
REsolurroN No.M -trt

A RESOLUTION OF THE CITY COUNCTL OF
THE CITY OF CON$IAYI ARKANSAS
APPROVTNG A PREAMBLE TO ].988 RATE
FORMUTA AENE

ERGY
ff i  NUMBER ER82-7o5-
OO2,  ET .AL .  r  PROVfDING FOR
AMENDMENTS TO THE POWER
COORDTNATTON, TNTERCHANGE AND
TRANSMISSTON AGREEMENT BETIiIEEN THE
CTTY OF CCNWAY AND ARKANSAS POWER
AND LrGHT COMPANY SUBJECT THERETOT
AND EOR OTHER PURPOSES.

WHEREAST the Formula Rates of  Arkansas power and L ight
Company ( lpcr) ,  chargoble to  the Ci ty  of  Conwayr  Arkansas and
other  co-owners of  the [ r lh i te  Bluf f  and rndependence steam
E lec t r i c  s t a t i ons  we re  t he  sub jec t  o f  adm in i s t r a t i ve  l i t i -
ga t i on  i n  Federa l  Energy  Regu la to ry  commiss ion  (FERC)  Docke t
No .  ER82-705-OO2r  € t  a l  and  Docke t  No .  ERgg-94 -ooo  fo r  ra tes
payable dur ing the-T987 and I988 and fo l lowing contract
yea rs ;  and

WHEREAST al l  par t ies to  t ,he referenced FERC proceedi t rgs,
i nc lud ing  the  FERC s ta f f r  dg te€d  upon  a  me thodo logy  to  se t t l e
the two (2)  pending Dockets for  the years L987 and l9B8 and to
p rov ide  a  veh ic le  fo r  reso lu t i on  o f  f u tu re  d i spu tes ;  and

WHEREAST the at tached Preamble to  1988 Rate Formula
lg reg$en t  and  1988  Ra te  fo r  an t i a l

ystem and the Conway
corporat ion by cont inu ing a morator ium on rate changes for  a
three year  per iodr  s€pdEat ing the var ious wholesale formula
rate customers of  AP&L in tc  more appropr ia te rate c lass i f i -
ca t i ons r  o the rw ise  fo res ta l l i ng  the  need  fo r  f u r the r  expens i ve
and  p ro t rac ted  admin i s t ra t i ve  l i t i ga t i on  i n  Wash ing ton r  D .C .  r
and  ma in ta in ing  the  cu r ren t  f o rmu la  ra te  me thodo logy .

NOW THEREFORE BE rT RESOTVED by the Ci ty  Counci l  o f  the
C i t y  o f  Conwayr  A rkansas :

SECTION t .  The Preamble to  1988 Rate Formula Aqreement
and  l gSS Ra te  Fo rmu la

I  o f  the Ci ty  of  Conwiy,



Arkansas .

SECTION 2 .
ef fect  f rom and

PASSED:

Th is  Reso lu t i on
a f te r  i t s  passage

shal l  be in  fu l l  force and
and approval .



UNITED STATES OF AMERICA
BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Arkansas Power & Light Company Docket No. ER89-

PREAMBLE TO 1988 RATE FORMULA AGREEMENT

t .  0n  March  l . l ,  1997,  in  Docket  No.  ERgz-705-002,  e t .  d l . ,

Arkansas Power & Light company (Ap&L or company) f i led redetermined

charges  der ived  f rom fo rmula  ra tes  on  f i le  fo r  e igh t  cus tomers ,  inc lud ing

the Cit ies of  Conway, West Memphis,  Jonesboro,  0sceola and Hope,

Arkansas ,  the  C i t ies  o f  Campbe l l  and Thayer ,  M issour i r  d rd  the  Arkansas

Electr ic Cooperat ive Corporat ion.  These customers (except Jonesboro),

together  w i th  the  c i t ies  o f  Benton ,  Nor th  L i t t le  Rock  and prescot t ,

Arkansas and the Farmers Electr ic Cooperat ive Corporat ion,  intervened

in  the  proceed ing .

2 .  By  order  i ssued June 26 ,  L987,  the  Commiss ion  se t  the

formula  ra tes  fo r  rehear ing .  A f te r  d iscovery ,  the  f i l i ng  o f  tes t imony

and var ious conferences among the part ies,  a set t lement was reached

in  the  proceed ing ,  wh ich  was approved by  the  Commiss ion  on  June 7 ,

1988. Among other provis ions,  paragraph a(d) of  the set t lement provided

tha t  the  par t ies  wou ld  conduct  fu r ther  negot ia t ions  to  rev ise  the

formula  ra tes  " to  recogn ize  changes in  AP&L 's  cos t  s t ruc tu re  and

otherw ise  to  p rov ide  more  jus t  and reasonab le  ra tes . "

3.  The part ies to the sett lement in Docket No. ER82-705-002,

e t .  a l . ,  have conducted  good fa i th  negot ia t ions  dur ing  the  las t  severa l

months in an ef for t  to revise the current rate formulas in order

to provide more just  and reasonable rates.  As a resul t  of  those

nego t ia t i ons ,  AP&L  and  the  C i t i es  o f  Conway ,  Hes t  Memph is ,  and  0sceo la ,
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Arkansas (customers) have agreed on revised rate formulas as wel l

as  changes in  cer ta in  ra te  app l i ca t ion  procedures  re la ted  to  those

rate formulas.  Their  agreement is embodied in th is 1988 Rate Formula

Agreement (Agreement) .

1988 RATE FORMULA AGREEMENT

4.  The unders igned par t ies  agree as  fo l lows:

(a) The current rate formulas (as embodied in the sett le-

ment  in  Docket  No.  ER82-705-002,  e t .  a l . )  w i l l  remain

in ef fect  through February 28, 1989.

(b) The revised Rate Formulas contained in Attachment A

to th is 1988 Agreement shal l  become effect ive March l ,

1989,  and remain  in  e f fec t  un t i l  mod i f ied  by  subsequent

agreement or changed in accordance with other provis ions

of th is 1988 Agreement.

