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EXECUTIVE SUMMARY
DUNCAN VALLEY ELECTRIC COOPERATIVE, INC.
DOCKET NO. E-01703A-14-0362

Duncan Valley Electric Cooperative, Inc. — Electric Division (“DVEC” or the
“Cooperative”) is an Arizona member-owned non-profit rural electric distribution cooperative.
DVEC is a public service corporation providing electric distabution service to approximately 2,100
members/customers located in Greenlee and Graham Counties in Arizona and 330
members/customers located in New Mexico. DVEC is a Class B Utlity under A.A.C. R14-2-

103(A)(3)(q)-

DVEC proposed a $146,412 revenue increase for Arizona from $2,957,905 to $3,104,317
(this increase represents a 6.0% increase in test year base revenue for Arizona from $2,439,723 to
$2,586,134.) The proposed revenue would produce an operating income of $36,793, resulting in 2
1.14% tate of return.

The Cooperative’s requested rates would increase a residential customer’s bill, with monthly
electric consumption of 756 kWh (average usage), by $4.09 (from $76.85 to $80.94), or 5.32%. A
residential customer with monthly electric consumption of 597 kWh (median usage) would see an
increase in his/her bill of $3.44 (from $64.89 to $68.33), or 5.30%.

Staff and DVEC are in agreement on all issues in this case. Staff recommends adoption of
DVEC’s proposed revenue requirement of $146,412.

STAFF’S RECOMMENDATIONS
Staff makes the following recommendations:

1. The Commission should approve DVEC’s rates as proposed in the rate application filed
on October 28, 2014.

2. The Cooperative should file with Docket Control, as a compliance item in this Docket,
tariffs with a new schedule of rates and charges on or before May 1, 2015.

3. The Cooperative should notify its customers of the revised schedules of rates and
charges in a form acceptable to Staff included in its next regularly scheduled billing and
by posting on its website.

4. The Cooperative’s base cost of power should remain at $0.05843 per kWh.

*
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Introduction

On February 6, 2013, the Anrizona Corporation Commission (“Commission”) adopted a new
section in the Arizona Administrative Code (“A.A.C.”) R14-2-107, entitled “Electric or Natural Gas
Cooperative Alternative Rate Application Filing Requirements and Process” (“Rule 107”), and
amended A.A.C. R14-2-103 (“Rule 103”). Rule 103 is the existing rule establishing the filing and
processing requitements for rate applications of public service corporations. The overall purpose of
Rule 107 was to establish a more streamlined approach to processing rate applications of member-
owned cooperatives, who elect their own governing boards. The intent was to reduce regulatory lag
and mitigate rate case expense.

Rule 107 establishes definitions, eligibility requirements, pre-filing requirements, notice
requirements, filing requirements, and deadlines for objections and intervention requests; establishes
the process and timeline for Staff analysis and processing of a cooperative’s rate application filed
under Rule 107; and allows a cooperative to request processing of its application under Rule 103 if it
is determined to be ineligible for processing under Rule 107.

Rule 107 also allows for Staff, a cooperative, or an intervenor to request an evidentiary
hearing. A cooperative is allowed to request withdrawal of its rate application, and the Hearing
Division is required to rule on a request for hearing or request for withdrawal and to preside over all
further proceedings if an evidentiary hearing is granted. In addition, Rule 107 caps a revenue
increase in a rate case at 6% of a cooperative’s actual test year total base revenue; permits a
cooperative to have a maximum of five Rule 107 rate cases within a 15-year period between Rule
103 rate cases; permits a cooperative to file only one Rule 107 rate application in any 12-month
period; and allows the Commission at any stage of a Rule 107 rate case to determine that a
cooperative’s rate application must instead proceed under Rule 103.

On September 5, 2014, Duncan Valley Electric Cooperative, Inc. — Electric Division
(“DVEC” or the “Cooperative”) began the process of a rate application under Rule 107. On that
day, DVEC submitted a Request for Pre-Filing Eligibility Review in accordance with Rule 107(C).
The pre-filing eligibility review included a draft application, a proposed form of customer notice,
and a proposed form of recommended order.

Over the next 30 days, Staff reviewed the draft application assessing Rule 107 compliance
and also wotked with DVEC to revise the customer notice so it correcﬂy h.tghhghted the
implications of a filing under Rule 107 and the possible bill impacts of the rate increase.

On October 6, 2014, DVEC met with Staff in accordance with Rule 107(C)(3) to review
eligibility under Rule 107(B), finalize the proposed form of customer notice, and discuss the
proposed form of recommended order. After that meeting, DVEC filed a2 Request for Docket
Number and Notice of Filing Proposed Form of Customer Notice.

On October 15, 2014, DVEC filed a certification of mailing for the Customer Notice. The
Customer Notice was mailed via fitst class mail to all DVEC customets on October 7, 2014. The
Customer Notice stated that objections needed to be filed with the Commission by November 7,
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2014. The Customer Notice also indicated that DVEC anticipated filing its rate application on or
around October 27, 2014. On October 28, 2014, DVEC docketed its application for a rate increase
(“the Application”) under Rule 107 in Docket No. E-01703A-14-0362.

