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1.  The history of this proceeding can be traced to Colorado Public Utilities Commission ("Commission") Decision No. C91‑918 adopted on July 17, 1991.  As part of that decision, the Commission approved the "Revised Settlement II" associated with Public Service Company of Colorado ("Public Service" or "Company") Docket Nos. 90F‑226E and 91S‑091EG.
  Revised Settlement II included an agreement on the part of the signatories to request the creation of a new docket in order to address issues related to decoupling and other DSM incentives for Public Service.
  



2.  On July 15, 1991, Docket No. 91A‑480EG was created when the Land and Water Fund of the Rockies ("LWF"), the Office of Consumer Counsel ("OCC"), the Office of Energy Conservation ("OEC") and Public Service filed an application seeking Commission consideration of the above‑referenced issues.



3.  After conducting extensive hearings in Docket No. 91A‑480EG, the Commission adopted Decision No. C93‑38 on January 13, 1993.  As part of this decision, the Commission approved the terms of a settlement agreement ("the 91A‑480EG Settlement Agreement")
 for the limited purpose of modifying the financial incentives paid to Public Service through the Demand‑Side Management Cost Adjustment ("DSMCA") clause for DSM programs developed as part of the DSM Collaborative Process.



4.  The Commission explicitly rejected such incentive payments as a long‑term solution to the disincentives against investments in cost‑effective DSM which exist under a traditional regulatory framework.  As a result, the Commission directed Staff and Public Service to develop a decoupling mechanism for consideration by the Commission in Phase I of the 1993 Public Service rate case (Docket No. 93S‑001EG).  



5.  On March 24, 1993, the Commission adopted Decision No. C93‑325 which severed all issues related to decoupling and other DSM incentives from the 1993 Public Service rate case into a separate proceeding. 



6.  The instant docket was created on March 8, 1993, when the Commission adopted Decision No. C93‑401.  In that decision, the scope of issues to be considered in this docket were defined as those addressed in Decision No. C93‑38 associated with Docket No. 91A‑480EG.  Intervenor status was granted to all parties who had previously intervened in Docket Nos. 91A‑480EG and 93S‑001EG.



7.  Direct Testimony was filed on May 14, 1993 and Answer Testimony on August 30, 1993.  Parties who filed testimony included:  OCC, OEC, LWF, Public Service, WestPlains Energy ("WestPlains"), and Staff.  



8.  The testimony originally filed by Public Service recommended that the Commission adopt the parity revenue and incentive setting mechanism ("PRISM").  LWF proposed the adoption of a statistical recoupling mechanism ("SRM").  Other parties proposed that the Commission merely maintain the use of incentive payments as part of the DSMCA, or, revert to "traditional regulation" for the time being.   



9.  On February 10, 1994, prior to the commencement of hearings, all of the parties in this docket submitted a stipulation and settlement agreement ("the 93I‑199EG Settlement Agreement") to the Commission.  Signatories included:  CF&I, the Colorado Business Alliance for Cooperative Utility Practices, Colorado Interstate Gas, Cyprus Climax Metals Company ("Cyprus"), LWF, MI, OCC, OEC, Public Service, Staff, the United States Department of Energy and United States Executive Agencies, and WestPlains.



10.  There were two key provisions associated with the 93I‑199EG Settlement Agreement.  The first specified that a Technical Working Group ("TWG") composed of parties to this docket perform a simulation in order to analyze the impacts caused by the implementation of PRISM, SRM, and a third mechanism known as the Inducement Revenue Formula (IRF), on the costs, sales, revenues, prices and earnings of Public Service.  The purpose of this simulation was to allow parties to analyze how these three mechanisms would have performed in the past in order to insure the Commission was provided with an adequate record to make an informed decision concerning their possible implementation.  The second key provision of the 93I‑199EG Settlement Agreement proposed IRF as the "default" mechanism to be implemented by Public Service on January 1, 1996, unless a superseding decision was issued by the Commission.  If implemented, IRF would then be in effect for the three‑year period from 1996 through 1998.



11.  In Decision No. C94‑244, adopted on March 8, 1994, the Commission declined to accept the proposed 93I‑199EG Settlement Agreement based on a desire to conduct a full hearing prior to rendering a decision on the provisions of the agreement. 



