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BEFORE THE ARIZONA CORPORATION 

COMMISSIONERS 

GARY PIERCE, Chairman 
2011 O€C 2 3  P 3: 8 

BOB STUMP 
SANDRA D. KENNEDY 
PAUL NEWMAN 
BRENDA BURNS 
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IN THE MATTER OF THE APPLICATION 
OF SULPHUR SPRINGS VALLEY 
ELECTRIC COOPERATIVE, INC. FOR A 
HEARING TO DETERMINE THE FAIR 
VALUE OF ITS PROPERTY FOR 
RATEMAKING PURPOSES, TO FIX A 
JUST AND REASONABLE RETURN 
THEREON, TO APPROVE RATES 
DESIGNED TO DEVELOP SUCH RETURN 
AND FOR RELATED APPROVALS. 

IN THE MATTER OF THE APPLICATION 
OF SULPHUR SPRINGS VALLEY 
ELECTRIC COOPERATIVE, INC. FOR AN 
ORDER INSTITUTING A MORATORIUM 

FEEDER LINE SERVING THE 
WHETSTONE, RAIN VALLEY, ELGIN, 
CANELO, SONOITA, AND PATAGONIA, 
ARIZONA AREAS. 

ON NEW CONNECTIONS TO THE V-7 

DOCKET NO. E-01 575A-08-0328 

DOCKET NO. E-01 575A-09-0453 

PETITION OF SSVEC TO: 

(1) INCREASE ITS WHOLESALE 
POWER AND FUEL COST ADJUSTOR 

RATE; 

AND 

(2) MODIFY CERTAIN OPERATING 
CONDITIONS RELATED TO THE 
FUEL ADJUSTOR CONTAINED IN 

DECISION 71274 PURSUANT TO A.R.S. 
5 40-252 

(Expedited Consideration Requested) 

In accordance with Decision 71274 issued September 8, 2009, in Docket No. E-O1575A- 

08-0328, Sulphur Springs Valley Electric Cooperative, Inc. (“SSVEC” or the “Cooperative”) 

hereby petitions the Arizona Corporation Commission (“Commission”) for permission to increase 

its authorized Wholesale Power and Fuel Cost Adjustor (“WPFCA” or “Fuel Adjustor”) rate 

which is currently set at negative $0.003 15 per kilowatt hour (llkWhll).l The increase is necessary 

Based upon the current negative WPFCA rate, customers of SSVEC currently receive a credit 
on their utility bills under the WPFCA. 
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to address a projected under-collection in SSVEC's WPFCA account balance at the current rate 

which starts in December 201 1 and increases steadily thereafter, exceeding $2,000,000 in 

February 2012. In order to mitigate the impact of the increase on customers, SSVEC proposes to 

phase-in the increase as described herein. 

In addition, in conjunction with increasing the WPFCA rate, SSVEC seeks to amend 

Decision 71274 pursuant to A.R.S. 3 40-252 to address certain shortcomings in the operation of 

the WPFCA. Specifically, the Cooperative seeks the following modifications: 

1. Increase the current $2,000,000 threshold for under-collected balances to a 
$3,000,000 threshold, and increase the current $1,000,000 threshold for 
over-collected balances to a $3,000,000 threshold; and 

Within the new $6,000,000 range for the WPFCA account (Le., up to a 
$3,000,000 over-collected balance or up to a $3,000,000 under-collected 
balance), allow SSVEC to decrease or increase the WPFCA rate without 
prior Commission approval. SSVEC would continue to file monthly 
WPFCA reports with the Commission, and would highlight increases or 
decreases in the WPFCA rate in those reports. In addition, if the over- 
collected balance ever exceeds $3,000,000, then SSVEC would be required 
to make a filing with the Commission addressing how the Cooperative will 
bring the over-collected balance back below the $3,000,000 threshold. 

2. 

For the reasons described herein, SSVEC requests that this petition be considered on an 

expedited basis without a hearing. In support of this petition, SSVEC states as follows: 

I. REQUEST TO INCREASE WPFCA RATE EFFECTIVE FEBRUARY 1,2012. 

SSVEC is a member-owned Arizona nonprofit corporation with its principal business 

office located at 350 North Haskell, Willcox, Arizona 85643. SSVEC is a public service 

corporation providing electric distribution service in parts of Cochise, Santa Cruz, Pima and 

Graham Counties pursuant to a Certificate of Convenience and Necessity issued by this 

Commission. SSVEC's elected Board of Directors oversees all aspects of the Cooperative's 

operations, including the WPFCA, and approves the annual operating budget for the Cooperative. 

