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RESOLUTION

Resolution E-3755.  Mountain Utilities (MU) in Advice Letter 15-E, proposes an amendment to its Fuel Adjustment Rate Charge to  allow a forecast of fuel cost for one year.  Approved as modified.  

By Advice Letter 15-E Filed on June 11, 2001.  

__________________________________________________________

Summary

This Resolution authorizes MU to increase rates to provide an additional revenue requirement of $196,938 for a period of one year from the effective date of this resolution.  Sixty days prior to the expiration of the Fuel Adjustment Rate MU may file an Advice Letter requesting either a refund or surcharge based on a new forecast.  

Background

Decision (D.) 99-12-006 approved a base rate of $.7504 per gallon of diesel fuel.  That decision also approved a Fuel Cost Adjustment Procedure and Diesel Fuel Balancing Account.  

Advice Letter 11-E, effective January 1, 2000, established MU’s Fuel Cost Adjustment procedure and Diesel Fuel Balancing Account (DFBA).  MU’s Preliminary Statement states: 

“A.  PURPOSE: … If average fuel costs over the 12-month period preceding May 1 of the year in which advice letter may be filed exceed the forecasted fuel cost included in rates ($.7504 per gallon) by 3% or more, the utility may file for an upward adjustment in rates.  If  average costs over the same period decrease by 3% or more compared to the forecasted fuel cost included in rates ($0.7504/gallon), the utility is required to file a downward adjustment.”    

“D. ACCOUNTING PROCEDURE:  Over and under collections of revenue required to recover diesel costs will be recorded monthly on the Utility’s balance sheet, with a corresponding entry to the Utility’s  electric revenue account.”

By Advice Letter 12-E, effective July 27, 2000, MU established a Fuel Adjustment Rate charge of $0.00839 per kilowatt-hour to recover undercollections of $79,784.   

Resolution E-3752, effective August 2, 2001, approved an increase in MU’s  Diesel Fuel Balancing Account rate from $0.00839 to $0.03958 per gallon.  That increase will generate an additional revenue requirement of $247,631.  

In Advice Letter 15-E MU proposes to increase its current Fuel Adjustment Rate Charge from  $.03958 to $0.08043 per kilowatt-hour.  The increased revenue requirement would be an additional $324,326 above that requested in Advice Letter 14-E.  MU’s proposed Fuel Adjustment Rate 0f $.04085/Kwh would be in effect for one year, after the billing month immediately following the date on which Advice Letter 15-E is approved.    

The increase proposed in Advice Letter 15-E MU is a one-year amendment to its Fuel Adjustment Rate Charge.  The amendment would include a forecasted fuel cost component in its fuel adjustment rate.  MU says this amendment would reduce the amount of interest accumulated and give the ratepayers more prompt signals of changes in rates.  In addition MU states that this amendment would obviate the necessity of carrying the fuel cost burden not anticipated by D.99-12-006.
  

The cost of diesel fuel increased to $1.16 per gallon or 54.58% higher than the $0.7504 per gallon embedded in the rates set by the general rate case.  MU judges that the price of diesel fuel will be 5% higher or $1.22/gallon in the fiscal 2001-2002 year.  Based on the price of $1.22/gallon MU requests an increase of  $0.04085 per kWh that would allow recovery of $324,326 including fuel costs in excess of that embedded in rates and interest.  Section 15-E of MU’s Preliminary Statement requires that MU refund any overcollections, plus accumulated interest.  

MU lists three factors that prompted the proposed amendment:  

· Diesel fuel costs have increased dramatically to unanticipated levels.  

· These extreme increases, if allowed to accumulate without reimbursement, have and will continue to damage MU’s financial stability. 

· MU proposes to refund, with interest, any overcollections at the end of each year.  

MU proposes the following increases shown by class of service.  