12.  In a prehearing conference, the Commission agreed, on May 13, 1994, to approve the 93I‑199EG Settlement Agreement in Decision No. C94‑764.  In addition to approving the terms of the 93I‑199EG Settlement Agreement, the Commission also accepted the procedural schedule proposed by the parties.  This procedural schedule called for the results from the simulation to be filed with the Commission on January 31, 1995; a second‑round of Direct Testimony to be filed on March 1, 1995; a second‑round of Answer Testimony to be filed on March 31, 1995; and Commission hearings on May 1, through May 5, 1995.



13.  The procedural schedule originally approved by the Commission in Decision No. C94‑764 was first modified on March 29, 1995, when the Commission approved an approximate three‑month extension of the original procedural deadlines in Decision No. C95‑304.  It was modified again on August 2, 1995, when Decision No. C95‑723 was adopted.  Pursuant to these procedural decisions, a second round of Direct and Answer Testimony was filed on June 15, 1995 and August 7, 1995, respectively.  The LWF and OEC ("LWF/OEC") submitted joint pre‑filed testimony while Public Service and Staff submitted pre‑filed testimony on an individual basis.



14.  Hearings were held by the Commission on September 19 through September 21, 1995.  In addition to the parties who submitted pre‑filed testimony, active participants at the hearing included CF&I, Cyprus, and OCC.  Post‑hearing statements of position were filed by CF&I, Cyprus, LWF, OCC, OEC, Public Service, and Staff.  Staff also filed a Motion to Accept Late Filed Statement of Position. 
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1.  The Commission's commitment to explore regulatory mechanisms designed to create incentives, or reduce disincentives, for Public Service to invest in cost‑effective DSM has not wavered over a period of almost five years.  Throughout this period, steady movement toward increased competition in the generation sector of the electric utility industry has taken place.  



2.  The contrast between current perceptions concerning the appropriate regulatory and competitive framework for the electric utility industry and those that existed in 1991
 are most notable when the issues under investigation in this docket are juxtaposed against the Energy Policy Act of 1992, Federal Energy Regulatory Commission ("FERC") initiatives to create competition in the wholesale electric generation market,
 and various state initiatives associated with electric retail wheeling.  As might be imagined, the events of the past few years have done much to alter not only the perceptions, but the positions of many of the parties to this docket.
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1.  Considering the specific provisions of the Commission‑approved 93I‑199EG Settlement Agreement, it would not have been illogical to assume that the Commission's final decision in this docket would be limited to the relatively narrow questions of what form of decoupling mechanism, if any, should be implemented for Public Service.  Instead, the issues in this docket have broadened into a deeper policy debate concerning the very future of Public Service's regulated DSM activities.  



2.  The Commission acknowledges that there is a need to address much deeper policy questions as part of the final disposition of this docket.  Given the changing nature of the electric utility industry, it would be unwise to consider any decoupling or DSM incentive mechanism in an intellectual vacuum, devoid of recognition that conventual wisdom concerning electric utility DSM issues may no longer be appropriate.  Indeed, the Commission's efforts to develop new IRP Rules featuring a competitive resource acquisition process (including the competitive acquisition of new DSM) illustrates the need to rethink traditional regulatory approaches in light of changing circumstances.
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1.  Based on the foregoing discussion, the Commission will address the following specific issues associated with the regulated DSM activities of Public Service.  All of these issues were raised in the second‑round of testimony filed by various parties to this docket.

Issue #1:

Should PRISM, SRM, or IRF be implemented?

Issue #2:

Should IRF be implemented on January 1, 1996, pursuant to the 93I‑199EG Settlement Agreement?

Issue #3:

Should the existing DSMCA be modified?

Issue #4:

Should the DSMCA be retained for future use?

Issue #5:

Should targets be set for the acquisition of DSM in 1997 and 1998?

Issue #6:

Should the Commission endorse a rate impact cap for future DSM acquisitions?

Issue #7:

Should the Commission endorse a DSM penalty and reward structure?

Issue #8:

Should the Commission order the acquisition of DSM identified for the years 1997 and 1998 as part of the 1996 IRP?

Issue #9:

Should the Commission endorse the concept of collecting the DSMCA through a non‑bypassable wires charge?

Issue #10:
Should the Commission form a DSM monitoring working group?
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1.  Perhaps the least controversial decision the Commission must make in this docket is associated with the question of whether PRISM, SRM, or IRF should be implemented by Public Service.  