(c )  Commenc ing  March  1 ,  1989,  the  t ransmiss ion  loss

fac to r  u t i l i zed  in  ca lcu la t ing  ce r ta ' i n  b ' i l l i ng  un i t s

shal l  be redetermined on or about March 1 of  each

year  based on  pr io r  ca lendar  year  da ta  and u t i l i z ing

the procedure descr ibed in Attachment B to th is

1988 Agreement.

5.  0n or about March I  of  each year,  AP&L shal l  provide the

Commission and the Customers wi th informat ional  schedules showing

the  deve lopment  o f  each app l icab le  ra te ,  based on  da ta  fo r  the  pr io r '

ca lendar  year ,  together  w i th  suppor t ing  workpapers .  The resu ' l t ing

charges wi l l  take ef fect  as of  March 1 of  the year in which the infor-

mat iona' l  schedules are submit ted.  I f  the Comrission Staf f  or  the
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Customers ,  a f te r  rev iew o f  such in fo rmat ion  schedu les ,  shou ld  de termine

tha t  a  hear ing  is  needed to  inves t iga te  the  cos t  de termina t ions  conta ined

therein,  such a hear ing may be requested by an appropr iate wr i t ten

f i l i ng  w i th  the  Commiss ion  w i th in  30  days  a f te r  AP&L f i les  w i th  the

Commfssion i ts Form 1 for the pr ior  calendar year.  The part ies agree

tha t  such a  hear ing ,  i f  ins t i tu ted  by  the  Commiss ion ,  w i l l  be  fo r

the sole purpose of  reviewing, pursuant to Sect ion 205 of  the Federal

Power Act,  the data contained in the informat iona] schedules that

form the input components of  the formulary rates contained in Attach-

ment A. I t  is  contemplated that in the event the Commission Staf f

o r  the  Customers  reques t  such a  hear ing ,  the  Commiss ion  may issue

an order  no  la te r  than 30  days  a f te r  such request  es tab l i sh ing  proce-

dures under Sect ion 205 of  the Federal  Power Act for  a hear ing.

I t  i s  fu r ther  agreed by  the  par t ies  tha t  any  change in  charges  resu l t ing

from the operat ion of  the formu' lary rates wi l l  be subject  to refund

or  surcharge,  as  appropr ia te ,  fo r  the  per iod  dur ing  wh ich  they  are

effect ive pending the outcome of such a hear ing to determine the

jus tness  and reasonab leness  o f  such in fo rmat iona l  schedu les ,  o r  un t i l

i t  i s  de termined tha t  no  such hear ing  w i l l  be  ins t i tu ted ,  wh ichever

per iod  is  shor te r .  There  w i l ' l  be  no  suspens ion  o f  such charges  i f

a  hear ing  is  o rdered.

6.  The part ies agree that any party may propose changes to

the rate formulas contained in Attachment A only in 1992 and every

third year thereafter.  I f  any party intends to propose changes in

any  e l ig fb le  year ,  i t  must  g ive  wr i t ten  no t ice  no  la te r  than December  I

o f  the  year  p r io r  to  such e l ig ib le  year .  Noth ing  conta ined here in
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sh i i l l  be  cons t rued as  a f fec t ing  in  any  way Ap&L 's  r igh t  to  make un i la t -

e ra l l y  an  app l fca t ion  in  L99z  and every  th i rd  year  therea f te r  to

the  FERC or  any  successor  agency ,  fo r  a  change in  ra tes ,  charges ,

c lass i f i ca t ion ,  o r  serv ice ,  o r  any  ru le ,  regu la t ion  or  con t rac t  re la t ing

thereto, under Section 205 of the Federal Power Act, or any amendatory

or  supersed ing  law,  and pursuant  to  FERC's  ru les  and regu la t ions

promulgated thereunder.  The part ies understand and agree that the

foregoing provis ions give the r ight  to request a uni lateral  rate

changer dld also the r ight  to implement the proposed rates,  subject

to refund, on the requested ef fect ive date or at  the end of  any suspen-

sion which may be imposed pursuant to sect ion 205 of  the Federal

Power Act or any amendatory or superseding law, under which the regula-

tory commission may suspend the operat ion of  such schedule and defer

the  use  o f  such ra te .  The par t ies  fu r ther  unders tand tha t  no th ing

contained herein shal l  be construed as af fect ing in any way the r ight

o f  the  par ty  rece iv ing  serv ice  under  th is  ra te  schedu le  to  make un i la t -

e ra1 ly  in  7992 and every  th i rd  year  therea f te r  an  app l ica t ion  to

the  FERC or  any  successor  agency ,  fo r  a  change in  ra tes ,  charges ,

c lass i f i ca t ion r  o f  S€FVice ,  o r  any  ru le ,  regu la t ion  o r  con t rac t  re la t ing

thereto,  under Sect ion 206 of  the Federal  Power Act,  or  any amendatory

or  supersed ing  law,  and pursuant  to  FERC's  ru les  and regu la t ions

promul gated thereunder.

In the event that  the Middle South System Agreement,  as in

e f fec t  f rom t ime to  t ime,  i s  mod i f ied  a f te r  the  execut ion  o f  th is

Agreement,  the part ies agree to negot iate in good fai th to make whatever

revis ions may be necessary to the rate formulas contained in Attach-

ment  A ,  so  tha t  such fo rmulas  w i l l  re f lec t  such changes in  the  Midd le
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South System Agreement in a manner consistent wi th the structure

of the rate formulas contained in Attachment A. Notwithstanding

the  l im i ta t ions  con ta ined  in  th i s  paragraph  6  on  the  par t ies ' r i gh ts

to propose changes to the rate formulas contained in Attachment A,

AP&L sha l l  have the  r igh t  to  make un i la te ra l l y  an  app l ica t ion  to

the FERC or any successor agency, for  a change in rates,  charges,

c lass i f i ca t ion ,  o r  serv ice ,  o r  any  ru le ,  regu la t ion  or  con t rac t  re la t ing