Proposed Rate Increase

Diesel Fuel Cost Recovery

Class of Service
Monthly Use

kWh
Current Billing
Advice Letter 14-E
Increase Percent
Advice Letter 15-E
14-E & 15-E

Increase Percent

Residential – Winter
506
$   129.15
$   144.94
12.22%
$   165.61
28.23%

Residential - Summer
506
$   132.77
$   148.55
11.89%
$   169.22
27.45%

Commercial
1,442
$   363.64
$   408.62
12.37%
$   467.52
28.57%

Resort
9,280
$2,308.03
$2,597.47
12.54%
$2,976.56
28.96%

In August 1999 MU employed new management to revitalize the utility operations and facilities.  After performing considerable maintenance, previously deferred, on MU’s system MU is short on funds to purchase the winter supply of diesel fuel.  MU will address maintenance requirements in their next rate case, but MU is addressing next winter’s diesel purchases in Advice Letter 15-E.  

MU has no cash reserve.  After the winter season MU’s revenues typically decline substantially and MU is unable to accumulate funds during the summer for winter purchases of fuel.  Therefore MU requests additional revenue requirement based on a one-year-only forecast of fuel consumption to acquire such funds.      

The $324,326 MU requests is a considerable portion of MU’s $1 million annual budget.  

MU proposes the following revision to its Preliminary Statement:  

“For a one year period beginning with the Commission’s approval of Advice Letter 15-E, the Utility shall apply a rate component to its Fuel Adjustment Rate Charge to offset current diesel fuel costs.  The rate shall be based upon the difference between the general rate case fuel cost forecast of $0.7504 per gallon and a forecast of $1.22 per gallon based upon the Utility’s historical experience.  If average fuel costs for the year exceed the $1.22 forecast amount, the overcollection, plus accumulated interest as determined in Section D, shall be refunded to customers of record as a credit to their bills.  The refund shall be proportioned based upon consumption during the preceding year.”    

Notice 

Notice of AL 15-E was made by publication in the Commission’s Daily Calendar.   MU states that a copy of the Advice Letter was mailed and distributed in accordance with Section III-G of General Order 96-A.  MU notified its customers of its submittal of Advice Letter 15-E that is based on a forecast.  

Protests

No protests were filed. 

Discussion

In view of the substantial rate increase MU’s customers will experience, we must look closely at MU’s  proposals.  MU proposes rates based on a forecast of the price of diesel fuel of $1.22/gallon, 5 percent above the average price in 2000-2001 and 163 percent above the base price of MU’s fiscal year 2000.  Based on $1.22/gallon MU estimates the fuel increase for the next fiscal year, July 1, 2001 to June 30, 2002, to be $324,326 or $.04085 per kWh.  

MU’s estimated 5 % increase in the price of diesel fuel is judgmental and was made after a severe spike in prices in the period of September through November of 2000.  MU’s price of diesel fuel peaked at $1.4475/gallon on October 16, 2000, then declined to $0.9004/gallon on January 16, 2001.  Since then, the price varied from $1.0204/gallon to $0.90/gallon.     

The two Advice Letters together result in a 28 percent increase in the utility bills of MU’s customers.  The submittal of Advice Letter 15-E on the heels of Advice Letter 14-E and the magnitude of the estimate leads us to conclude that MU is insulating itself from volatility in diesel prices by placing the risk on its customers who would absorb the price volatility.  Even though overcollections would be returned to the ratepayers with interest, we prefer to place more of the risk of price volatility and forecasting on MU.  

MU’s 5% increment in diesel fuel prices has no tangible support and does not consider the current market for future purchases.  The Energy Division reviewed the futures prices for #2 heating oil (diesel) as published daily
.  The futures prices of diesel fuel, in 42,000-gallon lots, are listed, by month, for the next 18 months.  Each daily futures price represents the price that a purchaser of diesel fuel is willing to pay for delivery in a future month as of the day preceding the published date. The futures prices represent the best available forecast of the market prices of diesel fuel.  Futures prices change daily according to the most recent trade.

The Energy Division assumed that the direction of diesel prices to MU would parallel that of diesel future prices.  Based on the latest costs of diesel fuel to MU and the direction of diesel futures prices the Energy Division estimates the cost of Diesel fuel to MU for July 1, 2001 to June 30, 2002 to be $196,938.  