The Commission authorized the WPFCA in Decision 71274. The WPFCA "is a 

purchased power adjustor that uses charges or credits to allow the Cooperative to collect or refund 

the difference between the base cost and the actual cost of wholesale power.'I2 Pursuant to 

Decision 71274 at 27, lines 10-12. 2 
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Decision 71274, SSVEC must apply to the Commission for any increase in its WPFCA rate. 

Specifically, "SSVEC [is] required to file an application to increase the WPFCA rate either when 

the bank balance reaches the $2 million threshold for under-collected balances for two 

consecutive months, or when it reasonably anticipates that the threshold will be reached within 

six months and would continue at or above the threshold for two or more consecutive rnonth~.' '~ 

Decreases in the WPFCA rate do not require Commission approval. 

Although SSVEC has decreased its WPFCA rate on three prior occasions, this is the first 

time that SSVEC has sought approval to increase its WPFCA rate since the Fuel Adjustor was 

approved in Decision 71274. SSVEC's current WPFCA rate is a negative $0.00315 per kWh, 

which has been in effect since February 201 1. However, as illustrated on the spreadsheet 

attached hereto as Attachment 1 , SSVEC's projected under-collected WPFCA account balance at 

the current rate will pass the $2,000,000 threshold in February 2012 (which is within six months 

of the date of this petition) and will remain well above the threshold thereafter without an 

increase in the Fuel Adjustor rate.4 Thus, the conditions of Decision 71274 have been met in 

order for SSVEC to request and obtain an increase in the WPFCA rate. 

The required increase in the WPFCA rate is largely the result of an October 1, 201 1, 

increase and other approved increases that will become effective January 1, 2012, in the fuel 

adjustor of the Arizona Electric Power Cooperative ("AEPCO'). AEPCO is a non-profit electric 

generation cooperative which serves the power needs of its three all-requirements members and 

its three partial-requirements members, one of which is SSVEC. In Decision 72055 (Docket E- 

O 1773A-09-0472), the Commission approved the modification and continuation of AEPCO's fuel 

adjustor, known currently as the Purchased Power and Fuel Adjustment Clause ("PPFAC").' 

Under the PPFAC, AEPCO passes on its costs of purchased power and fuel to its members, 

including SSVEC. Through 2012, SSVEC estimates that it will obtain between 75.3% and 88.3% 

of its power from AEPC0.6 Thus, changes in AEPCO's PPFAC have a direct and substantial 

Decision 71274 at 28, lines 2-5. 
Attachment 1 is based upon actual data through October 3 1 201 1 , and estimated data thereafter. 
The prior version of AEPCO's fuel adjustor called the Fuel and Purchased Power Cost Adjustor 

2008 Rate Case (Docket E-01575A-08-0328), Exhibit S-13 at 3 ,  lines 12-25. 
yas approved by the Commission in Decision 68071 dated August 17,2005. 
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EFFECTIVE DATE OF NEW WPFCA RATE 

February 1,20 12 

April 1,2012 

June 1,2012 

impact on SSVEC's WPFCA. 

Pursuant to Decision 72055, AEPCO was required to make its first semi-annual adjustor 

filing for the new PPFAC on September 1, 201 1, to become effective on October 1, 201 1. In its 

September 1, 201 1 filing, AEPCO informed the Commission that "a serious problem was 

detected with the allocation method used to assign certain fixed-gas costs within, and recover 

those costs through, the PPFAC."7 As the solution to the problem, AEPCO proposed an increase 

in the "Base Resources Power Cost Adjustor Rate" for SSVEC from $0.00000 per kWh to 

$0.00604 per kWh. Similarly, AEPCO proposed an increase in the "Other Resources Power Cost 

Adjustor Rate'' for SSVEC fi-om $0.00000 per kWh to $0.03632 per kWh. These increased rates 

were approved by the Commission effective October 1, 201 1, and they are now being passed 

through to SSVEC. 

