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COMMISSIONERS
JEFF HATCH-MILLER, Chairman £.7 CORP COMMISSID!

WILLIAM A. MUNDELL DOCUMENT CONT

MARC SPITZER

MIKE GLEASON

KRISTIN K. MAYES G-02696A-06-0290

IN THE MATTER OF THE APPLICATION OF DOCKET NO. G-02696A-06-
ENERGY WEST, INC. FOR APPROVAL OF A

PURCHASED GAS ADJUSTOR SURCHARGE APPLICATION

AND INCREASE IN PGA PER THERM BAND

With this Application, Energy West, Inc. d/b/a Broken Bow Gas respectfully
requests Corporation Commission approval for a purchased gas adjustor (“PGA”) surcharge of
$0.3185 per therm for the Company’s Payson-area propane gas distribution system and approval
for an increase in the Company’s PGA per therm band from $0.16 to $0.40.

1. Energy West, Inc. is engaged in providing propane gas distribution service
within portions of Arizona. Energy West provides propane gas distribution service to customers
in the Payson area. In Payson, the propane gas distribution market is unique and highly
competitive. The Commission has limited jurisdiction over the propane gas industry. The
Commission regulates propane companies that are also public utilities such as Energy West. But
the Commission does not regulate non-public service companies that deliver and supply propane
| tanks to consumers in Payson. The unique aspect of the propane gas market is that Energy West
faces stiff competition from non-regulated propane companies in its Payson service area.

2. For the reasons discussed below, Energy West seeks Commission
authoﬁzation to increase the PGA surcharge for the Company’s Payson area propane gas
distribution system from the current rate of $0.1525 per therm as authorized under Decision

No. 68028 to a surcharge rate of $0.3185 per therm. The charts and projections attached as




Exhibit A illustrate the need for an increased PGA surcharge. As set forth on Exhibit A,

p—

2 || approval of the increased surcharge is necessary because of substantial increases in gas purchase
3 || prices and to allow Energy West to recover substantial undercollections in its bank balance. The
4 || surcharge would be in effect for the July 2006 billing through the June 2007 billing. The

5 || proposed tariff schedule is attached as Exhibit B.

6 3. In Exhibit A, Energy West has provided estimated calculations of the

7| future rolling average of the proposed PGA surcharge. The increased PGA surcharge will result

8 || in an estimated average increase to customers of $22.60 per month for the twelve months of the
91| surcharge.

10 4. Even with the proposed PGA surcharge, Energy West’s propane rates will
11 || be highly competitive in the prevailing market. As noted above, the Commission does not

12 || regulate non-public service companies that deliver and supply propane tanks to consumers in

13 it Arizona such as Matlock Gas and Northern Energy Company. Matlock and Northern are Energy
14 || West’s principal competitors in the Payson area. Based on current prices, Northern Energy

15 || charges customers approximately $2.31 per gallon for delivery of propane and Matlock charges
16 || customers $2.24 per gallon for delivery of propane. With a PGA surcharge of $0.3185, Energy
17 || West’s propane service will be priced at $2.14 per gallon--which still is below the prices of its
18 || competitors. In this highly competitive market, Energy West’s customers are free to seek

19 || propane service from other providers, but, even with a PGA surcharge of $0.3185, Energy

20 ]| West’s average propane charges will be lower than the average prices of its competitors. It bears

21 emphasis that there are no restrictions on the placement of propane tanks in Payson. As a result,

22 || customers can terminate service with Energy West and initiate service with another non-
J 23 | regulated company simply by making a phone call and paying an installation fee. The chart

24 2
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attached as Exhibit C illustrates that Energy West’s average winter prices (including the
proposed PGA surcharge) will continue to be lower than the average winter prices of its
competitors. Exhibit C also illustrates that the current recovery mechanism for purchased gas
costs has created a large artificial subsidy from Energy West to its customers when compared to
competitors in the unique circumstances of the Payson service area. Energy West believes it is
imperative to resolve this situation.

