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I. STATEMENT
1. This docket concerns the Application by Aquila, Inc., doing business as Aquila Networks—WPC (Aquila or Company) for Approval of a Quality of Service Plan for its Colorado electric operations.  The Application requested that the Commission approve the electric utility quality of service plan discussed there.

2. Commission Staff and the Colorado Office of Consumer Counsel (OCC) intervened in this case.

3. In accordance with the procedural schedule adopted in this docket, Aquila filed its direct testimony on September 20, 2004.  That direct testimony presented Aquila’s proposed Quality of Service Plan (QSP), the plan discussed in the Application with some modifications.  Staff submitted answer testimony on November 1, 2004, and the OCC submitted answer testimony on December 3, 2004.  Both Staff and the OCC suggested further modifications to Aquila’s proposed plan.

4. Hearing was set in this case for February 23-24, 2005.  However, on February 17, 2005 Aquila filed its Motion to Vacate Hearing Dates.  That motion stated that the parties had reached a settlement agreement that resolves all disputes in this case.  As such, the motion requested that the February 23-24 hearings be vacated.  The Administrative Law Judge (ALJ) granted the motion in Decision No. R05-0218-I.

5. The parties filed their Settlement Agreement (Agreement) and Motion for Approval of Settlement Agreement on February 18, 2005.  The Agreement proposes a quality of service plan for Aquila’s electric operations, and, as represented in the motion to vacate, does resolve all disputed issues in this docket.  The Agreement further provides that all pre-filed testimony and exhibits be admitted into evidence without cross-examination.  The parties request that the Commission approve the Agreement and the plan discussed there.  

6. In accordance with § 40-6-109, C.R.S., the ALJ now transmits to the Commission the record and exhibits in this proceeding along with this written recommended decision.  This decision recommends approval of the parties’ Agreement.

II.
FINDINGS OF FACT
7. Aquila is an electric public utility operating under authority issued by the Commission.  The Commission regulates Aquila’s rates, services, and facilities.

8. Aquila filed its Application for approval of its proposed QSP pursuant to Decision No. C03-697 (Mailed Date of June 25, 2003).  In that decision, the Commission approved the parties’ agreement settling Aquila’s 2002 Phase I electric rate case, Docket No. 02S-594E.  The settlement there (paragraph 5, page 7), in part, provided:

Aquila agrees to discuss collaboratively with the Trial Staff and the OCC (and any other party that may be interested) a workable quality of service plan for Aquila’s electric operations in Colorado.  The goal is to develop a quality of service plan tailored to Aquila and then to file an application with the Commission on or before January 31, 2004, for approval of the plan.

9. In this Application, Aquila proposed a quality of service monitoring plan.
  That is, under that proposal, Aquila would file annual reports for five years notifying the Commission of its performance on three measures of quality of service: customer complaints, telephone response time to customer calls, and electric service unavailability (discussion infra).  This was a quality of service monitoring plan only, since no bill credits would be given to customers for inadequate performance on any of the three measures.  Aquila reasoned that no bill credits were necessary because historically Aquila has provided adequate electric service.  Therefore, a simple monitoring plan is sufficient and appropriate.

10. Exhibit A to the Application sets forth Aquila’s originally proposed QSP, including the three quality of service measures.  The first measure, customer complaints per 1,000 customers, would assess the number of complaints to the Commission’s External Affairs Section.  The proposed benchmark for adequate performance was .8 complaints per 1,000 customers.

11. The second quality of service measure proposed in the Application (Exhibit A), telephone response time, would assess response time to customer calls answered by Aquila’s Customer Call Centers, specifically the percentage of calls answered within 20 seconds.  Aquila proposed a benchmark for adequate performance of 65 percent of calls answered within 20 seconds, excluding those calls caused by extraordinary events affecting large numbers of customers and resulting in a heavy influx of calls to the Customer Call Centers (e.g. emergencies, natural disasters, catastrophic storms, and civil unrest).

12. The third quality of service measure proposed in the Application (Exhibit A), electric service unavailability, would assess the duration and frequency of electric system service interruptions experienced by Aquila’s customers in each performance year.  Specifically, Aquila would report its combined transmission and distribution system average interruption duration index (SAIDI).
  Aquila’s SAIDI would be measured excluding “major event days” as defined by the Institute of Electrical and Electronics Engineers (IEEE) methodology, Beta Method.  The plan also proposed to exclude planned outages, momentary outages of less than one minute in duration, and outdoor and street lighting in calculating Aquila’s SAIDI.  According to the plan, an annual SAIDI of 76 minutes for Aquila’s total Colorado electric transmission/distribution system would indicate adequate performance.  