2.  The parity revenue and incentive setting mechanism, or PRISM, was originally proposed by Public Service in the first‑round of testimony the Company filed in 1993.  PRISM is designed so that a portion of the Company's revenue is tied to the achievement of the DSM goals contained in its Commission‑approved IRP.  For the historic twelve‑month period ending on December 31, 1994, the TWG simulation indicated that approximately $3.97 million would have been returned to ratepayers under PRISM.  For the forecasted twelve‑month period ending on December 31, 1995, approximately $4.51 million would have been returned to ratepayers.



3.  Public Service withdrew its initial support for PRISM in the second‑round of Direct Testimony.  No party to this docket supports the implementation of PRISM.



4.  Statistical recoupling, or SRM, was originally proposed by LWF in 1993.  Unlike PRISM, which is merely an incentive mechanism, SRM is a true decoupling mechanism intended to separate the link between the revenues and kwh sales volume.  Under SRM, the amount of revenues recovered by Public Service is determined using a regression model employing weather and econometric variables.  This amount is then compared to the Company's actual collected revenues in order to determine the appropriate rate rider to be applied to electric customer bills.  For example, if actual revenue collections were less than the amount of revenue calculated under SRM, a positive rate rider would be applied.   



5.  Based on the use of historic economic and weather data, the results of the TWG simulation indicate that Public Service would have been required to collect the following additional revenues from ratepayers under SRM:  $3.3 million in 1991, $9.0 million in 1992, $5.6 million in 1993, and $.4 million in 1994.



6.  LWF/OEC maintain that statistical recoupling is their preferred approach for developing financial incentives to encourage Public Service investments in DSM.  However, they do not advocate adoption of SRM due to the fact that it may not be acceptable to all parties during the transition to increased electric industry competition.  Likewise, no other party supports the implementation of SRM.



7.  The final mechanism subject to TWG simulation was the Inducement Revenue Formula, or IRF.  IRF is a lost revenue mechanism that allows Public Service to recover the non‑fuel revenues foregone as a result of DSM programs.  As such, IRF is heavily dependent on the monitoring and evaluation of DSM program results in order to estimate lost revenues by customer class.  



8.  The TWG simulation indicated that Public Service would have been required to collect approximately $6.06 million in additional revenues from electric customers in 1994 and approximately $10.0 million in 1995 under IRF.
  No parties to this docket support the implementation of IRF. 



9.  Based on the ubiquitous lack of support for PRISM, SRM, and IRF by the parties to this docket, the Commission will not adopt any of these mechanisms for implementation by Public Service.
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1.  In accordance with the preceding discussion, the Commission specifically rejects the implementation of IRF by Public Service on January 1, 1996, as agreed to in the 93I‑199EG Settlement Agreement approved by the Commission in Decision No. C94‑764.
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1.  Public Service proposed two modifications to the existing DSMCA beyond those already approved by the Commission in the 93I‑199EG Settlement Agreement.  In order to better understand these proposed modifications, a brief review of the DSMCA is offered below.



2.  The DSMCA allows Public Service to collect ratepayer monies associated with the amortization of DSM investments, earnings on the unamortized balance of such investments, and a financial incentive payment.
  DSM programs that fall under the auspices of the "original DSMCA" include the two 50 megawatt ("MW") bidding programs, the Denver International Airport gas‑fired chiller project and various low income energy efficiency projects.  The original DSMCA features a seven‑year investment amortization period and a ten‑year financial incentive component



3.  The 91A‑480EG Settlement Agreement created the " modified DSMCA" applicable to DSM programs developed as part of the DSM Collaborative Process.  Like the original DSMCA, the modified DSMCA also features a seven‑year investment amortization period but utilizes a revised incentive payment consisting of $200/kilowatt base bounty which is reduced depending on the cost of the individual DSM measure.  This incentive payment can be fully collected within four years after the installation of the individual DSM measure.  The modified DSMCA created pursuant to the 91A‑480EG Settlement Agreement was utilized in 1993 and then revised in the Commission‑approved 93I‑199EG Settlement Agreement.  This revision, which applied to the years 1994 and 1995, changed the bounty payment such that it is based on kilowatt‑hour energy savings in addition to kilowatt capacity savings.  



