
TO: THE COMMISSION 7 ‘r; 
i . - I  r-7 2 . 3 b  

FROM: Utilities Division 

DATE: December 1,2010 

RE: MORENCI WATER & ELECTRIC COMPANY - APPLICATION FOR AN 
ADJUSTMENT IN ITS PURCHASED POWER AND FUEL ADJUSTMENT 
CLAUSE RATE (DOCKET NO. E-01 049A- 10-0449) 

On November 3, 2010, Morenci Water & Electric €ompany (“Morenci” or “Company”) 
filed a request for an adjustment to its Purchased Power and Fuel Adjustment Clause (“PPFAC” 
or “adjustor”) rate from negative $0.027 per kWh to negative $0.05 1 per kWh in order to address 
the current over-collected account balance. Morenci cites reduced gas prices and the resulting 
reduced wholesale power prices as the reason its account balance has quickly exceeded the over- 
collected threshold of $200,000. Morenci estimates by the end of 2010 that it will have an over- 
collected account balance of $527,403. 

On November 17, 20 10, Staff received Morenci’s Purchase Power Fuel Adjustor Report 
containing actual sales and usage for October 2010. Staff updated Morenci’s Bank Balance 
attachment contained in its application with this data and the updated account balance is reflected 
in Attachment 1. 

Background 

Decision No. 54712 (Morenci’s October 10, 1985 rate case) set a base cost of purchased 
power at $0.07522 per kWh that is embedded in base rates. A PPFAC mechanism is established 
to deal with changes in purchased power costs between rate cases. When the actual cost of 
purchased power exceeds the base cost of power, the PPFAC rate is set to a positive number. 
However, when actual purchased power costs are lower than the base cost of power, as in 
Morenci’s situation, the PPFAC rate is set to a negative number. The PPFAC account balance 
tracks the differences between actual purchased power costs and those recovered through the 
combination of base rates and the PPFAC rate. 

In Decision No. 68438 (February 2, 2006), the Commission approved the over-collected 
threshold level of $200,000 and the under-collected threshold level of $500,000 for Morenci and 
further ordered that the Company file an application to establish a new PPFAC rate either two 
months prior to the month the account balance was projected by the Company to reach zero, or 
by December 3 1 , 2006, whichever occurred first. 

In Decision No. 68813 (June 29, 2006), the Commission approved the proposed adjustor 
rate of negative $0.01900 per kWh to be implemented concurrently with the removal of the 
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temporary adjustor rate surcredit of negative $0.02939 per kWh, with both actions being 
reflected on bills sent in July 2006. The Commission further ordered Staff to develop alternative 
adjustor mechanisms to include an alternative formula method that calculates the monthly 
adjustor rates on an ongoing basis using a 24-month rolling average of Morenci’s fuel and 
purchased power costs. The Commission also ordered that Staff should not include any under- 
collected triggering threshold or bandwidth with the proposals to be filed in the docket of 
Morenci’s next application for a change in its PPFAC rate or next rate case application, 
whichever came first. 

In Decision No. 71468 (January 26, 2010), the Commission approved a temporary 
PPFAC rate of negative $0.027 per kWh for a 12-month period starting February 2010 through 
January 201 I .  In addition, the Commission ordered the PPFAC rate to revert back to negative 
$0.019 per kWh beginning February 201 1. Pursuant to Decision No. 68813, Staff had presented 
an alternative adjustor mechanism but Staff did not recommend a mechanism change at that 
time. The Commission did not change the adjustor mechanism but ordered Morenci to file a rate 
case by March 3 1,201 1, using a 2010 test year. 

Account Balance 

Over- or under-collections are currently tracked and accumulated in an account with a 
threshold of $200,000 for over-collection and $500,000 for under-collection. The Company’s 
PPFAC account balance has been over-collecting since February 2009 and exceeded the over- 
collected threshold in July 2009 and has continued to do so, even after implementing the 
negative $0.027 per kWh PPFAC rate in February 2010 as ordered in Decision No. 71468. 
Morenci states in its application the reason for the increasing over-collection is Morenci’s unit 
cost of purchase power in 20 10 has been significantly less than anticipated due to a continuation 
of reduced gas prices and resulting reduced wholesale power prices. Morenci’s account balance 
as of October 2010 is an over-collected amount of $524,893 and Morenci estimates the over- 
collected amount will be $527,403 by the end of 201 0. 