13. Besides these three quality of service measures, Aquila, in the Application, also proposed to submit annually to the Commission two lists of its “worst-performing” distribution circuits, one based on SAIDI values and one based on the system average interruption frequency index (SAIFI) values.
  Both measures would exclude “major events” for each circuit.  The plan defined “worst performing circuit” as a circuit with a SAIDI (or SAIFI) value, excluding major events, that either ranks among Aquila’s ten least reliable circuits, or is more than 300 percent greater than the system average SAIDI (or SAIFI), excluding major events, or both.

14. As noted above, the Application proposed a plan only to monitor quality of service.  However, on July 19, 2004, Aquila filed an application to issue certain securities, Docket No. 04A-375SEG.  Aquila supplemented that securities application on August 5, 2004 by agreeing that its proposed QSP (in Docket No. 04A-046E) should contain a bill credit mechanism.  See Decision No. C04-0942 (Mailed Date of August 11, 2004), paragraph 4, page 2.  Aquila, in the securities application, agreed that the specifics of that mechanism would be determined in the present proceeding.  However, it agreed to “pursue a bill credit provision for the calendar year 2005 of $125,000.”  See Decision No. C04-0942, paragraph 4, page 2.  The Commission concluded that a bill credit mechanism as a component of Aquila’s QSP would be beneficial to customers.  See Decision No. C04-0942, paragraph 33, page 10.

15. Aquila filed direct testimony by W. Scott Keith on September 20, 2004.  Consistent with Aquila’s agreement and the Commission’s decision in Docket No. 04A-375SEG, Mr. Keith proposed certain modifications to Aquila’s QSP.  Notably, Aquila proposed a maximum bill credit of $125,000 if the quality of service measures were unmet for calendar 2005 only.  That maximum bill credit would be divided into the following components: $25,000 for the measure relating to customer complaints, $25,000 for the measure relating to response time to customer calls, and $75,000 for the measure relating to SAIDI.

16. Aquila’s direct testimony further proposed that, as part of the bill credit mechanism, Aquila would offset inadequate performance on one measure with better-than-average performance on another measure.  In his direct testimony (page 9), Mr. Keith suggested a sliding scale for each of the three performance measures.  On each measure, if Aquila met the benchmark for adequate service no bill credits (to customers) or rewards (to Aquila) would occur.  The plan would provide various credits to customers (for inadequate performance) and rewards to Aquila (for superior performance) for each measure depending on Aquila’s specific performance within the scale.  For example, on the SAIDI measure Aquila proposed:

                            Performance Targets – Electric Service Unavailability

	Total System

SAIDI (minutes)
	Payment/(Reward)

Level
	Payment/(Reward)

Amount

	>121

>111 but ≤ 121

>101 but ≤ 111

>56 but ≤ 101

>46 but ≤ 56

>36 but ≤ 46

≤ 36
	100%

75%

50%

None

50%

75%

100%
	$75,000

$50,000

$25,000

$0

($25,000)

($50,000)

($75,000)


Mr. Keith suggested similar sliding scales, with credits and rewards, for the measures relating to customer complaints and telephone response times.

17. In its direct testimony, Aquila further proposed “a bonus return of equity” if it exceeded all performance standards.  Specifically, the plan provided that if its performance on all three measures were such that Aquila was eligible for a reward in each category, it would “be entitled to request an extra .25 percent return on equity” if it filed a general rate case in the year following the performance year.  See Exhibit WSK-1, page 2.

18. Staff witness Wendell Winger filed answer testimony in response to Aquila’s proposed QSP.  Mr. Winger agreed with major components of Aquila’s plan including the three quality of service measures, the associated benchmarks for each measure, and the proposed amount of the bill credits ($125,000) as a starting point.

19. Mr. Winger did oppose the notion of granting rewards to Aquila for superior performance on the three measures.  According to Mr. Winger, the Commission has already established just and reasonable rates for Aquila in return for its provision of adequate electric service.  Aquila should not receive additional revenues simply for fulfilling its obligation to provide reliable service.

20. Additionally, Mr. Winger suggested certain modifications to the QSP:  First, the plan should provide bill credits for inadequate performance for four performance years, not one as proposed by Aquila.  Mr. Winger explained that bill credits for only one year would not provide reasonable incentives for Aquila to continue to offer adequate service.  Indeed, Mr. Winger suggested that the bill credits increase 50 percent for each measure not achieved for two consecutive years.