In addition, at the Open Meeting on December 13, 201 1, the Commission approved 

additional increases in the AEPCO fuel adjustor, together with a one-time surcharge, in Docket E- 

01773A-0472. These rates and the surcharge will become effective January l, 2012, and will 

further increase the under-collection in SSVEC's WPFCA account. With this filing, SSVEC 

requests approval to implement the following specific changes to its WPFCA: 

NEW WPFCA RATE 

$0.0030 

$0.0055 

$0.0045 

SSVEC projects that it would maintain the $0.0045 WPFCA rate from June 1, 2012, 

through the end of September 2012. Thereafter, SSVEC requests approval (as discussed more 

fully below) to increase or decrease the WPFCA rate without prior Commission approval as 

necessary to maintain the WPFCA account balance within the proposed new $3,000,000 over- 

collection and under-collection thresholds. Attached hereto as Attachment 2 is a spreadsheet 

which shows the effect of the proposed February 1, April 1 and June 1 WPFCA rate changes on 
~~ _____ 

September 1,201 1, letter to the commissioners in Docket E-0 1773A-09-0472, at 2. 
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the Fuel Adjustor account balance, as well as the pro-iected rate changes, implementation dates 

and account balances thereafter through December 2013. Based upon the projections, the under- 

collected WPFCA account balance peaks at $2,8 1 1,6 15 in May 20 12 before it begins to decline. 

The under-collected WPFCA account balance then begins to increase in November 2012 until it 

peaks at $2,477,364 in March 2013, when it then begins to decline again. 

SSVEC is entitled to an increase in its WPFCA rate under the terms of Decision 71274. 

The proposed phase-in of the rate increase is designed to mitigate the impact of the increase on 

SSVEC's member-customers. Attached hereto as Attachment 3 is a copy of SSVEC's Board 

Resolution No. 201 1-08 dated November 22,201 1, authorizing this filing. 

11. REOUEST TO AMEND DECISION 71274 PURSUANT TO A.R.S. SECTION 6 40- 
252 TO MODIFY CERTAIN OPERATING CONDITIONS OF THE WPFCA. 

A. 

Prior to Decision 71274 in the 2008 rate case, SSVEC had a wholesale power cost 

adjustor approved by the Commission in Decision 58358 in the Cooperative's 1993 rate case. 

Also, prior to January 2008, SSVEC was an "all requirements" member of the AEPCO, meaning 

that the Cooperative obtained all of its power from AEPCO. AEPCO passed fuel and purchased 

power costs through to SSVEC under a Commission-approved adjustor and SSVEC, in turn, 

passed those costs through to its members under its own adjustor. Under its prior adjustor 

mechanism, SSVEC was not required to obtain Commission approval to increase its adjustor rate, 

nor was the Cooperative subject to over-collection or under-collection thresholds. 

Background and Historv of SSVEC's WPFCA. 

In January 2008, SSVEC became a "partial requirements" member of AEPCO which 

enabled the Cooperative to obtain a portion of its power from sources other than AEPCO. 

Notwithstanding, through 2012 it is projected that SSVEC will still obtain between 75.3% and 

88.3% of its power from AEPCO.' Thus, SSVEC will continue to purchase a substantial portion 

of its power from AEPCO. 

AEPCO's fuel adjustor mechanism is closely monitored and approved by the Commission 

through semi-annual filings made by AEPCO. The Commission does not permit increases in 

2008 Rate Case (Docket E-01575A-08-0328), Exhibit S-13 at 3, lines 12-25. 
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AEPCO’s fuel adjustor unless those increases are shown to be necessary and appropriate. Like 

all AEPCO member distribution cooperatives, SSVEC has no control over the costs AEPCO 

passes through to it and has no choice but to pay those costs. As seen recently in Docket E- 

01 773A-09-0472, increases in AEPCO’s fuel adjustor can be substantial. 

Decision 71274 approving SSVEC’s current WPFCA adopted Staffs recommendation to 

set a $2,000,000 under-collection threshold before the Cooperative may request an increase in the 

WPFCA rate and a $1,000,000 over-collection threshold which triggers a requirement that the 

Cooperative must reduce the WPFCA rate to refund the over-collected balance to customers. 

