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STATLMLHT OF PROCLDURL AND RUCORD
BY THE COMISSIon:

On December 24, 1968 Public Service Company of Colorado (Public

Service) filed with the Public Utilities Commission of the State of Colorado

L [ad Ki/ /



its application identificd above as Application Ho. 23540,

On January 3,
1969 Gas Facilities, Inc. (Gas Facilities) filed with the Public Utilities

Commission of -the State of Colorado its application identified above as

Application No. 23548,

The two applications were set for hearing on January 21, 1969 at
10 o'elock a.m. in the Hearing Room of- the Commission, at which time both
applications were called up ftor hearing.‘ Upon order of the Commission at
that time entered, the hearing was consolidated on both applications on a

joint record,

At the conclusion of the hearing the Conmission ordered, upon

motion of the Staff, that certain exhibits be Tate-filed, and the Commission

thereafter reopened the hearing by its Decision No. 72511 for the purpose
of receiving testimany with respect to such late-filed exhibits and such
additional evidence as might be properly tendered. The said petition to
reopen was made by the Staff and consented to Ly the vespective applicants,
and the matter was set vor further hearing on Feoruary 4, 1969, At the
conclusion of said hearing, the Commission took both applicatiens under
advisement,

Testifying on behalf of Public Service, J. K. Fuller showed that
Public Servige and Gas Facilities had, on Lecenber 19, 1968, entered into
a contract for the sale by Gas Facilities to Public Service. Gas Facilities
agreed to sell and Public Service agreed to buy and acquire all of the
assets of Gas Facilities for a purchase price of $595,000 and, in addition,.
pay to Gas Facilities the amounts of its accounts receivables with arrear-
ages not in excess of 120 days, subject to certain adjustments set Yorth
in said contract which was admgited into evidence as Exhibit G.

The take-over by Public Service of the asscts of Gas Facliities,
according to said contract, is to be February 28, 1969, subject to a |
favorable order by this Conmission,

Gas Facilities is the natural gas distribution company in the

Town of Vall and the nearby communities of Vatl Viilage West and Big Horm,



Eagle County, Colovado. On Decenbor 15, 1968, it served 305 residential

customers and B3 comnmercial customers. Admitted into evidence as Exhibits

A, B and € were mops showing the gas distribution systems of Gas Facilities
in the area in question.

The Town of Vail and the nearby areas served by Gas Facilities is
a well-known ski arca and, in vecent ycars, has been developed into a year-

round recreational area,
&

the area is well developed with lodyes, motels and attendant commercial

establishments. The Vail arca is all relatively new in developement, having

first commenced operations in 1902, Since that time, it has grown to be

recognized as one of the major ski areas in Colorado and is well known
internationally.

Since no official census has been taoken in Vail, population
estimates can only be made on the basis of the number of residential moters
served and, even at that, they fail to adequately reflect the large influx
of transient tourists and other skiers for whom housing accommodations are
available,

Public Service has estimated a substantial growth in a number of
customers and natural gas wusage in the Vail area, and that by 1973 approxi-
mately 650 customers will be served at year-end, It was shown that there
have been very large increases in the number of ski 1ift ticket sales re-
flecting wintertine activity in the area, and that the rate of growth of:
gas sales vy Gas Facilities has been substantial., Its sales for the year
ended June 1965 were 30.6% in excess of the same period ended June of 1964,
The subsequent 12-month period ending in June 1960 showed 61.7% dincrease
over the prior pericd, and 1967 showed a 33% increase over 1960,

Exhibit ¥ admitted into evidence demonstrated the above described

Singreases in oski lift ticket sales and yas wsaqu.

The gas distribution system to be acquired by Public Service was
inttially constructed in V963 as a propane system. In 1965 Western Slope
Gas Company extended natural gas into the arca and to Gas Facilities, in

which year the West Vaitl system ang Big Horm system were also fnstalled.

