

,{< 3..

/ .

I," u .3

*'e~.:}
\=gg...'1'.
E.-f3' f __;

 ̀;_*.N**

'~ r 4". I
Q: m \§;}''v.....x,...,~-T 1 "

l s r
4*

Dear Mr. Grant:

Enclose d is  a  s ta mpe d copy of the  ta riffs  tha t we re  a pprove d a s  be ing in complia nce  to
the  above  Decis ion, with an e ffective  da te  of September 1, 2005 .

If you ha ve  que s tions  re ga rding the  tiling of the s e  ta riffs , ple a s e  conta ct me  a t (602)
542-4251.

S ince  Ly, l

O

0

H. Mil e r
Programs  & Projects  Specialis t II
Utilitie s  Divis ion

/ l im

En clo s u res

Brian K.Bozzo
Compliance Enforcement

»»#'2'°*

al/

cc:

1200 WEST WASHINGTON STREET; PHOENIX, ARIZONA 85007~2927 /400 WEST CONGRESS STREET; TUCSON. ARIZONA 85701-1347

.cc.st3t€.8z.Us
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ARIZONA ELECTRIC POWER COOPERATIVE, INC.

TARIFF

P ER MANENT

Effe ctive  Da te : September 1, 2005

AVAILABILITY

Ava ila ble  to a ll coope ra tive  a s socia tions  which a re  or sha ll be  a ll-re quire me nts  Cla ss  A me mbe rs
of the  Arizona  Ele ctric P owe r Coope ra tive , Inc. ("AEP CO").

MO NTHLY RATE  (BILLING  P E RIO D)

Ele ctric powe r a nd e ne rgy furnis he d unde r this  Ta riff will be  s ubje ct to the  ra te s  s e t forth in the
a tta ched Exhibit A and the  te rms  se t forth he re in.

Billing  'De ma nd - The  billing de ma nd s ha ll be  tha t th irty minute  inte gra te d Cla s s  A me mbe r
me te re d de ma nd coincide nt a t the  hour of the  AEP CO monthly pe a k. Contra cts  s pe cifying
de ma nd le ve ls  a nd billing pa ra me te rs  a re  not include d in  th is  Cla s s  A me mbe r de finition of
billing de ma nd a nd a re  bille d se pa ra te ly.

Billin g  Mo n th .- The  firs t ca le nda r month pre ce ding the  month the  bill is  re nde re d.

Additiona l Cha rge s .- S e rvice  is  a ls o  s ub je c t to  the  ra te s  a nd  cha rge s  s ta te d  in  AEP CO's
Re gula tory As s e ts  a nd Compe tition Tra ns ition Cha rge  S upple me nta l Ta riff The  de ma nd a nd
e ne rgy ra te s  s ta te d he re in include  no a llowa nce  for re cove ry of re gula tory a s s e ts . P urs ua nt to
De c is io n  No .  6 2 7 5 8 ,  th e  re g u la to ry a s s e ts  a n d  RAC h a ve  b e e n  a s s ig n e d  to  S o u th we s t
Tra ns mis s ion Coope ra tive , Inc. AEP CO will pa s s  through to. its  Cla s s  A me mbe rs  the  R.AC
assessed by SouthWest Transmission Coopera tive , Inc. .  ` .

P owe r Fa ctor - Ea ch me mbe r s ha ll ma inta in powe r fa ctor a t the  time  of ma ximum de ma nd a s
clos e  to unity a s  pos s ible . In the  e ve nt the  powe r fa ctor me a s ure d a t the  time  of the  ma ximum
de ma nd is  le s s  tha n 95% la gging or le a ding, the  ma ximum de ma nd s ha ll be  a djus te d for billing
purpos e s  by dividing the  ma ximum me a s ure d de ma nd by the  me a s ure d powe r fa ctor multiplie d
b y .9 5 . The  p rovis ions  o f the  powe r fa c to r a d jus tme n t will be  wa ive d  if powe r fa c to r is
de trime nta lly impa cte d a s  a  dire ct re s ult of s ys te m improve me nts  or
proce dure  by AEPCO to re duce  tra nsmiss ion losse s  a nd/or improve  sys te m re lia bility.

a change in operational

Taxes -. Bills rendered are also subject to adjustment for all federal, state and local government
taxes or levies on such sales and any assessments that are or may be imposed by federal or state
regulatory agencies on electric utility gross revenues.