S. Approval of this PGA surcharge application will allow Energy West to
recover substantial undercollections in its PGA bank balance and will stabilize Energy West’s
financial condition. This surcharge Application is in the public interest because Energy West has
consistently under recovered its purchased gas costs throughout implementation of its PGA
surcharge. The chart attached as Exhibit D illustrates the increasing undercollections in Energy
West’s PGA bank balance over the last twelve months.

6. Energy West’s PGA was recently reviewed and approved by the
Commission in Decision No. 68028 dated July 29, 2005. In Decision No. 68028, the
Commission approved a PGA surcharge of $0.1525 per therm for Energy West. The PGA
surcharge was intended to ameliorate the impact of volatile natural gas prices on Energy West
and its customers. In reality, however, the continuing escalation of oil prices and related propane
prices has resulted in continuing undercollections for purchased gas by Energy West. As set
forth on Exhibit A, Energy West projects its under-collected bank balance to peak at $1,703,296
in July 2006 which substantially exceeds Energy West’s PGA trigger threshold of $120,000 An
increased PGA surcharge is necessary to allow Energy West to recover its purchased gas costs.

7. To put that bank balance in context, Energy West maintains a $15,000,000
line of credit for company operations. As such, the under-collected bank balance of $1,703,296

3
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would constitute 11.4% of Energy West’s available line of credit. That undercollection is a
substantial burden on companies of Energy West’s size. During the winter months, Energy West
gets very close to reaching its $15,000,000 credit limit maximum and such a large under-
recovered bank balance has a substantial impact on Energy West’s financial condition because it
is difficult and burdensome for the Company to extend or change its line of credit. Without the
requested PGA surcharge, Energy West’s under-collected bank balance will continue to grow
and will result in greater instability in gas rates and the need for additional PGA surcharge
increases in the future.

8. As set forth on Exhibit A, Energy West projects that a PGA surcharge of
$0.3185 will result in a reduction of a portion of the under-collected bank balance during the
twelve months of the surcharge. With the proposed PGA surcharge in place, Energy West
projects that the under-collected bank balance will be reduced from $1,703,296 in July 2006 to
$721,895 in June 2007. If the PGA surcharge were to continue in effect until December 2007,
Energy West projects that the under-collected bank balance would be reduced to $41,571. Under
these circumstances, Energy West believes that the proposed PGA surcharge is reasonable and
should be approved in the public interest.

9. Energy West also seeks Commission authority to increase the Company’s
per therm PGA band of $0.16 per therm to $0.40 per therm. In Decision No. 62994 dated
November 3, 2000, the Commission authorized propane gas utilities to implement a $0.16 per
therm band for PGA rates. At the time the Commission issued Decision No. 62994, the price of
oil was approximately $21/barrel. During this past year, oil prices have skyrocketed to
$73/barrel. As aresult, the PGA band rate of $0.16 per therm for propane companies does not

allow sufficient flexibility in the movement of the PGA rate to address gas price volatility.

4
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10.  The Commission is well aware of the unprecedented increases in fuel and
purchased power costs which have occurred over the past year--led by extreme volatility in the
price of natural gas and oil. The primary driver in the price of propane is the price of crude oil.
Historically, propane prices (in cents per gallon) have tracked at 75% of oil prices (in dollars per
barrel). Today, the price for a barrel of oil is $71.50. In turn, the historical cost relationship
between oil and propane yields a price of $1.29 per gallon for propane. When the Commission
approved Energy West’s surcharge of $0.1525 last year, the price for a barrel of oil was $55,
which equates to a cost of $0.94 per gallon of propane. The cost for propane has risen 37%
during the last year. When the Commission implemented the $0.16 per therm band in 2000, the
price of oil was $21/barrel which equates to $0.36 per gallon of propane. As a result, the price
per gallon for propane has increased over 200% since 2000.

11.  Energy West intends to inform its customers of this filing by mailing the
first bill insert attached as Exhibit E. In that bill insert, Energy West will advise customers of
their rights to submit comments to the Commission and participate in the Open Meeting. Upon
approval of the PGA surcharge, Energy West intends to keep its customers fully informed of this
PGA surcharge by mailing the second bill insert attached as Exhibit E.

