July 27, 2014

Fred Horecky, ESQ

Guam Public Utilities Commission
Suite 207, GCIC Building

414 W. Soledad Avenue
Hagatna, Guam, 96910

Dear Mr. Horecky:

Re: Report on the review of the proposed Levelized Energy Adjustment
Clause ("LEAC") adjustment under GPA Docket No. 14-12

Slater, Nakamura & Co, LLC is pleased to present its report on the review of
the proposed LEAC adjustment by the Guam Power Authority. The review
was conducted under the Public Utilities Commission {Commission) Docket
GPA 14-12.

In the filing, GPA requested to increase the Fuel Recovery Factor from
$0.172968/kWh to $0.181670/kWh effective for meters read on or after
August 1, 2014. The change represents a 3.25% increase in the total bill or
an $8.68 increase for a residential customer utilizing an average of 1,000
kilowatt hours per month.

The basis for the LEAC filing is that while there has been a slight decrease in
actual fuel prices (compared with previously forecasted prices) from the prior
LEAC period, three base-load units experienced reduced operating hours and
their output was replaced with more expensive units running diesel fuel.

Based on our analysis, we recommend an increase in the LEAC to $0.176441
for residential customers and a monthly bill increase of $3.45.

The results of our review are contained in the attached report.

We would like to thank Mr. Weigand and his staff for their prompt responses
to our numerous requests for supporting documentation.

Sincerely,

7

Roger D. Slater
Managing Partner
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1.0  EXECUTIVE SUMMARY

Overview

On June 16, 2014, the Guam Power Authority (GPA) requested from the
Guam Public Utilities Commission (Commission) an adjustment to their
current Levelized Energy Adjustment Clause (*LEAC").

In the filing, GPA requested to increase the Fuel Recovery Factor from
$0.172968/kWh to $0.181670/kWh effective for meters read on or after
August 1, 2014. The change reflects a 5.2% increase in the LEAC factor
which represents a 3.25% increase in the total bill or an $8.68 increase for a
residential customer utilizing an average of 1,000 kilowatt hours per month.
In addition, there is a forecast of the Working Capital Fund Requirement to
stay the same, so there will not be a change in the Working Capital
surcharge for the period August 1, 2014 through January 31, 2015.

The basis for the LEAC filing is that while there has been a slight decrease in
actual fuel prices (compared with previously forecasted prices) from the
prior LEAC period, three base-load units experienced reduced operating
hours and their output was replaced with more expensive units running
diesel fuel.

As the Commission’s Consultants, Slater, Nakamura &Co LLC undertook an
investigation of the LEAC adjustment request.

Our investigation analyzed the following areas:

+ Derivation of required generation based on sales, plant use, losses and
company use

« Key actual and projected results for fuel and fuel handling expenses
+ Fuel handling expense details
+ Consistency with previously filed data

s Consistency of request with LEAC design principles from previous
Commission decisions

For this LEAC review, we provided GPA with a preliminary view of our results
based largely on a change in how sales should be estimated during the
Forecast period. Working closely with the company, we also estimated the
impact of updating the forecast of residual and diesel fuel oil based on the
July Morgan Stanley estimates. GPA also incorporated updates to its own
sales forecast and produced a scenario that reduced the LEAC increase_to

$0.176790. This change represents an increase of $3.80 per month, or
1.42%, in the total bill for a residential customer using an average of 1,000
kilowatt hours per month.

The difference between GPA’s filed estimate and its scenario arise from the
following changes:

Slater, Nakamura & Co, LLC 2
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» Use of Morgan Stanley’s July 2014 forecast of Residual Fuel Qil (number 6)
and Diesel Fuel Oil (number 2)

» Replacement of GPA’s 2013 sales and generation forecast with its 2014
revised forecast that is also being used for the Engineer’s Report in GPA’s
bond financing case (GPA Docket No. 14-09)

« Estimate of generation in the Forecast period based on Civilian losses in the
first three months of the Reconciliation period

« Reduction of Navy generation to mirror the loss adjustment made for Civilian
generation

Using GPA’s scenario, we adjusted GPA’s estimates by:

+ Removing from fuel handling expenses costs of interconnection planning and
other transmission and distribution ("T&D") expenses related to integrating
the new renewable resource

« Reducing GPA’s estimated energy sales growth — for transmission level
civilian customers — by 1% from GPA’s estimate of 1% to zero growth

The rationale for these adjustments is discussed later in the report.

Based on the analysis, we conclude that GPA’s proposed LEAC Factor should
be further reduced to $0.176441 per kWh for a Secondary (13.8 kV)
customer. For a residential customer using 1,000 kWh per month, our
updated results translate into:

« A revised bill of $270.98 per month

« A slightly reduced bill increase of $3.48 — or 1.30% - compared with GPA’s
scenario -

After incorporating these changes, GPA’s original request, GPA’s revision
scenario and our recommended change are displayed in Table 1:

Table 1: Forecast period (8/2014 — 1/2015) — Impact of Proposed Recommendation
Proposed Rates

GPA Estimates PUC Difference

Consultant

Filed Scenario Estimates

Without discount ($/mWh) $181.6701 | $176.790 $176.441 ($ 0.322)
Discounted ($/kWh)
Secondary - 13.8 KV $0.181670 | $0.176790 | $0.176441 {$ 0.000326)
Primary - 13.8 KV $0.174665 | $0.169960 | $0.169629 ($ 0.000331)
34.5 KV $0.174017 | $0.169329 | $0.168%999 {($ 0.000330)
115 KV $0.171256 | $0.166642 | $0.166317 ($ 0.000325)

We recognize that GPA may also present additional actual data for May and
June that will need to be incorporated into the analysis supporting the
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Commission’s order on the LEAC Facfor for the upcoming six months
(“Forecast period”). The revisions underlying the calculations in Table 1 will
need to be factored into GPA’s update so that these revisions and GPA's
subsequent changes can be reflected in the Commission’s order.

Findings

GPA has substantially improved the transparency of its LEAC filing by (1)
explicitly including all of its assumptions, (2) separating costs associated with
contract elements when displaying fuel handling costs and (3) responding on
a timely basis to the Commission’s Consultant’s requests for information

GPA used a consistent approach to estimate sales, required generation,
dispatch, fuel expenditures and fuel handling expenditures in the current and
previous filings

Based on a comparison across several of the more recent dockets, GPA has
consistently forecasted Civilian sales with a reasonable level of accuracy

Even though GPA’s generation forecast is not as accurate as its sales
forecast, there is no need for any adjustment to Reconciliation period
estimates

In the Reconciliation period, our assessment of GPA’s data indicates that
changes in all line-items for fuel-related handling expenses are well
supported by the facts presented

In the Reconciliation period, as of July 24, 2014, GPA has not updated results
to reflect actual data on fuel and fuel handling expenses for May and June
2014

During the Reconciliation period, the availability of updated information for
actual and estimated data would reduce the undiscounted LEAC rate from the
level previously ordered in Docket 14-03

The current method of estimating losses using previous fiscal year data does
pass on to customers any loss — and related cost - reductions that have
arisen because of reduced

- GPA use
- Generating plant internal consumption and
- Transmission and distribution ("T&D") losses

It is appropriate to continue in the next docket to review improved
estimation of sales, losses and generation requirements

