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JAN 29 2008
Willia m A. Munde ll, Commis s ione r
ARIZONA CORP ORATION COMMIS S ION
1200 West Washington
P hoe nix, Arizona  85007 ml

Your Le tte r Da ted January 4, 2008, Docke t Nos . E-01345A-05-0816, E-01345A-05-
0826, and E-01345A-05-0827

Dear Commissioner Mundellz

Arizona  P ublic S e rvice  Compa ny ("AP S " or "Compa ny") would like  to re s pond to your le tte r
da te d J a nua ry 4, 2008 conce rning both the  AP S  "Equa lize r" progra m a nd the  pote ntia l for ne w or
a dditiona l time -of-use  ("TOU") ra te s  for AP S  cus tome rs .l In doing so, the  Compa ny will a ddre s s  the
specific questions posed by the  le tte r.

E Q UALIZE R  P R O G R AM

Question No. 1: How many customers on the Equalizer Plan have been affected by APS' new
practice to readjust bills - usually upward on a quarterly basis?

A pe riodic a djus tme nt (both up a nd down) to Equa lize r pa yme nts  on a  qua rte rly, if not more
fre que nt, ba s is , is  not a  ne w pra ctice . It is  pa rt of a  long-s ta nding Compa ny policy of re vie wing
Equa lize r a ccounts  throughout the  ye a r to e ns ure  tha t the  cus tome r's  Equa lize r pa yme nt a mount
re ma ins  in line  with the ir a ctua l e ne rgy cos ts . Cha nge s  in we a the r, e le ctric price s , or usa ge  pa tte rns
may cause  customers ' actua l energy cost to be  grea te r or less  than the  Equalizer payment amount. The
pre mise  be hind re vie wing a ccounts  during the  ye a r is  to e nsure  tha t cus tome rs  do not a ccumula te  a
la rge  ba la nce  tha t would ultima te ly ne e d to be  pa id the  ne xt ye a r or e ve n pa id in one  la rge  pa yme nt

1 As to the specific reference in your letter to an individual customer's bill going up by a large percentage even with
constant usage, APS would be happy to discuss the matter with either you or the customer.
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2003 Mar. 157,672 2,546
June 157,152 18,158
Sep. 163,289 15,442
Dec. 167,671 50,094

2004 Mar. 167,373 7,454
June 166,103 15,008
Sep. 166,461 13,809
Dec. 168,179 49,277

2005 Mar. 166,784 10,640
June 166,072 32,050
Sep. 168,242 28,479
De c . 177,834 94,424

2006 Mar. 178,016 14,867
June 181,702 104,147
Sep. 190,224 110,475

Dec. 198,196 125,715
2007 Mar. 199,044 48,882

J une 197,968 23,689
Sep. 199,601 114,035
Dec. 198,072 101,665
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s hould the  cus tome r le a ve  AP S . Be low is  a  cha rt s howing the  numbe r of a djus tme nts  to Equa lize r
payments  for APS res identia l customers  by quarte r for each of the  past five  years  :

# of Customers # of Adjustments

Such periodic adjus tments  a re  made  in accordance  with Commission rules  governing programs
of this  sort. Specifica lly, A.A.C. R14-2-210 (G) (5) s ta te s :

The  utility ma y a djus t the  cus tome r's  le ve lize d billing in the  e ve nt the  utility's  e s tima te
of the  cus tome r's  us a ge  or cos t s hould va ry s ignifica ntly from the  cus tome r's  a ctua l
usa ge  or cos t, such re vie w to a djus t the  a mount of the  le ve lize d billing ma y be  initia te d
by the  utility or upon the  cus tomer's  reques t.

AP S  a gre e s  with the  cle a r purpos e  of the  a bove  provis ion a nd furthe r be lie ve s  tha t it is  in the  be s t
inte re s t of the  cus tome r to ma ke  incre me nta l cha nge s  to pa yme nt a mounts , if ne ce ssa ry, during the
year ra ther than have  to them face  a  potentia lly a  la rger payment amount in the  future .