21. Second, Mr. Winger proposed that Aquila file an annual report listing its ten least reliable distribution feeder circuits according to a SAIDI calculation.  Mr. Winger pointed out that the SAIDI for some of Aquila’s feeder circuits appear to be extreme, especially as compared to the system SAIDI.  This, Mr. Winger asserted, indicates that Aquila failed to provide adequate service to some customers.  Mr. Winger recommended that the QSP provide bill credits of $100 for each customer on a feeder circuit if:  the SAIDI for the circuit exceeds 100 minutes and the circuit appears on the list of the ten least reliable circuits for two consecutive years.  For each additional consecutive year that the feeder circuit appears on the list and the SAIDI exceeds 100 minutes, the customer credit would be $150 plus the value of the credit for the prior year.

22. Finally, Mr. Winger requested Commission clarification that the bill credits provided under the QSP are not recoverable in rates.  Mr. Winger argued that the credits will offer no incentive to Aquila to provide adequate service if they are subject to rate recovery.

23. The OCC filed answer testimony by PB Schechter.  According to that testimony, the OCC agrees with significant elements of Aquila’ proposed QSP including the three quality of service measures, the specific standards for those measures (i.e. the sliding scale suggested by Mr. Keith), and the suggestion of $125,000 as the amount of potential bill credits as a starting point.

24. Like Staff, the OCC opposes rewards to Aquila for superior performance on the three quality of service measures.  Mr. Schechter pointed out that bill credits to customers are appropriate when Aquila fails to provide adequate service, since customers, by paying rates set by the Commission, are entitled to an adequate level of service.  In contrast, Mr. Schechter asserts, if Aquila increases investment in service quality, thereby exceeding the quality of service benchmarks, the appropriate way to “reward” Aquila is to include that investment in rate base in a rate case, allowing Aquila to recover those investments (along with a reasonable return) in rates.

25. Mr. Schechter also suggested a separate performance measure and associated bill credits (up to $25,000) for poorly performing distribution feeders on Aquila’s system.  Mr. Schechter noted that the SAIDI’s for some distribution feeders in 2004 were “atrocious,” many times the system SAIDI.  This indicates that, even if Aquila’s customers on average receive adequate service as shown by an acceptable system SAIDI, some customers on particular feeders may not receive acceptable service.  A separate performance measure and associated bill credits for the least reliable distribution feeders would address this problem.

26. Mr. Schechter proposed:  If any distribution feeder had a SAIDI in excess of 800 minutes in a plan year, Aquila would pay a bill credit of $100 to each customer served by that feeder.  Additionally, if Aquila’s ten worst performing feeders had an average SAIDI of more than 200 minutes in a plan year, Aquila would pay $8,000 in bill credits to customers on those feeders.  Aquila would pay $16,000 in credits if the SAIDI on those feeders was more than 300 minutes, and $25,000 if the SAIDI was more than 400 minutes.

27. Finally, to increase the incentive to Aquila to avoid consecutive years of inadequate service quality (according to the performance measures in the plan), Mr. Schechter proposed a “ratcheting” mechanism in which the maximum bill credits would double for each consecutive year in which Aquila failed to achieve the benchmarks on the quality of service measures.  Under this proposal, for example, the maximum bill credits would be $150,000 for 2005, the first year of the QSP.
  If Aquila failed to provide adequate service in 2005, the maximum bill credits for 2006 would double to $300,000, and $600,000 for 2007 if Aquila failed to achieve the specified standards in 2006.  Similarly, the maximum bill credits per year would ratchet down (by half) for each year Aquila achieved the standards.

28. The Agreement addresses the disputes between the parties regarding an appropriate QSP for Aquila.  For the reasons discussed below, the ALJ concludes that the Agreement should be approved in its entirety.

29. The ALJ first notes that Staff and OCC adequately explained why the Commission should adopt a quality of service plan for Aquila.  Messrs. Winger and Schechter pointed out that Aquila Networks-WPC, the entity providing electric service in Colorado, is simply an operating division of Aquila, Inc.  And Aquila, Inc., in recent years, has experienced serious financial problems.  Mr. Winger observed that Aquila, Inc. has extensively reorganized its operations, in part, by eliminating hundreds of employee position, some of them in Colorado.  These factors indicate that Aquila’s quality of service could decline, for example, if Aquila, Inc. allocates fewer resources to maintaining adequate service in Colorado.  A quality of service plan, especially one with concrete incentives such as a bill credit mechanism, will help ensure that Aquila maintains an adequate level of electric service.  