WHEREFORE, having fully stated its Application, Energy West respectfully
requests that the Commission enter its Order authorizing Energy West to implement a PGA
surcharge of $0.3185 per therm for the twelve-month period effective July 1, 2006, approving
the tariff schedule attached as Exhibit B, and increasing Energy West’s PGA surcharge band to
$0.40 per therm. Energy West further requests that the Commission process this Application as

expeditiously as possible and, if possible, that the matter be heard at the May 31, 2006 open

meeting.
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RESPECTFULLY SUBMITTED this 28" day of April, 2006.

Original and thirteen copies filed this
28" day of April, 2006, with:

Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Copies of the foregoing delivered
this 28" day of April, 2006, to:

Lyn A. Farmer

Hearing Division

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Christopher Kempley, Legal Division
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Emest Johnson, Utilities Division
Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007

Bob Gray, Utilities Division
Arizona Corporation Commission

1200 West Washington

Ph m , Arizo 5007

10427—1/1359537

GALLAGHER & KENNEDY, P.A.

Michael M. Grant
Todd C. Wiley
2575 East Camelback Road
Phoenix, Arizona 85016-9225
Attorneys for Energy West, Inc.
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Company Number G-02696A
Energy West Inc.

#2.0

Attachment 2.0

Energy West - Arizona Division Sheet No. 1.1
SPECIAL RATE RIDER
PURCHASED GAS ADJUSTMENT (PGA) TO RATES
RATE RIDER NO. 1.1
APPLICABILITY
Applicable to all utility therm sales within the company's certificated area.
Month / Date Rate Effective Date] PGA This PGA Last | Change Surcharge
Schedule Period A Period =A-B
L L R B R B
January-06 Ali 1/1/2006 $0.5205 | $0.4790 $0.0415 $0.1525
February-06 All 2/1/2006 $0.5205 |  $0.5205 $0.0000 $0.1525
March-06 Ali 3/1/2006 $0.5722 | $0.5205 $0.0517 $0.1525
April-06 All 4/1/2006 $0.5722 | $0.5722 $0.0000 $0.1525
May-06 Ali 5/1/2006 $0.5722 | $0.5722 $0.0000 $0.1525
June-06 All 6/1/2006 $0.5876 |  $0.5722 $0.0154 $0.1525

Effective Date:

07/01/06

Issued by Douglas R. Mann, Vice President and General Manager

Decision

25
26
27
28
29
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Energy West (Broken Bow)

Customer Energy Costs
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Energy West Underground Utility Customers:

Energy West has filed for and was approved for a Fuel Adjuster Increase.

This will increase your gas bill over the next year by about $22 per month.

This increase will be for gas used in July 2006 through June 2007.
Thus, your gas tariff per therm during this period will be:

$5.00

Basic Service Charge:

Energy Delivery Service Charge:
Energy Supply Adjustment:

Purchased Gas Adjuster (PGA):

Fuel Surcharge**:

$1.1915 per therm used

$ .8391 per therm used
$ .3185 per therm used

in Therms
In Gallons

$2.35 per therm used
= $2.14 per gailon used

Note: In these times of high energy prices, our staff will be happy to work with you to provide energy saving tips

and conservation ideas. Call us!

In Gila county, low income assistance for gas energy is provided by the Community Action Program (CAP).

Glossary of Terms

Basic Service Charge:

Energy Delivery Service Charge:

Energy Supply Adjustment:

Purchased Gas Adjuster (PGA)
Fuel Surcharge:

The minimum charge for having service available, whether you used gas or not.
Energy usage charges, plus costs of plant and delivery of the gas to your home.
An adjusment mechanism designed by the ACC to mitigate large fluctions in gas costs.

Adjusts monthly based upon a rolling 12-month average of gas costs. Adjusted for a

one-year period with ACC approval.

** Gas and electric utilities under the regulation of the ACC enact fuel adjusters to mitigate the impact on
energy consumers of volitility of wholesale energy costs.