Prior to 2002, APS reviewed Equa lize r accounts  manua lly on a  quarte rly bas is . Changes  to the
Equa lize r payment amounts  we re  made  if a ctua l ene rgy cos ts  va ried s ignificantly above  or be low the
payment amount. This  manua l process  was  replaced by an automated process  in 2002. P rogramming

2 In fact, Equalizer payments are adjusted for some customers during every month of the year (not the same customers, of
course), but APS has presented the data on a quarterly basis because, as stated in your letter, it is true that generally
adjustments are made quarterly.
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cha nge s  we re  ma de  to the  APS  Billing Sys te m a llowing the  sys te m to a utoma tica lly re vie w a ccounts
and make  payment amount changes if certa in crite ria  were  met.

The  re vie w proce ss  works  a s  follows . Cus tome r a ccounts  a re  re vie we d a t le a s t thre e  time s  a
ye a r in  a ddition  to  going  through wha t is  te rme d the  a nnua l "s e ttle -up". During  the  re vie ws , a
cus tome r's  Equa lize r pa yme nt is  e va lua te d by ta ldng the  tota l of the  mos t re ce nt 12 months  a ctua l
e ne rgy bill a nd dividing by 12. If, for e xa mple , the  ca lcula tion re sults  in a n a ve ra ge  monthly pa yme nt
tha t is  grea te r than 5% or $10 more  than the  current Equa lize r payment, an adjus tment will occur.3 If a
cus tomer's  payment changes  during both of the  firs t two reviews , the  billing sys tem will not make  any
furthe r cha nge  to the  Equa lize r pa yme nt a mount during tha t ye a r. The  ne xt time  such a  cus tome r's
account will be  eva lua ted is  during the  annua l se ttle -up.

The  a nnua l se ttle -up ca lcula tion is  s imila r to the  othe r re vie ws  in tha t it ta ke s  into a ccount the
pre vious  12 months  of a ctua l e ne rgy bills  a nd divide s  by 12. In a ddition, a ny ove r or unde rpa yme nts
tha t have  accrued over the  yea r and resulted in an outs tanding ba lance , is  divided by 12 and added to
the  ne w pa yme nt a mount. As  note d in your le tte r, the  se ttle -up month for re s ide ntia l cus tome rs  living
in Arizona 's  de se rt region is  December and June  for the  high mounta in region. Gene ra l Se rvice  (non-
res identia l) cus tomers  a re  a ll se ttled-up in December. As  a  fina l s tep, the  Company monitors  accounts
tha t a ccumula te  e xtre me ly high ba la nce s  (for e xa mple , gre a te r tha n $800 for re s ide ntia l cus tome rs ,
which a ccounts  for le s s  1% of our Equa lize r cus tome rs ) a nd a djus ts  pa yme nts  more  fre que ntly if
necessary to prevent accumulation of even higher balances.

Whe n AP S  ra te s  we re  s ta ble  or de clining in the  1990s  a nd the  firs t ha lf of this  de ca de , the
primary drive r for the  need to adjus t Equa lize r payments  more  frequently than annua lly was  changes  in
cus tome r usa ge . Unfortuna te ly, e le ctric price s  ha ve  s ince  incre a se d a nd in orde r to more  a ccura te ly
compute  the  cus tomer's  Equa lize r payment amount, APS  modified its  Equa lize r ca lcula tion in Augus t
of 2007 to  a ccount for cha nge s  in  price  or "cos t", to  us e  the  la ngua ge  of Rule  210 (G) (5). For
e xa mple , during the  S e pte mbe r 2007 re vie w of Equa lize r pa yme nts , AP S  a djus te d the  his torica l 12-
month ave rage  of e lectric bills  to re flect the  July 1, 2007 change  in the  price  of e lectricity.

De spite  the  incre a se d fre que ncy in pa yme nt cha nge s  ove r the  la s t couple  of ye a rs , Equa lize r
continue s  to be  a  use ful tool for AP S  cus tome rs  in pre ve nting la rge  se a sona l swings  in e le ctric bills .
This  is  evidenced by the  susta ined popularity of the  program.

Ques tion  No. 2: Ho w will ra is in g  re q u ire d  p a yme n ts  o n  Eq u a lize r P la n  c u s to me rs  a ffe c t AP S '
financia l condition in te rms  of cas h flow and revenue collec tions ?