4.  The first DSMCA modification proposed by Public Service, beyond those already approved by the Commission in the 93I‑199EG Settlement Agreement, would shorten the DSMCA investment amortization period from seven years to five years for those DSM investments made beginning in 1995.  This modification would allow Public Service to complete the collection of all DSM investment costs, for both original and revised DSMCA programs, during the twelve month period ending June 30, 2003.



5.  Public Service's stated justification for its proposal is a concern that the regulatory assets associated with its DSM investments could become "at‑risk" due to increased competition.  Shortening the amortization period associated with these investments allows the Company to more quickly alleviate this potential problem.



6.  The testimony of Public Service indicates that the Company's proposed change in the DSMCA amortization period will have a minimal effect on rates.  Specifically, the amounts collected from ratepayers during the years 1995 through 1999 will increase while the amounts collected from ratepayers during the years 2000 through 2003 will decrease.   



7.  Public Service's second proposed modification to the DSMCA involves foregoing the receipt of financial incentive payments for DSM programs that fall under the auspices of the original DSMCA.  The Company would not forego the receipt of financial incentives associated with DSM programs developed as part of the DSM Collaborative process which are recovered in the revised DSMCA.  This proposed modification would allow Public Service to conclude the collection of all DSM incentive payments, for both original and revised DSMCA programs, during the twelve month period ending June 30, 2003.  



8.  The testimony of Public Service indicates that approximately $2.4 million in financial incentive payments would be foregone by the Company under this proposed modification.  On a present value basis, the amount of financial incentives foregone is approximately $1.1 million.



9.  No party to this docket opposes the DSMCA modifications proposed by Public Service.  The Commission acknowledges that these modifications will benefit ratepayers when the forfeiture of incentive payments is viewed as a quid pro quo for the shortened amortization period.  Therefore, the Commission will approve Public Service's proposal without modification.  
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1.  The question of whether the DSMCA should be retained for future use is the first in a series of issues related to the structure of the Commission's IRP Rules.  These Rules were the subject of a Notice of Proposed Rulemaking (Docket No. 95R‑071E) in which the Commission elected to incorporate competitive resource acquisition as part of the IRP process.  This IRP Rulemaking docket was conducted concurrently with the disposition of this docket and new IRP Rules were adopted by the Commission on December 13, 1995.



2.  In addition to proposing modifications to the existing DSMCA, Public Service recommends, that under certain circumstances,the DSMCA be eliminated as a cost recovery tool for future DSM investments.  Specifically, the Company proposes that future DSM investments be recovered through base rates if such DSM investments are made within the context of an all source bidding process that requires DSM to compete with supply‑side resources on an equal basis.



3.  At the hearing, Public Service witness Stoffel acknowledged that the costs of DSM acquired through a segmented bidding process should be recovered through the DSMCA, as modified for a five year amortization period and no incentive payments.
  This position appeared to be slightly modified in the Company's statement of position which referred to the implementation of a DSMCA framework (see the discussion of Staff's position below) if DSM set asides were established by the Commission in the IRP Rulemaking docket.  Nonetheless, the position of Public Service is clear, future DSM acquisitions should be made within the context of an all source bidding process.  If this is the case, the need for the DSMCA will cease to exist.  



4.  The reaction of other parties to the Company's position regarding the retention of the DSMCA was unusually diverse.  Staff argued that a "flexible DSMCA framework" be retained for future DSM acquisitions made as part of the IRP competitive resource acquisition process.  According to Staff, Public Service should be allowed to recommended the DSMCA amortization period, financial incentive component (if any), and lost revenue component (if any), on a project specific basis.  Thus, Staff contends it is unnecessary to specify the nature of a future DSMCA clause in this docket.  Staff also argues that questions regarding whether use of the DSMCA is appropriate under either segmented or all source bidding have little practical relevancy.  Staff witness Dr. Schmitz testified that the DSMCA is a viable cost recovery tool regardless of whether DSM is acquired through an all source or segmented bidding process since the investment costs, financial incentives, and lost revenues subject to recovery are entirely independent of the actual competitive procurement process utilized.



5.  LWF/OEC argue that the Company's proposed base rate cost recovery approach "will likely result in practically no utility‑sponsored energy efficiency occurring after 1996."
  To buttress this contention, LWF/OEC cite numerous passages from Decision No. C93‑38 in which the Commission found that traditional regulation (i.e, base rate cost recovery) creates a disincentive for Public Service to acquire cost effective DSM due to the link between revenues and kilowatt‑hour sales.  LWF/OEC recommend that the Commission retain the DSMCA for future use, as modified for a five‑year amortization period and no incentive payments.