By the close of business on November 7, 2014, the Commission had received no objections
to the rate increase. There were also no intervention requests filed. As defined in Rule 107(B)(14),
to proceed with processing a cooperative rate case under Rule 107 the number of objections
submitted by the indicated deadline must represent no more than 5% of all customer accounts or no
more than 1,000 customer accounts, whichever is fewer.

On November 20, 2014, Staff filed a notice of eligibility in the docket mndicating that DVEC
had met all of the requirements outlined in Rule 107 to be eligible to file under the streamlined rules.
At the same time, Staff filed a notice of sufficiency indicating the data provided by DVEC in its rate
application were sufficient in meeting the requirements of a cooperative rate application.

Background

DVEC is an Arizona member-owned non-profit rural electric distnbution cooperative with
its principal business office in Duncan, Arizona. DVEC is a public service corporation providing
electric distribution service to approximately 2,100 members/customers located in Greenlee and
Graham Counties in Arizona and approximately 330 members/customers in New Mexico. Of the
total number of customers in Arizona, approximately 84% are Residential customers. The
remainder are Commercial and Irtigation customers. DVEC’s Board of Directors oversees all
aspects of DVEC’s operations. On August 18, 2014, DVEC’s Board of Directors approved the
filing of this application. DVEC is a Class B Utility under Rule 103(A)(3) (@

DVEC’s last rate case was filed on December 12, 2003. In Decision No. 67433 dated
December 3, 2004, the Commission determined a revenue increase of 15.31% was justified and
reasonable. This rate increase went into effect January 1, 2005. In Deciston No. 73259 dated July
30, 2012, DVEC added 2 Single Phase Time of Use option to its rate schedules.

The Application

DVEC is requesting a rate increase of 6.0% in test year base revenue for its Arizona
customers. DVEC’s test year is the 12 months ending January 31, 2014. Actual test year base
revenue was $2,439,723. DVEC’s proposed rate increase of 6.0% is equal to §146,412. The annual
gross revenue for DVEC’s Ardzona system inclusive of the increase will be $3,104,317.

For a residential customer in the DVEC service area with average monthly usage of 756
kWh, this rate change represents an increase to the customer monthly bill of $4.09. For a residential
customer with median monthly usage of 597 kWh, this rate change represents an increase to the
customer monthly bill of $3.44 per month.

! The class determination was based off the Annual Report for the year ending 12/31/2013 filed by DVEC with the
Commission on April 16, 2014.
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DVEC indicated that the rate increase is necessary to recover operating costs and to
maintain the financial integtity of the Cooperative.

Eligibility

For a cooperative to utilize the streamlined rate case process referred to as Rule 107, several
eligibility requirements must be met prior to beginning the process. As documented in the notice of
eligibility, Staff agrees that DVEC has taken the necessaty steps to comply with the eligibility
requirements of Rule 107.

Staff Analysis

To complete analysis of the Application, Staff reviewed the purchased power costs; the
Purchased Power Cost Adjustor (“PPCA”) bank balance; the base revenue increase and test year
data; the level of increase requested for each rate schedule/class; the trends in load growth and
system demand; acceptability of system losses and reliability indices; the proposed rate base,
revenue, and expenses; and the proposed revenue requirement. Staff also completed 2 compliance
review.

DVEC reported purchased power costs for the test year equal to $2,220,581. Staff was able
to track and verify the purchased power costs through a sampling of invoices provided by DVEC to
support the reported costs.

In addition, Staff was able to track monthly PPCA filings for the test year with those costs
and volumes reported in the Application within a negligible amount which Staff attributed to
rounding.

DVEC did not calculate a new base cost of power in the Application and held the bank
balance constant between the test year and proposed rates with test year data. Rule 107 specifies
that the increase request of a maximum of 6% is in base revenue, not attributed to revenue from an
adjustor mechanism. The base cost of power ($0.05843 per kWh) remains unchanged for purposes
of calculating the PPCA. The PPCA is designed to recover or refund the difference between the
base cost of power included in the Cooperative’s base rates and the actual cost of power.

As DVEC has operations in both Anzona and New Mexico, purchased power costs ate
reported for the entire system. DVEC completes an allocation process to split those costs between
Arizona and New Mexico. DVEC based its allocation on kWh sales by state compared to total kWh
sales. The Cooperative provided Staff with the support for the calculation of the allocation.

As can be seen 1 Schedule RSP-1, DVEC provided proof of revenue broken down by rate
schedule. All residential monthly system charge increases are less than 25%, the overall base
tevenue increase, excluding PPCA revenue, is no more than 6%, and all rate class increases are
within 150% of the base revenue increase requested.
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Typical bill analysis detail for each rate schedule can be seen in Schedule RSP-2. As
indicated earlier, RSP-2 details a 5.32% increase in base revenue for residential customers with
average usage resulting in an increase in a customer’s monthly bill of §4.09. RSP-2 also details a
5.30% increase in base revenue for residential customers with median usage resulting in an increase
in a customet’s monthly bill of $3.44.