All e ls e  be ing e qua l, ra is ing a ny pa yme nt by AP S  cus tome rs , whe the r from Equa lize r or not,
will a cce le ra te  the  Compa ny's  ca sh flow a nd re ve nue  colle ctions , howe ve r ma rgina lly. Tha t doe s  not
me a n tha t AP S  will colle ct a ny a dditiona l re ve nue s  from cus tome rs . Ra the r iris  the  timing of s uch
colle ctions  tha t ca n be  a ffe cte d. Be ca use  cus tome r bills  a re  usua lly lowe r during the  spring tha n the
a ve ra ge  bill for the  ye a r, AP S  is  ofte n in a  cre dit pos ition during s uch months  (i.e ., it ha s  colle cte d

3 Ten dollars or 5% are the current criteria for making a change in an Equalizer payment. Such criteria can and do vary over

time.
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more  from Equa lize r cus tome rs  tha n the ir a ctua l billings ). The  conve rs e  is  true  during the  s umme r. In
the ory, a ll would ba la nce  out by the  e nd of the  ye a r, but in pra ctice , AP S  ha s  e nde d the  pa s t thre e  ye a rs
in  a  s ubs ta ntia l ne ga tive  (de bit) pos ition. S pe c ifica lly, the  de bit ba la nce  for ye a r-e nd 2005 wa s  $8.9
m illio n ,  $ 2 6 .1  m illio n  fo r 2 0 0 6 ,  a n d  $ 2 2 .1  m illio n  fo r 2 0 0 7 .  Th e  C o m p a n y wo u ld  n o te  th a t h a d
Equa lize r pa yme nts  not be e n inc re a s e d during the  cours e  of the  pa s t ye a r, the  de fic it a t ye a r's  e nd
would ha ve  be e n $44.3 million. In the  ca s e  of a n individua l cus tome r, the  de ficit for the  following ye a r
could ha ve  be e n a s  much a s  $2500 or a n incre a s e  of ove r $200 pe r month on top of his  or he r 2008
re gula r billings .

Question No. 3: Do you plan to inform customers adequately that the Equalizer Plan has
become only a three-month budget plan instead of an annual one?

As  dis cus s e d a bove , the  Equa lize r P la n ha s  not cha nge d with re ga rd to the  fre que ncy with
which Equa lize r a ccounts  a re  re vie we d for poss ible  pa yme nt a djus tme nts . Atta che d to this  le tte r a re
copies  of representa tive  materia ls  ava ilable  to APS customers  regarding the  Equalizer program since  a t
le a s t 2002 to the  pre se nt. The re  is  a lso a  copy of the  progra m's  .de scription on APS .com, which ha s
been in its  present forma t for seve ra l yea rs . As  you can see , APS has  cons is tently told cus tomers  tha t
the ir Equa lize r payments  will be  reviewed and potentia lly adjus ted more  frequently than annua lly.

Question No. 4: Can you demonstrate that APS is correctly calculating customers' Equalizer
monthly payments?

P le a s e  s e e  a tta che d  fo r a n  a c tua l ca lcu la tion  bo th  be fore  a nd  a fte r Augus t o f 2007 .4
Ca lcula tions  a fte r Augus t 2007 will conta in a n a djus tme nt for the  ra te  cha nge s  ma de  in De cis ion No.
69663.