6.  OCC advocates for the adoption of the DSMCA, as modified for a five‑year amortization period and no incentive payments.  In particular, OCC argues against Staff's proposal to maintain a flexible DSMCA framework that would allow Public Service to customize the DSMCA on project by project basis.  According to OCC, potential DSM bidders need to know the nature of the cost recovery mechanisms Public Service will be using in order to properly structure their bids.  OCC also contends that a flexible DSMCA may allow Public Service to manipulate the bidding process by providing more favorable cost recovery treatment for DSM bids that it prefers.



7.  Cyprus argues that there is no need to establish the structure of any future DSM cost recovery mechanism in this docket.  Instead, Cyprus suggests that the exact nature of such a mechanism be determined after bids are received as part of the 1996 IRP competitive resource acquisition process.



8.  The Commission's position on this issue reflects the testimony of various parties.  The Commission agrees with OCC that Staff's flexible DSMCA framework may be somewhat problematic.  Therefore, the Commission will accept OCC's recommendation and approve the use of the DSMCA, as modified for a five year amortization and no incentive payments, for the recovery of future DSM investment costs.  



9.  The Commission also strongly agrees with LWF/OEC that elimination of the DSMCA will create a situation in which DSM is once again at the mercy of the disincentives existing under the current regulatory framework.  The retention of the DSMCA, even without an incentive payment or explicit lost revenue component, will at least allow Public Service to maintain accelerated cost recovery for its DSM investments.  Presumably, such accelerated recovery is an incentive given the Company's fears concerning "at‑risk" DSM regulatory assets.  



10.  The Commission is not insensitive to the concerns expressed by Public Service relating to the negative rate impacts of DSM.  However, eliminating, or significantly limiting, the use of DSMCA as a cost recovery tool would seem an inappropriate method for dealing with such concerns.  Although not an explicit part of the record in this docket, the Commission's new IRP Rules emphasize the need to appropriately balance short‑term DSM rate impacts against longer‑term net present value of revenue requirement considerations.



11.  Finally, the Commission concurs with the arguments of Staff witness Dr. Schmitz that the DSMCA is a viable cost recovery tool regardless of whether DSM is acquired in an all source or segmented bidding process.  Therefore, the DSMCA, as modified for a five year amortization period and no incentive payments, will be utilized for future Public Service DSM acquisitions regardless of the competitive procurement process utilized.   
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1.  LWF/OEC advocate the setting of targets for the acquisition of DSM by Public Service in the years 1997 and 1998.  These parties argue that if the Commission does not set such targets, Public Service may not acquire any new DSM during those years.  This is especially true given that DSM acquisitions resulting from the 1996 IRP competitive resource acquisition process, if any, may not take place until after 1998.



2.  While acknowledging that Public Service is not formally required to acquire DSM beyond 1996, the final year of the Company's IRP short‑term action plan, LWF/OEC note that Public Service's 1993 IRP Preferred Plan includes approximately 500 MW of cost‑effective DSM, with like amounts appearing in its subsequent IRP annual up‑dates.
  They use this information to buttress their argument that cost‑effective DSM is indeed readily available for acquisition in the years 1997 and 1998 if so ordered by the Commission.



3.  No other parties to this docket support the setting of DSM targets for the years 1997 and 1998.  Many parties argued that such targets are inappropriate because they would be based on stale information contained in the 1993 IRP.  In general, all other parties concur that the 1996 IRP is the appropriate venue for determining the amount and timing of future DSM acquisitions made by Public Service.



4.  The Commission concurs with those parties who oppose the setting of DSM targets for 1996 and 1997.  Setting targets based on potentially out‑dated information in the 1993 IRP is problematic especially given current uncertainties related to the level of future wholesale and retail generation competition.  Further, the Commission believes that the setting of such targets would serve to undermine the integrity of the 1996 IRP process which is intended to serve as the vehicle for the comprehensive acquisition of all future DSM and supply‑side resources acquired by the Company.  The Commission would also note that the 1994 and 1995 IRP up‑dates were merely filed with the Commission for informational purposes.  They are not subject to discovery by interested parties and are therefore inappropriate for the setting of such DSM targets.  
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1.  LWF/OEC and OCC recommend that the Commission express a desire to adopt a rate impact cap for DSM acquisitions made as part of the 1996 IRP proceeding.  According to the OCC, the specific workings of this rate impact cap could be developed and evaluated as part of the Company's 1996 IRP and revaluated in each subsequent IRP proceeding.