30. The Agreement (paragraph 1, pages 3-4) adopts the quality of service measures suggested by all parties to this case: customer complaints per 1,000 customers, telephone response time to calls to the Company Customer Call Centers, and electric service unavailability (SAIDI).  Additionally, all parties agreed to the precise standards for each measure, that is, the specific ranges suggested by Mr. Keith in the sliding scales.  Aquila, in its direct testimony, explained that sliding scales are appropriate because they result in larger bill credits the more Aquila deviates from the benchmark for acceptable service.  In addition, a sliding scale eliminates the potential for maximum bill credits for only slight deviations from the benchmark for adequacy.  Aquila also explained the sources for the specific benchmark for adequate service:  The benchmark for customer complaints (.8 complaints per 1,000 customers) is the same metric established for Public Service Company’s quality of service plan; the benchmark for telephone response times is also from the Public Service plan, adjusted for Aquila’ historical experience; and the benchmark for system SAIDI reflects Aquila’s actual SAIDI statistics for 1998-2002 adjusted for major events as defined by IEEE.  The ALJ concludes that all of these components of the QSP are appropriate.

31. According to the Agreement (paragraph 2, page 4), the parties will attempt to create a fourth performance measure (a subset of the electric service unavailability) consisting of either (a) the ten worst performing distribution feeders, or (b) regional SAIDI for Aquila’s three regions.  Creation of this measure will not increase the bill credits associated with electric service unavailability.  This portion of the Agreement addresses Staff’s and the OCC’s advocacy for a performance measure relating to Aquila’s least reliable distribution feeder circuits.  Staff and the OCC, in their direct testimony, did assert that service to some Aquila customers was inadequate, as shown by feeder SAIDI’s substantially in excess of the system SAIDI, and argued that the performance measure for the least reliable feeders should be accompanied by a separate bill credit mechanism.  However, Aquila’s rebuttal suggested that when the SAIDI’s for these feeder circuits were normalized for events beyond its control, such as lightning and snow storms, those feeder SAIDI’s were comparable to the system SAIDI.  In light of that testimony, the ALJ finds it acceptable that no separate bill credits will be accorded for the fourth performance measure.

32. As for bill credits, the Agreement (paragraph 4, page 5) provides for maximum bill credits of $125,000 for the first year, with $25,000 apportioned to the measure for customer complaints, $25,000 to telephone response time, and $75,000 to electric service unavailability.  These initial amounts are, however, subject to a ratchet mechanism that increases the maximum credits by 50 percent each year Aquila fails to meet the benchmarks for adequate service, and decreases the maximum credits by 33 percent each year Aquila meets or exceeds the benchmarks.  So, for example, if Aquila failed to achieve all three benchmarks for adequacy in year 1, the maximum credits for year 2 would increase to $187,500 (a 50 percent increase of $125,000).  In any event, the maximum bill credit under the Agreement is $281,250 (a maximum of $168,750 for  electric service unavailability,  $56, 250 for customer complaints, and $56,250


for telephone response time). No rewards will be given to Aquila for performance above the benchmarks for adequate service.

33. The ALJ finds the provisions relating to bill credits to be reasonable.  In their testimony, the parties all agreed that $125,000 is an appropriate starting point.  Both Staff and the OCC advocated increasing credits, in the event Aquila fails to meet the benchmarks in a performance year, as an additional incentive for Aquila to improve its service from year to year.  The ratchet mechanism adopted in the Agreement is consistent with that purpose.  The ALJ agrees that the starting point for the bill credits and the ratchet mechanism are appropriate given the size of Aquila’s operations in the state.  These provisions offer ample incentive to Aquila to maintain its quality of service, but are not overly burdensome to Aquila.  In addition, the ALJ agrees with Staff and the OCC that “rewards” to Aquila for service above the benchmarks for adequacy are not appropriate.  The rates only recently approved by the Commission for Aquila already compensate it for providing an adequate level of service.