T()U RATE S

With  re s pe c t to  you r inqu irie s  re ga rd ing  TOU, AP S  doe s  no t be lie ve  tha t a  ne w TOU ra te
offe ring s hould ne ce s s a rily or a utoma tica lly s hie ld cus tome rs  from ris ing e le ctric  cos ts  irre s pe ctive  of
a ny cha nge s  in the ir us a ge . The  Compa ny be lie ve s  tha t the  purpos e  of a ny TOU ra te  is  twofold. Firs t,
a  TOU ra te  is  inte nde d to corre la te  the  price  of e le ctric ity to cus tome rs  to the  cos t of tha t e le ctric ity to
the  Compa ny, with highe r ra te s  cha rge d during the  Compa ny's  da ily a nd s e a s ona l on-pe a k hours  whe n
the  cos t of e le ctricity is  a t its  highe s t. S e cond, in pricing the  Compa ny's  e ne rgy a t highe r le ve ls  during
pe a k s ys te m hours , a  TOU ra te  s hould e ncoura ge  cus tome rs  to a djus t the ir us a ge  pa tte rns  in orde r to
lowe r the  pe a ks  a nd  fill in  the  va lle ys  of the  Compa ny's  s ys te m us a ge , thus  inc re a s ing  the  ove ra ll
e ffic ie nt us e  of the  grid. S e e  De cis ion No. 52593 (Nove mbe r 9, 1981) a t 7 .5 In doing s o, a  TOU ra te
a ls o  p rovide s  a  c us tome r with  the opportunity to  s a ve  m o n e y o n  h is  o r h e r m o n th ly e n e rg y b ill,
a s s uming tha t the  cus tome r a c tua lly ha s  or ca n s hift a  gre a te r pe rce nta ge  of the ir us a ge  off-pe a k. If,
howe ve r,  a  c us tome r on  a  TOU ra te  e ithe r ha s  no t o r c a nno t a d jus t h is  o r he r u s a ge  pa tte rn  a nd

4 The attached calculations are for actual APS residential customers. Their account numbers and names have been edited to

protect customer confidentiality pursuant to A.A.C. R14-2-203 (A) (2).

This Decision first adopted the PURPA standard ire Arizona concerning TOU rates.
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continues  to use  above  ave rage  leve ls  of e lectricity during on-peak hours , tha t cus tomer's  bill would -
and should -- be  higher than it would have  been if tha t customer were  on a  s tandard, non-TOU ra te .

Tha t sa id, the  Company agrees  tha t TOU ra tes  play an important role  in a llowing customers  the
opportunity to conform the ir usa ge  such tha t the y ma y both sa ve  mone y a nd corre spondingly re duce
the  Compa ny's  cos t of se rving the m. APS  cus tome rs  cle a rly a ppre cia te  the  pote ntia l be ne fits  of TOU
ra te s . S ince  the  la s t ra te  ca se , cus tomer pa rticipa tion in the  Company's  ET-2 and ECT-2 (the  noon to
rpm) TOU ra te  o ffe rings  ha s  inc re a s e d ,  with  ne a rly 53 ,000  o f ou r 453 ,000  TOU cus tome rs
participa ting in one  of those  two ra te  plans  as  of the  end of las t year.

AP S  ha s  trie d to be  s e ns itive  to the  a dmonitions  during the  Compa ny's  la s t ra te  ca s e  tha t it
should bring the  Commiss ion more  innova tive  ra te  options  in a  future  ra te  filing. To tha t end, APS has
hire d a  profe s s iona l consulting compa ny with pa rticula r e xpe rtis e  in ra te  de s ign-the  Bra ttle  Group~-
to e va lua te  a  s e rie s  of pote ntia l a nd e xis ting ra te s  tha t the  Compa ny ha s  curre ntly or could de s ign,
sugge s ting wa ys  in which those  offe rings  might be  improve d a nd offe ring ne w options  tha t might be
suitable  for APS cus tomers . As  to TOU ra te s , such potentia l options  include  the  following:

• modifying the  Compa ny's  ET-2 a nd ECT-2 re s ide ntia l ra te  sche dule s  to more  pre cise ly de fine
and price  peak, off-peak, and super-peak periods both during the  summer and winter seasons,

• a lte rna tive ly, introduce  a  ne w re s ide ntia l TOU option with the  fe a ture s  de scribe d a bove  tha t
takes  advantage  of the  ongoing deployment of Advanced Mete ring Infra s tructure  (AMI),

•

•

a  disaggrega ting of the  commercia l TOU ra te  (E-32-TOU) by s ize  of cus tomer, and

a  new commercia l critica l peak pricing ra te  option.