By relying on a combination of reduced loss estimates based on recent
history, reliance on the 2014 load forecast and monthly rates of growth for
civilian sales, and updating Morgan Stanley’s estimated fuel prices based on
the July release, the Forecast period estimate of expenses is reasonable and
its results are consistent with declining fuel prices

Slater, Nakamura & Co, LLC 4
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« 1In GPA's revised scenario for the Forecast period, it updated fuel costs to
reflect (1) the latest Morgan Stanley fuel price forecast and (2) an alternative
forecast of sales, losses and generation

« We consider GPA’s revised scenario to be a more reliable indicator of load,
generation and fuel expenses — that can reasonably be anticipated during the
Forecast period — than GPA’s filed LEAC results

« GPA’s inclusion of the renewable IPP’s purchased power expenses is
beneficial to rate payers, and it is reasonable to conclude that the plant will
be “used and useful” in time to enter commercial service during the Forecast
period for this LEAC filing

« As the Commission noted in its Orders in Dockets 14-02 and 14-03, the
inclusion of capital items is not consistent with the express purpose of the
LEAC

+ One-time, capital-related T&D charges do not fit reasonable criteria for
inclusion in the LEAC as it is now designed. Therefore, GPA’s fuel-related
labor charges - arising from operation of the interconnection for the
renewable IPP - should not be included in the LEAC

« Using GPA's filed request and combining results from the filed levels for
Reconciliation and Forecast periods, declines in required generation, fuel cost
recovery, and fuel along with fuel handling expenses are working together to
motivate first a decline in the LEAC factor during the Reconciliation period
followed by an increase during the Forecast period

« The new undiscounted LEAC factor, once updated to include GPA’s revised
scenario, can be increased to $0.176790 per kWh instead of $0.181670 per
kWh originally proposed by GPA

+ The Commission’s Consultants’ estimates are based on adjustments to GPA’s
revised scenario. The changes will lead to a slightly smaller increase in the
LEAC to $0.176441 per kWh. In the filing, GPA requested to increase the Fuel
Recovery Factor from $0.172968/kWh to $0.181670/kWh effective for
meters read on or after August 1, 2014. The change reflects a 5.2%
increase in the LEAC factor which represents a 3.25% increase in the total
bill or equivalent to an $8.68 increase for a residential customer utilizing an
average of 1,000 kilowatt hours per month. In addition, there is a forecast
of the Working Capital Fund Reguirement to stay the same, so there will not
be a change in the Working Capital surcharge for the period August 1, 2014
through January 31, 2015

« GPA’s true-up data demonstrated that the unreconciled data resulted in an
over-collection of $1.6 million during the Reconciliation period in Docket 14-
03. That amount should decline as improvements are made in estimating
forecasted sales, losses and generation

+ Based on material differences between the LEAC filed data and True-up data
for the Reconciliation period, there is no reason to terminate the True-up
report at this time

Slater, Nakamura & Co, LLC 5
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Recommendations

+ Based upon the provided documentation, the LEAC factor requested by GPA
should be reduced to reflect:

- GPA's revised scenario that is based on updated fuel prices, alternative
loss calculations and a load and generation forecast derived from GPA's
2014 updated forecast that is the basis for information provided in GPA
Docket 14-09

- Exclusion of the labor handling charges for the renewable IPP

- Reduction of the estimated one % growth rate for Civilian customers
served at primary voltages

+ The approved LEAC rate to secondary customers be increased to $0.176441
per kWh instead of the $0.181670 per kWh proposed by GPA in its original
filing. By this action, the Commission will revise the LEAC from the level
originally proposed by GPA

« To aid in resolving sales, loss and generation forecasting, GPA will include in
its next True-up filing

- Actual monthly Navy sales in Schedule 1

- A new section of Schedule 10 showing actual monthly losses for Navy and
Civilian sales

- A new section of Schedule 10 showing monthly actual losses for Civilian
sales

Slater, Nakamura & Co, LLC 6
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2.0 BACKGROUND

In this section is presented information related to the background for the LEAC investigation

On June 16, 2014, the Guam Power Authority (GPA) requested from the
Guam Pubilic Utilities Commission (Commission) an adjustment to their
current LEAC.

In the filing, GPA requested to increase the Fuel Recovery Factor from
$0.172968/kWh to $0.181670/kWh effective for meters read on or after
August 1, 2014. The change reflects an decrease in the LEAC factor which
represents a 3.25% increase in the total bill or equivalent to an $8.68
increase for a residential customer utilizing an average of 1,000 kilowatt
hours per maonth. In addition, there is a forecast of the

Working Capital Fund Requirement to stay the same, so

there will not be a change in the Working Capital GPA has requested
- an increase in the

surcharge for the period August 1, 2014 through January | | zac of 3259 -

31, 2015. due to outages at

The basis for the LEAC filing is that while there has been | ?ase foad units, the
a slight decrease in actual fuel prices (compared with L’;ggig‘;f’};of:nd
previously forecasted prices) from the prior LEAC period, tempered by lower
three base-load units experienced reduced operating fuel costs.

hours and their output was replaced with more

expensive units running diesel fuel.

Under the direction of the Commission, GPA is required to recalculate the
LEAC Factor semi-annually for a six month period. The relevant period for
the most recent filing is August 1, 2014 through January 31, 2015. The
LEAC Factor is subject to the approval of the Commission. In the event that
GPA has a cumulative under [or over] recovery balance of more than $2
million or if the under [over] recovery balance is projected to exceed $2
million during the six-month levelized period, excluding net revenues from
the Navy under the Customer Agreement, the Fuel Factor may be adjusted
to recover such deficit, subject to Commission approval.

In calculating the LEAC Factor for the next six-month period, GPA prepares
12 months of data representing two time-periods:

« A Reconciliation period, consisting of six-months that were approved by the
Commission as a Forecast period in the previous LEAC proceeding. Data for
the Reconciliation period consist of a mix of actual and estimated information

» A Forecast period, consisting of upcoming six-months when the new LEAC
factor will be in effect once approved by the Commission

The process used by GPA to determine the appropriate factor is:

« During the Reconciliation period, GPA evaluates the difference between
previously approved and updated GPA levels of fuel prices and fuel handling
expenses. Depending on the data being tracked, the updated levels will
reflect actual data if available and re-estimated data for any data that are not

Slater, Nakamura & Co, LLC 7
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already recorded on GPA’s books. Any monthly difference — whether
positive, implying an over-recovery, or negative, implying an under-recovery
of LEAC costs — between the previously approved and GPA updated levels is
added to the Opening Recovery Balance. Once added to the Opening
Recovery Balance, the end result for a month is recorded as the Closing
Recovery Balance. The closing balance of the last month of the
Reconciliation period is carried over to the starting balance of the first month
of the Forecast period for the six-months going

forward from expected approval
. . . . GPA’s LEAC factor
« During the Forecast period, GPA projects fuel prices, review application
fuel handling costs and system dispatch for six includes three
months going forward from expected approval months actual and
« GPA adds a working capital allowance to both nine months
components forecasted data

« For all months of the Forecast period and those
months of the Reconciliation period for which actual data are not available,
GPA estimates -

- Generation (in megawatt hours, or "mWh") by increasing estimated sales
to customers (increased) to reflect company use, system transmission
and distribution losses and plant usage to estimate generation

- Fuel consumption (in barrels) required to produce estimated generation
from GPA’s plants and power contracts