To review the impact of daily variations the Energy Division estimated the costs of diesel fuel for MU’s fiscal year based on futures prices as published on several different dates about one month apart in the interval March through July 2001.  Estimates varied from $176, 834 on March 15, 2001 to $196, 938 on June 4, 2001 to $151,362 on August 9, 2001 futures.  In view of the volatility in futures prices the Energy Division chose the highest of the estimates.  Barring a national or international incident or an aberration in the market the Energy Division’s estimate should provide adequate funds to procure fuel through the next fiscal year.  We will adopt the Energy Division’s estimate of $196,938.   

Diesel futures prices change daily and our estimate poses a risk of price volatility.  We intend that MU should assume some of the risk and basing our estimate on futures prices tends to place some of that risk on MU.  

We would prefer not to allow fuel offsets on a forecast basis.  We allow this rate increase, however, in order to balance the risk of volatility on MU and the burden of higher rates on MU’s customers.  

MU filed tariff sheets showing a fuel charge rate of $0.04085 per kWh for a one-year period.  MU did not submit tariff sheets showing the total rates that would be charged if the $0.04085/Kwh were approved.  MU may file tariff sheets in the form of their tariff sheets 152-E to 158-E showing the final rates that MU will  charge based on an additional  $196,938 revenue requirement.    

Comments

Public Utilities Code section 311(g)(1) provides that this resolution must be served on all parties and subject to at least 30 days public review and comment prior to a vote of the Commission.  Section 311(g)(2) provides that this 30-day period may be reduced or waived upon the stipulation of all parties in the proceeding.  

All parties in the proceeding have stipulated to waive the 30-day waiting period required by PU Code section 311 (g)(1) and the opportunity to file comments on the draft resolution. Accordingly, this matter will be placed on the Commission's agenda directly for prompt action. 

Findings

1. Mountain Utilities requested in Advice Letter 15-E an increase in revenue requirement of $324, 326 for their fiscal year 2001-2002.  

2. The base rate of diesel fuel is $0.7504/gallon.  

3. MU has a Fuel Cost Adjustment Procedure and Diesel Fuel Balancing Account that allows MU to file for increases due to higher diesel prices.  

4. The increase in rates would be another $0.04085 per kilowatt-hour in addition to that approved in Advice Letter 14-E.     

5. MU based its estimate on a judgmental forecast of diesel fuel prices over the next fiscal year.  

6. We desire that MU bear some of the risk of price volatility of diesel fuel.  

7. It is reasonable to base our estimate on futures prices so as to place some of the risk of price volatility on MU.  

8. MU may file tariff sheets in the form of 152-E to 159-E showing the total rates that MU will charge based on an additional $196,938 revenue requirement.  

9. Any further deviation from a Commission decision, such as a Fuel Rate Adjustment Charge based on a forecast, should be approved by Commission resolution.  

Therefore it is ordered that:

1. Within 30 days Mountain Utilities may file an Advice Letter with tariff sheets to show rates sufficient to collect an additional $196,938 in revenue requirement.  

2. The Fuel Adjustment Cost rates established shall be in effect for one year from the beginning of the first full billing month immediately following the date on which this Resolution is effective, subject to Energy Division’s review of the supporting work papers for compliance with this resolution.  

3. MU shall use the mechanism proposed for its Preliminary Statement except that MU shall calculate a rate set to collect $196, 938 rather than the proposed  $324,326.  Sixty days prior to the expiration of the Fuel Adjustment Rate MU shall file an Advice Letter requesting either a refund or surcharge based on a new forecast.  

This Resolution is effective today.

I certify that the foregoing resolution was duly introduced, passed and adopted at a conference of the Public Utilities Commission of the State of California held on September 20, 2001, the following Commissioners voting favorably thereon:







 _____________________









 WESLEY M. FRANKLIN







 

       Executive Director

� MU points out that average fuel costs are forecast to increase to a level 163 percent above the $0.7504 base rate, substantially in excess of the 3 percent of Advice Letter 11-E.    


� Wall Street Journal section C.  
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