thereto,  under Sect ion 205 of  the Federal  Power Act,  or  any amendatory

or  supersed ing  law,  and pursuant  to  FERC's  ru les  and regu la t ions

promulgated thereunder,  so as to ref lect  the modif icat ions to the

Middle South System Agreement,  as i t  may be in ef fect  f rom t ime to

t ime.  The par t ies  unders tand and agree tha t  the  fo rego ing  prov is ion

g ives  AP&L the  r igh t  to  reques t  a  un i la te ra l  ra te  change,  d rd  a lso

the r ight  to implement the proposed rates'  subject  to refund, on

the requested ef fect ive date or at  the end of  any suspension which

may be imposed pursuant to Sect ion 205 of  the Federal  Power Act or

any amendatory or superseding law, under which the regulatory commis-

sion may suspend the operat ion of  such schedule and defer the use

of  such ra te ;  however ,  such changes in  ra tes  sha l l  be  res t r i c ted

so' le ly to those changes necessary to recognize the modif icat ions

to the Middle South System Agreement.  The part ies fur ther understand

tha t  no th ing  conta ined here in  sha l l  be  cons t rued as  a f fec t ing  in

any way the r ight  of  the party receiv ing service under th is rate

schedu le  to  make un i la te ra ' l l y  an  app l ica t ion  to  the  FERC or  any  successor

agency ,  fo r  a  change in  ra tes ,  charges ,  c lass i f i ca t ion ,  o r  serv ice ,

or  any  ru le ,  regu la t ion  or  con t rac t  re la t ing  there to ,  under  Sec t ion  206

of the Federal  Power Act,  or  any amendatory or superseding law, and
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pursuant to FERC'.s rules and regulat ions promulgated thereunder to

ref lect  changes in the rate formulas contained in Appendix A to ref lect

modif icat ions to the Middle south System Agreement,  such changes

to be restr icted solely to those necessary to recognize the modif ica-

t ions  to  the  Midd le  South  Sys tem Agreement '  F ina l l y '  no th ing  in

th is  Sec t ion  6  concern ing  the  par t ies ' in ten t  w i th  respec t  to  mod i f i ca-

t ions to Middle South system Agreements shal l  be construed or deemed

an admission by Customers of  any waiver of  their  r ight  to intervene

in  any  FERC or  o ther  regu la to ry  p roceed ing  invo lv ing  any  mod i f i ca t ions

to the Middle south system Agreement.  In the event AP&L proposes

changes to  the  ra te  fo rmulas  pursuant  to  th is  paragraph,  AP&L sha l l

t reat  Customers as a separate customer c lass'

7.  The part ies agree that the Staf f  of  the Comnission wi l l

have the r ight  to request an invest igat ion of  the formulary rates

only in 1992 and every th i rd calendar year thereafter.  I f  the staf f

o f  the  Commiss ion  shou ld  de termine tha t  a  hear ing  is  needed to  inves t i -

gate the formulary rate or any component thereof,  such a hear ing

may be  requested  by  an  appropr ia te  f i l i ng  w i th  the  commiss ion  pr io r

to May 31 of  that  year.  The part ies agree that such a hear ing'  i f

ins t i tu ted  by  the  Comniss ion ,  w i l I  be  fo r  the  purpose o f  rev iewing '

pursuant to Sect ion 205 of  the Federal  Power Act,  the iustness and

reasonableness of  the formulary rates.  I t  is  contemp' lated that in

the event the Staf f  or  the Commission requests such a hear ing'  the

commiss ion  may issue an  order  es tab l i sh ing  procedures  fo r  such a

hear ing under Sect ion 205 of  the Federal  Power Act on or before July I

o f  tha t  year .  I t  i s  fu r ther  agreed by  the  par t ies  tha t '  in  the  event

the  comniss ion  orders  such a  hear ing ,  any  inc rease in  charges  resu ' l t ing
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f rom the operat ion of  the formulary rates in the calendar year 1992

and every th i rd year thereafter,  in the event the Commission orders

such a hear ing in any of  those years,  wi l l  be subject  to refund pending

the outcome of such a hear ing to determine the justness and reasonable-

ness of  the formulary rates.  I f  the Staf f  of  the Comnission determines

that an invest igat ion of  the formulary rates is not necessary and

does not request a hear ing on the justness and reasonableness of

the formulary rates pr ior  to May 31 of  any year in which Staf f  may

request an invest igat ion under Sect ion 205, the formulary rates then

in  e f fec t  w i l l  opera te  in  accordance w i th  the i r  te rms '  sub jec t  however ,

to  the  r igh t  to  rev iew the  in fo rmat iona l  schedu les ,  as  descr ibed

in paragraph 5 of  th is Agreement.

8.  In the event the part ies are unable to resolve through

negot iat ion any di f ferences that may ar ise regarding the rate formulas

or  the i r  app l i ca t ion  as  a  resu l t  o f  changes proposed pursuant  to

paragraph 6  above and AP&L makes a  genera l  ra te  f i l i ng  to  reso lve

such di f ferences, the part ies agree to support  a waiver of  Per iod I I

requ i rements  fo r  the  f i l i ng  contempla ted  in  1992.

9 .  Noth ing  in  th is  Agreement  sha l l  cons t i tu te  an  admiss ion

by  any  par ty  o f  the  cor rec tness  or  app l i cab i l i t y  o f  any  c la im,  de fense,

ru le  o r  in te rpre ta t ion  o f  law,  a l lega t ion  o f  fac t ,  p r inc ip le  o r  method

of ratemaking or cost  of  service determinat ion;  except the rate formulas

re f lec t  tha t  a l l  pos t -1980 proper ty  has  been fu l l y  normal ized  by

the Company, br inging this property wi th in the ambit  of  Sect ion 168

of the Internal Revenue Code adopted as part of the Economic Recovery

Tax Ac t  o f  1981.  Th is  Agreement  i s  made upon the  exp l i c i t  unders tand ing

that i t  const i tutes a negot iated sett lement wi th respect to rates,
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teims ani  cono' i t ions contained in the proposed agreements in th is

proceed ing .  I t  i s  a lso  agreed tha t  the  par t ies  sha l l  no t  be  cons idered

as  necessar i ' l y  agree ing  w i th  o r  conced ing  the  app l icab i l i t y  o f  any