- - Fuel and fuel handling expenses based on estimated fuel consumption

« Rate impact is assessed based on system losses and discounts appropriate
for the voltage at which different customer classes receive service

KEY RESULTS FROM FILING IN DOCKET 14-12

In the current filing, GPA submitted data that, on a net basis, increases the
secondary customer LEAC rate by $0.008684 per kilowatt hour (*kWh") in
two steps:

« A reduction of $0.001554 in the Reconciliation period compared with the
current LEAC

« An increase of $0.010238 in the Forecast period

Table 2 below shows the details for each period as filed by GPA and revised
in its Forecast period scenario:

Slater, Nakamura & Co, LLC 8
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Table 2: Comparison of LEAC Factor between Dockets 14-03 and 14-12
Secondary LEAC Rate by Docket and Period ($/kWh)

Proposed in Docket 14-12 GPA
Scenario

Ordered in
Docket 14-03

Net change
from Docket
Forecast 14-03
08/14 -

01/15

$0.176790

Filed Forecast

08/14 -
01/15

$0.181670

Reconciliation
02/14 - 07/14

Forecast

02/14 -
07/14

$0.172986

$0.171432 $ 0.003804

During the Reconciliation period, the availability of updated information for
actual and estimated data would reduce the undiscounted LEAC rate from
the level previously ordered in Docket 14-03.

The principal drivers for the Reconciliation period reduction are summarized

in Table 3:

Table 3: Reconciliation Period (2/2014 - 7/2014) - Difference from Commission Order
Source

Data Item

Commission
Order!

Difference

Generation in mwWh

Current Filing?

Civilian 668,188 658,711 (9,477)

Navy 188,577 189,758 1,181
Civilian Percentage (based on 77.950% 77.635% -0.355%
generation share)

Civilian Sales in mWh 594,974 591,392 (3,582)
At Transmission Level 32,982 37,989 5,007
At 13.8 kV Level 562,082 553,403 (8,679)

Fuel Cost Recovery
At Transmission Level $5,464,665 $6,313,501 $848,836
At 13.8 kV Level $97,232,246 $95,288,107 (%$1,944,139)

Both segments combined $102,696,911 $101,601,608 | ($1,095,303)

Civilian Costs $105,421,507 $105,412,634 ($8,873)

Closing Recovery Balance ($0) ($476,079) ($476,079)

Secondary Rate ($/kWh) $0.172986 $0.171432 {$0.001554)

Notes:

1. See Schedule 1 in GPA Docket 14-03 Order.
2. See Schedule 1 in Attachments I of GPA Docket No 14-12, LEAC Filing

Sleter, Nakamura & Co, LLC
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In the Forecast period, GPA flowed through the Reconciliation period
reduction and estimated the LEAC factor. Table 4 presents a comparison of
key results between the Reconciliation period and the Forecast period:

Table 4: Forecast period {8/2014 — 1/2015) — Difference from Reconciliation period

Data Item

Reconciliation®

Proposed by GPA during:

Forecast?

Difference

Generation in mWh

Civilian 658,711 684,038 25,327

Navy 189,758 196,805 7,047
Civilian Percentage (based on 77.635% 77.657% 0.022%
generation share)

Civilian Sales Total (in mWh) 591,392 608,644 17,252
At Transmission Level 37,989 38,888 899
At 13.8 kV Level 553,403 569,756 16,353

Fuel Cost Recovery
At Transmission Level $6,313,501 $6,785,255 $471,754
At 13.8 kV Level $95,288,107 | $103,507,541 $8,219,434

Both segments combined $101,601,608 | $106,670,608 $5,069,000

Civilian Costs $105,412,634 | $110,768,876 $5,356,242

Closing Recovery Balance ($476,079) ($0) $476,079

Proposed Secondary Rate {($/kwh) $0.171432 $0.0.181670 $0.010238

Notes:

Table 2 of this report.

1. See Schedule 1 of Attachment I in GPA Docket No 14-12, LEAC Filing and

2. See Schedule 1 of Attachment II in GPA Docket No 14-12, LEAC Filing

Looking across the two periods, declines in required generation, fuel cost

recovery, and fuel along with fuel handling expenses are working together to

motivate first a decline in the LEAC factor during the Reconciliation period

followed by a substantial increase during the Forecast period.

PURPOSE OF THIS REVIEW

The purpose of the investigation is to determine if the requested level of the
recovery factor is a basis for “just and reasonable” rates. To be “just and
reasonable”, the data supplied by GPA need to reflects a reasonable

reconciliation between

Slater, Nakamura & Co, LLC
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+ Previously forecasted and recently assessed fuel costs for the current period
,and;

+ Fully projected reguirements of GPA for the six-months after receiving
Commission approval

Slater, Nakamura & Co, LEC 1
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3.0 ANALYSIS

This section presents the analysis of the LEAC request.
OVERVIEW OF THE ANALYSIS APPROACH

The analysis focuses on two major questions:
+ Is GPA’s filing a basis for just and reasonable rates?

» Should the Commission adopt GPA’s estimate of the LEAC factor for the next
six-month period?

To answer these questions, we reviewed:
» Consistency of GPA’s data with previous LEAC filings with respect to:

- Sales, loss factors and required generation. This included consistency
with GPA records and formats from previous filings

- Actual and estimated fuel and fuel handling expenditures
« Consistency with regulatory policy, comprised of:

- Whether the renewable IPP could be considered “used and useful”,
thereby making it possible for its costs to be included in a request for
LEAC recovery

-  Whether a small expenditure for labor handling — related to
interconnection planning for the renewable IPP - is eligible for recovery
under LEAC design principles

The results of the review were then used to determine if:

« GPA’s proposed LEAC factor needs to be adjusted to
reflect an improved estimate of any of the supporting The review focuses
data on whether the LEAC

. . factor filed by GPA

+ GPA needs to provide any additional data to support a (1) contains any
justification for new expenditures that GPA has not inconsistency with
previously requested to be included in the LEAC Factor regulatory policy or

« Any of GPA’s LEAC calculations are inconsistent with the | (2) needs to be
Commission’s ordered design or regulatory principles fg;gzied for any

» Any additional analyses or presentational changes that

GPA needs to provide in future LEAC filings

Reconciliation Period - Consistency with Previous Filings

To start our analysis, we focused first on Reconciliation period information
relative to the values submitted and approved by the Commission in GPA
Docket 14-03.

Sales Data

GPA estimated sales data using the same approach that has been deployed
for the past four or more years. For any period in which actual data are not
available, GPA estimates sales using its annual load forecast. These data

Stater, Nakamura & Co, LLC 12
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are displayed in Schedule 1 of GPA’s filing for both the Reconciliation and
Forecast periods’.

In its filing, GPA presented in Schedule 1 of Attachment I Civilian sales for
Fiscal 2014. We used data provided in the data request responses to verify
that GPA:

» Relied on actual Civilian and Navy sales for the months of February through
April 2014

« Estimated Civilian and Navy sales using its forecast for Fiscal Year 2014 for

the months of May through September 2014

In its filing, GPA estimated sales - in all months when | During the .
actual data were not available (May 2014 through gi;o,g%ziggtp ;,”Od’
January 2015) - using a forecast prepared in 2013. sales. losses and
The Commission’s Consultant extensively tested the gene,'.at,-on did not
Civilian forecast by: require any changes.

