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IN THE MATTER OF THE | DOCKET NO. E-01345A-11-0224
APPLICATION OF ARIZONA PUBLIC
SERVICE COMPANY FOR A HEARING
TO DETERMINE THE FAIR VALUE OF | REQUEST FOR MODIFICATION
THE UTILITY PROPERTY OF THE|OF THE COMPANY’S POWER
COMPANY FOR RATEMAKING | SUPPLY ADJUSTMENT
PURPOSES, TO FIX A JUST AND | MECHANISM PLAN OF
REASONABLE RATE OF RETURN | ADMINISTRATION

THEREON, TO APPROVE RATE
SCHEDULES DESIGNED TO DEVELOP
SUCH RETURN,

Arizona Public Service Company (“APS” or “Company”) hereby requests
modification to the Company’s Power Supply Adjustor (“PSA) Plan of Administration.
Specifically, APS seeks to add Account 509 to the list of recoverable costs under the
PSA Plan of Administration. Decision No. 73183 (May 24, 2012) expressly held the
above docket open for the purpose of allowing APS to request an amendment of its PSA
Plan of Administration “in order to reflect the inclusion of FERC Account 509 so as to
permit [APS] to offset solely the cost of CO, allowances needed for off-system sales to
Califofnia against revenues received from such sales as recorded in FERC Account

509.” Decision No. 73183 at 47.
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California has imposed a greenhouse gas cap and trade program. That program
requires entities who sell energy into California to purchase CO, “allowances” from the
California Resources Air Board, and remit those allowances to the California
Independent System Operator (“CAISO”) in proportion to the energy sold beginning on
January 1, 2013. For APS, the cost of the allowance would be incurred solely for the
purpose of and in conjunction with making an off-system sale into California, just like
the fuel and purchased power costs that are currently recovered through the PSA. Under
the Settlement Agreement and Decision No. 73183, the Company’s off-system sales
revenues are used to reduce the PSA balance, to the benefit of APS’s retail customers.

Until recently, APS believed that the cost of the CO, allowance would be
recovered through a FERC account already authorized for recovery through the PSA
(Account 411 — Sales of Emission Allowances). However, FERC’s Chief Accountant
provided APS with specific guidance that these allowances should instead be recorded in
a special account, Account 509 — a FERC account not specified under APS’s existing
PSA Plan of Administration. Thus, APS needs to amend its PSA Plan of Administration
to reflect the inclusion of FERC account 509 and allow it to offset the cost of the CO,
allowances needed to make off-system sales in California.

If APS cannot offset the cost of CO, allowances against the gross revenues
received from off-system sales into California, the Company would credit customers
through the PSA based on a gross margin never actually realized. The Company would
effectively lose money on every MWH sold into the CAISO, irrespective of price. See
Attachment A for a simple example of this phenomenon. Although the intent of the
proposed PSA is for APS customers to receive all the benefit of off-system sales, it was
neither intended nor would it be reasonable to expect APS to absorb a loss on all such
sales into California. APS would be forced to attempt to sell someplace else even though

the net benefit to customers would be less.
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The stakes for APS customers are great and rising. Through May of this year,
APS sales to the CAISO were just short bf $6 million. Assuming this application is
approved, the Company expects this upward trend of off-system sales into California to
continue. After all, the California energy market is larger than the rest of the West
combined, and the loss of APS’s ability to profitably sell into that market would
adversely impact all APS customers. ‘

So as to address this issue and enable APS to continue to make off-system sales
into California for the full benefit of APS customers before the Company’s next rate
case, APS asks that the modifications to the PSA Plan of Administration approved in
this proceeding to include the addition of Account 509 to the list of those allowed for
recovery through the PSA for the sole purpose of recovering the cost of CO2
allowances. A redlined version of the PSA Plan of Administration is provided in

Attachment B.
RESPECTFULLY SUBMITTED this 27™ day of July, 2012.

Thomas L. Mumaw
Melissa M. Krueger

Attorneys for Arizona Public Service Company
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