"
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Tra ns mis s ion a nd Ancilla rv S e rvice  Cha rge s - Ea ch  Cla s s  A me mbe r will a ls o  be  b ille d  by
AEP CO for cha rge s  it incurs  for the  tra ns mis s ion of e ne rgy to the  Cla s s  A me mbe r's  de live ry
point(s ). S uch cha rge s  will be  a s s e s s e d to the  Cla s s  A me mbe r a t the  ra te s  a ctua lly cha rge d
AEP CO by the  tra ns mis s ion provide r a nd othe rs  for tra ns mis s ion s e rvice  a nd the  provis ion of
a ncilla ry s e rvice s .

P owe r Cos t Adjus tor Ra te - The  monthly bill compute d unde r this  Ta riff will, on the  proce dure s
s ta te d he re in, be  incre a se d or de cre a se d by a n a mount e qua l to the  re sult of multiplying the  kph
used by the  Power Cost Adjustor Rate  where :

F (P C +BA) - $001687

F Power Cost Adjustor Rate in dollars per kph, rounded to the nearest one-thousandth
of a cent ($0.00001).

P C The  Commiss ion a llowe d pro forma  fue l, purcha se d powe r a nd whe e ling cos ts  in
dolla rs  per kph, rounded to the  nearest one-thousandth of a  cent ($0.00001).

BA = The "Bank Account" represents allowable accumulated fuel and purchased energy -
costs in dollars per kph, rounded to the nearest one-thousandth of a cent ($0.0000l)
over or under collected in the past.

Allowable  fue l, purchased power and whee ling costs  include :

A. The. costs of fossil fuel and natural gas consumed Io AEPCO's own plants as
recorded in RUS Accounts 501 and 547, plus

B. The actual costs associated with power purchased for reasons other than identified in
paragraph (C) below as recorded in RUS Account 555, plus

C. The cost of energy purchased when such energy is purchased on an economic
dispatch basis. Included therein may be such costs as that charged for economy
energy purchases and the charges as a result of scheduled outage. All such lands of
energy being purchased by AEPCO to substitute for its own higher cost energy as
recorded in RUS Account 555, plus

D. The  firm a nd non-firm whe e ling e xpe nse s  a ssocia te d with the  de live ry of e ne rgy a s
re corde d in RUS  Account 565, e xce pting ne twork se rvice  tra nsmiss ion pa yme nts
ma de  by AEP CO to S outhwe s t Tra ns mis s ion Coope ra tive , Inc for e le ctric powe r
and energy furnished to the  a ll-requirements  Class  A members  and less

E. The demand and energy costs recovered through non-tariff contractual firm sales of
power and energy as recorded in RUS Account 447, less
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F. The demand and energy costs recovered through inter-system sales including the
. incremental fuel and/or purchased energy costs related to economy energy sales
and other energy sold on an economic dispatch basis as recorded in RUS
Account 447.

On a  ca le nda r s e mi-a nnua l ba s is  comme ncing on Octobe r 1, 2006, AEP CO s ha ll compute  the
Power Cos t Adjus tor Ra te  a s  specified he re in ba sed upon a  rolling twe lve -month ave rage  and file
on S e pte mbe r l or Ma rch l of the  month pre ce ding the  e ffe ctive  da te  of the  re vis e d P owe r Cos t
Adjus tor Ra te  (i.e ,, Octobe r l or April l): (1) ca lcula tions  s upporting the  re vis e d Adjus tor Ra te
with the  Dire ctor, Utilitie s  Divis ion a nd (2) a  Ta riff re fle cting the  re vis e d Adjus tor Ra te  with the
Commis s ion which s ha ll be  e ffe ctive  for b illings  a fte r the  IS  da y of the  following month a nd
which sha ll continue  in e ffe ct until re vise d pursua nt to the  proce dure s  spe cifie d he re in.

