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E
IN THE MATTER OF ARIZONA PUBLIC SERVICE COMPANY FOR
APPROVAL OF TRANSMISSION COST ADJUSTOR CHARGES (E-01345A-07-
0713)

On December 31, 2007, Arizona Public Service Company ("APS") filed an application
with the Arizona Corporation Commission ("ACC") seeking an increase in adjustment schedule
TCA-1. Schedule TCA-l establishes a portion of the transmission rate APS charges to its own
standard offer retail customers.

APS' transmission cost adjustor mechanism ("TCA") was established in Decision No.
67744 (April 7, 2005). The TCA rate was initially set at $0.00 per kph and a rate of 30.000476
per kph was embedded in base rates to recover transmission costs. The transmission rate
cmbeddedin base rates was then adjusted by Decision No. 69663 (June 28, 2007). The TCA rate
is currently set at $0.00 and transmission costs are recovered only through base rates. When
transmission costs change in the future the adjustor mechanism provided by TCA»I can be used
to collect the difference between transmission costs and the transmission rates embedded in base
rates. The TCA mechanism is meant to provide recovery for costs associated with APS' costs of
transmission of energy as enumerated in the APS Open Access Transmission Tariff ("OATT")
approved by the Federal Energy Regulatory Commission ("FERC") (or a Regional Transmission
Organization or similar organization as appropriate in the future).

Presently the APS OATT is comprised of various kph and kW rates that  apply
depending on customer characteristics such as size of the customer's demand and whether the
customer is a residential or general service customer. The $0.000476 per kph rate that was
embedded in APS' current base rates was meant to recover from customers an annual sum
equivalent to the revenue that would be recovered from customers had the OATT rates in place
at the time been applied to APS customers. In other words, it was a rate meant to serve as a
proxy for the set of rates included in the OATT and recover the same revenue that would be
collected had the kph and kW components of the OATT rate been used. This assumed that load
factors remained the same as the sample year used as the basis for calculation of the proxy kph
rate. FERC has jurisdiction over electric transmission rates. Transmission costs are federally
regulated as a result of the interstate nature of electric transmission.

Decision No. 67744 (April 7, 2005) also established an opportunity for APS to file with
the ACC an application for an adjustment to the TCA rate should the FERC OATT rate exceed 5
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pe rce nt of the  te s t ye a r ba s e  of $0.000476 pe r kph. On J uly ll, 2007, AP S  ma de  a  tiling with
the  FERC to e s ta blis h formula  ra te s  for ca lcula tion of its  OATT. The s e  formula  ra te s  would
a djus t a miua lly without the  re quire me nt of a  FERC ra te  ca s e . The  a pplica tion include s
ca lcula tion of a  new OATT ra te  schedule  to replace  exis ting OATT ra te s .