Attachment A details Staff’'s Engineering Report for the Application. Included in the
Engineering Repott is a detailed review of the customer growth and peak demand over the past five
years. A field inspection (including the offices, equipment yard, the warehouse, the meter shop, and
a portion of the DVEC system) was completed, and Staff found all of the facilities inspected were in
service and operating.

Staff also completed a review of the Cooperative’s system losses and re’]iébﬂity indices. Staff
concluded that DVEC’s system losses and reliability indices are within acceptable limits.

Attachment B details the Financial and Regulatory Analysis Review of the Application. Staff
reviewed the Cooperative’s proposed rate base, revenues, and expenses. No adjustments were
requested by Staff. DVEC proposed a revenue increase of $146,412 or a revenue increase from
$2,957,905 to $3,104,317.

The Financial and Regulatory Analysis Review also looked at the proposed revenue
requitement which would produce an operating margin of $36,793 for a 1.14% rate of return on an
original cost rate base (“OCRB™) of $3,236,535. Staff agreed with DVEC’s revenue requirement of
$3,104,317.

The Consumer Services Review of DVEC included an examination of the complaint history,
bill format compliance, and the Utilides Division and Corporations Division of the Commission
status. Staff reviewed the Commission’s records from January 1, 2012, through January 23, 2015,
and found no complaints or opinions during that period of time.

As noted above, Consumer Services teceived no customer opinions in opposition to the
Application which is within the limits to proceed under Rule 107. Consumer Services also indicated
the Cooperative’s bill format is in compliance with A.A.C. R14-2-210(B) and the Cooperative is in
“Good Standing” with the Utilities Division and the Corporations Division of the Commission.

Staff Recommendations

Staff recommends an increase in total base revenue equal to 6.0% over actual Arizona test
year total base revenue yielding a rate increase of $146,412 as filed in its rate application.

Staff has reviewed the proposed rate increase for each customer class and is in agreement
with the proposed increases.

Staff concluded that DVEC’s facilities ate in service and operating. Staff further concluded
that the system losses and reliability indices are within acceptable limits.
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Staff recommends adoption of DVEC’s proposed rate base of $3,236,535, test year revenues
of $3,104,317, and expenses of $3,067,523.

As has been detailed above, Staff found that DVEC is eligible to process a rate inctrease
request under Rule 107 and found the Cooperative’s supporting documentation sufficient to support
its requested 6.0% increase in test year base revenue.

Staff recommends that DVEC file with Docket Control, as a compliance item in this
Docket, a tariff consistent with the rates and charges approved in this Docket on or before May 1,
2015. '

Staff recommends that DVEC provide notice to its customers of the rate increase approved
by the Commission in the next regularly scheduled billing cycle in a form acceptable to Staff and by
posting a notice on its website.

Staff is not requesting that a hearing be held in this matter.
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DUNCAN VALLEY ELECTRIC COOPERATIVE, INC.
DOCKET NO. E-01703A-14-0362

TEST YEAR ENDED JANUARY 31, 2014
TYPICAL BILL ANALYSIS - BASE REVENUE ONLY
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Attachment A

MEMORANDUM

TO: Ranelle Paladino
T&E Consultant
Utlities Division

FROM: Ray T. Willamson

Utilities Engineer @ Tw

Utilities Division

THRU: Del Smith Qa/

Engineering Suﬁervisor
Utlities Division

DATE: March 20, 2015

RE:  ENGINEERING REPORT - DUNCAN VALLEY BLECTRIC COOPERATIVE,
INC. — ELECTRIC DIVISION — APPLICATION TO INCREASE RATES AND
CHARGES PURSUANT TO AA.C. R14-2-107, DATED OCTOBER 28, 2014
(DOCKET NO. E-01703A-14-0362)

I INTRODUCTION

Duncan Valley Electric Cooperative, Inc. (“DVEC” or the “Coopetative”) submitted an
application on October 28, 2014, to the Arizona Corporation Commission (“Commission”) for
authorization to increase rates and charges under Arizona Administrative Code (“A.A.C.”) R14-2-
107 (“Rule 1077). Rule 107 provides for a shortened timeframe for processing a cooperative’s rate
application if the cooperative meets certain criteria.

II. BACKGROUND

On September 5, 2014, DVEC submitted a Request for Pre-Filing Eligibility Review to the
Commission’s Utilities Division Staff (“Staff”) in accordance with Rule 107(C) which included a
draft of DVEC’s application, 2 proposed form of customer notice and a proposed form of
recommended order.

On October 6, 2014, DVEC met with Staff as required by Rule 107(C)(3) for the putpose of
discussing the Cooperative’s eligibility under Rule 107(B), its proposed form of recommended order,
and the proposed form of customer notice.