DS M Adjus to r Ra te - Monthly bills  for s e rvice  provide d he re unde r will a ls o include  a n a mount
for re cove ry of cos ts  a s s ocia te d with pre -a pprove d DS M progra ms . The  DS M Adjus tor Ra te
will b e  ca lcu la te d  b y d ivid in g  d ie  a cco u n t b a la n ce  o f a n y co s ts  in cu rre d  b y AE P CO  fo r
pre -a pprove d DS M progra ms  le s s  re ve nue s  re ce ive d through the  DS M Adjus tor Ra te  by the  tota l
numbe r o f kph  s o ld  to  Cla s s  A me mbe rs  in  the  p re vious  ca le nda r ye a r.  AEP CO will file  a
re que s t for the  initia l or re vis e d DS M Adjus tor Ra te  a nd s upporting docume nta tion with Utilitie s
Divis ion S ta ff by Fe brua ry l for a  DS M Adjus tor Ra te  to be  e ffe ctive  on Ma rch l.
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Effective  Da te September 1, 2005* September 1, 2006* September 1, 2007*

All-Requirements  Members :

Demand Rate  .... $/kW Month 14.31 14.64 14.98

IEver Rate .- $/kwh 0.02073 0.02073 0.02073

Power Cost Adjustor Base  - SB/kwh 0.01687 0.01687 0.01687

AFPFIOVED 1:59 FELING
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III L
EXHIBIT A

Power Cost Adj Astor Rate - $/kwh
DSM Adjustor Rate -. $/kwh

0.00000**
0.00000**

* Rates a re  e ffective  for se rvice  provided on and afte r this  da te .
** De te rmined a s  se t forth in the  Ta riff.

10421-36/1287361 4



Arizona  Elec tric  Power Coope ra tive , Inc .

Partial-Requirements Member
Rates and Fixed Charge

(Effective September 1, 2005)

S e rvice  provide d to Moha ve  Ele ctric Coope ra tive , Inc. by the  Arizona  Ele ctric P owe r
Coope ra tive , Inc. unde r the  Pa rtia l Requirement Capacity and Ene rgy Agreement sha ll be  a t the
ra te s  s e t forth in the  a tta che d Exhibit A.

P owe r Cos t Ad jus to r Ra te .- Th e  mo n th ly b ill co mp u te d  u n d e r th is  S ch e d u le  will,  o n  th e
proce dure s  s ta te d  he re in , be  incre a s e d  o r de cre a s e d  by a n  a mount e qua l to  the  re s u lt o f
multiplying the  kph us e d by the  P owe r Cos t Adjus tor Ra te  whe re :

F (pp + BA) - $0.01603

F Power Cost Adjustor Rate in dollars per kph, .rounded to the nearest one-
thousandth of a cent ($0.00001). ;

P C The  Commis s ion a llowe d pro forma  fue l, purcha s e d powe r a nd whe e ling cos ts  in
dolla rs  pe r kph, rounde d to the  ne a re s t one -thousa ndth of a  ce nt ($0.0000l).

BA The "Bank Account" represents allowable accumulated fuel and purchased energy
costs in dollars per kph, rounded to the nearest one-thousandth of a cent
($0.0000l) over or under collected 'm the past.