34. The QSP implemented under the Agreement will be in effect for five years, beginning July 1, 2005 (i.e. the first QSP performance year is July 1, 2005 through June 30, 2006).  But, if Aquila attains an investment grade rating on its senior unsecured debt, and has met the benchmarks for adequacy on all three quality of service measures for three consecutive performance years, Aquila may file an application requesting that the Commission terminate the plan.  See Agreement, paragraph 5, page 6.  The ALJ concludes that this is appropriate.  As noted above, Staff and the OCC advocate a quality of service plan for Aquila because of the financial problems experienced by Aquila, Inc. and their concern that those problems could affect Aquila’s ability to maintain an adequate level of service.  These provisions in the Agreement address all the parties’ concerns.  And the ALJ concludes that these provisions fairly balance the interests of customers and Aquila.

35. According to the Agreement (paragraph 8, page 7), Aquila will file, on one-days notice, tariffs implementing its QSP.  Copies of the proposed tariff pages are attached to the Agreement.  The ALJ approves that provision.  By this Order, Aquila is authorized to file, on not less than one-days notice to the Commission, tariff pages implementing its QSP.  Those filed tariff pages shall be identical, except for any necessary typographical or clerical corrections, to the tariff pages attached to the Agreement.

III.
CONCLUSION

36.
For the reasons stated above, the parties’ Motion for Approval of Settlement Agreement is granted and the Settlement Agreement is approved.


37.
In accordance with § 40-6-109, C.R.S., the Administrative Law Judge recommends that the Commission enter the following Order.

IV.
ORDER
A. The Commission Orders That:

1. The Motion for Approval of Settlement Agreement by Aquila, Inc., doing business as Aquila Networks-WPC, Trial Staff of the Colorado Public Utilities Commission, and the Colorado Office of Consumer Counsel is granted.  The Settlement Agreement between the parties filed on February 18, 2005 is approved without modification.

2. As modified by the Settlement Agreement approved here, the Application for Approval of a Quality of Service Plan for its Colorado electric operations by Aquila, Inc., doing business as Aquila Networks-WPC, is granted.

3. Aquila, Inc., doing business as Aquila Networks-WPC, may file, on not less than one-days notice to the Commission, tariff pages implementing the quality of service plan set forth in the Settlement Agreement approved here.  Those filed tariff pages shall be identical, except for any necessary typographical or clerical corrections, to the tariff pages attached to the Settlement Agreement.  Aquila shall make the necessary tariff filings in time to implement the quality of service plan set forth in the Settlement Agreement beginning July 1, 2005.

4. This Recommended Decision shall be effective on the day it becomes the Decision of the Commission, if that is the case, and is entered as of the date above.

5. As provided by § 40-6-109, C.R.S., copies of this Recommended Decision shall be served upon the parties, who may file exceptions to it.  

6. If no exceptions are filed within 20 days after service or within any extended period of time authorized, or unless the decision is stayed by the Commission upon its own motion, the recommended decision shall become the decision of the Commission and subject to the provisions of § 40-6-114, C.R.S.

7. If a party seeks to amend, modify, annul, or reverse basic findings of fact in its exceptions, that party must request and pay for a transcript to be filed, or the parties may stipulate to portions of the transcript according to the procedure stated in § 40-6-113, C.R.S.  If no transcript or stipulation is filed, the Commission is bound by the facts set out by the administrative law judge and the parties cannot challenge these facts.  This will limit what the Commission can review if exceptions are filed.

8. If exceptions to this Decision are filed, they shall not exceed 30 pages in length, unless the Commission for good cause shown permits this limit to be exceeded.
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� The discussion merely summarizes the QSP proposed in the Application; not all elements of the plan are noted here.


�  SAIDI measures the average interruption duration for customers served during a performance year.  It is determined by dividing the sum of all customer interruption durations during a performance year by the number of customers served during the performance year.


� SAIFI measures the average number of interruptions per customer served for a performance year.  It is determined by dividing the accumulated number of customer interruptions in a performance year by the number of customers served.


�  In fact, the Agreement adopts Mr. Keith’s suggested ranges for bill credits only.  As discussed infra, the Agreement does not provide rewards to Aquila for performance above the benchmarks for adequate service.


�  The $150,000 maximum includes the $125,000 starting point for the three measures suggested by Aquila plus $25,000, the separate bill credit for poorly performing distribution feeders suggested by Mr. Schechter.


�  The discussion merely summarizes the Agreement; not all elements of the Agreement are noted here.


�  The ALJ also observes that adoption of a QSP for Aquila does not preclude the Commission or individual customers from requesting refunds or reparations in specific complaint proceedings.  So, for example, if Aquila in the future provides substantially inadequate service to customers on specific distribution feeders, the Commission retains the authority to order reparations to those customers through a show-cause proceeding.
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