The  ra te s  tha t APS proposes  in its  current FERC OATT filing a re  based on both kW and
kph ra te s . In Atta chme nt C of its  TCA a pplica tion, AP S  illus tra te s  a  s ingle  kph ra te  tha t would
be  ne e de d to colle ct the  s a me  re ve nue  tha t would be  colle cte d from the  ble nd of kW a nd kph
charges  tha t APS now proposes  in its  FERC OATT applica tion. APS makes  a  comparison to the
$000476 pe r kph tra ns mis s ion ra te  us ing s ingle  kph ra te s  a s  a  proxy for the  OATT ra te s
be ca us e  De cis ion No. 67744 include s  a  provis ion tha t the  TCA ca n go into e ffe ct whe n the
transmiss ion component of re ta il ra tes  exceeds  the  te s t yea r base  ra te  amount of 330.00476 per
kph by 5 pe rce nt a nd AP S  obta ins  ACC a pprova l of a  ne w TCA ra te . De cis ion No. 67744 did
not e s tablish crite ria  for the  timing of implementa tion of the  TCA adjus tor based on a  benchmark
tha t inc lude s  a  b le nd  of bo th  kW a nd  kph  cha rge s . The  s ing le  kph  ra te s  ca lcu la te d  in
a ttachment C are , therefore , ca lcula ted to crea te  an equiva lent measure  of proposed FERC OATT
ra te s  tha t can be  comparable  to the  $000476 pe r kph ra te  in orde r to te s t whe the r the  proposed
FERC OATT ra te s  e xce e d the  ba s e  ra te  e s ta blis he d in De cis ion No. 67744 by more  tha n 5
pe rce nt. In a tta chme nt C of its  a pplica tion, APS  ca lcula te s  two ve rs ions  of this  s ingle  kph ra te .
One  ve rs ion is  ba s e d on billing de te rmina nts  from 2002 a nd the  othe r us e s  da ta  from 2006.
Diffe rent ave raged kph ra te s  a re  produced for each yea r a s  each yea r ha s  a  dis tinct load factor
a nd the  propose d FERC OATT ra te s  include  both kW a nd kph cha rge s . In the  e xa mple  us ing
2002 billing de te rminants , the  FERC OATT ra te  is  e ffective ly a  25.04 pe rcent increa se  ove r the
$0.00476 pe r kph ra te . In the  example  us ing 2006 billing de te rminants , the  FERC OATT ra te  is
effective ly a  24.2 percent increase .

S ta ff has reviewed the  ca lcula tions conta ined in a ttachment C and finds the  methods used
by AP S  to compa re  the  tra nsmis s ion ra te s  propose d in the  FERC OATT ta riff to the  $000476
pe r kph ra te  e s ta blis he d in De cis ion No. 67744 is  re a s ona ble . S ta ff a ls o finds  tha t the  kph
proxy ra te s  conta ined in a ttachment C of the  applica tion do exceed the  $000476 pe r kph ra te  by
more  tha n 5 pe rce nt. This  a pplica tion se e ks  ACC a uthoriza tion for a n incre a se  to the  a djus tor
mechanism, Schedule  TCA-l .

S taff recommends approval of the  proposed TCA ra te .

The  FERC ha s  not ye t is s ue d a  de cis ion  in  FERC Docke t No. ER07-ll42-000 tha t
e s ta blis he s  a  fina l OATT ra te . Until s uch  time , FERC will a llow AP S  to  cha rge  the  ra te s
re que s te d in its  OATT a pplica tion be ginning Ma rch l, 2008. The se  ra te s  a re  subje ct to re fund
should the  FERC decision in the  matter approve  ra tes  different from those  requested by APS.

APS has  proposed in this  applica tion tha t the  proposed ra te s  be  implemented subject to
re fund should FERC ultima te ly approve  a  ra te  diffe rent from the  APS proposa l in FERC Docke t
No. ER07-1142-000. The  a pplica tion de s cribe s  tha t s hould a  re fund to Arizona  ra te pa ye rs
be come  a ppropria te , AP S  could imple me nt a  re fund in  the  2009 TCA cha rge  or in  a  prior
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a djus tme nt to  the  TCA de pe nding on the  timing of a  fina l FERC orde r on the  ma tte r. The
a pplica tion doe s  not de s cribe  furthe r de ta ils  a bout how AP S ' propos e d re funding would be
accomplished.

To provide  a n opportunity to more  fully de ve lop a  pla n for re funding, s hould the  fina l
FERC OATT ra te  be  le sse r than the  ra te  proposed by APS, S ta ff furthe r recommends  tha t within
30 da ys  of a  de cis ion by FERC e s ta blis hing the  fina l FERC OATT ra te  AP S  tile  with the  ACC
for approva l a  plan for re fund.

To make  cus tomers  aware  of the  TCA component of the  bill, S ta ff a lso recommends  tha t
the  TCA a djus tor a ppe a r on  the  unbundle d  portion  of the  b ill a s  a  d is tinct line  ite m ne a r
"Transmiss ion and ancilla ry se rvice s ."