Morenci ’s Proposal 

Morenci is proposing to change the PPFAC rate from negative $0.027 per kWh to 
negative $0.051 per kWh starting January 201 1 through the end of 201 1 instead of reverting back 
to a PPFAC rate of negative $0.019 in February 201 1 as ordered in Decision No. 71468. Based 
on its current estimate of power costs, Morenci believes its proposal will reduce the over- 
collected balance to $13,710 by the end of 201 1. Since Morenci was ordered in Decision No. 
71468 to file a general rate application by March 31, 2011, using 2010 as the test year, the 
Company states the general rate proceeding is the best forum to resetting the PPFAC base rate, 
based on other findings the Commission makes at that time. Attachment 1 is a worksheet 
illustrating Morenci’s actual demand, current PPFAC rate and the associated account balance 
based on actual data from January 2009 to October 2010 and forecasted demand, proposed 
PPFAC rate and the associated balance from November 20 10 to December 20 1 1. 
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The current and proposed PPFAC adjustor rates are both negative as Morenci’s actual 
costs for purchased power continue to be lower than the base cost of power set in Decision No. 
54712. Approximately 98 percent of the Company’s electric sales are contract sales to its single 
industrial customer, a copper mine. These sales fall outside the PPFAC because the customer is 
served under a special contract. The PPFAC mechanism is relevant only to the other two percent 
of Morenci’s sales consisting of 2,069 residential and 269 commercial customers as of October 
2010. Staff calculated the average monthly use per residential user to be 595 kWh and, based on 
the average usage, Staff estimates residential customers will have an average savings of $18.64 
per month. Staff believes that approval of the proposed PPFAC rate of negative $0.051 
beginning January 2011 is in the public interest because it is projected to reduce the over- 
collected balance to $13,710 by the end of 201 1 and will result in an estimated average savings 
of $18.64 per month for residential customers. 

Notice 

Morenci has notified Staff that it has published notice of its proposed adjustor rate in the 
Copper Era on November 24, 2010 and provided notice in bill inserts in its December bills. 
Morenci will publish any new Commission-approved adjustor rate in the local newspaper as 
soon as possible after Commission approval and before the January 20 1 1 billing. 

Recommendations 

1. Staff recommends that a PPFAC rate of negative $0.051 be approved starting 
January 201 1 and continue through the conclusion of Morenci’s general rate 
proceeding. Implementing this PPFAC rate in January 2011 will supersede the 
requirements in Decision No. 71468 to reduce the PPFAC rate to negative $0.019 
effective February 201 1 and provide the associated customer notice and thus, 
these requirements are no longer necessary. 

2. Staff recommends that Morenci notify its customers of the amount of the PPFAC 
rate and the potential bill impacts at average monthly levels of kWh use within 30 
days of the effective date of the Decision in this case. 

Steven M. Olea 
Director 
Utilities Division 

c 
SM0:LLM: lhm\SH 

ORIGINATOR: Lori Morrison 



c U 

m ._ m .- 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

BEFORE THE ARIZONA CORPORATION COMMISSION 
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Commissioner 

N THE MATTER OF THE APPLICATION 
3F MORENCI WATER & ELECTRIC 
2OMPANY FOR AN ADJUSTMENT IN ITS 
’URCHASED POWER AND FUEL 
LZDJUSTMENT CLAUSE RATE 

DOCKET NO. E-0 1049A- 10-0449 

DECISION NO. 

ORDER 

3pen Meeting 
Iecember 14 and 15,2010 
?hoenix, Arizona 

3Y THE COMMISSION: 

FINDINGS OF FACT 

1. Morenci Water & Electric Company (“Morenci” or “Company”) is certificated to 

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

[ntroduction 

2. On November 3, 2010, Morenci filed a request for an adjustment to its Purchased 

Power and Fuel Adjustment Clause (“PPFAC” or “adjustor”) rate from negative $0.027 per kwh 

to negative $0.051 per kWh in order to address the current over-collected account balance. 

Morenci cites reduced gas prices and the resulting reduced wholesale power prices as the reason its 

account balance has quickly exceeded the over-collected threshold of $200,000. Morenci 

estimates by the end of 2010 that it will have an over-collected account balance of $527,403. 

