BEFORE THE GUAM PUBLIC UTILITIES COMMISSION

IN THE MATTER OF: ) GPA Docket 19-07
)
The Guam Power Authority Levelized )
Energy Adjustment Clause (LEAC) ) ORDER
)
)
)

INTRODUCTION

1. This matter comes before the Guam Public Utilities Commission [“PUC”] upon the
Petition of the Guam Power Authority [“GPA”] to set the LEAC Factor effective
February 1, 2019.1

2. Inits Petition, GPA requests that the Levelized Energy Adjustment Clause Factor
[“LEAC”] be maintained at $0.154242 / kWh effective for meters read on or after
February 1, 2019.2

3. GPA seeks to maintain the LEAC Factor at the same level implemented on May 1,
2018.3

BACKGROUND

4. For the LEAC period covered from February 1, 2018 through July 31, 2018, the PUC
implemented a two-phased approach in increasing the secondary LEAC rate of
0.117718/kWh to $0.147266/kWh, effective February 1, 2018, and then to
$0.154242 /kWh, effective May 1, 2018, in anticipation of rising fuel prices.*

5. Inits Petition dated June 12, 2018, in GPA Docket 18-15, GPA requested that PUC
maintain the LEAC factor at $0.154242/kWh for meters read on or after August 1,
2018, through January 31, 2019.5

6. Inits Order dated June 26, 2018, the PUC authorized GPA to maintain the LEAC
factor at $0.154242 /kWh for meters read on or after August 1, 2018, through January

1 GPA Petition to Set the LEAC Factor effective February 1, 2019, GPA Docket 19-07, filed December 14,
2018.

21d. atp. 1.

31d.

4+ PUC Order, GPA Docket 18-05, dated January 30, 2018 at p. 4.

5 GPA Petition to Set the LEAC Factor effective August 1, 2018, GPA Docket 18-15, filed June 12, 2018.
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31, 2019.6 The Order determined that fuel prices were dropping and that GPA’s
“under-recovery” of fuel costs had dropped considerably.”

For the upcoming LEAC period, GPA continues to believe that the current factor of
$0.154242 /kWh should be maintained in effect.

The basis for GPA’s LEAC filing is the continuing instability in worldwide fuel
prices, and its assumption that the market will remain within the $65-$69/bbl range
during the period.8

GPA initially anticipated that its projected under-recovery on fuel will be $5.05M by
July 31, 2019.°

In a letter to the AL]J dated December 14, 2018, the Acting GPA General Manager
states: “The petition for no change in the LEAC factor is mainly due to the
impending outcome of an expected official general cooperation agreement between
OPEC and non-OPEC entities that is expected within the next three months. This
agreement will determine the agreed-upon level of production in their upcoming
meeting later this month which may result in oil prices stabilizing in the $65-$70/Bbl
range.”10

In Consolidated Commission on Utilities Resolution No: 2018-27, the CCU
authorized the GPA General Manager to petition the PUC for the LEAC rate to
remain at $0.154242/kWh for the period from February 1, 2019, through July 31,
2019.11

The CCU also determined that it would not petition the PUC for a change in the
LEAC factor for secondary voltage service customers as well as alternative voltage
customers for the upcoming LEAC period.1?

6 PUC Order, GPA Docket 18-15. dated June 26, 2018.

71d.

8 GPA Petition to Set the LEAC Factor effective February 1, 2019, GPA Docket 19-07, filed December 14,
2018, at p. 1.

21d.

10 Letter from Acting GPA General Manager to PUC AL], GPA Docket 19-07, Re: Levelized Energy
Adjustment Clause Petition for the period of February 1, 2019 through July 31, 2019, dated December 14,
2018, at p. 1.

1 CCU Resolution No. 2018-27, Authorizing the Management of the Guam Power Authority to Petition
the Guam Public Utilities Commission for No Change in the Levelized Energy Adjustment Clause,
adopted on November 27, 2018, at p. 2.

21d.
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1. The AL] filed his Report dated January 29, 2019. The PUC adopts the statement of
Background therein and the recommendations stated in the Report.

2. The AL] filed his Report dated January 29, 2019. The PUC adopts the statement of
Background therein and the recommendations stated in the Report.

DETERMINATIONS

3. The LEAC factor accepted by GPA for the last three LEAC periods has not been
fully adequate to reimburse GPA for its fuel costs. The purpose of the LEAC factor
under Tariff Z is for GPA to recover the projected fuel expense for the next six-
month LEAC period.’® Ideally, the LEAC factor would fully reimburse GPA for its
fuel costs in the upcoming period.

4. The LEAC mechanism is a “pass through”, which means that it is designed to cover
all of GPA’s fuel expenses. Ratepayers are supposed to pay a fuel charge that will
fully reimburse GPA for its costs of fuel.