In orde r to he lp cus tomers  notice  and unders tand the  appearance  of the  TCA ra te  in the ir
bills , S ta ff re comme nds  tha t AP S  provide  notice  to  cus tome rs  of the  ne w TCA ra te  a nd a
de scription of the  a djus tor in a  bill inse rt in a  form a cce pta ble  to S ta ff a t the  time  the  TCA ra te
firs t appea rs  in the  bill,

To furthe r inform cus tomers  about the  TCA ra te  and othe r components  of bills , S ta ff a lso
re comme nds  tha t the  AP S  we bs ite  include  informa tion a cce s s ible  to the  ge ne ra l public tha t
describes  the  components  of APS bills  and includes  a  description of the  TCA adjustor ra te .

S ta ff ha s  discove red a  typographica l e rror in Attachment A Adjus tment Schedule  TCA- l
of the  a pplica tion. Through communica tions  with AP S , S ta ff ha s  le a rne d tha t the  tota l figure
($2.0908) s hown in the  middle  column title d Ma rch 1, 2008, is  incorre ct. Tha t figure  s hould
ins te a d be  32.0898 To corre ct this  e rror, S ta ff re comme nds  tha t this  figure  be  corre cte d a t the
time  of filing a  fina l ve rs ion of the  ta riff.

QY
Ernest G. Johnson
Dire ctor
Utilitie s  Divis ion

EGG: SPI:1hm\CCK

ORIGINATOR: S te ve  Inline
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TRANSMISSION COST ADJUSTOR
CHARGES

1 0
DECISION NO.

ORDER
11

1 2

1 3

1 4

Open Meeting
February 12 and 13, 2008
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15 BY THE COMMISSION:
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FINDINGS OF FACT

Arizona Public Service Company ("APS" or "Company") is certificated to provide

electric service as a public service corporation in the State of Arizona.

2. On December 31, 2007, APS filed an application with the Arizona Corporation

Commission ("ACC") seeking an increase in adjustment schedule TCA-I. Schedule TCA- l

establishes a portion of the transmission rate APS charges to its standard offer retail customers.

APS' transmission cost adjustor mechanism ("TCA") was established in Decision

No. 67744 (April 7, 2005). The TCA ra te was init ia lly set  a t  $0.00 per  kph and a  ra te of

$0.000476 per kph was embedded in base rates to recover transmission costs. The transmission

rate embedded in base rates was then adjusted by Decision No. 69663 (June 28, 2007). The TCA

rate is currently set at $0.00 and transmission costs are recovered only through base rates. When

transmission costs change in the future the adjustor mechanism provided by TCA-l can be used to

3.

1.

28
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1 colle ct the  diffe re nce  be twe e n tra nsmiss ion cos ts  a nd the  tra nsmiss ion ra te s  e mbe dde d in ba se

2 ra tes .

3

4

5

6

8

9

13

The  TCA me cha nism is  me a nt to provide  re cove ry for cos ts  a ssocia te d with APS  '

cos ts  of tra ns mis s ion of e ne rgy a s  e nume ra te d in the  AP S  Ope n Acce s s  Tra ns mis s ion Ta riff

("OATT") a pprove d by the  Fe de ra l Ene rgy Re gula tory Commiss ion ("FERC").

5. P re s e ntly the  AP S  OATT is  compris e d of va rious  kph a nd kW ra te s  tha t a pply

7 de pe nding on cus tome r cha ra cte ris tics  such a s  s ize  of the  cus tome r's  de ma nd a nd whe the r the

customer is  a  residentia l or genera l service  customer.

The  $0.000476 pe r kph ra te  tha t wa s  e mbe dde d in AP S ' curre nt ba s e  ra te s  wa s

10 meant to recover from customers  an annual sum equiva lent to the  revenue  tha t would be  recovered

from cus tomers  had the  OATT ra te s  in place  a t the  time  been applied to APS cus tomers . In othe r

12 words, it was a  ra te  meant to serve  as  a  proxy for the  se t of ra tes  included in the  QATT and recover

the  same revenue  tha t would be  collected had the  kph and kW components  of the  OATT ra te  been

14 used. This  assumed tha t load factors  remained the  same as  the  sample  year used as  the  bas is  for

15

1 6

1 7

ca lcula tion of the  proxy kph ra te .