AP S  is  filing a  re port by J a nua ry 31, 2008, on the  curre nt imple me nta tion da ta  re ga rding
res identia l TOU ra te s , in compliance  with Decis ion No. 68645 (April 12, 2006). APS has  expanded the
s cope  o f th is  re port to  inc lude  a  d is cus s ion  o f TOU pric ing  be ne fits  a nd  de s ign  a lte rna tive s .
Spe cifica lly, APS  inte nds  to discuss  in the  re port a n e nha nce d TOU ra te  with a  supe r-pe a k proposa l
tha t would provide  cus tome rs  with a n opportunity for s a vings  through a dditiona l loa d-shifting during
peak and super-peak hours.

The  Compa ny will a ls o file  this  re port in the  ge ne ric TOU docke t. The  Compa ny hope s  tha t
this  filing and TOU proposa l can se rve  a s  a  bas is  for discuss ion in the  TOU docke t. APS be lieves  tha t
such a  discuss ion should include  imple me nta tion is sue s , such a s  me te ring a nd billing cons ide ra tions
may require  limita tions  on the  ava ilability and ra te  of deployment of any new TOU ra te  proposa ls .

Please  do not hesita te  to contact me should you have any questions.

Since;e1y,
L

I_4wvv~4; ,¢¢6l,.»»»4=r
Thomas L. Mum aw
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TLM/
Attachments

Mike  Glea son, Cha irman
Je ff Ha tch-Mille r, Commiss ione r
Kris tin K. Ma ye s , Commiss ione r
Gary Pie rce , Commissioner
De a n Mille r
Ernest Johnson
Chris tophe r C. Ke e le y
Lyn Fa rme r
Rebecca  Wilder
Docke t Control

cc:
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a I.

ofwinler hearing. Equalizer is an arcoum Lhac lets you
put away ti lde each monde to help offset payment. of
bills during higher energy use months.

Q. What if my acetum (Cr) balance does not look like it is
big enough no cover my bills during higher energy use
months?

A. You can pay a lisle extra each month (as long as it's
not an exact multiple of your Equalizer payment) .
The extra dollars you pay will be applied no your
Equalizer Account Balance.

Q. What happens if I pay exude in an exact multiple of my
Equalizer payment?

A. If you pay in exact multiples (exactly twice, three
times, etc. your Equalizer Payment Amount), we
presume you an: paying for the current month and
for oner more month(s) 'm ulvance. For example, if
your Equalizer Payment Amount is S75 and you pay
$150 we will apply the second $75 to your next
month's bill beauseit is an exact march of your
monthly Equalizer Payment Amount.

Q. Why does line 6 on my bill show a credit (Cr) balance?

A. If you livcin Arizona's desert region. credit balances
build to assist you in oNioning the energy costs associ-
ated with cooling your home during the summer
months. If you live in Arizona's mountain regions,
credit balances build to assist you in olikeuing the cost

Q. W hiz if I still have questions?

A. Go to www.aps.comor call 602-371-7171 (mcmm
Phoenix area) or 800-253-9405 (other areas) for
additional information.
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Understanding Your Equalizer Account
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Questions, Answers and Examples

Q. How can I ume the Equalizer Accent Balance Slang
Box Lo manage my accnunl?

Watch 'ire 6 each much. If you find you owe a
large amount. you may be using more energy
lean in prcvicu; years or your Equalizer Pay-
:nent Amount may be set tor: low. In eilhcr case,
_maying ; iiule- enzra ran help. Remember, APS
wit! leuvw vuur energy use quarterly for any
sdguilicxxnr changes and will make adjuuruems 'o
your Eq:xal'zer Payment Amount if necessary.

Q. What can 1 do If line 6 shows a Rarge balance owed
no APS.

A. If nm notice your balance increasing, yan an pin 4
lmle zara each month or make a lump aim payrnem
to reduce the balance owed. Fm' example, if your
payment :s normally $84. you can pay $104 relax month.
Then we"l apply $84 lo your current much's paylnenl
and the other $20 will to applied m your account
balance. Paying a link- exlra works for just about any
amount you wish Ur pay except an exact multiple of
your current billed Equaiizcr Payment Amour. Attachment 1
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ì*'*
T* \2'8"

_NJ m
Q L..

VS*.>
1-

8-~.

*in
1*4
..;,,__ .'ng *-.

"""48

"-$*u

_

*

'..

Q.)
g
so

1-F)
E *mo
E1~.|:
825
<

v » L

,

.