« Retrospectively comparing changes in GPA’s filed
forecasts across two consecutive dockets — the Forecast period in the
previous docket and the Reconciliation Period in the next docket. The
analysis started with the Reconciliation period from GPA Docket 12-13 and
compared the results with the Forecast period from GPA Docket 12-06

« Preparing an alternative forecast based solely on monthly growth rates in
sales using GPA’s 2013 forecast

« Testing the impact of using the alternative forecast

We present the analytic results across several dockets in Table 5:
Table 5: Comparison of Civilian Sales Forecast Across PUC GPA Dockets

Current GPA Current Docket Previous % Over-
Docket Reconciliation Docket forecast
Number Period Forecast Period

12-13 621,588 624,617 0.49%

13-06 590,517 625,361 5.90%

14-03
Filed 609,248 608,447 -0.13%
Revised 605,282 608,447 -0.52%
True-up 602,561 608,447 0.98%

14-12 561,392 594,974 0.61%

Except in GPA Docket 12-13, GPA’s excess estimate of Civilian sales was
accurate to within 1%. Given the consistent performance of the forecast,

' See “Schedule 10” in Attachments I and II of GPA Docket No 14-12, LEAC Filing

Slater, Nakamura & Co, LLC 13
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the Consultants concluded that there was no need to adjust sales in the
Reconciliation period for this docket.

The importance of this result is that the Commission can have confidence in
the relative accuracy of GPA’s estimates of LEAC revenues (labeled “Fuel
Cost Recovery” on lines 21a and 21b in Schedule 1 of the LEAC filing). LEAC
calculations in the Reconciliation period base Fuel Cost Recovery on sales
data, which have not been consistently under-forecast.

Based upon a review of the presented data, we confirmed that GPA
estimated LEAC sales and generation data consistent with its previously used
methods.

Generation Data

Our analysis moved next to the generation forecast. GPA estimates
generation by applying loss factors to its forecast of sales. Data used in
estimating loss factors are displayed in Schedule 10 of GPA’s filing for both
the Reconciliation and Forecast periods®. In a manner similar to the sales
analysis, we compared estimates from the Forecast period in the previous
docket with the Reconciliation period in the current docket.

Table 6: Comparison of System Generation Across PUC GPA Dockets
Current GPA Current Docket Previous Docket 9 Over-

- Docket Reconciliation Forecast Period forecast
Number Period

12-13 893,799 91,021 2.26%
13-06 864,962 881,167 1.87%
14-03
Filed 873,506 887,591 1.61%
Revised 873,506 887,591 1.61%
True-up 856,230 887,591 3.66%
14-12 848,469 856,765 0.98%

The results demonstrate that GPA has shown a general improvement in
estimating generation for the past several dockets. It has reduced its
forecasting error to around 1% when the comparison is between Forecast
period data from previous filing and Reconciliation period in current filing.

However, Table 6 also indicates how results change when GPA shifts from
estimated to actual data for the entire Reconciliation period. Once actual
data are fully available, GPA’s forecasting record does not appear to be as
strong as it appears when based on a mix of actual and estimated data.

2 See “Schedule 10” in Attachments I and II of GPA Docket No 14-12, LEAC Filing
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Compared with Forecast period estimates from Docket 13-06, GPA over-
forecast generation by 3.66% relative to True-up data. Civilian customers
are shielded from a portion of this over-forecast through the Civilian
expense share, which was nearly 77.4% according to data from the True-up
in Docket 14-03. Applying the Civilian share percentage to costs to assess
the impact of the over-forecasted generation, Civilian customers were
charged for 2.8% more in expenses during the Forecast period of Docket 13-
06 than would have been required if the forecast had been more accurate.

Moreover, given the way in which LEAC operates, only one third of the
overcharge was adjusted in the LEAC Reconciliation period calculations for
Docket 14-03. It will not be until after the LEAC is changed in the current
docket that customers will be made whole for the full impact of the over-
forecast in Docket 13-06.

Reflecting on the retrospective analysis of GPA’s generation forecasting
history shown above, the Commission’s Consultants and GPA have worked
together extensively in this docket to analyze whether alternative estimation
methods would produce a more accurate forecast of generation. The key
issue is whether the over-forecasting trend is systematic or random. As
True-up data become available in this and the next docket, there will be a
larger sample of results to apply in resolving such issues.

After modelling alternative forecasts that are not presented in this report,
even with the over-forecast trends observed in Table 6, we concluded that
there was no need to adjust generation in the Reconciliation pericd.

Loss Estimates

Our analysis reviewed closely how losses are applied. GPA estimates Civilian
losses based on actual system-wide data in Fiscal Year 2013. A component
of the system-wide data are aggregate transmission and distribution (T&D)
losses. To properly segregate T&D losses into specific voltage levels (for
example, distribution at primary and secondary), GPA divides the voltage
using an approach that was most recently applied in the 2012 rate case

After extensive examination of the approach in this and the previous docket,
we believe that the method is sound. However, in the Reconciliation period

it produces some counter-intuitive results. Table 7 indicates some key data
to guide the discussion.

Table 7: Comparison of Actual and Forecasted Loss Rates by Customer Group

Customer Actual Loss Rates Forecasted Loss Rates
Group (2/2014 - 4/2014) (5/2014 - 1/2015)
Civilian 10.41% 12.31%
Navy 14.57% 8.34%
Sources:
1. Actual losses — Commission’s Cansultant calculations
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2. Estimated losses - GPA calculations from Schedule 1 of Attachment I of GPA
filing
3. Generation data - rows 11 and 12, Schedule 1 of Attachment I of GPA filing
in current LEAC
Civilian sales data - row 20, Schedule 1 of Attachment I
. Navy sales - response to Commission Consultant information request 5-2 on
July 18, 2014

il

Forecasted losses - applied to the remaining months of the Reconciliation
period and continuing throughout the Forecast Period (May 2014 through
January 2015) - are based on normative losses derived from a combination
of historical data and GPA methods used in the last base rate case. The
current method does pass on to customers any loss ~ and related cost -
reductions that have arisen because of reduced

« GPA use
« Generating plant internal consumption and
+ Transmission and distribution (*T&D") losses

We understand from our discussions with GPA that it changed its approach
in estimating Navy generation under the direction of the Commission’s
previous consultant®>. GPA relies on the Navy's forecast of generation when
actual sales data are available. Use of the Navy’s forecast may be at least
partially responsible for the Navy pattern of losses. Prior to making those
changes, GPA estimated Navy generation using the same approach it follows
to estimate Civilian generation.

We also extensively tested - but do not report - a number of alternatives to
GPA’s method of estimating losses, including a three-month average rate
from actual data in the Reconciliation period and a six-month average rate,
comprised of actual and estimated losses, during the entire Reconciliation
period.

Unfortunately, despite GPA’s willingness to provide whatever is required to
understand this issue, we are unable to resolve which method is a more
accurate predictor of losses and Navy generation. We conclude that it is
appropriate to continue in the next docket to review improved estimation of
losses and generation requirements. Given the amount of information
collected for this docket, efforts in future dockets should not involve the
same amount of effort.