FERC ha s  juris diction ove r e le ctric tra ns mis s ion ra te s . Tra nsmiss ion cos ts  a re

federa lly regula ted as  a  result of the  inte rs ta te  na ture  of e lectric transmission.

8. De cis ion No. 67744 (April 7, 2005) a lso e s ta blishe d a n opportunity for AP S  to tile

19 with the  ACC a n a pplica tion for a n a djus tme nt to the  TCA ra te  s hould the  FERC OATT ra te

1 8

20

21

exceed 5 percent of the  test year base  of $0.000476 per kph.

9. On July 11, 2007, APS  ma de  a  filing with the  FERC to e s ta blish fionnula  ra te s  for

22

23

ca lcula tion of its  OATT. The se  formula  ra te s  would a djus t a nnua lly without the  re quire me nt of a

FERC ra te  ca s e . The  a pplica tion include s  ca lcula tion of a  ne w OATT ra te  s che dule  to re pla ce

24 exis ting OATT ra te s .

10.25 The  ra tes  tha t APS proposes  in its  current FERC OATT filing a re  based on both kW

a nd kph ra te s . In Atta chme nt C of its  TCA a pplica tion, AP S  illus tra te s  a  s ingle  kph ra te  tha t

27 would be  ne e de d to colle ct the  sa me  re ve nue  tha t would be  colle cte d from the  ble nd of kW a nd

26

28 kph cha rges  tha t APS  now proposes  in its  FERC OATT applica tion. APS  makes  a  comparison to

7.

6.

4.

De cis ion No
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1

2

3

4

the  $000476 pe r kph tra ns mis s ion ra te  us ing s ingle  kph ra te s  a s  a  proxy for the  OATT ra te s

be ca us e  De cis ion No. 67744 include s  a  provis ion tha t the  TCA ca n go into e ffe ct whe n the

transmiss ion component of re ta il ra tes  exceeds  the  tes t year base  ra te  amount of $000476 per kph

by 5 pe rce nt a nd AP S  obta ins  ACC a pprova l of a  ne w TCA ra te . De cis ion No. 67744 did not

e s tablish crite ria  for the  timing of implementa tion of the  TCA adjus tor ba sed on a  benchmark tha t

6 include s  a  ble nd of both kW a nd kph cha rge s . The  s ingle  kph ra te s  ca lcula te d in a tta chme nt C

5

7 are , the re fore , ca lcula ted to crea te  an equiva lent measure  of proposed FERC OATT ra tes  tha t can

8 be  compa ra ble  to the  $000476 pe r kph ra te  in orde r to te s t whe the r the  propose d FERC OATT

9 ra te s  e xce e d the  ba s e  ra te  e s ta blis he d in  De cis ion No. 67744 by more  tha n 5 pe rce nt. In

10 a tta chme nt C of its  a pplica tion, AP S  ca lcula te s  two ve rs ions  of this  s ingle  kph ra te . One  ve rs ion

is  based on billing de te rminants  from 2002 and the  othe r uses  da ta  from 2006. Diffe rent ave raged

12 kph ra te s  a re  produce d for e a ch ye a r a s  e a ch ye a r ha s  a  dis tinct loa d fa ctor a nd the  propos e d

13 FERC OATT ra te s  inc lude  bo th  kW a nd  kph  cha rge s . In  the  e xa mple  us ing  2002  b illing

11

14

15

de te rmina nts , the  FERC OATT ra te  is  e ffe ctive ly a  25.04 pe rce nt incre a se  ove r the  $000476 pe r

kph ra te . In the  e xa mple  us ing 2006 billing de te rmina nts , the  FERC OATT ra te  is  e ffe ctive ly a

17

16 24.2 pe rce nt incre a se .

11.

