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IN THE MATTER OF THE APPLICATION )  DOCKET NO. E-01025A-12-0003
OF AJO IMPROVEMENT COMPANY FOR ;
AN ADJUSTMENT IN ITS PURCHASED  §  DECISION NO. __73079
E FUEL ADJUSTMEN'
E(EXU;{EAI;\IADTE NT § OPINION AND ORDER
Open Meeting

March 27 and 28, 2012
Phoenix, Arizona

BY THE COMMISSION:
FINDINGS OF FACT

Introduction

1. On January 4, 2012, Ajo Improvement Company (“AIC” or “Company”) filed an
application with the Arizona Corporation Commission (“Commission”) requesting approval of an
adjustment to the Purchased Power and Fuel Adjustment Clause (“PPFAC”) rate. On January 18,
2012, AIC filed an amended application maintaining its request to approve an adjustment to the
PPFAC rate and incorporating updates to the calculations in the spreadsheets that were filed as
Exhibit A to the original application. According to AIC, the purpose of the proposed rate
adjustment is to prevent any rapid over-colleqtion of its PPFAC bank balance. AIC is requesting
to decrease its PPFAC rate to $0.01000 per kilowatt hour (“kWh”) from $0.05000 per kWh. This
would be a decrease of $0.04000 per kWh. The application requests an effective date of April 1,
2012.
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Background

2. AIC’s last electric rate application resulted in the Commiission approving new rates
in Decision No. 62764, dated August 2, 2000. In that case, the Commission approved a base cost
of power equal to $0.034699 per kWh and a PPFAC rate of $0.005332 per kWh. 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 AIC’s situation, the PPFAC rate is lowered or even set to a negative number. The
PPFAC bank balance tracks the differences between actual purchased power costs and those
recovered through the combination of base rates and the PPFAC rate.

3. In Decision No. 63828, dated June 28, 2001, the Commission approved a PPFAC
rate of $0.05000 per kWh. This PPFAC rate was approved in order to stop rapidly-continuing
increases in AIC’s under-collected PPFAC bank balance. According té AIC, the current PPFAC
rate has reduced the under-collected bank balance to the point where it was eliminated before the
end of 2011. If the current PPFAC rate of $0.05000 per kWh remains in effect, AIC anticipates
that the PPFAC bank balance would reflect an over-collection of $503,946 by the end of 2012.

4. AIC is an Arizona public service corporation certificaied by the Commission to
provide electric, water and wastewater service to customers in Pima County, Arizona. According
to its December 2011 fuel adjustor report, AIC provides electric service to approximately 1,029
customers.

AIC’s Proposal

5. AIC proposes to reduce the PPFAC from $0.05000 per kWh to $0.01000 per kWh
effective April 1, 2012. Based on its current approximation of power costs, AIC estimates that a
PPFAC rate of $0.01000 per kWh beginning in April 2012 should eliminate the over-collection
before the end of 2013 (resulting in an under-collection of $40,758 by the end of 2013). AIC
anticipates purchase power prices will remain relatively stable for the Company and believes the
PPFAC rate of $0.01000 along with the base purchase power rate currently in effect of $0.034699

per kWh will accurately reflect AIC’s purchase power costs for the foreseeable future.

Decision No. _73079
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.

0. Based on average residential monthly usage of approximately 416 kWh, AIC
estimates the residential customer’s bill would reflect a savings of approximately $16.64 per
month (starting in April 2012) if the Commission approves reducing the PPFAC rate to $0 01060 |
per kWh versus having the PPFAC rate remain at $0.05000 per kWh.

Staff Analysis

7. Staff has reviewed AIC’s projections for future purchased power costs and sales.
While the Company’s projections may be slightly higher than actual power costs and sales
volumes and dollars from 2011, Staff’s analysis projecting historical data forward leads to the
same conclusions as AIC including: (1) the under-collection bank balance was eliminated before
the end of 2011, (2) if no change is made to the current PPFAC rate of $0.05000 per kWh, the
bank balance will continue to grow as an over-collected balance, and (3) if supply prices remain
relatively stable for AIC, as they have in the past, reducing the PPFAC rate to $0.01000 per kWh
should eliminate the over-collection. However, Staff projects the over-collection to be eliminated
by the summer of 2013 resulting in an under-collected balance cf approximately $20,244 at the
end of December 2013.