Decision 71274 also adopted Staffs recommendation that SSVEC be required to file an 

application with the Commission for approval of any increase in the WPFCA rate. Neither of 

these requirements were included in SSVEC’s prior adjustor mechanism approved in Decision 

58358. Further, SSVEC is not aware of any other electric utility in Arizona that has these specific 

requirements related to its fuel adjustor.’ 

B. 

SSVEC seeks to amend Decision 71274 pursuant to A.R.S. fj 40-252 as follows: 

Requested Amendments to Decision 71274. 

Increase the current $2,000,000 threshold for under-collected balances to a 
$3,000,000 threshold, and increase the current $1,000,000 threshold for 
over-collected balances to a $3,000,000 threshold; and 

Within the proposed new $6,000,000 range for the WPFCA account ( i e . ,  
up to a $3,000,000 over-collected balance or up to a $3,000,000 under- 
collected balance), allow SSVEC to decrease or increase the WPFCA rate 
as necessary to remain within the authorized range without prior 
Commission approval. SSVEC would continue to file monthly WPFCA 
reports with the Commission, as it does now, and would highlight increases 
or decreases in the WPFCA rate in the reports. In addition, if the over- 
collected balance exceeds $3,000,000, then SSVEC would be required to 
make a filing with the Commission to address how the Cooperative will 
bring the over-collected balance back below the $3,000,000 threshold. 

’ Although Tucson Electric Power Company must obtain annual Commission approval to change 
its adjustor, its mechanism was established pursuant to a settlement agreement, the components of 
which are very different than SSVEC’s WPFCA. See Decision No. 70628 (December 1,2008). 
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1. Increasing the Under-Collection and Over-Collection 
Thresholds to $3,000,000 Each. 

SSVEC was not subject to over-collection or under-collection account thresholds prior to 

Decision 71274, and the Cooperative is not aware of any other electric utility in Arizona that has 

these specific requirements related to its fuel adjustor. The $3,000,000 range set by Decision 

71274 is simply too narrow in light of the size of the increases in AEPCO's fuel adjustor that are 

passed through to SSVEC. By way of illustration, SSVEC had an actual over-collected WPFCA 

account balance of $2,093,518 at the end of October 2011, but the Cooperative is projecting an 

under-collected account balance of $2,239,018 at the end of February 2012. That is a swing of 

$4,332,536 in only four months' time. 

Even with frequent increases and decreases in the WPFCA rate, it would be difficult if not 

impossible for SSVEC to remain within the $3,000,000 range. Particularly problematic is the 

over-collected threshold of only $1,000,000, which provides little room for wholesale price 

swings. By increasing the range from $3,000,000 to $6,000,000, SSVEC will be better able to 

administer the WPFCA in a steady and predictable way, without the need for large or frequent 

adjustments in rates. Moreover, as a distribution cooperative (as opposed to an investor-owned 

utility) governed by a democratically-elected independent Board of Directors, SSVEC is directly 

accountable to the members which ensures that the WPFCA is prudently administered. 

2. Allowing Increases in the WPFCA Rate without Prior Approval. 

Decision 71274 requires that SSVEC obtain prior Commission approval each time it 

increases its WPFCA rate. At the hearing in the 2008 rate case, Staff acknowledged that it 

typically takes as long as four or five months for the Commission to approve an adjustor reset." 

Such delays would impose adverse financial impacts on SSVEC. As discussed above, for 

example, the Commission recently approved significant increases in the adjustor rates of AEPCO 

which became effective for power delivered to SSVEC on and after October 1, 2011. Other 

increases in the AEPCO fuel adjustor as well as a one-time surcharge were approved by the 

Commission this month and will go into effect on January 1,2012. Notwithstanding the fact that 

lo  2008 Rate Case (Docket E-01575A-08-0328), Hearing Transcript at 539, lines 7-16. 
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amount. The volatility in the wholesale power market in 2008 was unusual and relatively short- 

lived, yet SSVEC must now comply with a condition that requires prior Commission approval of 

~ the Commission has already reviewed and approved AEPCO’s new rates, and the fact that the 