pr inciple,  or  any method of  ratemaking or cost  of  service determinat ion,

or  des ign  or  ra te  schedu le ,  o r  te rms and cond i t ions  o f  serv iC€,  o f

the  app l ica t ion  o f  any  ru le  o r  in te rpre ta t ion  o f  law tha t  may under l ie '

or  be thought to under l ie th is Agreement;  except that  the part ies

agree that the rate formulas ref lect  that  a l l  post-1980 property

has been ful ly normal ized by the company. I t  is  fur ther agreed that

in any future negot iat ion of  proceedings whatsoever (other than any

proceed ing  invo lv ing  the  honor ing ,  en forcement  o r  cons t ruc t ion  o f

th is  Agreement  o r  the  rev is ion  to  any  ra te  schedu les  to  be  f i led

wi th  the  Commiss ion  pursuant  to  th is  Agreement ) ,  the  par t ies  sha l l

not  be bound or prejudiced by th is Agreement '

10 .  The Power  Coord ina t ion ,  In te rchange and Transmiss ion  Serv ice

Agreements  f i led  in  Docket  Nos.  ER82-705,  ER83-297 '  ER87-139 '  ER87-186

and ERST- ZOZ, as modif ied by pr ior  set t lement agreements,  shal l  remain

in ef fect ,  except as modif ied or superseded by the provis ions of

th is  1988 Agreement ,  inc lud ing  a l l  a t tachments '

11 .  Th is  Agreement  i s  express ly  cont ingent  upon i t s  approva l

by the Federal  Energy Regulatory commission without modif icat ion'

unless such modif icat ions as the Federa' l  Energy Regulatory Commission

may require are agreed to by the part ies.  Al l  part ies to th is Agreement

wi l l  cooperate in seeking i ts acceptance and approval  by the Federal ,

Energy Regulatory Commission. I f  th is Agreement is not accepted

and approved by the Federal  Energy Regulatory commission without

mod i f i ca t ion ,  then :  ( i )  i t  sha l l  no t  be  b ind ing  on  any  par ty ;  ( i i )  a l l
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pai t ies shal l  in that  event be deemed to have reserved al l  their

respec t ive  r igh ts  and remedies  in  th is  p roceed ing ;  ( i i i )  th is  Agreement

sha l l  no t  be  par t  o f  the  record  in  such proceed ing ,  and a l l  d iscuss ions

and negot ia t ions  thereon sha l l  be  pr iv i leged;  and ( i v )  the  par t ies

sha l l  no t  be  ob l iged to  negot ia te  fu r ther ,  o ther  than to  d iscuss

in good fai th whether the modif icat ions required by the Federal  Energy

Regulatory Commission are acceptable to them.

Agreed to thi s _ day of ,1988 .

ARKANSAS PO|I{ER & LIGHT COMPANY

CITY OF CONWAY, ARKANSAS

CITY OF WEST MEMPHIS,  ARKANSAS

By

By

By



OF1. THE

THE

TEST YEAR SHALL BE

VARIOUS PARAMETERS

RATE FORMULAS

GENERAL NOTES

THE CALENDAR YEAR

IN THE FOLLOWING

Attachment A
Page 1 of 14

USED TO DETERMINE THE VALUE

RATE FORMULAS.

2 . ALL BALANCE SHEET ITEMS UNLESS OTHERI.IISE

BALANCES FOR THE TEST YEAR.

SPECIFIED REFLECT ENDING

3. MATERIALS AND SUPPLIES, FUEL INVENTORY, AND PREPAID TAXES AND INSURANCE

SHALL BE INCLUDED ON THE BASIS OF A 13 MONTH AVERAGE ENDING WITH

DECEMBER OF THE TEST YEAR.

4. ALL EXPENSE ITEMS UNLESS OTHERWISE SPECIFIED REFLECT ACTUAL AMOUNTS FOR

THE TEST YEAR. HOWEVER, IF A NE|. /  GENERATING UNIT IS ADDED DURING THE

TEST YEAR, THE RELATED EXPENSE MAY BE INCLUDED ON AN ESTIMATED ANNUAL

BASIS.

5.  THE TERM ' 'ANNUALIZED' '  SHALL

AMOUNTS FOR DECEMBER OF THE

THE RESULT OF MULTIPLYING EXPENSE

YEAR BY TWELVE (r2).

MEAN

TEST

5 . ALL DEMAND AND ENERGY CONCEPTS REFLECT TEST YEAR ACTUAL AMOUNTS UNLESS

OTHERI.JISE SPECIFIED.



Attachment A
Page 2 of 14

7. THE MONTHLY PRODUCTION DEMAND RATE IS TO BE REDETERMINED EACH MONTH TO

REFLECT THE MONTH TO MONTH CHANGES IN NET PRODUCTION CAPACITY PAYMENTS

OR RECEIPTS (VARIABLE CAPEQ) UNDER THE MIDDLE SOUTH SYSTEM AGREEMENT

AND THE NET PURCHASE OR SALE OF CAPACITY UNDER THE MIODLE SOUTH SYSTEM

AGREEMENT THAT IS INCLUDED IN AP&LIS NET CAPABILITY. HOWEVER, ALL

OTHER PARAMETERS SHALL BE BASED ON PRIOR YEAR DATA AND SHALL REMAIN

UNCHANGED UNTIL THE NEXT ANNUAL FORMULA RATE REDETERMINATION.

EACH MONTH, THE FINAL BILLING SHALL REFLECT A MONTHLY PRODUCTION DEMAND

RATE MODIFIED TO INCLUDE THE ACTUAL CAPACITY PAYMENTS OR RECEIPTS AND

THE ACTUAL NET PURCHASE OR SALE OF CAPACITY FOR THE MONTH BEING BILLED.

THE BILLINGS FOR EACH MONTH SHALL HAVE THE FOLLOWING ITEMS ATTACHED TO

ALLOb' THE CUSTOMER TO VER]FY THE MONTHLY PRODUCTION DEMAND RATE FOR THE

BILLING MONTH:

(1) Copy 0F ATTACHMENTS 5 AND 5 FROM THE MIDDLE SOUTH SYSTEM
BILLING FOR THE MONTH.