Staff indicated at this meeting that DVEC does meet the eligibility requirements of Rule
107(B) for filing a streamlined rate case. Staff approved DVEC’s form of customer notice to be
mailed to customers as required by Rule 107(C)(5) and Rule 107(D).
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On October 7, 2014, DVEC mailed a copy of the approved customer notice via First Class
mail to all customers of record as of the date of mailing. The customer notice set a deadline of
November 7, 2014, for customers of DVEC to file an intetvention trequest and/or objections to the
Application. No objections by customers have been filed.

III. DVEC OVERVIEW

DVEC is an Arizona member-owned non-profit rural electric distribution cooperative that
has its headquarters in Duncan, Anzona. DVEC provides electric distubution service to
approximately 2,100 Arizona members /customers located in Graham and Greenlee counties.
About 330 additional members/customers reside in New Mexico. DVEC is classified as a Class B
Utility under Rule 103(A)(3)(q). Attachment 1 shows the DVEC service territory. Attachment 2
shows a one-line schematic of the Arizona portion of the DVEC system.

IV.  ENGINEERING REVIEW
Staff’s engineering review focused on key metrics for DVEC.

This engineering review includes analysis of data provided by DVEC through discovery, as
well as a face-to-face discussion and field inspection of DVEC facilities and equipment.

DVEC Customers, Peak Demand, and System: Energy

Overall, DVEC’s total number of customers has remained relatively flat over the past five
years with 2,333 customers in 2009 and 2,427 customers in 2013, or a growth rate of 1 percent per
year. Change by customer class over the five-year period was: residential 1.28 percent increase per
yeat, a loss of 2 commercial customers (from 286 to 284), and a loss of one industrial customer
(from 156 to 155).

Table 1: Most Recent Five Years Average Annual Customer Numbers

Total Total Total Change in
Year Residential | Commercial | Industrial Total Other Total Number of
Customets Customers
Customets Customers Customets Customers
2009 1,891 286 156 0 2,333
2010 1,882 280 151 0 2,313 (20)
2011 1,895 275 156 0 2,326 13
2012 1,924 272 155 0 2,351 25
2013 1,988 284 155 0 2,427 76

Table 1 provides the average annual number of customers and Table 2 provides the annual

peak demand information and energy data.
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Note that the customer numbers are for both Arizona and New Mexico. Most of the
residential customer increases (92 of 97) were in Anzona. Most of the losses of commercial
customers and industrial customers were in Arizona (5 commercial customers and 5 industrial
customers). However, New Mexico added 3 commercial and 4 industrial customers.

Table 2: Annual Peak Demand & Energy

Year hizlt{h Peak (MW) Diﬁvnfif (?\Z%)
2009 August 7,420 28,590
2010 June 6,760 27,592
2011 June 7,536 29,616
2012 July 7,796 28,864
2013 June 8,106 31,302

The annual system peak demand increased from 7,420 MW in 2009 to 8,106 MW in 2013,
which represents an average increase of 2.31 percent per year over the past five-year period. Annual
system enetgy delivered increased from 28,590 MWh i 2009 to 31,302 in 2013, or an average
increase of 2.37 percent per year over the five-year period.

The data show that DVEC has had moderate load growth over the past five years in spite of
the recession impacts that have affected Arizona as a whole.

Annual System Losses

The annual historic system losses for DVEC (as shown in Table 3) averaged 7.4 percent of
total system energy per yeat for the most recent five year period (2009-2013). These losses for the
DVEC system are within reasonable hmits specified i the guideline provided by the American
Public Power Association’s Distribution System Loss Evaluation Manual (“Manual”) given DVEC’s
mix of rural and urban electrical systems. The typical distribution system loss values indicated in the
Manual range between 6 percent for urban systems to 10 percent for rural systems.
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Table 3: Annual System Energy Losses as Percent of Total System Energy

Year Losses %
2009 7.6%
2010 7.0%
2011 7.5%
2012 7.7%
2013 7.3%
Average 71.4%

Systern Reliability

- Table 4 shows DVEC’s system reliability, as measured by the System Average Interruption
Duration Index (“SAIDI”), which measures the average outage minutes per customer on an annual
basis, from 2009-2013. According to the Rural Utilities Service (“RUS”) Bulletins 1730A-119 and
1730-1 Exhibit A, which the Commission Staff uses to judge the adequacy of a cooperative’s
reliability, a concern would exist when the SAIDI for the cause of “All Other” exceeds 200
minutes.! DVEC’s service quality over the five-year pedod in terms of this metric has ranged from
24.7 minutes to 62.5 minutes with an average of 38.5 minutes.