5. Yet, it is an established fact that GPA’s acceptance of the current LEAC factor has
consistently resulted in an under-recovery by GPA of its fuel costs in the last three
LEAC periods. That means that the LEAC factor was set at a lower rate than was
necessary to fully recover GPA’s fuel costs.

6. GPA’s “under-recovery” has been reduced considerably during the past few LEAC
periods. As of January 31, 2018, the under-recovery balance was $16.8M.14 As of
April 30, 2018, the under-recovery balance was reduced to $12.2M; and by
September 30, 2018, the under-recovery balance was further reduced to $8.3M.15

7. However, even if the PUC maintains the current LEAC factor of $0.154242 /kWh
for the next six months, GPA estimates that it will still have a projected under-
recovery on July 31, 2019, between $5.3M and $9.3M.16

13 Guam Power Authority Schedule “Z”, Levelized Energy Adjustment Clause (LEAC).

14 PUC Order, GPA Docket 18-15, dated June 26, 2018, at p. 1.

15 CCU Resolution No. 2018-27, Authorizing the Management of the Guam Power Authority to Petition
the Guam Public Utilities Commission for No Change in the Levelized Energy Adjustment Clause,
adopted on November 27, 2018, at p. 1.

16 Letter from Acting GPA General Manager to PUC AL], GPA Docket 19-07, Re: Levelized Energy
Adjustment Clause Petition for the period of February 1, 2019 through July 31, 2019, dated December 14,
2018, at p. 1; see also Email from GPA Asst. CFO Cora Montellano to PUC AL]J Fred Horecky, dated
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8. The proposed LEAC factor, $0.154242 /kWHh, is actually not adequate to fully
recover GPA’s fuel costs for the upcoming six-month period. In its most recent
update, GPA estimates that for full recovery of its fuel costs for the period of
February 1, 2019, through July 31, 2019, the LEAC factor would have to be set at
$0.169056.17

9. There have been some fuel price reductions in the last few months that suggest the
possibility of a downward trend in fuel prices over the next year. RFO Platts
Pricing and Premiums showed a reduction in per barrel fuel price from $64 in
November to about $57 per barrel in January 2019.18 ULSD Platts pricing also
showed a per barrel reduction from $82 in November to $70 in January 2019.1° But,
to determine GPA’s actual fuel cost, the premium of about $11 per barrel must be
added for actual fuel prices.20

10. The Morgan Stanley Asia Morning Call for January 24, 2019, also indicates positive
estimated fuel price trends for this year. Its price for January 2019, Singapore HSFO
180 CST is $388.08 per metric ton, or approximately $61.6 per barrel. When the $11
per barrel premium is added, that would indicate GPA ratepayer fuel prices in the
range of $72 per barrel. However, the Morgan Stanley estimate for the first quarter
of 2020 drops to $317.39 per metric ton, or $50 per barrel, which would be in the
range of $62 per barrel for GPA with the premium added.?!

11. These trends are only estimates, and do not necessarily reflect what the actual fuel
prices will be over the next year. GPA believes that there could be an increase in
fuel prices over the next few months resulting from a cooperation of OPEC and
non-OPEC countries to limit the supply of fuel.?2

January 22, 2019, with updated Fuel Price Analysis for Proposed LEAC Rate, with average forward fuel
pricing from January 14-18, 2019.

17 Email from GPA Asst. CFO Cora Montellano to PUC ALJ Fred Horecky, dated January 22, 2019, with
updated Fuel Price Analysis for Proposed LEAC Rate, with average forward fuel pricing from January
14-18, 2019.

18 GM Report, RFO Platts Pricing and Premiums, submitted in CCU Commissioner Packet for Work
Session on January 17, 2019.

19 GM Report, ULSD Platts Pricing and Premiums, submitted in CCU Commissioner Packet for Work
Session on January 17, 2019.

21d.

2l Morgan Stanley Asia Morning Call (Morgan Stanley Commodities Commentaries), January 24, 2019.
2 Letter from Acting GPA General Manager to PUC AL], GPA Docket 19-07, Re: Levelized Energy
Adjustment Clause Petition for the period of February 1, 2019 through July 31, 2019, dated December 14,
2018, at p. 1.
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In addition, GPA points out that declines in fuel prices do not necessarily have an
immediate impact on its fuel prices that GPA pays. Under its “first in/first out”
fuel usage principle, it first uses more expensive fuel previously purchased.