(2) Copy 0F GRAND GULF BILL AND C0ST 0F SERVICE SUMMARY PAGE FoR
THE BILLING MONTH

(3) C0py 0F THE REDETERMINATIoN 0F THE M0NTHLY PR0DUCTIoN DEI4AND
RATE FOR THE BILLING MONTH.

IN THE EVENT EITHER THE STATUTORY STATE OR FEDERAL CORPORATE INCOME TAX

RATES CHANGE AFTER THE ANNUAL RATE REDETERMINATION IS SUBMITTED IN ANY

YEAR, THEN THE RATES SHALL BE REDETERMINED ON AN INTERIM BASIS TO

REFLECT SUCH TAX RATE CHANGE. ALL OTHER PARAMETERS SHALL REMAIN

8 .
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UNCHNruEEO. THE REDETERMINED RATES SHALL BECOME FFFECTIVE COMMENCING

}JITH THE BILLING MoNTH IN I/HICH THE TAX RATE(S) CHANGE. ANy SUCH

REDETERMINATION SHALL BE SUBMITTED TO THE FERC AND THE CU5TOMER(S) NNO

SHALL CONSIST OF THE FOLLOWING:

(1) TRANSMITTAL LETTER SETTING oUT BASIS FoR THE CHANGE

(2) COPY OF DOCUMENTATION SUPPORTING THE CHANGE IN STATUTORY TAX
RATE(S)

(3) RATE COMPARISON SHOI.JING EFFECT OF THE RATE CHANGE ON EFFECTED
CUSTOMERS

(4) REDETERMINATION OF THE RATES REFLECTING THE REVISED TAX
RATE(s)



Attachment A
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COMMON PARAMETERS

COST OF CAPITAL

CC = BEFORE TAX C0ST 0F CAPITAL

" .xPR+CExCRCC=D x  DR+k

WHERE:

D = EMBEDDED COST RATE OF LONG-TERM DEBT CONSISTING OF FIRST MORTGAGE
BONDS, POLLUTION CONTROL BONDS, AND AP&L'S LIABILITY TO THE
DEPARTMENT OF ENERGY FOR SPENT NUCLEAR FUEL

DR = DEBT CAPITALIZATION RATIO

PF = EMBEDDED COST RATE OF PREFERRED STOCK

PR = PREFERRED STOCK CAPITALIZATION RATIO

CE = RATE OF RETURN ON COMMON EQUITY AS DETERMINED BY THE ARKANSAS
PUBLIC SERVICE COMMISSION IN AP&L'S MOST RECENT RETAIL RATE
PROCEEDING IN I{HICH A FINAL NON-APPEALABLE ORDER, INCLUDING ANY
ORDER APPROVING A SETTLEMENT AGREEMENT, HAS BEEN ISSUED WHICH
ADDRESSES THAT ISSUE

CR = COMMON EQUITY CAPITALIZATION RATIO

TX = COMPOSITE CORPORATE AFTER TAX RATE

TX=(1_S) (1_F)

WHERE:

S = STATUTORY STATE CORPORATE INCOME TAX RATE

F = STATUTORY FEDERAL CORPORATE INCOME TAX RATE

ACCUMULATED DEFERRED INCOME TAXES

ADIT = ACCUMULATED DEFERRED INCOME TAXES

ADIT=ADTL+ ITC

l'lHERE

ADTL = THE BALANCE IN ACC0UNT 282 LESS ANY AMOUNTS ASS0CIATED WITH
THE PHASE-IN OF GRAND GULF UNIT 1 AND ANY AMOUNT ASSOCIATED
WITH AN EXCESS CAPACITY ADJUSTMENT.

ITC = ACCUMULATED DEFERRED INVESTMENT TAX CREDIT . 3% PORTION ONLY
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COMMON PARAMETERS (Cont 'd)

PLANT RATIOS

= PRODUCTION PLANT RATIO

= TRANSMISSI0N PLANT RATI0

= DISTRIBUTION PLANT RATIO

PPR

TPR

OPR

PPR PPLT

TPR =

PPLT+TPLT+DPLT

TPLT
PPLT+TPLT+DPLT

n D r  T, i n= f f i

I ' /HERE:

PPLT = PR0DUCTION PLANT IN SERVICE

TPLT = TRANSMISSION PLANT IN SERVICE

DPLT = DISTRIBUTION PLANT IN SERV]CE

LABOR RATIOS

PLR

TLR

DtR

PLR

TLR

DLR

PRODUCTION LABOR RATIO

TRANSMISSION LABOR RATIO

DISTRIBUTION LABOR RATIO

PL
FF-TL + m

TL
F'L-]T+ DI

DL
f;-Tt + DL

PRODUCTION LABOR
TRANSMISSION LABOR
DISTRIBUTION LABOR

WHERE:

PL
TL
DL



Attachment A
Page 6 of 14

COMMON PARAMETERS (Corl!' d)

A&G EXPENSE

AG = A&G EXPENSE

AG=0.8566xAGXP

WHERE:

AGXP=ToTALA&GEXPENSEC0NSISTING0FACC0UNTS(920-935)

OTHER TAX RATE

OTR = OTHER TAX RATE

OTR = csFxP + RPTXP-LFICA x (1 -  csLR)

WHERE:

CSFXP = ANNUALIZED CAPITAL STOCK FRANCHISE TAX EXPENSE

RPTXP = ANNUALIZED REAL AND PERSONAL PROPERTY TAX EXPENSE

FICA = ANNUALIZED FICA TAX EXPENSE

CSLR = RATIO OF CUSTOMER SERVICES/CUSTOMER ACCOUNTING PAYROLL TO
TOTAL PAYROLL CHARGED TO O&M EXPENSE

PLT = SUM OF PRODUCTION, TRANSMISSION AND DISTRIBUTION PLANT
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ER = ENERGY RATE ($/KwH)

ER=tFfr+EADD

WHERE:

NEC = NET ENERGY COST DURING

NEC=FE+PE+RDIF -DPE-

WHERE:

ENERGY RATE

THE CURRENT BILLING MONTH

MSER -  SSER

FE

PE

RDI F

= FUEL EXPENSE (ACCOUNTS 501,  518,  AND 547)

= PURCHASED ENERGY EXPENSE CHARGED T0 ACC0UNT 555

= AP&L,S GRAND GULF RETAINED SHARE ENERGY AS REDUCED
BY ANY SALES OUTSIDE OF AP&L'S NET AREA MULTIPLIED
BY THE DIFFERENTIAL ($/KWH) BETWEEN AP&L'S AVOIDED
COST AND AP&L'S GRAND GULF FUEL CHARGE

= ENERGY EXPENSE DIRECTLY ASSIGNED TO SPECIFIC
CUSTOMERS

= REVENUES FR0M SALE 0F ENERGY T0 MIDDLE S0UTH POWER
POOL

AP&L NET AREA ENERGY REQUIREMENT

CO.GENERATION ENERGY NOT INCLUDED IN "NAR''

ENERGY lNCLUDED 1N . .NARII  THAT IS DIRECTLY ASSIGNED TO
SPECIFIC CUSTOMERS INCLUDING ENERGY FROM CUSTOMER
RESOURCES CO-OWNED WITH AP&L

DEDICATED ENERGY INCLUDED IN
AP&L FROM CUSTOMERS

COMPANY USE ENERGY

SSER = REVENUES FROM SALE OF ENERGY TO UTILITIES OUTSIDE
THE MIDDLE SOUTH SYSTEM AS ADJUSTED TO ELIMINATE ANY
RETAIL GRAND GULF PHASE.IN EFFECTS AND AS REDUCED BY
ANY MARGIN ON SALES FROM AP&L'S GRAND GULF RETAINED
SHARE

ENERGY ASSoCIATED WITH NET ENERGY CoST (NEC)

+ cG -  (DE -  CoP)  -  1 .09  *  CU

NK[/H = NET

NKI^/H = NAR

WHERE:

NAR =

CG=

DE=

COP =

CU=

THAT IS PURCHASED BY
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ENERGY RATE (Contrd)

EADD = ENERGY ADDER RATE ($/KWH)

EADD = ERB x...C.9_+ PoNr
KI./HT

WHERE:

ERB = ENERGY RATE BASE

ERB =  CME-CMEDR+F INV

WHERE:

CME = GENERAL PLANT. AP&LIS OWNERSHIP SHARE OF COAL MINING
EQUIPMENT

CMEDR = GENERAL PLANT .  COAL MINING EQUIPMENT DEPRECIATION RESERVE
(AP&L SHARE)

FINV = FUEL INVENTORY

CC = BEF0RE TAX C0ST 0F CAPITAL

POME = ENERGY RELATED PR0DUCTI0N 0&M EXPENSE cONsIsrlNG oF
ACCoUNTS 510 ,512 ,  513 ,529 ,  530 ,531 ,544 ,551 ,  AND 553

KWHT = NET ENERGY

KWHT = NAR + CG -  (DE -  C0P) -  1 .09 *  CU

}'/HERE:

NAR = AP&L NET AREA ENERGY REQUIREMENT

CG = C0-GENERATI0N ENTRGY NOT INCLUDED IN "NAR' ,

DE = ENERGY INCLUDED IN I INARII  THAT IS DIRECTLY ASSIGNED TO
SPECIFIC CUSTOMERS INCLUDING ENERGY FROM CUSTOMER
RESOURCES CO.OI./NED WITH AP&L

COP =  DEDICATED ENERGY INCLUDED IN . ,DE, ,THAT IS  PURCHASED BY
AP&L FROM CUSTOMERS

CU = COMPANY USE ENERGY
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MPDR

MPDR

= MONTHLY

PRB *  CC

MONTHLY PRODUCTION DEMAND RATE

PRODUCTION DEMAND RATE ($/KVMONTH)

+ PXP + ITCWO X PPR/TX
12 * NCAP

= ACCUMULATED AMORTIZATION OF INTANGIBLE PLANT

MATERIALS & SUPPLIES

PREPAYMENTS EXCLUDING MISCELLANEOUS PREPAYMENTS

ACCUMULATED NEFERRED INCOME TAXES

= PRODUCTION PLANT RATIO

TAX COST OF CAPITAL

WHERE:

PRB = PRODUCTI0N RATE BASE

PRB = PPLT -  PDR + (GPLT.GDR) X PLR + INPLT -  INDR + (M5+PPT+ADIT) *  PPR

WHERE:

PPLT = PR0DUCTI0N PLANT IN SERVICE

PDR = PRODUCTION PLANT DEPRECIATION RESERVE EXCLUDING NUCLEAR
DECOMMISSIONING RESERVE

GENERAL PLANT EXCLUDING COAL MINING EQUIPMENT

GENERAL PLANT DEPRECIATION RESERVES EXCLUDING COAL
MINING EQUIPMENT

PRODUCTION LABOR RATIO

INTANGIBLE PLANT

GPLT =

GDR =

PLR

INPLT

INDR

MS

PPT

ADIT

PPR

CC = BEFORE
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M0NTHLY PRODUCTI0N DEMAND RATE (Cont'd)

PXP = PRODUCTION RELATED EXPENSES

PXP = POMD + CAPEQ + FPUR + AG * PLR + PDX + DEC + GOX X PLR + INDX + OTR * PPLT

}iHERE:

P0MD =

A
14

CAPEQ =

FPUR =

AG=

PDX =

DEC =

GDX =

DEMAND RELATED PRODUCTION O&M EXPENSE CONSISTING OF
ACCoUNTS 500, 502-507, 511, 514, 517, 519-525, 529, 532,
535-543, 545, 546, 548-550, 552, 554 AND 556

AP&L's GRAND GULF DEMAND CHARGES IN ACCOUNT 555 AS REDUCED BY
AP&L,S GRAND GULF RETAINED SHARE PLUS THE NET TOTAL OF
PRODUCTION CAPACITY PAYMENTS (+) AND RECEIPTS (-) UNDER THE
MIDDLE SOUTH SYSTEM AGREEMENT AS REDUCED BY AP&L'S GRAND GULF
RETAINED SHARE PORTION OF INCREMENTAL SCHEDULE MSS-1 EFFECTS
ASSOCIATED !,/ITH AP&L'5 ALLOCATED SHARE OF GRAND GULF

