BEFORE THE GUAM PUBLIC UTILITIES COMMISSION

IN THE MATTER OF: ) GPA Docket 22-15
)

Guam Power Authority Levelized Energy )

Adjustment Clause (LEAC) ) ALJ REPORT

)
)
)

REVIEW OF THE LEAC FUEL RECOVERY FACTOR

INTRODUCTION

In June of this year, the Guam Power Authority [“GPA”] sought a 3-step increase in the
LEAC fuel recovery factor. It requested a first increase to $0.251638 for meters of the
average residential customer, read on or after July 1, 2022. It requested a second
increase to $0.296043 effective September 1, 2022 and a third increase to $0.342338
effective November 1, 2022.1

In its Order dated June 16, 2022, the Guam Public Utilities Commission [“PUC"]
approved an increase in the LEAC factor to $0.251638 /kWh effective July 1, 2022, and
an second increase in the factor to $0.296043 /kWh effective September 1, 2022.2
However, the PUC declined to grant the request by GPA to increase the LEAC factor to
$0.342338 effective November 1, 2022. Instead, the PUC determined that:

At its meeting on October 27, 2022, the PUC will consider whether there is
a need to increase the LEAC Factor further for the period of November 1,
2022, to January 31, 2023.3

1PUC Order, In the Matter of: Guam Power Authority Levelized Energy Adjustment Clause (LEAC),
GPA Docket 25-15, dated June 16, 2022, at p. 1.

21d., atp. 8.

31d., atp. 9.
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UPDATED FILING OF GPA

Attached hereto as Exhibit “A” is the GPA Proposed LEAC Rate (Prepared
10/21/2022). It indicates that if the current LEAC factor of $0.296043 (i.e., the “status
quo”) is maintained from November 1, 2022, through January 31, 2023, the “Closing
Recovery Balance”, or “under-recovery”, as of January 31, 2023, will be roughly $41M.4
The under-recovery is the balance of the amount that ratepayers owe to GPA to fully
reimburse fuel costs. If the LEAC factor is increased to $0.342338 effective November 1,
2022, the LEAC under-recovery will decline to $27M by January 31, 2023.5 If the LEAC
factor is increased to a lesser amount of $0.318576 effective November 1, 2022, the LEAC

under-recovery will decline to $34M by January 31, 2023.6

On October 20, 2022, GPA General Manager John Benavente submitted his “LEAC
Information, Amended GM Report”, to the Commissioners of the Guam Consolidated
Commission on Ultilities, for the GPA Work Session. A copy of the Report is attached
hereto as Exhibit “B”.7

ANALYSIS

1. PUC Options
In this review, there appear to be three options for the PUC. Initially, decreasing the
LEAC factor does not appear to be a reasonable option. A decrease below $0.29 would

increase the amount of the under-recovery beyond $41M. The under-recovery reached

+ GPA Proposed LEAC Rate (Prepared 10/21/2022), submitted in email from GPA Legal Counsel
Graham Botha to PUC AL] Fred Horecky dated October 21, 2022.

51d.

6 Id.

7*LEAC Information, Amended GM Report, submitted by GPA General Manager John Benavente on
October 20, 2022, to the Commissioners of the Guam Consolidated Commission on Utilities, for the GPA
Work Session, submitted in email from GPA Legal Counsel Graham Botha to PUC AL] Fred Horecky
dated October 21, 2022.
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a high of $47M in August, 20228; however, prior to this year, the under-recovery had
never reached levels into the mid-$30M to $47M range. These levels of under-recovery
are unprecedented and unacceptable. If they are allowed to continue, such a large
under-recovery could possibly impact the ability of GPA to pay for its future fuel
shipments. In accordance with Tariff Z, GPA is entitled to recover the full fuel recovery

charge for amounts expended for fuel.?

One option would be for the PUC to leave the LEAC at $0.29 through January 31, 2023.
However, the under-recovery would remain at $41M. This option would merely
postpone what would likely be an inevitable increase for the LEAC period commencing
February 1, 2023, and probably a higher increase than is now being requested. Leaving

the LEAC factor as is would make no progress in reducing the under-recovery.

A second option is to increase the LEAC factor to $0.342338 effective November 1, 2022.
This is GPA’s proposal. If the factor is so increased, the under-recovery would decrease
to $27M by January 31, 2023.10 However, this would result in an additional increase to
ratepayers of 11.76% in the total bill. This year alone, the LEAC factor has already risen
from $0.18 per kWh on February 1, 2022, to $0.29 per kWh on September 1, 2022. An
additional increase to $0.34 would mean an overall year-to-date increase of 47%.11  If

possible, an increase which is less burdensome to ratepayers should be considered.

§ “LEAC Information, Amended GM Report, at p. 3 (Pertinent Information).

? Guam Power Authority Schedule “Z”, effective with meters read on and after April 12, 2012.