3. On November 17, 2010, Staff received Morenci’s Purchase Power Fuel Adjustor 

Report containing actual sales and usage for October 2010. Staff updated Morenci’s Bank Balance 

. . .  
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ittachment contained in its application with this data and the updated account balance is reflected 

n Attachment 1. 

Background 

4. Decision No. 54712 (Morenci's October 10, 1985 rate case) set a base cost of 

mchased power at $0.07522 per kWh that is embedded in base rates. A PPFAC mechanism is 

:stablished to deal with changes in purchased power costs between rate cases. When the actual 

:ost of purchased power exceeds the base cost of power, the PPFAC rate is set to a positive 

number. However, when actual purchased power costs are lower than the base cost of power, as in 

Morenci's situation, the PPFAC rate is set to a negative number. The PPFAC account balance 

tracks the differences between actual purchased power costs and those recovered through the 

:ombination of base rates and the PPFAC rate. 

5.  In Decision No. 68438 (February 2, 2006), the Commission approved the over- 

zollected threshold level of $200,000 and the under-collected threshold level of $500,000 for 

Morenci and further ordered that the Company file an application to establish a new PPFAC rate 

either two months prior to the month the account balance was projected by the Company to reach 

zero, or by December 3 1,2006, whichever occurred first. 

6. In Decision No. 68813 (June 29, 2006), the Commission approved the proposed 

adjustor rate of negative $0.01900 per kWh to be implemented concurrently with the removal of 

the temporary adjustor rate surcredit of negative $0.02939 per kWh, with both actions being 

reflected on bills sent in July 2006. The Commission further ordered Staff to develop alternative 

adjustor mechanisms to include an alternative formula method that calculates the monthly adjustor 

rates on an ongoing basis using a 24-month rolling average of Morenci's fuel and purchased power 

costs. The Commission also ordered that Staff should not include any under-collected triggering 

threshold or bandwidth with the proposals to be filed in the docket of Morenci's next application 

for a change in its PPFAC rate or next rate case application, whichever came first. 

7. In Decision No. 71468 (January 26, 2010), the Commission approved a temporary 

PPFAC rate of negative $0.027 per kWh for a 12-month period starting February 2010 through 

January 201 1. In addition, the Commission ordered the PPFAC rate to revert back to negative 

Decision No. 
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F0.019 per kWh beginning February 201 1. Pursuant to Decision No. 68813, Staff had presented 

m alternative adjustor mechanism but Staff did not recommend a mechanism change at that time. 

The Commission did not change the adjustor mechanism but ordered Morenci to file a rate case by 

March 3 1,20 1 1 , using a 20 10 test year. 

Account Balance 

8. Over- or under-collections are currently tracked and accumulated in an account 

with a threshold of $200,000 for over-collection and $500,000 for under-collection. The 

Company’s PPFAC account balance has been over-collecting since February 2009 and exceeded 

the over-collected threshold in July 2009 and has continued to do so, even after implementing the 

negative $0.027 per kWh PPFAC rate in February 2010 as ordered in Decision No. 71468. 

Morenci states in its application the reason for the increasing over-collection is Morenci’s unit cost 

3f purchase power in 2010 has been significantly less than anticipated due to a continuation of 

reduced gas prices and resulting reduced wholesale power prices. Morenci’s account balance as of 

October 2010 is an over-collected amount of $524,893 and Morenci estimates the over-collected 

mount will be $527,403 by the end of 201 0. 

Morenci’s Proposal 

9. Morenci is proposing to change the PPFAC rate from negative $0.027 per kWh to 

negative $0.051 per kWh starting January 201 1 through the end of 201 1 instead of reverting back 

to a PPFAC rate of negative $0.019 in February 201 1 as ordered in Decision No. 71468. Based on 

its current estimate of power costs, Morenci believes its proposal will reduce the over-collected 

balance to $13,710 by the end of 201 1. Since Morenci was ordered in Decision No. 71468 to file a 

general rate application by March 3 1 201 1 , using 2010 as the test year, the Company states the 

general rate proceeding is the best forum to resetting the PPFAC base rate, based on other findings 

the Commission makes at that time. Attachment 1 is a worksheet illustrating Morenci’s actual 

demand, current PPFAC rate and the associated account balance based on actual data from January 

2009 to October 2010 and forecasted demand, proposed PPFAC rate and the associated balance 

from November 20 10 to December 201 1. 