26 

27 

AEPCO rates must be paid by SSVEC, the Cooperative must still make its own redundant filing 

to increase its own WPFCA rate to address the increased AEPCO rates. SSVEC will incur the 

account balance; (ii) requires SSVEC to use its equity margin to “lay out” the money to purchase 

l 1  2008 Rate Case (Docket E-01575A-08-0328), Hearing Exhibit A-8 at 18, line 25 to page 19, 

expense of the filing and a delay in the recovery of its purchase power costs. Thus, the process 

established in Decision 71274 requiring prior approval of rate increases defeats the very purpose 

of an adjustor mechanism, which is to allow timely recovery of wholesale costs incurred that are 

outside the Cooperative’s control.” In the 2008 rate case, SSVEC’s outside rate consultant 

provided the following testimony regarding the WPFCA: 

SSVEC is dependent upon AEPCO for the majority of its purchases 
and market prices for the remainder. SSVEC is not always able to 
predict changes in power cost into the future. That is why the 
WPFCA factor is so important in the recovery of these costs. 
Unlike an investor-owned utility that may be able to predict fuel 
costs well into the future, SSVEC does not have that same ability. 
It is essential that SSVEC have the ability to recover sudden 
increases in fuel costs without a significant delay at the 
Commission. l2 

The Commission imposed the prior approval requirement on SSVEC even though no 

other Arizona electric cooperative is subject to such a requirement. This was undoubtedly due in 

large part to the fact that the wholesale power market experienced a spike in 2008 during the i6 
18 

19 

Cooperative’s rate case. At that time, the on-peak wholesale power price was approximately $126 

per megawatt hour whereas today, SSVEC is purchasing non-AEPCO power at less than half that 

22 

23 

24 

25 

all WPFCA rate increases. 

Past volatility in wholesale power cannot justify the continuation of an approval 

requirement which has several negative impacts on SSVEC. Specifically, the prior approval 

requirement: (i) negatively impacts the ability of SSVEC to properly administer its WPFCA 

2008 Rate Case (Docket E-01575A-08-0328), Hearing Exhibit A-9 at 14, lines 2-1 1. 
28 I Lne2* 
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DISTRIBUTION 
COOPERATIVE 

SSVEC 

the power (that as a public utility it is obligated to acquire) for extended periods of time; 

(iii)requires SSVEC to spend time, money and resources going through a Commission 

proceeding to obtain a rate increase; (iv) causes significant delays in SSVEC's ability to recover 

its costs; and (v) hinders SSVEC's ability to be in compliance with the under-collection account 

balance threshold. 

It should also be noted that SSVEC has consistently had the lowest power costs among the 

Arizona electric cooperatives. Set forth below are three tables compiled from data supplied by 

Grand Canyon State Electric Cooperative, Inc., which compare each Arizona electric 

cooperative's base power costs in rates plus its respective fuel adjustor in rates as of May 1,201 1, 

TOTAL POWER COST COST PER KWH PERCENT OVER 
PER KWH OVER SSVEC SSVEC 
0.068977 

September 1,2010, and December 1,2009, respectively: 

MOHAVE 
TRICO 
DUNCAN 
GRAHAM 

COMPARISON OF POWER COSTS FOR ARIZONA ELECTRIC COOPERATIVE 

ON MAY 1,2011 

0.085298 0.016321 23.7% 
0.086638 0.01 7661 25.6% 
0.093 3 3 0 0.0243 53 35.3% 
0.096509 0.0275 3 2 39.9% 

DISTRIBUTION TOTAL POWER COST 
COOPERATIVE PER KWH 

SSVEC 0.072130 
MOHAVE 0.090298 
DUNCAN 0.090430 

COST PER KWH PERCENT OVER 
OVER SSVEC SSVEC 

0.01817 23.66% 
0.01830 25.3 8% 

GRAHAM 
TRICO 

0.101510 0.02938 40.74% 
0.101640 0.0295 1 40.92% 
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DISTRIBUTION 
COOPERATIVE 

SSVEC 

COMPARISON OF POWER COSTS FOR ARIZONA ELECTRIC COOPERATIVE 
ON DECEMBER 1,2009 

TOTAL POWER COST COST PER KWH 
PER KWH OVER SSVEC 

0.07213 

DUNCAN 
MOHAVE 
TRICO 

GRAHAM 0.0865 1 I 0.01438 
0.09243 0.02030 28.15% 
0.09530 0.023 17 32.13% 
0.09764 0.0255 1 3 5.3 7% 

PERCENT OVER 
SSVEC 

19.94% 

Decision 71 274 treats SSVEC differently than other electric cooperatives with respect to 

its WPFCA. On the basis of the power cost data above, however, SSVEC should not be subject 

to an additional approval process that is not applicable to other Arizona cooperatives. 