10 Exhibit “A”, GPA Proposed LEAC Rate (Prepared 10/21/2022)

11 See PUC Order, GPA Docket 22-05, dated January 27, 2022, at p. 8; PUC Order, GPA Docket 22-05,
dated March 31, 2022, at p. 9; and PUC Order, GPA Docket 22-15, dated June 16, 2022, at p.8.
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A third option would be a lesser increase in the LEAC factor to nearly $0.32 effective on
November 1, 2022. Such an increase would still result in a decrease in the LEAC under-
recovery as of January 31, 2023 of roughly $7 million, to a level of $34M.12 That is a
reduction of $13M since the under-recovery high of $47M in August 2022.13 The
increase to the average residential ratepayer would be a more manageable 5.73% on the
total bill.1* Although the “recovery” of the under-recovery balance would take place at
a slower rate, this option would constitute progress in lowering the under-recovery and

should be acceptable to GPA.

2. Future Fuel Pricing is unpredictable

There have been decreases in high sulfur residual fuel oil (HSFO) prices this year. In
the month of September 2022, the Morgan Stanley pricing of “SING HSFO 180 CST”
which is high sulfur residual fuel oil, decreased from $453.69 per metric ton to $402.93.
As of October 20, 2022, the price of HSFO dropped to $392.09.15 However, GPA General
Manager John Benavente indicates that GPA has not purchased HSFO since March of
22216

As a result of the Consent Decree with the USEPA, GPA is now purchasing more
expensive fuels such as Ultra Low Sulfur Fuel Oil (0.2%) (ULSFO) and Ultra Low Sulfur
Diesel (ULSD).'” The Amended GM Report indicates that ULSRFO and ULSD prices

12 Exhibit “A"”, GPA Proposed LEAC Rate (Prepared 10/21/2022)

131d.

i 1

15 Morgan Stanley Asia Morning Call, September 1, 2022 and September 30, 2022., and October 20, 2022.
16 “LEAC Information, Amended GM Report, at p. 4 (Fuel Purchases).

17 *LEAC Information, Amended GM Report, at p. 4 (Fuel Purchases).

4
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declined somewhat, but recently had an uptick. LSRFO is currently $173.36 per barrel,
and ULSD is $146.33 per barrel.18

Diesel fuel prices have shown less of a decrease. As of September 1, 2022, the Morgan
Stanley price for Sing Gas Oil 10ppm, which is equivalent to diesel, was $139.82 per
barrell?; as of October 20, 2022, the price for the same product was $133.00.20 GPA’s
average price per Bbl. of diesel shows a decrease from August 2022 to present from
$139.67 to $134.81.21 GPA’s overall fuel cost has increased because it is now required to
use ULSD and LSRFO 0.2%. In his Report, the GPA General Manager concludes that:
today there is “no clear indication of where prices are going except it doesn’t seem like

significant price drop could be seen soon.”??

3. LEAC Under-Recovery

The first 2-step LEAC increases in July and September resulted in a reduction in the
under-recovery from $47M in August to $41M in October. However, if the present
$0.29 LEAC rate is kept in effect until the end of January next year, the prediction is that
there will be no further decline in the amount of the LEAC under-recovery. It will

remain at $41M as of January 31, 2023.23

18 “LEAC Information, Amended GM Report, at p. 2 (GPA Fuel Landed Cost) Per Barrel (through Oct. 13,
2022).
19 Morgan Stanley Asia Morning Call, September 1, 2022.
2 Morgan Stanley Asia Morning Call, October 20, 2022.
21 See ALJ Report, GPA Docket 22-15, dated June 13, 2022, at Exhibit “4” and Exhibit “A”, GPA Proposed
LEAC Rate (Prepared 10/21/2022), attached hereto.
Id.
2 “LEAC Information, Amended GM Report, at p. 6 (World Fuel Price Situation).
B “LEAC Information, Amended GM Report, at p. 3 (Pertinent Information).
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4. PUC Adoption of a LEAC factor of $0.318576 commencing November 1, 2022

If the PUC adopts the above LEAC factor, the LEAC under-recovery as of January 31,
2023, will be approximately $34M. While that is roughly $7M more in under-recovery
than GPA requested, it constitutes a significant reduction in the under-recovery from
$47M at the end of August 2022. It sets GPA on the path to recovering fuel costs which

are presently unpaid by the ratepayers.

This factor will result in an increase in the total bill of the average residential customer
of 5.73%. This is preferable to the 11.76% increase in the total bill that would result

from a LEAC factor of $0.34.

The bill of the average residential customer utilizing 1,000kW per month would
increase from $393.55 to $416.08, or $22.53 per month. See Exhibit “C” attached

hereto.?4

RECOMMENDATION

The Administrative Law Judge recommends that the PUC approve an increase in the
LEAC Factor to $0.318576/kWh for meters read on and after November 1, 2022. The
PUC will have a further opportunity to review the LEAC factor in three months
(January 2023) when it sets the factor for the period commencing February 1, 2023.

A Proposed Order is submitted herewith for the consideration of the Commissioners.

2 Exhibit “C”, GPA Bill Illustration Rate Schedule R — Residential (Prepared 10/21/2022).
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Respectfully submitted this 24th day of October, 2022.

%oedlol 3 H
Frederick J. Horecky
Chief Administrative Law Judge
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