Allowa ble  fue l, purcha se d powe r a nd whe e ling cos ts  include :

A. The  cos ts  of fos s il fue l a nd  na tura l ga s  cons ume d in  AEP CO's  own pla nts  a s
recorded in RUS Accounts  501 and 547, plus

B The  actua l cos ts  a ssocia ted with power purchased for rea sons  othe r than identified
in pa ra gra ph (C) be low a s  re corde d in RUS Account 555, plus

C. The  cos t of e ne rgy purcha s e d whe n s uch e ne rgy is  purcha s e d on a n e conomic
dis pa tch ba s is . Include d the re in ma y be  S uch cos ts  a s  tha t cha rge d for e conomy
e ne rgy purcha se s  a nd the  cha rge s  a s  a  re sult of sche dule d outa ge . All such kinds
of e ne rgy be ing purcha se d by AEP CO to subs titute  for its  own highe r cos t e ne rgy
as  recorded in RUS Account 555, plus

D. The  firm a nd non-firm whe e ling e xpe ns e s  a s s ocia te d with the  de live ry of e ne rgy
a s  re co rd e d  in  RUS  Acco u n t 5 6 5 ,  e xce p tin g  n e two rk s e rvice  tra n s mis s io n
pa yme nts  ma de  by AEP CO to  S outhwe s t Tra ns mis s ion  Coope ra tive , Inc  fo r
e le ctric powe r a nd e ne rgy furnishe d to the  a ll-re quire me nts  Cla s s  A me mbe rs  a nd
le ss . . .-. . .w -
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E. The  de ma nd a nd e ne rgy cos ts  re cove re d through non-ta riff contra ctua l firm s a le s
of power and ene rgy a s  recorded in RUS Account 447, le ss

F. The demand and energy costs recovered Harough inter-system sales including the
incremental fuel and/or purchased energy costs related to economy energy sales
and other energy sold on an economic dispatch basis as recorded in RUS
Account 447.

On a  ca le nda r s e mi-a nnua l ba s is  comme ncing on Octobe r 1, 2006, AEP CO s ha ll compute  the
Powe r Cos t Adjus tor Ra te  a s  spe cifie d he re in ba se d upon a  rolling twe lve -month a ve ra ge  a nd file
on S e pte mbe r 1 or Ma rch 1 of the  month pre ce ding the  e ffe ctive  da te  of the  re vis e d P owe r Cos t
Adjus tor Ra te  (i.e ., Octobe r l or April l): (1) ca lcula tions  s upporting the  re vis e d Adjus tor Ra te
with the  Dire ctor, Utilitie s  Divis ion a nd (2) a  S che dule  re fle cting the  re vis e d Adjus tor Ra te  with
the  Commiss ion which sha ll be  e ffe ctive  for billings  a fte r the  151 da y of the  following month a nd
which sha ll continue  in e ffe ct until re vise d pursua nt to the  proce dure s  spe cifie d he re in.

DS M Adjus tor Ra te .- Monthly bills  for s e rvice  provide d he re unde r will a ls o include  a n a mount
for re cove ry of cos ts  a s s ocia te d with pre -a pprove d DS M progra ms The  DS M Adjus to r Ra te
will b e  ca lcu la te d  b y d ivid in g  d ie  a cco u n t b a la n ce  o f a n y co s ts  in cu rre d  b y AE P CO  fo r
pre -a pprove d DS M progra ms  le s s  re ve nue s  re ce ive d through the  DS M Adjus tor Ra te  by the  tota l
numbe r o f kph  s o ld  to  Cla s s  A me mbe rs  in  the  p re vious  ca le nda r ye a r.  AEP CO will life  a
re que s t for the  initia l or re vis e d DS M Adjus tor Ra te  a nd s upporting docume nta tion with Utilitie s
Divis ion S ta ff by Fe brua ry l for a  DS M Adjus tor Ra te  to be  e ffe ctive  on Ma rch l.
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Effe ctive  Da te September 1, 2005* September 1, 2006* September 1, 2007*

Partial-Requirements Members:

Fixed Charge - $/month 790,722 822,728 855,113
O&M Rate - $/kW Month 7.15 7.21 7.26

uEner Rate - $/kwh 0.02073 0.02073 0.02073

Power Cost Adjustor Base - $/kwh 0.01603 0.01603 0.01603

Power Cost Adj Astor Rate - $/kwh
DSM Adj Astor Rate - $/kwh

0.00000**
0.00000**

* Rates are effective for service provided on and after this date.
** Determined as set forth in the Schedule.
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