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Arizona Public Service Company Revised Line Extension Tariff Schedule 3; Docket
Nos.E-01345A-05-0816, E-01345A-05-0826, E-01345A-05-0827

Dear P a rtie s  to the  Docke t:

On December 6, 2007, the  Residentia l Utility Consumer Office  ("RUCO") filed a  response to my
November 28, 2007 le tter regarding Arizona Public Service  Company's ("APS") proposal to treat
funds collected from Schedule 3 as revenue rather than Contributions in Aid of Construction
("CIAC"). Today, Commissioner Pierce  filed a  le tter requesting analysis of the  Schedule  3 issue,
and suggesting that the Parties examine the idea of treating Schedule 3 proceeds as revenue while
attributing a zero, or near zero, cost of capital value to those revenues in order to prevent double
payment associated with customer-financed infrastructure.

RUCO ra ise s  va lid points  conce rning the  la ck of ava ilable  da ta  unde rlying AP S ' proposed tre a tment
of S chedule  3 funds . Furthe rmore , RUCO a rgues  tha t AP S  should be  required to decrease  its
revenue  requirement e s tablished in Decis ion No. 69663 if the  Commission chooses  to trea t S chedule
3 funds  a s  re ve nue . Additiona lly, Commiss ione r P ie ce  ra ise s  a n importa nt point of inquiry into the
poss ibility of holding the  S chedule  3 funds  out of future  ra tebase , in an e ffort to ensure  tha t
customers  benefit both in the  short and long te rm from these  revenues.

In orde r to provide  adequa te  due  process  and notice  to a ll inte res ted P a rtie s  and to properly scrutinize
a ll of these  issues , I have  concluded tha t the  Commission should conduct an evidentia ry hea ring on
this  ma tte r.

S uch a  hea ring could address  many of the  ques tions  I ra ised in my November 28 le tte r, RUCO's
concerns , and Commissioner P ie rce 's  inquirie s , a s  we ll a s  provide  the  Pa rtie s  adequa te  time  to
conduct discovery of and ana lyze  a ll re levant da ta  on AP S ' proposa l to trea t S chedule  3 funds a s
revenue . P rior to a  hea ring in this  ma tte r, in addition to address ing the  issues  ra ised in my and
Commiss ione r P ie rce 's  le tte rs , I would like  the  P a rtie s  to ide ntify a nd e xpla in the  prope r proce dura l
mechanism for trea ting Schedule  3 funds as  revenues.

Tha nk you for your cons ide ra tion of this  ma tte r.
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Cc: Chairman Mike Gleason
Commiss ione r William A. Munde ll
Commissioner Je ff Hatch-Mille r
Commissioner Gary Pierce
De a n Mille r
Ernest Johnson
Chris  Kempley
Lyn Farmer
Rebecca Wilder


