orgny  OPENMEETING - (REUHRHANE

MEMORANDUM

i “s"‘ ;,':"\,/Cf') N N R W

£

TO: THE COMMISSION JUN 2 7 2012
MW JN2T P 2248

FROM: Utilities Division : DOGKETED by W1

DATE: June27,2012 "

RE: MORENCI WATER & ELECTRIC COMPANY - APPLICATION FOR AN
ADJUSTMENT IN ITS PURCHASED POWER AND FUEL ADJUSTMENT
CLAUSE RATE (DOCKET NO. E-01049A-12-0142)

On April 12, 2012, Morenci Water & Electric Company (“Morenci” or “Company™) filed
a request for an adjustment to its Purchased Power and Fuel Adjustment Clause (“PPFAC” or
“adjustor”) rate from negative $0.051 per kWh to negative $0.03122 per kWh to address the
projected under-collected account balance. Morenci indicates that customers are paying a fuel
and purchased power rate that is below the actual cost of fuel and purchased power; therefore,
Morenci’s account balance will exceed the under collected threshold of $500,000 in the first part
of 2013. Morenci projects an account balance of $497,247 (representing its under-collection of
fuel and purchase power by this amount) by the end of 2012, growing to $1,025,664 by the end
of 2013.

Background

Morenci is an Arizona public service corporation certificated by the Commission to
provide electric and water service to customers in various portions of Greenlee County, Arizona.
As of December, 2011 they have 2,035 residential and 244 commercial customers.

Decision No. 54712 (October 10, 1985) set a base cost of purchased power at $0.07522
per kWh that is embedded in base rates. A PPFAC mechanism is established to true-up revenue
collections with the fluctuating costs of purchased power between rate cases. When the actual
cost of purchased power exceeds (or has exceeded) the base cost of purchased power and a
utility’s under-recovery of costs is projected to persist into coming months, 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. The
Commission 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 31, 2006, whichever occurred first.
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In Decision No. 68813 (June 29, 2006), the Commission approved an adjustor rate of
negative $0.019 per kWh that replaced the previous adjustor rate of negative $0.02939 per kWh.

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 2011. The Commission approved the current PPFAC rate of negative $0.051 per kWh in
Decision No. 72065 (January 6, 2011).

Pending Rate Case

Morenci filed a rate case on July 29, 2011, in Docket No. E-01049A-11-0300. In the rate
case Morenci is proposing a change to the current PPFAC mechanism to include a forward and
true-up component, i.e., the existing PPFAC will be reviewed and may be modified in this
pending rate case.

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 under-collecting since January 2011 and will exceed the
under-collected threshold by January 2013. Morenci states in its application the reason that its
account balance will exceed the under-collected threshold is that customers are paying a fuel and
purchased power rate that is below the actual cost of fuel and purchased power. Morenci’s
account balance as of March 2012 is an under-collected amount of $100,935 and, based on
updated forecasts provided to Staff, Morenci estimates the under-collected amount will be
$497,247 by the end of 2012. ‘

Morenci’s Proposal

Morenci is proposing to change the PPFAC rate from negative $0.051 per kWh to
negative $0.03122 per kWh starting on or before September 1, 2012. Based on its current
estimate of power costs, Morenci believes its proposal will reduce the under-collected balance to
$181,611 by the end of 2013. Attachment 1 is a worksheet illustrating Morenci’s actual demand,
current PPFAC rate and the associated account balance based on actual data from January 2011
to March 2012 and forecasted demand from April 2012 through December 2015. The worksheet
shows the estimated monthly bank balance from September 2012 through December 2015,
assuming the proposed PPFAC rate started in September 2012.

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 two
industrial customers, copper mines. These sales fall outside the PPFAC because the customers
are served under a special contract. The PPFAC mechanism is relevant only to the other two
percent of Morenci’s sales consisting of approximately 2,035 residential and 244 commercial
customers. Staff calculated the average monthly use per residential user to be 657 kWh and,
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based on the average usage, Staff estimates residential customers will have an average increase
of $12.99 per month. Staff agrees with Morenci’s assessment that an increase from $0.051 to
negative $0.03122 is necessary to prevent a rapid and expanding under-collection by the
Company, and that the increase is appropriate and in the public interest.

Notice

Morenci has notified Staff that it has published notice of its proposed adjustor rate in the
May 2, 2012 edition of the Copper Era, a newspaper of general circulation in Greenlee County.

Recommendations

1. Staff recommends that a PPFAC rate of negative $0.03122 be approved starting
September 2012 and remain in effect until further order of the Commission.

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, and in a form acceptable to
Staff.

/

Steven M. Olea
Director
Utilities Division

SMO: PML:sms/WVC

Originator: Patrick M. Lowe
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BEFGRE THE ARIZONA CORPORATION COMMISSION

GARY PIERCE
Chairman

BOB STUMP
Commissioner

SANDRA D. KENNEDY
Commissioner

PAUL NEWMAN
Commissioner

BRENDA BURNS
Commissioner

IN THE MATTER OF THE APPLICATION
OF MORENCI WATER & ELECTRIC
COMPANY FOR AN ADJUSTMENT IN ITS
PURCHASED POWER AND FUEL
ADJUSTMENT CLAUSE RATE

Open Meeting
July 18 and 19, 2012
Phoenix, Arizona

BY THE COMMISSION:

DOCKET NO. E-01049A-12-0142
DECISION NO.
ORDER

FINDINGS OF FACT

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

provide electric service as a public service corporation in various portions of Greenlee County in

the State of Arizona.