In addition to a number of single family residences,.
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Gas Facilities presently holds certificates of public convenience

and necessity granted Ly this Commission authorizing the bperation of {ts

facilities in the Vail area. These certificates are contained in Oecision

No. 59729 dated Hovember 30, 1962 to provide a distribution system for gas
service to be initially derived from liquefied petroleum products and later
to be natura) gas, when available, The-area to be served, as described in

said decision, was all of Sections 2 through 12, Township 5 South, Range 80

West, in Eagle County, which is the area of the initial townsite of what is
now the Town of Vail., The second cortificate was Decision tlo. 65360 dated
July 20, 1965, granting authority to Gos Facilities to enlarge its service
area to encompass Sections 1, 31, 12, 13 and the north half of Section )4,
Township 5 South, Range 81 West, and included therein was the arca in the
vicinity of West Vail Village.

Exhibit U admitted into evidence was a map showing the boundaries

of the above described certificates held by Gas Facilities and also showed

thereon the gas transmission pipeline of Vestern Slope Gas Company and the

certificated area granted Public Service in the vicinity of the gas trans-
mission line of Western Slope Gas Company under Decisions Hos. 65237 and
65314,  The above described certificates held by Gas Facilities are those
which Public Service proposes to acquive along with the assets of Gas
Facilities by this application.

It was noted thatv although Gas Facilities does serve certain
customers who are not conpected to its natural gas transmission System
by means of liquefied pelvoleum, Public Service proposes to turn such
customers over to a local yr@péng distributor unless it can economicaily
extend natural gas service to thom,

Included in the assets to be acquired from Gas Facilities by
Pubtic Service are sone 11 miles of dystribution main, 367 moters, 383
regulators, two pickup trucks, and certain land and land rights upon which
are situated moler and regqulating equipment, a liquefied petroleum peak

shaving plant and a building used for storage and office space, It was.



indicated in the testimony that Public Service

viould propose to sell or
otherwise dispose of Lhe péak shaving plant.

Exhibit H adnitted into evidence was a balance sheet of Gas
Facilities p}eparﬁd by its officers to reflect the financial condition of
the company as of December 31, 1968, 1t was shown that a review of the
books and records éf’Gas Facilities by personnel of Public Service revealed
that such books and records had been very well kept, in accordance with the
Uniform System of Accounts as prescribed by this Commission,

AYthough Gas Facilities s presently operating in the Town of
Vail without a franchise, Public Service has made application to the Town
for the grant of a franchise to it to be effective upon its acquisition of -
the assels of Gas Facilities. Exhibit E adnitted into evidence was a
certified copy of the franchise which has been obtained from the Town of
Vail by Public Service, The franchise is for a term of 25 years author-
izing Pw&?ic Service to operate and maintain a natural gas system within
and through the Town of Vail, and provides for a franchise tax of 2% of
the gross sales of natural gaes within the Town, excluding all revenues in
excess of 32500 soid {o'any one custoner at any one location,

1t was shown that Public Service proposes to make available in the
area of service being acquired by it from Gas Facilities the same rates
presently available to Public Service's customers in the adjoining towns of

Minturn and Red C1UEf and the city of Leadville. These rates presently on

file with this Commission for natural gas service are Colorado PUC-4 resi-
dential service schedule RG-8 which is Fifih Revised Sheet No. 33 and First
Revised Sneet No. 33A. For commercial service the rate scnecule is €G-8
which is Fifth Revised Sheet NO[\GI and Third Revised Shecet No., 61A.  I¥
there i1s a need Tor Interrvuptible Industrial service, the scervice will be
provided under Schedule £-0, which is Sixth Revised Sheet No. 87, Second
Revﬁéed 877, Third Revised 870, and First Revisced B7C. The above describea
tariff sheets will be refiled by Public Service to maoke the rates provided

therein avatlable to the service area to be acquired from Gas Factlitfes.