Table 4: System Average Interruption Duration Index (SAIDI) by Cause (in minutes)

Power : Total Excludin, Major

Year Supplier Planned | All Other Major Eventsg Eve]nts All Events

2009 0.0 11.3 62.5 73.7 146.5 220.2

2010 61.5 20.0 35.0 116.5 195.5 3119

2011 0.0 12.6 373 499 139.2 189.1

2012 0.0 30.9 24.7 55.6 233.7 289.3

2013 4.8 24.6 33.0 62.4 23.4 85.8
Five-Year | ;5 19.9 385 71.6 147.6 219.3

Average

! As shown in Table 4, outage statistics are categorized into four major causes. Power Supplier and Planned causes
are separated because they represent causes over which the cooperative has virtually no control or total control,
respectively, and should be analyzed separately. Major Events include outages on major event days which are days
when the daily average outage minutes per customer exceed a threshold value. The threshold is determined based
upon a formula specified in the RUS Bulletin 1703A-119, can change over time, and is specific to each cooperative.
That leaves all other outages included in the All Other cause category. The All Other and Major Events categories
are segregated to better reveal trends in daily operation in the All Other cause category that would be hidden by the
large statistical effect of Major Events.
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Prgject Review and Field Inspection

On November 6, 2014, Staff visited the offices of DVEC in Duncan. As part of the
inspection, Staff inspected the offices, the equipment yard, the warehouse, the meter shop, and took
a tour of a major portion of the DVEC system in Arizona.

Staff found that all of the facilities inspected were in setvice and operating.
V. CONCLUSIONS AND RECOMMENDATIONS

Based upon Staff’s discussions with DVEC and Staff’s site inspections, Staff concludes that
DVEC’s equipment and facilities are well-maintained and operated, and are used and useful.

Staff concludes that DVEC’s system losses and reliability indices are within acceptable limits.
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TO: Ranelle Paladino
Utlities Consultant
Udlities Division

FROM: Crystal Brown ¢
Executive Consultant ITT
Uti]ities} Division

DATE: March 20, 2015

RE: IN THE MATTER OF THE APPLICATION OF DUNCAN VALLEY ELECTRIC
COOPERATIVE, INC. - ELECTRIC DIVISION FOR DETERMINATION OF THE
FAIR VALUE OF ITS PROPERTY FOR RATEMAKING PURPOSES, TO FIX A
JUST AND REASONABLE RATE OF RETURN THEREON, TO APPROVE
RATES DESIGNED TO DEVELOP SUCH RETURN, AND FOR RELATED
APPROVALS (DOCKET NO. E-01703A-14-0362)

Background

Duncan Valley Electric Cooperative, Inc. - Electric Division (“DVEC” or the
“Cooperative”) is a non-profit distribution cooperative that provides electric distribution service to
approximately 2,100 customers in Greenlee County, Arizona and an additional 330 located in New
Mexico.

On October 28, 2014, the Cooperative filed a permanent rate application pursuant to
Arizona Administrative Code R14-2-107 using a test year ending January 31, 2014. On October 15,
2014, DVEC filed documentation certifying public notice. On November 20, 2014, the Utlities
Davision Staff (“Staff”) issued a Letter of Sufficiency. The current rates for DVEC were established
under Decision No. 67433 dated December 3, 2004.

Test Year Rate Base, Revenues, and Expenses

The Cooperative’s filing treats the original cost rate base (“OCRB”) the same as the fair value
rate base. DVEC has proposed a rate base of $3,236,535, revenues of $3,104,317, and expenses of
$3,067,523 for the test year. Staff reviewed the Cooperative-proposed rate base, revenues, and
expenses and recommends adoption.




Revenue Requirement

DVEC proposed a $146,412, or 6.0 percent, revenue increase from $2,957,905 to
$3,104,317. The proposed tevenue requirement would produce an operating margin of $36,793 for
a 1.14 percent rate of return on an OCRB of $3,236,535.

Staff recommends adoption.

Recommendation

Staff recommends a revenue requitement of $3,104,317 which is the same as the
Cooperative’s proposed revenue requirement.
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IN THE MATTER OF THE APPLICATION
OF DUNCAN VALLEY ELECTRIC
COOPERATIVE, INC. — ELECTRIC
DIVISON FOR A DETERMINATION OF
THE FAIR VALUE OF ITS PROPERTY FO DECISION NO.
RATEMAKING PURPOSES, TO FIX A JUST!  ORDER

AND REASONABLE RATE OF RETURN

THEREON, TO APPROVE RATES

DESIGNED TO DEVELOP SUCH

RETURN, AND FOR RELATED

APPROVALS.

DOCKET NO. E-01703A-14-0362

Open Meeting
Aprl 14 and Apnl 15, 2015
Phoenix, Arizona

BY THE COMMISSION:
Having considered the entire record herein and being fully advised in the premises, the

Arizona Corporation Commission (“Commission”) finds, concludes and ordets that:

FINDINGS OF FACT

1. In Decision No. 73649, dated February 6, 2013, the Arizona Cotporation Commission
(“Commission”) adopted revisions to Arizona Administrative Code (“A.A.C.”) R14-2-103 (“Rule
103”) and added a new section A.A.C. R14-2-107 establishing an altemative streamlined ratemaking
application and process for non-profit cooperatives providing electric or natural gas utility service
(“Rule 1077).