Fuel and Fuel-handling Expenditures

In the Reconciliation period, GPA estimated a net decrease of $656,757
compared with its previous revised LEAC filing in Docket 14-03. Fuel

3 GPA response to Slater Nakamura request for information 6.5, provided on July 23, 2014,
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expenses declined by $1.4 million but were partially offset by a $764,350
increase in fuel handling expenses. These differences between the previous
Commission Order and the Reconciliation period of the current filing are

presented in the following table:

Table 8: Reconciliation period {2/2014 — 7/2014) — Major Expense Element Differences

Data Item Source Difference
Revised Current
Previous Filing® Filing?
Number 6 (HSFO/LSFO) $129,270,343 | $126,483,496 | ($2,786,847)
Number 2 (GPA) $2,153,357 $3,519,097 $1,365,740
Handling Costs $3,750,019 $4,514,369 $764,350
All costs combined $135,173,719 | $134,516,962 ($656,757)
Notes:
1. GPA Excel flle LEAC Feb 14 thru Jul 14 with $1.0M recoverable in 6 months
(01292014).xls.

2. "“Schedule 1" in Attachment I of GPA Docket No 14-12, LEAC Filing

The drivers of oil cost trends are explained by GPA in its various schedules
submitted with the LEAC filing.

The items causing a change in Handling Costs in the current LEAC
Reconciliation period, as compared with the amount included in forecasted
levels in the previous LEAC proceeding Order, require additional details to
understand the drivers for the $764,350 increase. The amounts for
components of fuel handling expenses and the difference in estimates
between the previous docket and this one are displayed in Table 9.

Table 9: Reconciliation period {2/2014 — 7/2014) — Major Handling Cost Differences

Data Item Source Difference
Commission  Current Filing?
Order!
Total Dock Fee - Tristar $796,781 $758,441 ($38,340)
Excess Laytime/Qvertime - Tristar 20,372 22,521 2,149
Storage Tank Rental - Tristar 860,067 783,289 (76,778)
Pipeline Fee — Tristar 289,738 253,070 (36,668)
Total Tristar Costs 1,966,958 1,817,321 (149,637)
Tank Farm Management Fee-Vital 337,637 337,637 0
Fuel Tank Farm Maintenance 194,250 233,100 38,850
Ship Demurrage Cost 80,844 97,013 16,169
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Data Item Source Difference
Commission  Current Filing?
Order?
Fuel Hedging loss/gain 0 0 0
Lube Cil 1,067,220 1,061,203 (6,017)
Subscription Other Fuel handling 33,000 21,150 (11,850)
Professional Services for LNG 1,022,500 1,022,500 0
Sale to Matson (434,351) (462,436) (28,085)
Inventory growth to be recovered (1,435,676) (884,255) 551,421
SGS Inspection 117,177 88,446 {28,731)
Labor Charges 92,885 68,784 {24,101)
Interest Charges 707,576 564,930 (142,646)
All costs combined $3,750,020 $3,965,393 $215,373

Notes:

1. Details provided by GPA in LEAC Feb 14 thru Jul 14 with $1.0M recoverable in 6
months (01292014).xls, provided to Commission Consultant via e-mail from Cora

Montellano (GPA) to Alan E. Finder, January 29. 2014
2. See “Schedule 5" in Attachment I of GPA Docket No 14-12, LEAC Filing

In the Reconciliation period, our assessment of GPA’s data indicates that
changes in all line-items are well supported by the facts presented.

Before moving to the Forecast period, it is important to understand the
mechanics of how these changes - between amounts GPA projected in the
previous docket and the reconciliation in the current docket - are passed on
to customers. The decrease flows through the Closing Recovery Balance
(Line 29, Schedule 1 in Attachment I). From there, it flows into the data for
the Forecast period through the Opening Recovery Balance (Line 27,
Schedule 1 in Attachment 2). GPA may revise the current LEAC filing
Reconciliation period once actual data are available for May and June 2014.

Forecast Period — Change from Reconciliation Period and Other
Issues

Turning to the Forecast period, we compared the changes in fuel and fuel
handling costs between the Forecast and Reconciliation periods of the
current LEAC filing. Compared with the Reconciliation period, all LEAC-
related costs are increasing by slightly more than $8.1 million:

+ Fuel costs are increasing by $8.4 million
» Fuel handling costs are decreasing by $276,847
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We summarize the data on fuel and fuel handling expenses in the following

table:

GPA Docket 14-12

Table 10: Forecast period (8/2014 — 1/2015) — Major Expense Element Differences
Proposed by GPA during:

Data Item

Reconciliation?

Forecast?

Difference

Number 6 (HSFO/LSFQ) | $126,483,496 $135,799,984 $9,316,488
Number 2 (GPA) $764,350 $1,547,158 | ($1,971,939)
Renewable Contract Cost $0 $1,053,554 $1,053,554
Handling Costs $4,514,369 $4,237,522 ($276,847)

All costs combined $134,516,962 $142,638,218 | $8,121,256

Notes:

1. See Schedule 1 of Attachment I in GPA Docket No 14-12, LEAC Filing
and Table 2 of this report.
2. See Schedule 1 of Attachment IT in GPA Docket No 14-12, LEAC Filing

The three major contributors to the $8.1 million increase in fuel and fuel
handling costs between the two periods are:

+ Increase of $9.3 million in expenses for Number & (residual) oil
¢« Decrease of nearly $2.0 million in expenses for Number 2 (diesel} fuel
+ Introduction of renewable contract cost adding $1.1 million

GPA listed the following trends as contributing to the $8.1 million increase,
even though on balance they should move results in the opposite direction
from what is shown in the table:

« Decreasing prices for both fuel sources

+ Displacement of Tanguisson units in December 2014 and January 2014 by
the Renewable IPP leading to a decrease in diesel-related fuel expenses

« Brief planned outages in October that require dispatch of more expensive
units

Load, L.osses, Generation and Fuel Price Analyses

Because GPA’s explanations for expense trends seem counter-intuitive, we
evaluated other possible reasons driving these results. A key issue is
whether an increase in load or losses is responsible for increasing fuel costs
when fuel prices were declining.

We began our analysis with an assessment of how sales, losses and
generation are changing between the Reconciliation and Forecast periods.
After significant review, we discovered a crucial pattern that drives GPA’s
estimates of generation. To understand that pattern, it is important to
understand the mechanics of GPA’s LEAC estimates.
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There are two sets of data:
« Actual, for the first three months of the Reconciliation period

« Estimated for the remaining nine months - three (May through July 2014) in
the reconciliation period and six (August 2014 through January 2015) in the
forecast period

After analyzing the difference between actual and estimated data, we
discovered:

« When actual data are available, sales and generation rely on GPA’s records
and losses are a residual

¢ When GPA relies on estimates

- Sales are based on daily rates derived from forecasts for the relevant
fiscal years

- Losses rely on component rates (for plant use, transmission and
distribution losses and company use) based upon actual data from the
previous fiscal year that are displayed in Schedule 10 of GPA’s LEAC filing

- Generation is calculated by multiplying the relevant loss component rates
by the daily sales and adding the losses together with the daily sales
estimate

The sales, losses and generation calculations are shown by fiscal year at the
top of Schedule 1 in GPA’s LEAC filing.