[t was shown that these rates are approximately 20% to 22% less than the

rates prosently charged by Gas Facilities to its customers. In addition

to reduction in rates proposed by Public Service, it was also shown that

an incressed level of service to the customers in Vail will be provided,

t.e,, service and adjustment to appliances, turning pilot tights on or

off, and similar matters.

Public Service will continuye to purchase natural gas from Western

Slope Gas Company for the Vail area. Exhibit I admitted into evidence was

a letter from Westevn-Slope Gas Company agreeing that Public Service could
combine its contract demand for natural gas to supply the Vail area with
the demeond requirements of the remainder of its Mountoin Division.

. The proposed acquisition will be financed by Public Service from
internally generated funds. The balance sheet and income statement of
Public Service as of September 30, 1968 was admitied into evidence as
Exhibit J.

At the reopened hearing, Pulrlic Service introduced Exhibit ¥ ~=-
a feasibility study of the acquisition and Exnibit L -- a comparison of
actual 1968 revenues and expenses of Gas Facilities to estimated 1969
revenues and expenses by Public Service with respect to the properties

to be acquired. The latter exhibit indicates a reduction in costs as

follows:

Operating and maintenance expenses

fexclusive of cost of gas) $54.,053

. Depreciation expense 6,477 .
Taxes--other than income (4,365)
Income taxes - federal - (3,473)
. Income taxes - state 246
Inves tnent zgx credit - net /50
" Total reduction In expenses ‘ $52,135

( ) denotes increase in expenses
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acquisition adjustment as proposed
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In conparison, the amortization of the
results in increased expense of $9,160 annually.

Both Exhibits K and L were admitted into’evidence. Also admitted
were Exhibits M -- Calculation of Income Taxes and Exhibit N -- Comparison
of old and new rates.

-« Gas Facilities offered into uvsdence its Exhibit No, 1 -- coples
of balance sheet and operating statement for 1968 and Exhibit No, 2 --
statement regarding sales price, both of which were adnitted.

Staff Exhibit Ho. 1 illustrating the tax effects of an acquisition

adjustment was also admitied into evidence,

TTHOLIHGS

From the record hercin the Commission finds as fact that:

1; Applicant Public Service Conpany of Colorado is a Colorado
corporation and is a public utility subject to the jurisdictioﬁ of this
Commission, engaged, inter alia, in the business of purchase, distribution
and sale of natural gas in various areas in the state of Colorado.

2. Applicant Gas Facilities, Inc., a Colorado corporation, is
a publ}c utility subject to the jurisdiction of this Commission engaged
in the business of purchase, distribution and sale of natural gas in the
town of Vail and the areas adjacent thereto, all in Eagle County, state of

Colorado,

3. The Conmission has jurisdiction over the subject matter Qf
these proceedings.

4. Applicant Gas Facilities, Inc., now holds Trom this Commission
certificates of public convenience and necessity granted by Decision HNo.
59729 in Application No. 19384 andvby Decision flo. 65380 in Application
No. 21141,

. S. The tronsfer of the above mentioned certificates of public
convenience and necessity Ly Gas Facilities, Inc., to Public Sarvice
Company of Colorado ond the acquisition of the properties and other assets

of Gas Facilities by Public Service are in the public interest and should

be authorized.




6. The acquisition and operation of the public utility prop-

erties of Gas Facilities, Inc., by Public Service Company of Colorado will
result in Yower operating costs and, consequently, fn cost benefits to the
ratepaying public,

7. The above mentioned acquisition will result in an acquisition
aﬁjustngnt in the amount of approximately $310,000, the amortization of
which, as an operating expense over a period of thirty-five years by Public
Service Company of Colorado, will result in a cost burden upon the rate-
paying public, which burden, however, is more than exceeded by the cost
benefits mentioncd in Finding No. 6 above.