If SSVEC's request to implement WPFCA rate increases without prior Commission 

approval, the Commission will still have adequate oversight regarding the operation of the Fuel 

Adjustor. SSVEC currently files monthly WPFCA reports with the Commission, and it would 

continue this practice in the future. In addition, SSVEC would highlight in the reports any 

increases or decreases in the WPFCA rate since the last report so that the Commission will have 

real-time notice of such changes. Further, if the over-collected balance exceeds the proposed new 

$3,000,000 threshold, then SSVEC would be required to make a filing with the Commission to 

address how the Cooperative will bring the over-collected balance back below the $3,000,000 

threshold. This process would ensure that SSVEC has the flexibility to properly manage its 

WPFCA and timely recover its costs while protecting the interests of the Cooperative's members. 

For all of the reasons set forth above, SSVEC requests that within the proposed new 

$6,000,000 range for the WPFCA account, the Cooperative be allowed to decrease or increase the 

WPFCA rate as necessary to remain within the range without prior Commission approval. 

111. EXPEDITED ACTION REQUESTED. 

SSVEC requests expedited consideration of this petition because the Cooperative's 

WPFCA account is projected to reach under-collected status this month, and is projected to pass 

10 
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the $2,000,000 threshold permitting a WPFCA rate increase in February 2012. Without an 

increase in the WPFCA rate, the under-collected balance will increase dramatically and will 

remain well above the $2,000,000 threshold. SSVEC further requests that the requested increase 

in the WPFCA rate be approved without a hearing. 

In addition, SSVEC requests that the proposed modifications to Decision 71274 be 

approved by the Commission without a hearing because: (i) the modifications pertain to the 

WPFCA and to no other issues or matters contained in Decision 71274; (ii) there is already an 

extensive and complete record in Docket No. E-0 1575A-08-0328 pertaining to the WPFCA upon 

which to make a decision; and (iii) the requested modifications raise issues of Commission policy 

that may properly be decided in an open meeting or other publicly noticed meeting. 

IV. CONCLUSION. 

SSVEC requests approval of a phased-in increase in its WPFCA rate as described herein 

commencing with billings on and after February 1, 2012. SSVEC further requests that the 

Commission amend Decision 71274 pursuant to A.R.S. 0 40-252 to (i) increase the current 

$2,000,000 threshold for under-collected balances to a $3,000,000 threshold, and increase the 

current $1,000,000 threshold for over-collected balances to a $3,000,000 threshold; and (ii) allow 

SSVEC to decrease or increase the WPFCA rate without prior Commission approval within the 

proposed new $6,000,000 range for the WPFCA account. 

RESPECTFULLY SUBMITTED this 23'd day of December, 201 1. 

BROWNSTEIN HYATT FARBER 
SCHRECK, LLP 

B 

Phoenix, Arizon; 85004 ' 

Attorney for Sulphur Springs Valley 
Electric Cooperative, Inc. 
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COPIES of the foregoing hand-delivered this 
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Gary Pierce, Chairman 
ARIZONA COWORATION COMMISSION 
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Bob Stump, Commissioner 
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Lyn Farmer, Chief Administrative Law Judge 
Hearing Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 
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ATTACHMENT 3 



Board Resolution 2011-08 
Fuel BL ast 

and said resolution 
modified: 

the Arizona n restric 
F nsome ability to rn 

those placed on other Arizona utilities, and 

ent believes these restrictions im 
ts FPPCA, and 

C's ability 

S, currently the ACC must approve and order any increase in 
SSVEC's FPPCA, and 

WHEREAS, the FPPCA bank will become un r collected soon and will 
continue to increase at the current negative FPPCA rate unless it is 
increased, and 

WHEREAS, the re a signific 
increase in the F EC's member 

W ~ E ~ E A ~ ,  a phase-in of the FPPCA increa 
to members, it is now 

ould be more accepwble 

OLVED, that the Board of Di SSVEC Chief 
Executive Officer to provid 

and to remove and modi 

IN WITNESS WHEREOF, I have hereunto set my hand and dfxed the S 
seal this 2 2 n d  day of November, 201 1. 