2. Duncan Valley Electuc Cooperative, Inc. — Electic Division (“DVEC” or

“Cooperative”) is an Arzona member-owned non-profit rural electric distribution cooperative.
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DVEC is a public service corporation providing electric distribution service to customers in Arizona
and New Mexico.

3. On September 5, 2014, DVEC submitted to the Commission’s Utilities Division Staff
(“Staff”) 2 Request for Pre-Filing Eligibility Review in accordance with Rule 107(C) which included a
draft application to increase rates and charges pursuant to Rule 107 and Arzona Revised Statutes
(“A.R.S”) § 40-250, a proposed form of customer notice, and a proposed form of recommended
order.

4. On October 6, 2014, DVEC met with Staff as required by Rule 107(C)(3) to discuss
the Cooperative’s eligibility under Rule 107(B), the proposed form of customer notice, and the
proposed form of recommended order. At the meeting, Staff advised DVEC that it met the eligibility
requirements of Rule 107(B) for filing a streamlined rate case. At the meeting, Staff also approved the
form of customer notice to be mailed to customers as required by Rule 107(C)(5) and Rule 107(D).

5 On October 6, 2014, in accordance with Rule 107(C)(4), DVEC filed a Request for
Docket Number and Notice of Filing Proposed Form of Customer Notice. The docket number was
assigned that same day.

6. On October 7, 2014, DVEC caused a copy of the approved customer notice to be
mailed via First Class Mail to all customers of record as of the date of mailing. On October 15, 2014,
DVEC docketed 2 Notice of Mailing Customer Notice certifying that the approved customer notice
was mailed via First Class Mail on October 7, 2014, to each customer of the Cooperative as required
by Rule 107(C)(5) and Rule 107(D). The customer notice set 2 deadline of November 7, 2014, for
customers of DVEC to file intervention requests and/or objections to the application that would be
filed.

7. On October 28, 2014, DVEC filed its application (“Application”) pursuant to A.R.S. §
40-250 and Rule 107 to increase its rates and charges using a test year ending January 31, 2014.

DVEC requested that the Application be approved without a hearing.

Decision No.
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8. By the close of business on November 7, 2014, the Commission had received no
objections to the rate increase which is below the 5% of all customer accounts’ or no more than 1,000
customer accounts, whichever is fewer, required to make DVEC ineligible for the Rule 107 process.
There were also no intervention requests filed.

9. On November 20, 2014, Staff filed a Notice of Eligibility pursuant to Rule 107(H)(2)
notifying DVEC that it met all of the eligibility requirements set forth in Rule 107(B) to file a rate case
under Rule 107.

10.  On November 20, 2014; Staff filed a Notice of Sufficiency pursuant to Rule 107(H)(3)
notifying DVEC that the Application met all of the requirements of Rule 107(E) and classifying the
Cooperative as a Class B utility.

DESCRIPTION OF DVEC

11.  DVEC is an Atizona member-owned non-profit rural electric distribution cooperative
headquartered in Duncan, Arizona. DVEC provides electric distribution setvice to approximately
2100 members/customers located in Greenlee and Graham Counties in Arizona and approximately
330 members/customers in New Mexico.

12. DVEC has an eight member Board of Directors (“Board”) elected to oversee all
aspects of the Cooperative’s operations. The Board approved the filing of the Application at a regular
meeting of the Board on August 18, 2014.

13.  DVEC’s last rate case was filed on December 12, 2003, and approved in Decision No.
67433, dated December 3, 2004. The current rates and charges for DVEC’s customers went into
effect January 1, 2005. A Single Phase Time of Use option to its rate schedules was added in Decision
No. 73259 dated July 30, 2012,

DVECVPROPOSALS
14.  In the Application, DVEC utilized a test year ending January 31, 2014.
15.  Also in.the Application, DVEC requested to increase its Atizona annual gross revenue

requirement by $146,412 from test year Arizona total revenues of $2,957,905 to $3,104,317. This

! As of January 31, 2014, the total number of Arizona DVEC customer accounts was 2,121. Therefore, 5% of the

customer accounts is 106. .
Decision No.
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increase represents an increase of 6% over test year Arizona base revenue from $2,439,723 to
$2,586,134.

16.  In its filing, DVEC stated the rate application would result in Operating Income of
$36,793.

17.  The Application shows that a residential customer with monthly electric consumption
of 756 kWh (average usage) will see an increase in his/her bill of $4.09 per month (from $76.85 to
$80.94), or 5.32%. A residential customer with monthly electric consumption of 597 kWh (median
usage) will see an increase in his/her bill of $3.44 per month (from $64.89 to §68.33), or 5.30%.

18. DVEC stated the rate increase is necessary to recover operating costs and to maintain
the financial integrity of the Cooperative.