8. Staff has examined the models used to calculate the projected account balance
levels in the future and finds the models to be consistent with the methodology AIC uses te report
its monthly PPFAC account balance information, and is also consistent with the methodology Staff
uses to verify AIC’s account balance calculations. Since the original and amended application
filing dates by AIC, the Company has filed its December 2011 purchased power fuel adjuster
reports so Staff was able to complete its analysis based upon actual 2011 power purchases and
sales. Staff’s analysis, as detailed on the attached spreadsheets, incorporating AIC’s proposal for
decreasing the PPFAC rate to $0.01000 per kWh effective April 1, 2012, shows the estimated
account balance at the end of 2012 to be an over-collection of $80,403 and eliminating the over-
collection by July of 2013 (resulting in an under-collection of $20,244 by the end of 2013). If the
current PPFAC rate is not decreased as proposed by AIC, Staff’s analysis estimates the over-
collected bank balance to be $393,357 at the end of 2012 and over-collected $688,124 by the end
of 2013.

Decision No. 73079
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9. While it is impossible to predict future power prices, AIC estimates little volatility
in its supply cost over the next two years based on its current portfolio mix of fixed and index
priced supply. The Energy Information Administration (“EIA”) publishes natural gas futures
prices. The current EIA forecast for 2012 natural gas prices is significantly lower than ‘at this time
last year, due to continued growth in production and a warmer winter leading to higher natural gas
inventories. EIA anticipates the Henry Hub spot price will average $3.53 per million British
thermal units (“MMBtu”) in 2012 and rise to an average of $4.14 per MMBtu in 2013. While AIC
is not purchasing natural gas supply, it is purchasing supply indexed to natural gas pricing. EIA’s
forecast indicates that the indexed portion of AIC’s portfolio should remain at a relatively stable
recovery level for AIC. In addition, AIC’s actual purchased power costs over the past three years
have remained stable averaging in a range from $0.04000 to $0.07000 per kWh.

10.  After reviewing AIC’s original and amended application, Staff agrees with AIC’s
assessment that the reduction is necessary to prevent a rapid over-collection by the Company.
Staff also agrees with AIC’s estimate of savings on an average residential customer’s bill of
approximately $16.64 per month if the PPFAC rate is lowered effective April 1, 2012. Staff has
recommended for approval the reduction of the current PPFAC rate from $0.05000 per kWh to
$0.01000 per kWh effective April 1,2012.

CONCLUSIONS OF LAW

1. Ajo Improvement Company is an Arizona public service corporation within the
meaning of Article XV, Section 2, of the Arizona Constitution.

2. The Commission has jurisdiction over Ajo Improvement Company and over the
subject matter of the Application.

3. The Commission, having reviewed the application and Staff's Memorandum dated
February 28, 2012, concludes that it is in the public interest to approve a decrease to the PPFAC
rate.

ORDER
IT IS THEREFORE ORDERED that for Ajo Improvement Company the PPFAC rate

decrease to $0.01000 per kWh be, and hereby is, approved.

Decision No. _ZEZ?__
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IT IS FURTHER ORDERED that this change to the Purchased Power and Fuel Adjustment
Clause rate become effective April 1, 2012.
IT IS FURTHER ORDERED that this Order shall become effective immediately.
BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION
? ; < | 7 S
/ ) « U Al—— % / / 4 o
/ / CHAIRMAN / COMMISSIONER <~
(le% = 44‘(3 Ja\ ,v& ”f\ rein A\ Aot DU
A COMMISSIONER OMMISSIONE 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 f%e affixed at the Capitgl, in the City of Phoenix,
this 4/ day of é@, A ,2012.
ERNEST-6-JOHNSON 4~
EXECUTIVE DIRECTOR
DISSENT:
DISSENT:
SMO:RSP:Ihm\BES
Decision No. 73079
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SERVICE LIST FOR: Ajo Improvement Company
DOCKET NO.: E-01025A-12-0003

Mr. Jasor: D. Gellman

Roshka DeWulf & Patten, PLC
One Arizona Center

400 East Van Buren, Suite 800
Phoenix, Arizona 85004

Mr. Steven M. Olea

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

Ms. Janice M. Alward

Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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