10. The current and proposed PPFAC adjustor rates are both negative as Morenci’s actual costs 

for purchased power continue to be lower than the base cost of power set in Decision No. 54712. 

Approximately 98 percent of the Company’s electric sales are contract sales to its single industrial 

Decision No. 
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zustomer, a copper mine. These sales fall outside the PPFAC because the customer is served 

under a special contract. The PPFAC mechanism is relevant only to the other two percent of 

Morenci’s sales consisting of 2,069 residential and 269 commercial customers as of October 2010. 

Staff calculated the average monthly use per residential user to be 595 kWh and, based on the 

werage usage, Staff estimates residential customers will have an average savings of $18.64 per 

month. Staff believes that approval of the proposed PPFAC rate of negative $0.051 beginning 

January 201 1 is in the public interest because it is projected to reduce the over-collected balance to 

$13,7 10 by the end of 20 1 1 and will result in an estimated average savings of $1 8.64 per month for 

residential customers. 

Notice 

11. Morenci has notified Staff that it has published notice of its proposed adjustor rate 

in the Copper Era on November 24,2010 and provided notice in bill inserts in its December bills. 

Morenci will publish any new Commission-approved adjustor rate in the local newspaper as soon 

as possible after Commission approval and before the January 201 1 billing. 

Recommendations 

12. Staff has recommended that a PPFAC rate of negative $0.051 be approved starting 

January 20 1 1 and continue through the conclusion of Morenci’s general rate proceeding. 

Implementing this PPFAC rate in January 201 1 will supersede the requirements in Decision No. 

71468 to reduce the PPFAC rate to negative $0.019 effective February 2011 and provide the 

associated customer notice and thus, these requirements are no longer necessary. 

13. Staff has recommended that Morenci notify its customers of the amount of the 

PPFAC rate and the potential bill impacts at average monthly levels of kwh use within 30 days of 

the effective date of the Decision in this case. 

CONCLUSIONS OF LAW 

1. Morenci is an Arizona public service corporation within the meaning of Article XV, 

Section 2, of the Arizona Constitution. 

Decision No. 
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2. The Commission has jurisdiction over Morenci and over the subject matter of the 

pplication. 

3. The Commission, having reviewed the application and Staffs Memorandum dated 

Iecember 1 , 201 0, concludes that it is in the public interest to approve the Purchased Power and 

kel Adjustment rate proposed by Morenci, as discussed herein. 

ORDER 

IT IS THEREFORE ORDERED that a PPFAC rate of negative $0.051 be implemented 

keginning January 1 , 201 1 and remain in effect until July 1 , 2012 or until further order of the 

:ommission, is approved, as discussed herein. 

IT IS FURTHER ORDERED that Morenci Water and Electric Company notify its 

ustomers of the amount of the PPFAC rate and the potential bill impacts at average monthly 

evels of kWh use within 30 days of the effective date of this decision. 

IT IS FURTHER ORDERED that this Decision shall supersede the requirements in 

kcision No. 71468 to change the PPFAC rate to negative $0.019 effective February 2011 and 

rovide the associated customer notice. 

IT IS FURTHER ORDERED that this decision should become effective immediately. 

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION 

CHAIRMAN COMMISSIONER 

ZOMMIS S IONER COMMISSIONER COMMISSIONER 

IN WITNESS WHEREOF, I ERNEST G. JOHNSON, 
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 , 2010. 

Decision No. 
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ERNEST G. JOHNSON 
Executive Director 

DISSENT: 

DISSENT: 

SMO:LLM:lhm\SH 

Decision No. 
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SERVICE LIST FOR: Morenci Water and Electric Company 
IOCKET NO. E-01049A-10-0449 

dr. Michael W. Patten 
ioshka, DeWulf & Patten, PLC 
]ne Arizona Center 
$00 East Van Buren Street, Suite 800 
'hoenix, AZ 85004 

VZr. Steven M. Olea 
Iirector, Utilities Division 
4rizona Corporation Commission 
1200 West Washington Street 
'hoenix, Arizona 85007 

Lls. Janice M. Alward 
2hief Counsel, Legal Division 
4rizona Corporation Commission 
L 200 West Washington Street 
'hoenix, AZ 85007 

Decision No. 
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