21

Th is  a p p lica tio n  s e e ks  ACC a u th o riza tio n  fo r a n  in c re a s e  to  th e  a d ju s to r

23 mechanism, Schedule  TCA-1.

22

Staff has reviewed the  ca lcula tions conta ined in a ttachment C and finds the  methods

18 used by APS to compare  the  transmiss ion ra tes  proposed in the  FERC OATT ta riff to the  $0.00476

19 pe r kph ra te  e s ta blishe d in De cis ion No. 67744 re a sona ble . S ta ff a ls o finds  tha t the  kph proxy

20 ra te s  conta ined in a tta chment C of the  applica tion do exceed the  $0.00476 pe r kph ra te  by more

than 5 percent.

12.

24 13.

25 14.

26

27

28

Staff has recommended approval of the  proposed TCA ra te .

The  FERC has  not ye t is sued a  decis ion in FERC Docke t No. ER07-l 142-000 tha t

e s tablishes  a  fina l OATT ra te . Until such time , FERC will a llow APS to cha rge  the  ra te s  reques ted

in its  OATT a pplica tion be ginning Ma rch l, 2008. The s e  ra te s  a re  s ubje ct to re fund s hould the

FERC decis ion in the  matte r approve  ra tes  diffe rent from those  requested by APS.

De cis ion No.
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1 1 5 .

2

3

4

5

6

7

8 17.

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

AP S  ha s  propos e d in this  a pplica tion tha t the  propos e d ra te s  be  imple me nte d

subj e t to re fund should FERC ultima te ly approve  a  ra te  diffe rent from the  APS proposa l in FERC

Docke t No. ER07-1142-000.

16. The  a pplica tion de s cribe s  tha t s hould a  re fund to Arizona  ra te pa ye rs  be come

appropria te , APS could implement a  re fund in the  2009 TCA charge  or in a  prior adjus tment to the

TCA de pe nding on the  timing of a  fina l FERC orde r on the  ma tte r. The  a pplica tion doe s  not

describe  further de ta ils  about how APS' proposed re funding would be  accomplished.

To provide  a n opportunity to more  fully de ve lop a  pla n for re funding, s hould the

fina l FERC OATT ra te  be  le s se r tha n the  ra te  propose d by AP S , S ta ff furthe r re comme nds  tha t

within 30 da ys  of a  de cis ion by FERC e s ta blis hing the  fina l FERC OATT ra te  AP S  file  with the

ACC for approva l a  plan for re fund.

18. To  ma ke  cus tome rs  a wa re  o f the  TCA compone nt o f the  b ill, S ta ff ha s  a ls o

re comme nde d tha t the  TCA a djus tor a ppe a r on the  unbundle d portion of the  bill a s  a  dis tinct line

item nea r "Transmiss ion and ancilla ry se rvices ."

19. In order to he lp customers  notice  and unders tand the  appearance  of the  TCA ra te  in

the ir bills , S ta ff has  recommended tha t APS provide  notice  to cus tomers  of the  new TCA ra te  and

a  de scription of the  a djus tor in a  bill inse rt in a  form a cce pta ble  to S ta ff a t the  time  the  TCA ra te

18 firs t appea rs  in the  bill.

19 20. To furthe r inform cus tome rs  a bout the  TCA ra te  a nd othe r compone nts  of bills ,

20 S ta ff ha s  a lso re comme nde d tha t the  APS  we bs ite  include  informa tion a cce ss ible  to the  ge ne ra l

public tha t de scribe s  the  components  of APS  bills  and includes  a  de scription of the  TCA adjus tor

22 ra te .

2 1

23

24

25

26

27

21. S ta ff ha s  discove re d a  typogra phica l e rror in Atta chme nt A Adjus tme nt S che dule

TCA-1 of the  a pplica tion. Through communica tions  with AP S , S ta ff ha s  le a rne d tha t the  tota l

figure  ($2.0908) shown in the  middle  column title d Ma rch l, 2008, is  incorre ct. Tha t figure  should

ins tead be  $2.0898. To correct this  e rror, S ta ff ha s  recommended tha t this  figure  be  corrected a t

the  time  of filing a  fina l ve rs ion of the  ta riff.