19. As attachments to the Application, DVEC submitted audited financial statements for
the year ended December 31, 2013, and a copy of its certified annual financial and statistical report to
the National Rural Utlides Cooperative Finance Corporation (“CFC”) for calendar year 2013
including a divisioﬁal financial report.

COOPERATIVE ELIGIBILITY

20. For a cooperative to utilize the streamlined rate case process referred to as Rule 107,
several eligibility requirements must be met prior to beginning the process. As documented in the
notice of eligibility, Staff agrees that DVEC has taken the necessary steps to comply with the eligibility
requirements of Rule 107.

STAFF ANALYSIS

21.  As part of its review of the Application, Staff reviewed the purchased power costs; the
Purchased Power Cost Adjustor (“PPCA”) bank balance; the base revenue increase and test year data;
the level of increase requested for each rate schedule/class; the trends in load growth and system
demand; acceptability of system losses and reliability indices; the proposed rate base, revenue, and
expenses; and the proposed revenue requirement. Staff also completed 2 compliance review.

22. DVEC and Staff, the only parties to this case, are in agreement on all issues in this

case.

Decision No.
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Purchased Power Costs

23. DVEC reported purchased power costs for the test year equal to $2,220,581. Staff was
able to track and verify the putchased power costs through a sampling of invoices provided by DVEC
to support the reported costs.

24. Staff was able to track monthly PPCA filings for the test year with those costs and
volumes reported in the Application within a negligible amount which Staff attributed to rounding.

25. DVEC did not calculate a new base cost of power in the Application and held the
bank balance constant between the test year and proposed rates with test year data. Rule 107 specifies
that the increase request of a2 maximum of 6% is in base revenue, not attributed to revenue from an
adjustor mechanism. The base cost of power ($0.05843 per kWh) remains unchanged for purposes of
calculating the PPCA. The PPCA is designed to recover or refund the difference between the base
cost of power included in the Cooperative’s base rates and the actual cost of power.

26.  DVEC has operations in both Arizona and New Mexico. The Application reported
pﬁ.tchased power costs for the entire system. DVEC completed an allocation process to split those
costs between Arizona and New Mexico. DVEC based its allocation on kWh sales by state compared
to total kWh sales. The Cooperative provided Staff with the support for the calculation of the
allocation.

Rate Design

27. . DVEC provided proof of revenue broken down by rate schedule. In accordance with
Rule 107, all residential monthly system charge increases are less than 25%, the overall base revenue
increase, excluding PPCA revenue, is no more than 6%, and all rate class increases are within 150% of
the base revenue increase requested. DVEC did not propose any rate structure change or non-price
tariff change.

28. DVEC and Staff agree on the rates set forth in Exhibit A, which is attached hereto and

mcorporated herein.

Decision No.
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Staff Engineering
29. Staff physically inspected DVEC’s distribution facilities on November 6, 2014. Staff

inspected the offices, the equipment yard, the warehouse, the meter shop and toured a portion of the
DVEC system in Arizona.
30.  In addition, Staff reviewed the customer load and peak demand for the past five years
and completed a review of the system losses and reliability indices.
31. Based on its analysis, Staff Engineering concluded that DVEC:
A. has had a moderate load growth over the past five years in spite of the

recession impacts on the Arizona economy;

B. all of the facilities inspected are well-maintained and operated and are
used and useful; and
C. system losses and reliability indices are within acceptable limits.

Rate Base, Revenues, and Expenses

32. In its filing, DVEC treats the original cost rate base (“OCRB”) the same as the fair
value rate base (“FVRB”).

33. The Application requested a rate base of $3,236,535, test year Arizona total revenues
of $3,104,317 and expenses of $3,067,523.

34, DVEC and Staff are in agreement on the proposed rate base, revenues, and expenses
and recommends adoption.

Revenue Requirement and Rate of Return

35.  DVEC proposed an Arizona revenue requirement of $3,104,317. The proposed
revenue requitement would produce an operating margin of $36,793 for a 1.14% rate of retutn on an
OCRB of $3,236,535.

36. According to DVEC calculations, confirmed by Staff, the proposed revenue
requirement would produce 2 2.88 times interest eamed ratio and a 4.67 debt service coverage ratio.

37.  Staff has recommended adoption of DVEC’s proposed revenue requirement.

Decision No.
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Consumer Services

38. Staff reviewed the Commission’s recotds from January 1, 2012, through January 23,
2015, and found no complaints or opinions during that period of time.

39. As noted above, Consumer Services received no customer opinions in opposition to
the Application which was within the limits to proceed under Rule 107. The Corporations Division of
the Commission finds the Cooperative in “Good Standing”.

CONCLUSIONS

40.  DVEC’s application is in compliance with Rule 107 allowing DVEC’s rate case to be
processed under the alternative streamlined process.