The PUC has previously determined that, before the LEAC factor is set for a
particular period, an updated LEAC fuel forecast price should be prepared based
upon the average of the five-day period which is ten days before the meeting at
which the PUC determines the LEAC factor.?3

Based upon prior PUC precedent, the Commission should place reliance upon the
updated fuel pricing estimates for the period of the five-day average, January 14-18,
2019. A true and correct copy of that calculation is attached as Exhibit “1” to the
ALJ Report.?*

That five-day average shows an increase in fuel pricing for RFO from $66 per barrel
when GPA'’s petition was filed in December to nearly $72 per barrel in January
2019. There was also an increase of $3.00 for Diesel.?>

When GPA filed its Petition, it anticipated an under-recovery of $5.3M if the current
LEAC factor was retained. However, the updated LEAC analysis now indicates
that, with the current LEAC rate, the under-recovery at the end of the upcoming
LEAC period could be as high as $9.34M.26

With there still projected to be an under-recovery by GPA on July 31, 2019, between
$5.3M and $9.3, it is not prudent to speculate on the possibility that fuel prices
will decline as a basis for reducing the LEAC factor. Tariff Z allows GPA to petition
the PUC when it has a cumulative under recovery balance of more than $2M during
the six-month levelized period.?”

Given the projected size of the under-recovery balance at $9.34M as of July 31, 2019,
it is not appropriate to reduce the LEAC factor at the present time. Any reduction
in the LEAC factor could increase the under-recovery to an even greater amount

than $9.34M.

2 PUC LEAC Order, GPA Docket 15-27, dated January 25, 2016, at p. 2.

24 Exhibit 1 to the ALJ Report dated January 29, 2019; see also Email from GPA Asst. CFO Cora
Montellano to PUC AL]J Fred Horecky, dated January 22, 2019, with updated Fuel Price Analysis for
Proposed LEAC Rate, with average forward fuel pricing from January 14-18, 2019.

% 1d.
2 1d.

27 Guam Power Authority Schedule “Z”, Levelized Energy Adjustment Clause (LEAC).
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19. The AL]J, as a check on fuel prices, requested that the GPA Assistant CFO update
fuel prices for the period of January 21-25, 2019. That updated analysis is attached
as Exhibit “2” to the AL] Report.?

20. The further Update indicates that the fuel under-recovery by GPA would increase if
the LEAC rate were reduced. If the LEAC factor were reduced to $0.148867, the
under-recovery would be increased to $13.156M.2° It is not desireable for the LEAC
under-recovery to be at such high levels. Such under-recovery would simply
become a future debt that must be paid by ratepayers.

21. If fuel prices decline over the next six months, and the under-recovery is further
reduced substantially, the PUC can again consider whether to reduce the LEAC
factor in July of 2019.

22. The PUC should not reduce the LEAC factor at the present time due to the risk of

an increased fuel price under-recovery by GPA.

ORDERING PROVISIONS

After carefully reviewing the record in this proceeding, having considered the LEAC
Filing of GPA and the PUC Administrative Law Judge Report, and after discussion at a
duly noticed regular meeting held on January 31, 2019, for good cause shown and on
motion duly made, seconded and carried by affirmative vote of the undersigned
Commissioners, the Guam Public Utilities Commission hereby ORDERS that:

1.  GPA is authorized to maintain the Fuel Recovery Factor at
$0.154242 /kWh effective for meters read on or after February 1, 2019.

2. The current singular LEAC factors are hereby maintained at the same
present rates, effective August 1, 2018, as shown in the following table:

LEAC

Delivery Classification =~ $ per kWh
Secondary - $0.154242
Primary - 13.8 KV $0.149579

28 Exhibit 2 to the ALJ Report dated January 29, 2019; see also Email from GPA Asst. CFO Cora
Montellano to PUC AL]J Fred Horecky, dated January 28, 2019, with updated Fuel Price Analysis for

Proposed LEAC Rate, with average forward fuel pricing from January 21-25, 2019.
2 1d.
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Primary - 34.5 KV $0.149148
Transmission - 115 KV $0.147312

For the entire LEAC period, these changes represent a 0% increase in
the total bill for a residential customer utilizing an average of 1,000 kilowatt
hours per month.

GPA should file for a change in the LEAC factors to be effective August 1,
2019, on or before June 15, 2019.

As requested by GPA, the forecast of the Working Capital Fund
Requirement will remain the same, so there will not be a change in the
Working Capital Surcharge for the period of February 1, 2019, through
July 31, 2019.

GPA is ordered to pay the Commission’s regulatory fees and expenses,
including, without limitation, consulting and counsel fees and the fees and
expenses of conducting the hearing proceedings. Assessment of PUC’s
regulatory fees and expenses is authorized pursuant to 12 GCA §§12103(b)
and 12125(b), and Rule 40 of the Rules of Practice and Procedure before the
Public Utilities Commission.

Dated this 31st day of January, 2019.

Jeffrey C. Johnson Rowena E. Perez
Chairman Commissioner

Joseph M. McDonald Michael A. Pangelinan
Commissioner Commissioner

Peter Montinola Filomena M. Cantoria
Commissioner Commissioner

Mark Miller

Commissioner