TOTAL CHARGES TO ACCOUNT 555 LESS AP&L'S GRAND GULF DEMAND
CHARGES LESS ANY AMOUNTS DIRECTLY ASSIGNED TO SPECIFIC
CUSTOMERS LESS ANY AMOUNTS INCLUDED IN THE ENERGY RATE

A&G EXPENSE

ANNUALIZED PRODUCTION DEPRECIATION EXPENSE EXCLUDING
NUCLEAR DECOMMISSIONING AMORTIZATION

AP&L'S TOTAL COMPANY NUCLEAR DECOMMISSIONING REVENUE
REQUIREMENT MOST RECENTLY APPROVED BY THE ARKANSAS PUBLIC
SERVICE COMMISSION FOR THE CALENOAR YEAR IN WHICH THE RATE
REDETERMINATION IS SUBMITTED

ANNUALIZED GENERAL DEPRECIATION EXPENSE EXCLUDING
COAL MINING EQUIPMENT

INDX = ANNUALIZED INTANGIBLE PLANT AMORTIZATION EXPENSE

OTR = OTHER TAX RATE

ITC|./O = INVESTMENT TAX CREDIT WRITE-OFF

TX = COMPOSITE CORPORATE AFTER TAX RATE

NCAP = AP&L'S NET CAPABILITY (KW) IN DECEMBER OF THE TEST YEAR INCLUDING
OWNED GENERATING CAPABILITY AND FIRM PURCHASED CAPABILITY AS
REDUSED gi  r l  cApABILITv DEDIcATED T0 SPEcIFIc cusroMERs, AND'
2) BY AP&1,5 GRAND GULF RETAINED SHARE, AND AS FURTHER ADJUSTED
BY THE NET PURCHASE (+) 0R SALE (-)  Or CAPABILITY
UNDER THE MlDDLE SOUTH UTILITIES SYSTEM AGREEMENT
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MTDR =

MTDR =

MONTHLY TRANSMISSION DEMAND RATE

MONTHLY TRANSMIS5ION DEMAND RATE ($/KW/MONTH)

TRB * CC - TFR + TXP + ITCWO * TPR/TX

WHERE:

TRB = TRANSMISSION RATE BASE

TRB = TPLT -  TDR + (GPLT .  GDR) X TLR + (MS + PPT + ADIT)  *  TPR

WHERE:

TPLT = T0TAL TRANSMISSI0N PLANT

TDR = TRANSMISSION DEPRECIATION RESERVE

GPLT = TOTAL GENERAL PLANT -  EXCLUDING COAL MINING EQUIPMENT

GDR = GENERAL PLANT DEPRECIATION RESERVES -  EXCLUDING COAL
MINING EqUIPMENT

TLR = TRANSMISSI0N LABOR RATI0

MS = MATERIALS & SUPPLIES

PPT = PREPAYMENTS EXCLUDING MISCELLANEOUS PREPAYMENTS

ADIT = ACCUMULATED DEFERRED INCOME TAXES

TPR = TRANSMISSI0N PLANT RATI0

CC = BEFORE TAX COST 0F CAPITAL
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M0NTHLY TRANSMISSION DEMAND RATE (Cont'd)

TFR = TRANSMISSION RELATED REVENUE IN ACCOUNT 456

TFR=TEQ+1p

WHERE:

TEQ = TRANSMISSION EQUALIZATION REVENUE RECEIVED UNDER
SCHEDULE MSS.2 OF THE MIDDLE SOUTH SYSTEM AGREEMENT

TR = OTHER TRANSMISSI0N RELATED REVENUE IN AccOuNT 45G

TXP = TOTAL TRANSMISSION EXPENSE

TXP = TOM + AG X TLR + TDX + GDX * TLR + TPLT * OTR

WHERE:

TOM = TRANSMISSI0N 0&M EXPENSE

AG = A&G EXPENSE

TDX = ANNUALIZED TRANSMISSION DEPRECIATION EXPENSE

GDX = ANNUALIZED GENERAL PLANT DEPRECIATION EXPENSE -  EXCLUDING
COAL MINING EQUIPMENT

OTR = OTHER TAX RATE

ITCW0 = INVESTMENT TAX CREDIT WRITE-0FF

TX = C0MP0SITE C0RP0RATE AFTER TAX RATE

TKW = AP&L.S NET AREA SYSTEM PEAK DEMAND AS INCREASED BY SCHEDULED
TRANSMISSION DELIVERIES AT THE TIME OF THE SYSTEM PEAK WHICH
ARE NOT INCLUDED IN THE hIET AREA PEAK DEMAND
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MONTHLY DISTRIBUTION DEMAND RATE

CUSTOMER'S DIRECTLY ASSIGNED DISTRIBUTION PLANT

ACCUMULATED DEPRECIATION ON DIRECTLY ASSIGNED
DISTRIBUTION PLANT

TOTAL DISTRIBUTION PLANT

GENERAL PLANT -  EXCLUDING COAL MINING EQUIPMENT

GENERAL PLANT DEPRECIATION RESERVE -  EXCLUDING COAL
MINiNG EQUIPMENT

= DISTRIBUTION LABOR RATIO

= MATERIALS AND SUPPLIES

PREPAYMENTS EXCLUDING MISCELLANEOUS PREPAYMENTS

ACCUMULATED DEFERRED INCOME TAXES

DISTRIBUTION PLANT RATIO

COST OF CAPITAL

A
14

MDDR = MONTHLY DISTRIBUTI0N DEMAND RATE ($/KWIMONTH)

MDDR=DRB *  cc+DXP+ (CDAD/DPLT)  *  DPR *  ITCI . /O /TX

WHERE:

DRB = DISTRIBUTION RATE BASE

DRB = CDAO - DADEPR + CDAD/DPLT * ((GPLT-GDR) * DtR + (MS + ppT + ADIT) *  DpR)

l'/HERE:

CDAD =

DADEPR =

DPLT =

GPLT =

GDR =

DLR

MS

PPT

ADIT

DPR

CC = BEFORE TAX
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M0NTHLY DISTRIBUTI0N DEMAND RATE (Cont,d)

DXP = DISTRIBUTI0N EXPENSES

DXP = CDAD/DPLT * (DOM + AG * DLR + DDX + GDX * DLR + DPLT X OTR)

WHERE:

DOM = DISTRIBUTI0N 0&M EXPENSE

AG = A&G EXPENSE

DDX = ANNUALIZED DISTRIBUTION DEPRECIATION EXPENSE

GDX = ANNUALIZED GENERAL DEPRECIATION EXPENSE .  EXCLUDING COAL
MINING EQUIPMENT

OTR = OTHER TAX RATE

ITC|./O = INVESTMENT TAX CREDIT l,/RITE-OFF

TX = COMPOSITE CORPORATE AFTER TAX RATE

DKW = MAXIMUM ONE HOUR SIMULTANEOUS DEMAND (Kh,) FOR ALL DELIVERY
POINTS COMBINED ADJUSTED FOR CONTRACT LOSSES
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TRANSMISSION LOSS FACTOR
REDETERMINATION METHODOLOGY

LOSS FACTOR (1)TLF =

TLF =

TRANSMISSION

TDLF + TELF

WHERE,

TDLF = TRAIiISMISSION DEMAND LoSs FACTOR (2)

TDLF =  GEN +  N I  -  T IL  -  1 .01*S IL
T IL  +  1 .01*S IL  +  NPI  +  MFT +  SPAS +  ASO

WHERE,

GEN = NET ENERGY PRODUCED BY ALL GENERATING UNITS IN AP&LIS LOAD
CONTROL AREA

= NET ENERGY FLOWING INTO (+) OR OUT OF (-)  AP&L|S LOAD
CONTROL AREA AS METERED AT ALL POINTS OF INTERCONNECTION
WITH OTHER SYSTEMS

NI

T I L  =

S I L  =

TOTAL ENERGY DELIVERED TO AP&LIS CUSTOMER LOADS SERVED AND
METERED AT TRANSMISSION VOLTAGE

TOTAL ENERGY DELIVERED TO AP&L CUSTOMER LOADS SERVED BELOW
TRANSMISSION VOLTAGE AS METERED ON THE SECONDARY SIDE OF
THE SUBSTATION TRA}TSFORMERS SUPPLYING SUCH LOADS

NPI = NET MIDDLE SOUTH UTILITIES (MSU) POOL ENERGY INTERCHA}'IGE
REPRESENTING THE NET ENERGY DELIVERED TO THE MSU POOL BY
AP&L FROM ALL RESOURCES

NPI = MEO -  MEI + APC (3)

WHERE,

MEO = TOTAL ENERGY DELTVERED BY AP&L TO THE MSU POOL INCLUDTNG

ANY ENERGY FROM GENERATION UNITS OR OTHER RESOURCES THAT

ARE ALLOCATED TO OR OWNED BY OTHER MSU OPERATING

COMPA}TIES
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MEI = TOTAL ENERGY DELIVERED TO AP&L FROM THE MSU PooL
INCLUDING A}IY ENERGY F'ROM GENERATING UNTTS OR OTHER
RESOURCES OUTSIDE OF AP&LIS LOAD CONTROL AREA WHTCH
ARE ALLOCATED TO OR OWNED BY AP&L

APC = TOTAL ENERGY FROM AP&L RESOURCES WHICH IS SOLD OUTSIDE
THE MSU SYSTEM

MFT = GROSS ENERGY SCHEDULED INTO AP&L|S LOAD CONTROL AREA
AS A RESULT OF MSU FLOW-THRU TRANSACTIONS (ENERGY WHICH
MSU SIMULTATiTEOUSLY PURCHASES FROM ONE INERCONNECTED
UTILTTY AND SELLS TO ANOTHER INTERCONNECTED UTILITY)

SWPAS = NET ENERGY SCHEDULED OUT OF (+) OR INTO (-) AP&L'S LOAD
CONTROL AREA AS A RESULT OF ALL TRAT.ISACTIONS BETWEEN AP&L
AND THE SOUTHWESTERN POWER ADMINISTRATION (3)

ASO = GROSS ENERGY SCHEDULED OUT (NOT REDUCED By ENERcy
SCHEDULED IN) OT AP&LIS LOAD CONTROL AREA ASSOCIATED
ASSOCIATED WTTH ALL TRANSACTIONS I}WOLVING THE ARKANSAS
ELECTRIC COOPERATTVE CORPORATION (AECC) EXCEPT THOSE
INVOLVING THE SPA

TELF = TRAIiISMTSSION ENERGY LOSS FACTOR

TELF = i -  toew + Nr  -  TrL 1.01-*sr r , )
2  $ rL  +  1 .01*S IL  +  NPr  +  MFT +  SPAS +  ASO)

NOTES:

1.) TRANSMISSION LOSS FACTOR IS TO BE CALCULATED AS A DECIMAL
FRACTION AND ROUNDED TO FOUR DECIMAL PLACES.

2I THE VALUE OF ALL VARIABLES UTILIZED IN CALCULATING TDLF
SHALL BE THE VALUE FOR THE CLOCK HOUR DURING WHICH AP&LIS
MAXIMUM NET AREA LOAD OCCURRED FOR THE CALENDAR YEAR FOR
WHICH THE CALCULATIONS ARE BETNG MADE.

3) THE VALUE OF THIS VARTABLE SHALL BE ZERO rF CALCULATED TO
LESS THAI{ ZERO.

4I THE VALUES FOR EACH VARTABLE FOR EACH HOUR OF THE YEAR ARE
TO BE SUMMED TO DETERMINE THE TOTAL YEAR VALUE. THE VALUE
OF EACH VARIABLE FOR EACH HOUR SHALL BE DETERMINED
INDEPENDENTLY USING THE ABOVE DEFINITIONS.

(4 )