We analyzed the daily sales rates and the impact of shifting to the estimated
values in the 9 months after actual data are no longer available. The results
of that analysis are summarized in Table 11:

Table 11: Daily Sales, Loss Rates, and Daily Generation

Daily Sales (mWh) Loss Rates Daily Generation (mWh)
(% of Sales)
Months % Months Months %
Actual Projected Change Actual Projected Actual Projected Change
Civilian
Filed 3,226 3,308 2.55% | 10.41%| 12.36% 3,561 3,717 4.36%
Revised| 3,226 3,244 0.59% | 10.41%| 11.05% 3,561 3,603 1.17%
Navy
Filed 882 981 11.19%| 18.86%| 8.34% 1,048 1,063 1.35%
Revised 882 981 11.19% [ 18.86% 7.06% 1,048 1,050 0.16%

Focusing on these data for Civilian customers, the data in Table 11 indicate
that at midnight on April 30, in GPA’s filed LEAC data, daily sales increased
by 2.55%. That result arises because of a misapplication of results from
GPA’s energy and load forecast. GPA, in effect, adopts the results of its load
forecast and applies what is intended to be a full year’s rate of growth in one
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step, instead of a gradual increase spread over the full nine months of
projected data.

Similarly, when estimating losses, GPA’s filing shifts from actual loss rates
for civilian sales - 10.41 % from February through April of 2014 - to an
estimated loss rate of 12.36 %.

When the annual growth rate on sales is combined with projected loss rates,
the end result is an overnight increase in daily generation of 4.36 %. This in
turn causes a 4.36 % increase in fuel expenses.

To test the impact of these sales estimates, we asked GPA to run a revised
scenario in which - during the Forecast period only - we:

« Re-calibrated GPA’s forecast by starting with April daily sales and increasing
it at a more gradual rate - an estimated monthly sales growth rate derived
from GPA’s load forecast

« Subtracted 1.9 % from GPA’s estimated loss rates and
» Applied the revised loss rates to revised sales in estimating generation

The revised daily sales, loss rates and generation are displayed in Table 11
by customer group on the row below the levels filed by GPA. Even though
the results provide a benchmark for an alternative approach to estimating
these important data inputs to the LEAC, we conclude that there may still be
a better approach for estimating these data.

Moreover, GPA has not been given adequate opportunity to review the
results in Table 11, and has not adopted the revised scenario as a
replacement for its filed information. We conclude that additional time is
required for discussion between the Commission’s Consultants and GPA.
During those discussions, we will continue to work with GPA to improve the
way sales, loss rates and generation are estimated for the LEAC.

Our concerns next shifted to trying to verify that a shift out of base-load
plants is contributing to the LEAC increase as filed by GPA. In Table 12 we
summarize trends in total generation and the mix of plants running on
Number 6 and Number 2 oil to test whether generation or fuel mix could be
another major contributor to the increase in fuel costs:

Table 12: Generation Sources and Shares by Period

Fuel Reconciliation Period Forecast Period Difference
Source Generation Generation (mWh)
Amount Share Amount Share
(mWh) {mWh)
No. 6 835,285 98.,45% 874,504 98.79% 39,219
No. 2 13,185 1.55% 10,703 1.21% (2,482)
Total 848,470 100.00% 885,207 100.00% 36,737
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Because there was only a slight shift in favor of plants running residual fuel
oil ("No. 6”), we concluded that more expensive fuel sources were not the
cause of the increase in oil expenses.

However, an increase in of almost 36 gigaWatt hours (or 36,737 mWh)
would cause a significant increase in Number 6 costs and a small decline in
No. 2 costs. Given that oil-fired units are estimated to cost approximately
$100 per mWh?*, the increase in generation accounts for around $3.7 million
of the $8.1 million cost increase.

To assess the role of generation, loss and fuel price estimates on Forecast
period results, GPA evaluated a scenario with four changes as a test of what
might be causing the anomalous cost trends:

« Adopt the 2014 GPA load forecast projections as the basis for load estimates

+ Reduce expected Civilian energy losses from the Fiscal Year 2013 values
(12.31% of load) to the actual loss levels from the first three months of the
Reconciliation period

+ Reduce expected Navy energy losses from 8.34% to 6.44% to be parallel
with the change in Civilian losses

« Adopt Morgan Stanley’s July estimates for the cost of Number 6 and Number
2 oil

Adopting the 2014 GPA load forecast has a side benefit of synchronizing
assumptions in both the current LEAC docket and the bond finance docket
(GPA Docket 14-09). It also reduced a tendency of GPA’s forecast to show a
dramatic increase in expected load in the Forecast period whenever actual
loads in the Reconciliation period are below forecasted levels. The dramatic
increase occurs because, GPA in the first month of estimated sales in effect
resets demand to levels that were anticipated when the load forecast was
originally prepared. The net effect is to force a recovery in sales during the
estimated months even if actual months’ sales are depressed relative to
forecasted levels.

The reduction in Civilian energy losses reflects GPA’s willingness to evaluate
alternative levels of losses based on more recent history.

The impact of reducing Navy losses is that it diminishes the possibility of a
potential shift in generation shares between Civilian and Navy sales.
Preserving generation shares avoids shifting the expense shares between
Civilian and Navy sales.

4 Please refer to Schedules 2 and 3 in Attachment II of GPA’s filing in Docket 14-02
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Morgan Stanley’s oil price forecasts in the current and previous LEAC filings
show a consistent tendency to decline when shifting between two months
prior and one month prior to the beginning of the Forecast period®.

The net result of these four changes is to nearly eliminate the increase in
generation and fuel expenses between the Reconciliation and Forecast
periods. In Table 13 we display the key differences - between GPA’s filed
and revised scenario results — for generation amounts and costs:

Table 13: Comparison between Filed and Revised Forecast Period Oil-fired Generation

Estimate Generation {mWh) Cost ($Million)
No. 6 No. 2 Total No. 6 No. 2 Total
Filed 874,504 | 10,703 885,207 $135.8 $1.5 $137.3
Revised 839,848 | 10,369 850,217 $127.5 $1.5 $129.0
Difference (34,656) ( 334) (34,990) ($8.3) $0.0 ($8.3)

We consider GPA’s revised scenario to be a more reliable indicator of load,
generation and fuel expenses - that can reasonably be anticipated during
the Forecast period — than GPA’s filed LEAC results.

Renewable Generation and Regulatory Policy Issues

GPA included in the Forecast period expenses for a renewable IPP that it
anticipates will enter commercial service at the end of November 2014. We
evaluated

« The financial impact of the renewable IPP on LEAC expenses

« Whether there is a reasonable expectation that the facility will enter
commercial service during the LEAC Forecast period

If the renewable IPP enters commercial service, LEAC expenses will be
reduced by approximately $89,000 from the net impact of:

« Paying for the renewable IPP’s purchased power
+ Less the avoided oil-fired generation

In its application, GPA included an "Assumptions” work paper in “Attachment
IV - Support for Dispatch Assumption”. The second page of "Assumptions”
indicates that the renewable IPP will displace generation from Tanguisson
units 1 and 2 ("Tango 1” and “Tango 2" in the work paper.) We
independently estimated the $89,000 net benefit using documents from
“Attachment II: Projected Spreadsheets”®:

> While not presented in this report, we estimated the impact of changing to the more
recent Morgan Stanley forecast without any other changes and found it did not materially
reduce the LEAC from GPA's filed levels.