8, The above described acquisition as proposed, including the
amortization of the acquisition adjustment as an operating expense, will
create sufficient net benefits to the ratepaying public and is therefore

in the public interest and should be authorized,

9. Applicant Public Service Company of Colorado has acquired

franchise rights for the purchase, starage, transmission and distribution-
4

of gaseous fuels in the Town of Vail from said Town, and public convenience
and necessity requires, and will require, the exercise of such franchise

rights by said Applicant.

10, The amount to be invested by Applicant Public Service Company

of Colorado within the Town of Vail during the term of the franchise is at:

jeast $375,000.

bl SCUSsSS T ON

Applicants Gas racilities, Inc., and Public Service Compeny of.
Colorado by their respective appliications seek the Commssion's approval
of the sale andg purchasc of Gas féci!ities‘ assets and transfer of certifi-
cates of public convenicnce and necessily in accordance with Agreement,

Exhibit G in this proceading.

-

The Agrecment provides that the bLase purchase price is $595,000

with adjustments up or down for other assets acquired such as for accounts

receivable. Testinony revealed that the plant acquisition adjustment would
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be approximately  $310,000 to be amortized over 35 years.

Applicant

forcefully urged that it be granted permission to amortize this amount as
a deduction from revenue, Account Ho. 406, Amortization of Utility Plant

Acquisition Adjustments, whereby it would theoretically recover such costs

from the ratepoyers.

. Plant acquisition adjustnnnt,sthe amount paid over or under net
book plant, becomes a matter of particular concern in a rggulated industry.
Commission approval of the transter of certificates of public convenience
and necessity is the vital element in the approval of the purchase and

sale of public utilities. For such transfer to be approved, it must be in

the public interest and this degree of public interest must be evaluated
in dollar amounts where possible; and otherwise, where the benefits do not
lend themselves to actual dollar evaluation,

By various exhibits and testimony, Applicants, particularly
Public Service Company, have shown that i1t would be in the public interest-
for Public Service Company to own and.operate the gas distribution properties
of Gas Facilities located at Vail, Colorado.

The importantlissue in this case, as in all changes of ownership
of public utilities, is whether or not the change adversely affects the
ratepayers of the utility being sold and whether or not it places a burden
upon the consumers of the purchasing company, This Commission will not
impede the purchase, sale and‘transfer of public utilities wnen.such trans-
actions do not adversely affect the public interest, the consumers and
commnitics served.

Public utilities as regulated monopolies are responsible for
renvering public utitity serviceﬂat the lowest reasonable cost. In con-
sidering the acquisilion of anolher public utility, the buyer must keep

in mind this basic principle of regulation. Unless the buyer is willing

-
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. to share the bencfits to be derived from the change of ownership and

perhaps merged operations, he should not took for full recovery of plant.

acquisition costs from the ratepayers of the company being sola. That is



to say thal the

ratepayers of the company being sold should not, forever,
(over the life of the property) be held to the level of costs of the
selling company when the buyer is a public utility operator who can and

does render public utility service at a lower cost than the selliing company.

This requirement of sharing does not limit absolutely the amount

a buyer may pay for >ub\1c ut)\¥ty

I————————— LR

Hekmay see fit to pay more and stand

the additional cost which may be auo;txz

od as 9 deductxon from income or

wr\tten fo to %ur;}!s, in which case this amount woul
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degrec from rate-making processes. [t must be borne in mind, hovever, that
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the cost of money is a factor in regulation. Thus the cost of capital for

the financing of a large acquisition will be part of the capital costs borne

o S <P S ———-

by ail the ratepayers. Obviously there is a Timit to the extent a buyer may

burdgn the public ut\ixty with capital costs not properly recoverable from

ratepayers.