,....4

UZ*

:fa

CO



To sign up *.or the Equa§§zer program,
you must have a good payment record
with APS for at least the last 22 months.

What are the eligibility requirements
for the Equalizer Program?

J

Equalizer works best for budget
conscious customers, households on
fixed incomes and customers who
wish to eliminate the ups and dcnwrzs
associated with seasorlai energy bits

Will I have to "settle up" any time
besides the annual review time?

\

We will ask you to settle up if you
close your account, you cancel your
participation in Equalizer or APS
discontinues your Equalizer participa-
tion because of a past due bill balance

Attachment 1
8 of 13



*

Frequently Asked Equalizer Questions

Q. What are the eligibility requirements for Equalizer?
To sign up for Equalizer, you must have a good payment record with APS for at
least the last 12 months. If you miss or make late payments during the year,
you may become ineligible for the plan.

Q. Is there a charge for this service?
A. This is a free service to APS customers.

A.
Q How is my Equalizer payment calculated?

The amount of your monthly Equalizer payment is based on an average of your
electric bills for the past 12 months. Each year, in December, your account will
be reviewed. Your new Equalizer monthly amount will be based on last year's
total use plus any overpayment or underpayment from the previous year
divided by 12.

Q. What happens if my energy use changes?
We realize the amount of electricity you use may vary depending on weather
conditions, the purchase of new appliances or changes in your family size and
lifestyle. Throughout the course of the year, we will continue to review your
account. If your energy use begins to vary substantially from the amount you
used in the past year, we may adjust your Equalizer amount. This will minimize
the chances of building up large overpayments or underpayments, and ensures
your Equalizer payment continues to stay in line with your actual energy use.

Q. Will I have to "settle up" any time besides the annual review time?
We will ask you to settle up if you close your account, you cancel your
participation in Equalizer or APS discontinues your Equalizer participation
because of a past due balance.

Q. Can I skip a payment ill see I have a credit balance on my Equalizer
account?
No, you can not skip a payment even if your account is showing a credit
balance. Equalizer evens out your payments throughout the year. Credit
balances are used to offset the cost for higher energy use months - such as
during summer months in desert climates.

Q. Will I be charged interest if my bills are more than my Equalizer payment?
No interest is charged when your bills are more than your Equalizer balance
and no interest is paid when you have a credit balance.

A.

A.

A.

A.

A.

Q. How soon after signing up will my equal payments begin? Attachment 1
. . . u 9 f 13

You can expect to receive your first Equalizer electric bill a month or two after°
you sign up.

A.
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Settle Up Calc completed Dec. 2006

Month Actual Electricity Cos t

49.11
61.89
119.7

139.96
182.63
132.07
101.37
49.13
42.55
47.96
53.55
49.91

DEC
NOV
OCT
SEPT
AUG
JULY
JUNE
MAY
APR
MAR
FEB
JAN

TOTAL $1 ,029;93

$127.85

Deferred underpayment
accumulated as of Dec.
2006 billing

Payment Calculation: 11029.93 + 12?.85) I 12 = 96.48
New EQ Payment Amt for Jan. 2007 = $96.00

Settle Up Calc completed Dec. 2007

Month

Adjusted Cost used for
Equalizer Calc (if
appllcablel*Actual Electricity Cost

N/A
N/A
N/A
N/A
N/A
N/A

252.95
188.99
133.72
122.92
120,77
135.21

DEC 124.62
NOV 116.86
OCT 210.95
SEPT 302.92
AUG 284.93
JULY 316.89
JUNE 236.41
MAY 176.63
APR 124.98
MAR 114.88
FEB 112.87
JAN 126.37
' Adjusted actual cost by 7% for months prior to July 2007 rate increase

TOTAL $2,311.73

$130.55

Deferred underpayment
accumulated as of Dec,
2007 billing

Payment Calculation: (2311.73 + 130.55) I 12 : 203.52
New EQ Payment Amt for Jan. 2008 = $204.00

\ .  4 u

4 1 .1 A

Example of an Equalizer Settle-up Calculation as computed in Dec. 2006

Example of an Equalizer Settle-up Calculation as completed in Dec. 2007

Attachment 2
1 of 1