Introduction

2. On April 12, 2012, Morenci Water & Electric Company filed a request for an

adjustment to its Purchased Power and Fuel Adjustment Clause (“PPFAC” or “adjustor”) rate from

negative $0.051 per kWh to negative $0.03122 per kWh to address the projected under-collected

account balance. Morenci indicates that customers are paying a fuel and purchased power rate that

is below the actual cost of fuel and purchased power; therefore, Morenci’s account balance will

exceed the under-collected threshold of $500,000 in the first part of 2013. Morenci projects an




Page 2 Docket No. E-01046A-12-0142

account balance of $497,247 (representing its under-collection of fuel and purchase power by this

| amount) by the end 0f 2012, growing to $1,025,664 by the end of 2013.

Background

3. As of December 2011 Morenci had 2,035 residential and 244 commercial
customers.

4. Decision No. 54712 (October 10, 1985) set a base cost of purchased power at
$0.07522 per kWh that is embedded in base rates. A PPFAC mechanism is established to true-up
revenue collections with the fluctuating costs of purchased power between rate cases. When the
actual cost of purchased power exceeds (or has exceeded) the base cost of purchased power and a
utility’s under-recovery of costs is projected to persist into coming months, 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.

5. 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. The Commission 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 31, 2006, whichever occurred first.

6. In Decision No. 68813 (June 29, 2006), the Commission approved an adjustor rate
of negative $0.019 per kWh that replaced the previous adjustor rate of negative $0.02939 per kWh.

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 2011. The Commission approved the current PPFAC rate of negative $0.051 per kWh in
Decision No. 72065 (January 6, 2011).

Decision No.
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Pending Rate Case
8. Morenci filed a rate case on July 29, 2011 in Docket No. E-01049A-11-0309. In the

-j|xate case Morenci is proposing a change to the-current PPFAC mechanism to include a forward

and true-up component, i.e., the existing PPFAC will be reviewed and may: be modified in this
pending rate case.

Account Balance

9. 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 under-collecting since January 2011 and will exceed
the under-collected threshold by January 2013. Morenci states in its application the reason that its
account balance will exceed the under-collected threshold is that customers are paying a fuel and
purchased power rate that is below the actual cost of fuel and purchased power. Morenci’s
account balance as of March 2012 is an under-collected amount of $100,935 and, based on
updated forecasts provided to Staff, Morenci estimates the under-collected amount will be
$497,247 by the end of 2012.

Morenci’s Proposal

10.  Morenci is proposing to change the PPFAC rate from negative $0.051 per kWh to
negative $0.03122 per kWh starting on or before September 1, 2012. Based on its current estimate
of power costs, Morenci believes its proposal will reduce the under-collected balance to $181,611
by the end of 2013. Attachment 1 is a worksheet illustrating Morenci’s actual demand, current
PPFAC rate and the associated account balance based on actual data from January 2011 to March
2012 and forecasted demand from April 2012 through December 2015. The worksheet shows the
estimated monthly bank balance from September 2012 through December 20135, assuming the
proposed PPFAC rate started in September 2012.

11. 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 two

industrial customers, copper mines. These sales fall outside the PPFAC because the customers are

Decision No.
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served under a special contract. The PPFAC mechanism is relevant only to the other two percent
of Morenci’s sales consisting of approximately‘2,03_5 residential and 244 commercial customers.

Staff calculated the average monthly use per residential user tc be 657 kWh and, based on the

|laverage usage, Staff estimates residential customers will have an average increase of $12.99 per

month. Staff agrees with Morenci’s assessment that an increase from negative $0.051 to negative
$0.03122 is necessary to prevent a rapid and expanding under-collection by the Company, and that
the increase is appropriate and in the public interest.
Notice

12. Morenci has notified Staff that it has published notice of its proposed adjustor rate
in the May 2, 2012 edition of the Copper Era, a newspaper of general circulation in Greenlee
County.

Recommendations

13.  Staff has recommended that a PPFAC rate of negative $0.03122 be approved
starting September 2012, and remain in effect until further order of the Commission.

14. 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, and in a form acceptable to Staff.

CONCLUSIONS OF LAW

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

2. The Commission has jurisdiction over Morenci and over the subject matter of the
application.

3. The Commission, having reviewed the application and Staffs Memorandum dated
June 27, 2012, concludes that it is in the public interest to approve the Purchased Power and Fuel

Adjustment rate proposed by Morenci, as discussed herein.

Decision No.
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IT IS THEREFORE ORDERED that a PPFAC rate of -negative $0.051 be implemented by
Morenci Water and Electric Company beginning S_eptember 1, 2012 and remain in effect until
further order of the Commission.

IT IS FURTHER ORDERED thaf Morenci Water and Electric Company 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 this Decision, in a form acceptable to
Staff.

IT IS FURTHER ORDERED that this Decision shall become effective immediately.

BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

CHAIRMAN COMMISSIONER

COMMISSIONER 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 ,2012.

ERNEST G. JOHNSON
EXECUTIVE DIRECTOR

DISSENT:

DISSENT:

SMO:PML:sms/WVC

Decision No.
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SERVICE LIST FOR: Morenci Water and Electric Company
DOCKET NO. E-01049A-12-0142

Mr. Jason D. Gellman

Roshka, DeWulf & Patten, PL.C

One Arizona Center

COO East Van Buren Street, Suite 800
Phoenix, AZ 85004

Mzr. 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

Docket No. E-01049A-12-0142

Decision No.
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