It can be stated that generally the purchaser can expect to
recover plant acquisition adjustment qqua\ to actual tax benefits resulting

from the acquisition plus an amount representing a shared net cost reduction

and other evaluated benefits. For example, if the buyer could prove no

benefits other than reduction in income taxcs, that is all it could expect

to recover through amortization of acquisition adjustment, The fact is,
because of changes in income tax rates from the 22% bracket to the 48%,
the income tax effects couid be negative and therefore a detriment rather

than a berefit., 17 it could snow benetits substantially in addition to

net tax benefits, particularly reduction in cost of operations, possibly it

could expect to recover part of sucn reduction in cost depending upon the
¢ircunstances. A occmese in rates to consumers over a number of years

would be a manifestation of sharing the improved benefits with the consumers

resulting from a change in ownersivip. By the melhod outlined herein for the

hanﬁling of Plant Acquisition Adjustment, ve oliminate the inclusion of this

_ftem in rate base in any fulure rate procecding.
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The record in this proceeding clearly indicates that by virtue

of this acquisition, operating costs (not considering the cost of gas,
which will remain unchanged) applicable to the utility properties of Gas
Facilities, Inc., may be reduced as nuch as $52,000 annually as compared -
with the increased cost due to amortization of the acquisition adjustment
of $9,1&@.aﬁﬂua1ly (Exhibit L). Thus the benefits to ratepayers will
cwnsidﬁrably exceed the burden of the amortization of the acquisition
adjustment as proposed, and the acquisition is in the public interest in
its entirety.

Additionally, it should be mentioned that an immediate rate
reduction will accrue to the present customers of Gas Facilities. In the
fong run, however, rate reductions are of concern to the public interest
only if supported by‘aciua¥ tower costs, such as in the instant case.
Otherwise rate reductions to a seguent of the public, occasioned by an
acquisition, may only be a subsidy by other ratepayers, or else an adjust-
ment that should have been made in any event regardless of the acquisition.

CRODER

THE COMMISSTON ORULRS THAT :

.

1. The transfer of certificates of public convenience and necessity
now held by Applicant Gas Facilities, Inc., cescribed in Finding No. 4 above,
to Applicant Public Service Company of Colorado and the purchase of the
gas distribution system,,rclaied tactlitivs and other assets of Gas racilities
by Public Service be, and hereby are, authorized and approved,

2. The amortization of an acquisition adjustnent resulting from
this transfer in tne amount of approximately $310,000 by Applicant Public
Service Company in equal annual amounts over a period of thirty-five years
by charges to Account Mo. 400, Amortization of Ulility Plant Acquisition
Adjustments, be, and hercoy is, authorized and approved.

) 3. Applicant Public Service Conpany of Colorado be, and dicreby

is, authorized to exercise franchise rights as described in Finding No, 9

above, according to the terms of the franchise ordinance of the Town of Vail,



fdentified as Exhibit £ in these proceedings, which exhibit is hercby

made a part hereof by reference, and that this Order shall be deemed and

held to be a CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY therefor.

4. The Applicant Public Service Company of Colorado shall,

within thirty days of the completion of the acquisition contemplated herein

file with this Commission a report showing the various journal entries

occasioned by such acquisition and the amount to be amortized annually.

5. The Applicant Public Service Company shall operate the utility

property to be acquired from Gas Facilities, Inc., in accordance with the
Rules and Regulations of this Comuission with respect to service, construc-
tion, maintenance, operation, accounting and other matters applicable to gas
utilities.
6. Applicant Public Service Company of Colorado shall file with ¥
this Commission rates and tariffs as necessary to meke available to the
customers served from the properties acquired from Gas Facilities, Inc.,
the same rates and tariffs in effect with respect to Applicant's Mountain
Division, such rates and tariffs to be effective with meter readings imme-

diately subsequent to the date of the acquisition,

This Order shall be effective forthwith,

(5.8 L) THE PUBLIC UTILITIES COMIISSTON
\\ngv . OF THE STATE OF COLORADO
"”% ///\ \X HENRY €. ZARLENGO

HOWARD S. BJULLAND

EOVIN R. LUNDEORG

Conmissioners

Dated at Denver, Colorado,
ATTEST: A TRyt COPY Lhis 27th day of february, 1969,
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William D. Mitchell, Exccutive Secretary