® A work paper for this straightforward calculation is available on request.
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» The expense of the renewable IPP shown in Schedule 1

GPA Docket 14-12

» Generation for the renewable IPP from Schedules 5 and 5a of the same

attachment

« Tanguisson generation, fuel efficiency (kWh/barrel) and cost per barrel from

Schedule 2

Independent of the expense impact, there is a regulatory policy question
that needs to be addressed: will the facility be in commercial service and
available to generate electricity during the time period that the LEAC factor
will be in place. If it is available, then the facility can be considered as “used
and useful”, thereby making its prudently incurred expenses eligible for

recovery in rates.

We asked GPA to answer 21 detailed questions about the status of the
facility. Our assessment of GPA’s answers is that there is a reasonable
chance the renewable IPP will be in commercial operation before the end of
the Forecast period. Because the renewable IPP is likely to be used and
useful and is less costly than running the Tanguisson units, we accept its

costs for inclusion in this LEAC filing.

We are mindful that this assessment may turn out differently. The
renewable IPP has demonstrated a considerable record of delay up to this
point in its life. The commercial operation date of the renewable IPP has
been delayed multiple times due to permitting, change of ownership and

other matters.

If the renewable IPP does not enter commercial operation during the
Forecast period, the LEAC will eventually adjust expenses to reflect actual

results. If the renewable IPP is not operating by the time
GPA submits its next LEAC application, we are prepared to
assist the Commission in making a pro forma adjustment
to the Reconciliation period data in the next LEAC docket
to hasten when customers rates will adjust to the unit’s
actual completion and commercial operating status. In
that way, rate payers will only need to wait approximately
six months before the LEAC is adjusted to deal with the
change in costs arising from the renewable IPP entering
commercial service.

Overall, we conclude that rate payers face minimal risk

We accept the costs
of the renewable IPP
for inclusion in this
filing because it is
(1) likely to be used
and useful during
the Forecast Period
and (2) less costly
to run than the
Tanquisson units

from including the purchased power costs associated with the renewable IPP
in this LEAC filing. In turn, the renewable IPP has a reasonable chance of
entering commercial service before the end of the Forecast period in this

docket.
Fuel Handling Cost Analysis

Given that fuel handling costs are not increasing in aggregate, we did not
examine differences by individual element. We do point out that the new
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letter of credit facility is less expensive than its predecessor, and GPA’s
estimate of Interest charges reflects its impact.

The only new charge is for renewable energy handling amounting to
$260,000. Under ordinary circumstances, we would not highlight this
change, except that its basis raises a policy issue. After requesting
additional details on these charges, we now understand that they are for
labor associated with the interconnection and substation operations related
to the new renewable generation source.

Given our understanding, we conclude that the $260,000 should not be
included in the LEAC on regulatory policy grounds. It is clear that the
expense is:

« Thoroughly documented
« Not ongoing

+ Related to the renewable IPP but reflects capitalized labor expenditures to
support transmission and distribution ("T&D")

The Commission’s Consultants addressed a similar issue in a section of the
Analysis chapter of its report in the previous docket’. In addition, the
Commission’s Order in the previous LEAC docket indicated that the LEAC
was not intended for capital-related generation expenditures.

Therefore, we conclude that one-time, capital-related T&D charges do not fit
reasonable criteria for inclusion in the LEAC as it is now designed.

COMMISSION’S CONSULTANT REVISED LEAC ESTIMATES

The Commission’s Consultant revised the LEAC calculations to include the
effects of:
« Removing labor handling charges associated with the renewable IPP

+ Removing an assumed growth rate of 1% in the level of sales for Civilian
customers served at primary voltages

As compared with GPA’s revised scenario, these adjustments do not make a
material difference. The overall impact is an increase in a representative
residential customer’s bill of $3.48 per month, albeit a smaller one than
what GPA originally proposed. The change in LEAC amounts arises solely
during the Forecast period.

In Table 13 we compare:
+ GPA’s filing request

» GPA’s revised scenario
+ The Commission’s Consultant recommended adjustment

7 See Report on the Investigation of the Request for a LEAC Adjustment - For Guam
Public Utilities Commission GPA Docket 14-03, January 26, 2014, page 16
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When our recommended adjustment is combined with GPA’s Revised
Scenario, the undiscounted LEAC factor decreases by $0.349 per mWh (from
$176.790 to $176.441 per mWh) - and the secondary LEAC rate by
$0.000340 per kWh - in the following way:

Table 14: Forecast period {8/2014 — 1/2015) — Impact of Proposed Consultant Recommendation

Data Element GPA Commission Difference
Revised  Consuttant
Filing Scenatrio
Proposed Rate without
discount {$/mWh) $181.670 $176.790 $176.441 ($0.349)
Proposed discounted rates ($/kWh)
Secondary - 13.8 KV $0.181670 $0.176790 $0.176441 | ($0.000349)
Primary - 13.8 KV $0.174665 $0.169960 $0.169629 | ($0.000331)
34.5 KV $0.174017 $0.169329 $0.168999 | ($0.000330)
115 KV $0.171256 $0.166642 $0.166317 | ($0.000325)
SUMMARY

In this section, we conducted a review of the LEAC factor calculations used
by GPA to support a request in the LEAC factor.
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4.0

FINDINGS

The Findings section discusses the facts that can be derived from the analysis.

Based upon our analysis, the following findings were reached:

GPA has substantially improved the transparency of its LEAC filing by (1)
explicitly including all of its assumptions, (2) separating costs associated with
contract elements when displaying fuel handling costs and (3) responding on
a timely basis to the Commission’s Consultant requests for information

GPA used a consistent approach to estimate sales, required generation,
dispatch, fuel expenditures and fuel handling expenditures in the current and
previous filings

When compared across multiple dockets, GPA has consistently forecasted
Civilian sales with a reasonable level of accuracy

Even though GPA’s generation forecast is not as accurate as its sales
forecast, there is no need for any adjustment to Reconciliation period
estimates

In the Reconciliation period, our assessment of GPA’s data indicates that
changes in all line-items for fuel-related handling expenses are well
supported by the facts presented

In the Reconciliation period, as of July 24, 2014, GPA has not updated results
to reflect actual data on fuel and fuel handling expenses for May and June
2014

During the Reconciliation period, the availability of updated information for
actual and estimated data would reduce the undiscounted LEAC rate from the
level previously ordered in Docket 14-03

The current method of forecasting losses does pass on to customers any loss
- and related cost ~ reductions that have arisen because of reduced

- GPA use
- Generating plant internal consumption
- Transmission and distribution ("T&D") losses

It is appropriate to continue in the next docket to review improved
estimation of losses and generation requirements

By relying on a combination of reduced loss estimates based on recent
history, reliance on the 2014 load forecast, and updating Morgan Stanley’s
estimated fuel prices based on the July release, the Forecast period estimate
of expenses is reasonable and its results are consistent with declining fuel
prices

In GPA’'s revised scenario for the Forecast period, it updated fuel costs to
reflect (1) the latest Morgan Stanley fuel price forecast and (2) an alternative
forecast of sales, losses and generation
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« We consider GPA’s revised scenario to be a more reliable indicator of load,
generation and fuel expenses — that can reasonably be anticipated during the
Forecast period - than GPA’s filed LEAC results

« GPA’'s inclusion of the renewable IPP’s purchased power expenses is
beneficial to rate payers, and it is reasonable to conclude that the plant will
be “used and useful” in time to enter commercial service during the Forecast
period for this LEAC filing

« As the Commission noted in its Orders in Dockets 14-02 and 14-03, the
inclusion of capital items is not consistent with the express purpose of the
LEAC

« One-time, capital-related T&D charges do not fit reasonable criteria for
inclusion in the LEAC as it is now designed. Therefore, GPA’s fuel-related
labor charges — arising from operation of the interconnection for the
renewable IPP - should not be included in the LEAC

» Using GPA’s filed request and combining results from the filed levels for
Reconciliation and Forecast periods, declines in required generation, fuel cost
recovery, and fuel along with fuel handling expenses are working together to
motivate first a decline in the LEAC factor during the Reconciliation period
followed by an increase during the Forecast period

» The new undiscounted LEAC factor, once updated to include GPA’s revised
scenario, can be increased to $0.176790 per kWh instead of $0.181670 per
kWh originally proposed by GPA

» The Consultants’ estimates are based on adjustments to GPA’s revised
scenario. The changes will lead to a slightly smaller increase in the LEAC to
$0.176441 per kWh
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5.0 RECOMMENDATIONS

The Recommendations section provides the recommendations to the Commission related to
the petition to adjust the LEAC.