41.  DVEC and Staff are not requesting a hearing in this matter.

42. DVEC’s OCRB and FVRB are determined to be $3,236,535.

43. DVEC’s proposed rate increases for each customer class are within the guidelines
established in Rule 107.

44. During the thirty (30) days customers had in which to object to the rate increase, no
customets filed objections, which is below the number required to cease processing under Rule 107.

45.  Staffis in agreement with DVEC’s proposed rate base of $3,236,535, test year Arizona
total revenues of $3,104,317 and expenses of $3,067,523.

46.  The rates and charges approved herein will produce an operating margin of $36,793
for a 1.14% rate of return on an OCRB of $3,236,535.

47. The rates and charges approved herein will increase revenues by §146,412 or a 6.0%
increase in test yeat Arizona base revenue from $2,439,723 to $2,586,134.

48. . Staff's recommendations should be adopted.

49.  The rate design proposed by DVEC and agreed to by Staff should be adopted.

50.  The base cost of power should remain at §0.05843 per KWh.

51. Under the rates approved herein, a residential customer with monthly usage of 756
kWh (average usage) will experience a rate increase of $4.09 (5.32%) from the current amount of
$76.85 to $80.94. A residential customer with monthly usage of 597 kWh (median usage) will

expetience a tate increase of $3.44 (5.30%) from the current amount of $64.89 to $68.33.

- Decision No.
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52. DVEC and Staff are in agteement that a hearing is not requested in this case.

CONCLUSIONS OF LAW

1. Duncan Valley Electric Cooperative, Inc. — Electric Division is a public service
corporation within the meaning of Article XV of the Arizona Constitution and A.R.S. §§ 40-250 and
40-251.

2. The Commission has jurisdiction over Duncan Valley Electric Cooperative, Inc. —

Electric Division and the subject matter of the application.

3. Notice of the application was given in accordance with law.

4. The rates and charges authorized herein are just and reasonable.

5. It is just and reasonable and in the public interest to approve the rates and charges set
forth in Exhibit A.

6. Duncan Valley Electric Cooperative, Inc.’s Application meets the requirements of

A.A.C.R14-2-107.
ORDER

IT IS THEREFORE ORDERED that Duncan Valley Electric Cooperative, Inc. — Electric
Division is hereby directed to file, on or before May 1, 2015, tariffs with a new schedule of rates and
charges consistent with Exhibit A.

IT IS FURTHER ORDERED that the revised schedules of rates and chatges shall be
effective for May 2015 usage billed on or after June 1, 2015.

IT IS FURTHER ORDERED that Duncan Valley Electric Cooperative, Inc. — Electric
Division shall notify its customers of the revised schedules of rates and charges authorized herein by
means of an insert, in a form acceptable to Staff, included in its next regularly scheduled billing after a

Decision in this case is effective and by posting on its website.
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IT IS FURTHER ORDERED that Duncan Valley Electrc Cooperative, Inc. — Electric
Division’s base cost of power remain at $0.05843 per kWh.

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, JODI JERICH, 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 , 2015.
JODI JERICH
EXECUTIVE DIRECTOR

DISSENT:

DISSENT:

SMO:RSP:vsc\RWG
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SERVICE LIST FOR: DUNCAN VALLEY ELECTRIC COOPERATIVE, INC.
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Mz. Steven Lunt
Chief Executive Officer

Duncan Valley Electric Cooperative, Inc.

379597 Az 75
P.O. Box 440
Duncan, Atrizona 85534

Ms. Lyn A. Farmer, Esq.

Chief Administrative Law Judge
Hearing Division

Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007

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 Cotporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
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Duncan Valley Electric Cooperative, Inc.
Docket No. E-01703A-14-0362
Test Year Ended January 31, 2014

DUNCAN VALLEY ELECTRIC COOPERATIVE, INC.

Customer Classes

Single Phase
System Charge
kWh Charge

Single Phase TOU
System Charge
Metering Charge

kWh On Peak Charge
kWh Off Peak Charge

Single Phase Demand
System Charge

kWh Chatge

kW Charge >15 kW

Three Phase
System Charge
kWh Charge

Three Phase Demand
System Charge

kWh Charge

kW Charge >15 kW

Public Street and Highway Lighting

400 Watt Lamp
175 Watt Lamp
100 Watt Lamp

Private Area Lighting
100 & 175 Watt Lamp

100 & 175 Watt Lamp With Pole

50 L5 L5 =2

5 5 45

H2 L0 L5

L8 LN R

B 5

Present

Rate

20.00
0.07520

20.00
2.35
0.14100
0.05150

30.00
0.05650
10.00

40.00
0.06560

40.00
0.05966
10.00

13.70
8.50
6.00

8.00
9.20

Approved
Rate

5

21.00
0.07928

4

21.00
250
0.14766
0.05819

8 L5 LR 5

31.50
0.06325
10.00

8 HH L5

42.00
0.06903

42.00
0.06767
10.00

S5 &5 LH

14.40
8.95
6.30

= L5 H

=5

8.40
9.65

“
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