28

De cis ion No.
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1 CONCLUS IONS  OF LAW

2 AP S  is  a n Arizona  public s e rvice  corpora tion within the  me a ning of Article  XV,

3 Section 2 of the  Arizona  Cons titution.

4

5

The  ACC has  jurisdiction over APS and the  subj act matte r of the  applica tion.

Approva l of the  proposed ta riff does  not cons titute  a  ra te  increase  a s  contempla ted

6 by A.R.S . Section 40-250.

7

8

9

The  ACC, ha ving  re vie we d  the  a pp lica tion  a nd  S ta ffs  Me mora ndum da te d

J a nua ry 28, 2008, conclude s  tha t it is  in the  public inte re s t to a pprove  Adjus tme nt S che dule

T c A- l.

1 0 ORDER

11 IT IS  THEREFORE ORDERED tha t Adjus tme nt S che dule  TCA-1  be  a nd  he re by is

1 2 approved as discussed herein.

1 3

1 4

1 5

IT IS  FURTHER ORDERED tha t within 30 da ys  of a  de cis ion by FERC e s ta blis hing the

fina l FERC OATT ra te , Arizona  P ublic S e rvice  Compa ny file  with the  ACC a  pla n for re fund

s hould the  OATT ra te  a pprove d by FERC be  lowe r tha n the  ra te  propos e d by Arizona  P ublic

1 6

17

19

2 1

22

23

Service  Company.

IT IS  FURTHER ORDERED tha t the  TCA adjus tor appea r on the  unbundled portion of the

18 bill a s  a  dis tinct line  item nea r "Transmiss ion and ancilla ry se rvices ."

IT IS  FURTHER ORDERED tha t Arizona  P ublic  S e rvice  Compa ny provide  notice  to

20 cus tome rs  o f the  ne w TCA ra te  a nd  a  de s crip tion  o f the  a d jus to r in  a  b ill ins e rt in  a  fon t

acceptable  to S ta ff a t the  time  the  TCA ra te  firs t appears  in the  bill.

IT IS  FURTHER ORDERED tha t the  Arizona  P ublic S e rvice  Compa ny we bs ite  include

infonna tion a cce s s ible  to the  ge ne ra l public tha t de s cribe s  the  compone nts  of Arizona  P ublic

24 Service  Company bills  and includes  a  description of the  TCA adjustor ra te .

IT IS  FURTHER ORDERED tha t the  typogra phica l e rror include d in S che dule  TCA-I of

26 the  applica tion be  corrected a t the  time  of tiling a  fina l ve rs ion of the  ta riff.

25

27

28

4.

3.

2.

1.

De cis ion No.
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1

2

3

4

IT IS  FURTHER ORDERED tha t Arizona  P ub lic  S e rvice  Compa ny file  with  Docke t

Control, a s  a  compliance  item in this  ma tte r, ta riff pages  cons is tent with the  te rns  of this  Decis ion

within 15 days  from the  e ffective  da te  of this  Decis ion.

IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be come  e ffe ctive  imme dia te ly.

5

6 BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

7

8

9

1 0

11 COMMISSIONER COMMISSIONER COMMISSIONER
1 2

13

1 4

1 5

IN WITNESS WHEREOF, I DEAN s. MILLER, Interim
Executive Director of the Arizona Corporation Commission,
have hereunto, set my hand and caused the official seal of
this Commission to be affixed at the Capitol, in the City of
Phoenix, this day of , 2008.

1 6

1 7

1 8

19

20

DEAN s. MILLER
Interim Executive Director

21
DIS S ENT:

22
DIS S ENT:

23
EG] : SPI:1hm\CCK

24

25

26

27
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1 S ERVICE LIS T F O R: Arizona  P ublic  S e rv ice  Com pa ny
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