Based upon the investigation of the supporting documents, we recommend
that:

« To aid in resolving sales, loss and generation forecasting, GPA will include in
its next True-up filing

- Actual monthly Navy sales in Schedule 1

- A new section of Schedule 10 showing actual menthly losses for Navy and
Civilian sales.

- A new section of Schedule 10 showing monthly actual losses for Civilian
sales

« Based upon the provided documentation, the LEAC factor requested by GPA
should be reduced to reflect:

-  GPA's revised scenario that is based on updated fuel prices, alternative
loss calculations and a load and generation forecast derived from GPA's
2014 updated forecast that is the basis for information provided in GPA
Docket 14-09

- Exclusion of the labor handling charges for the renewable IPP

- Reduction of the estimated growth rate for Civilian customers served at
primary voltages

« The approved LEAC rate to secondary customers be increased to $0.176441
per kWh instead of the $0.181670 per kWh proposed by GPA in its original
filing. By this action, the Commission will revise the LEAC from the level
originally proposed by GPA
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6.0 UPDATE ON AREAS FOR CONSIDERATION FROM PREVIOUS DOCKET

In the previous LEAC report, the Commission’s Consultant reported on two
areas that were important to address. The issues were labeled as:

+ Transparency
« Never-reconciled sixth month

For this report, we offer a brief update for the two areas. We also bring up
two new issues:

« Challenges to LEAC Design
« Need for Limited Additional Data to Support Loss Estimation

TRANSPARENCY ISSUES

GPA has resolved all of our concerns with respect to transparency. This
LEAC filing contained only four data elements with hidden calculations.

The Consultants thank GPA for working with us to resolve all substantive
issues on this matter. The Commission can consider this issue to be closed.

NEVER RECONCILED 6TH MONTH / DELAYED TAIL MONTH RECONCILIATION

After working extensively with GPA, we are renaming this issue the “delayed
tail month reconciliation.” Reconciliation does occur, but not until the next
LEAC goes into effect.

Nearly one month after completing our report in the previous LEAC docket,
we were able to meet with GPA to discuss our concerns. GPA officers and
staff demonstrated to our satisfaction that it revises the opening balance for
over/under recovery at the start of the Reconciliation period in the next
docket. Once that occurs, any over-recovery or under-recovery balance at
the end of the True-up period will be carried over into the Reconciliation
period in the next docket.

When beginning this review, we compared the True-up Report’s “closing
recovery balance” - representing the previous docket’s Reconciliation period
- with the “opening recovery balance” of the current docket’s Reconciliation
period. The two balances matched.

We also reviewed GPA’s first True up Report. The data provided by GPA
indicate that, once actual data were available, the approved LEAC factor
over-recovered costs by approximately $1.6 million.

These facts point to a timing issue that may not be inequitable to either the
customers or the company. In periods when the closing recovery balance is
overstated due to decreasing costs, then customers provide an interest free
loan to GPA. When the closing recovery balance is understated due to
increasing costs, GPA funds working capital instead of receiving them from
LEAC revenue.
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CHALLENGES TO LEAC DESIGN

We have reported to the Commission in both the LEAC (Docket 14-12) and
the bond finance dockets (Docket 14-09) in nearly the same period. Facts
were presented in the bond finance docket that have a bearing on LEAC
design and overlap with a renewable IPP issue raised in this docket.

In the LEAC docket, GPA has requested approval for labor charges related to
transmission and distribution issues connected with the renewable IPP. The
labor charges are similar in concept - costs not necessarily related directly
to energy production — to actions that GPA discussed in the bond finance
docket:

e 40 mW of battery storage
+ FAS 71 treatment for LNG consultancy costs

« $1.2 billion in capital improvement projects planned by GPA between 2014
and 2021

The rapid increase in GPA’s capital expenditures - funded in part by bond
finance - will invariably cause challenges to GPA’s operating cash flow. This
will create further pressure to seek timely recovery in rates. GPA has shown
an interest in modifying the LEAC - through specific requests for inclusion of
costs - to incorporate expenditures not contemplated in the original LEAC
design.

"

If the LEAC continues to be GPA’s de facto “regulatory process of first resort
for recovery of new expenditures irrespective of their direct relationship to
current generation expenses, then the Commission may find itself
addressing in the context of upcoming LEAC filing:

+ Recovery of regulatory assets

« Inclusion of storage costs — considered a hybrid between generation and
transmission — in LEAC

» Expansion of LEAC to include capital surcharges to recover a portion of the
$1.2 billion capital improvement program

Even though the Commission has accommodated incremental change in the
LEAC, its Consultants are concerned that the magnitude of GPA’s intended
$1.2 billion capital improvement program will present far greater risks than
the expenditures currently being considered in the LEAC.

The Commission may prefer to deal with incremental requests for LEAC
enhancements as it has been doing. In the absence of a special docket,

addressed in a very brief window. The question will remain whether 45 days
is sufficient time to address the materially greater risk posed by a $1.2
billion capital improvement program - alongside new technologies - should
GPA turn to LEAC as a recovery mechanism of choice.
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In the alternative, the Commission may choose to open a special docket to
discuss alternative recovery mechanisms so that it can decide whether a
comprehensive solution - with a longer timeline than the LEAC’s 45 days -
should be undertaken.

Our considered opinion is that 45 days will not be a sufficient amount of time
to fully consider the regulatory policy ramifications of accepting or denying
such requests. Therefore, it would seem preferable to deal with
comprehensive, capital-related regulatory recovery in a more comprehensive
manner at an appropriate time. In this context, the time horizon for
“appropriate” seems to us to be “sooner rather than [ater.”

NEED FOR LIMITED ADDITIONAL IjATA TO SUPPORT SALES, LOSS AND GENERATION ESTIMATION

To fully address some of the estimation issues found in this docket, the
Commission’s Consultant will need to request of GPA monthly information
related to Navy sales, losses and generation. We recognize that a
considerable amount of GPA’s limited resources have previously been
expended in looking at Navy-related information. We are not interested in
repeating that process.

GPA is willing to provide the information, and the Company and the
Commission’s Administrative Law Judge have assured us that no issues of
national security are involved.

In the next LEAC docket we will briefly examine whether a better alternative
method of sales, loss and generation estimation can be found with results
that are calibrated to recent history and reflect an improved approach to
incorporating growth predicted by GPA’s existing energy and load forecasting
tool.
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