2.  In making this recommendation both LWF/OEC and OCC acknowledge that the long‑term revenue requirement benefits of DSM must be balanced against their potential negative short‑term rate impacts.  The OCC notes that this recommendation is consistent with the rate impact proposal made my the LWF, OCC and OEC as part of their proposed modifications to the Commission's draft IRP Rules.



3.  The Commission is concerned about the potential negative rate impacts created by investments in DSM.  However, the Commission will reject the LWF/OEC and OCC proposal for two primary reasons.  First, this is not the appropriate venue for consideration of this topic.  Second, the Commission's new IRP Rules provide for the consideration of DSM rate impacts in a manner that does not require the setting of inflexible caps that are potentially difficult to determine and administer.
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1.  LWF/OEC advocate the adoption of a penalty and reward structure associated with Public Service's regulated DSM activities.  Under this proposed structure, Public Service would be penalized $1 million for every 5 MW increment the Company falls below the following minimum performance floors: 15 MW in 1996, 20 MW in 1997, and 20 MW in 1998.  The reward enjoyed by Public Service is the benefit provided by the accelerated cost recovery and financial incentive provisions contained in the DSMCA.  According to the LWF/OEC such a system would achieve the twofold objective of encouraging good DSM performance on the part of Public Service while also discouraging poor DSM performance.



2.  Public Service and Staff argue against the imposition of such a penalty and reward structure.  Public Service notes that it is unnecessary to adopt either DSM targets or a penalty and reward structure in order to impress upon the Company the importance of DSM.  Staff notes that such a system may be unwise because it involves a command and control regulatory approach that could lead to the acquisition of non‑cost effective DSM merely to avoid the penalty.



3.  The Commission concurs with Public Service and Staff on this matter.  The question of whether such a penalty and reward structure should be implemented would seem more appropriately considered in another venue related to performance based regulation.  Therefore the Commission will reject the LWF/OEC proposal. 
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1.  In the absence of setting targets for Public Service DSM acquisitions during the years 1997 and 1998, LWF/OEC recommend that the Commission order Public Service to acquire the DSM approved by the Commission in the Company's next IRP filing.  OCC also supports such an order as a means to affirm the Commission's continuing commitment to DSM, and to reiterate the Company's continuing obligation to invest in DSM.



2.  The Commission will reject this request.  The policy statement provided later in this decision clearly reaffirms the Commission's continuing commitment to DSM and the continuing obligation of Public Service to acquire cost‑effective DSM.  Further, issuing such an order as part of this docket would inappropriately undermine the 1996 IRP process.  Thus, the Commission will reject the LWF/OEC and OCC recommendation.   
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1.  A final request made by LWF/OEC is that the Commission endorse the concept of collecting the costs recovered through the DSMCA via a non‑bypassable wires charge.  According to LWF/OEC, such an endorsement could be influential with the FERC in assuring that unamortized DSM investment balances are recovered from existing Public Service customers who choose to bypass the Company's system.  In fact, LWF's post‑hearing statement of position offers the following recommended language for such an endorsement:


The Commission hereby determines that DSMCA revenues should be collected through a "wires" charge or some other non‑bypassable surcharge.  It is thus this Commission's intent that PSCo's [Public Service's] existing retail customers should not be able ‑ through retail wheeling, municipalization, or any other means ‑ to bypass their responsibility for any unamortized balances in the DSMCA.



2.  The Commission concedes that such a non‑bypassable wires charge may indeed be an appropriate tool for the future collection of costs associated with both stranded utility assets and the funding of so‑called stranded benefits related to DSM, renewable energy, and support for low income customers.  In fact, the Commission urges parties to this docket to review the Staff's comments in response to FERC's "Mega‑NOPR" (see footnote 8) which emphasize the need for states to retain jurisdictional authority over unbundled retail transmission services in order to retain the option of implementing such a wires charge. 



3.  The Commission also acknowledges that the possible implementation of such a wires charge may indeed be considered by the Commission at some point in the future.  However, we concur with both CF&I and Cyprus that it is premature to take any action associated with such a wires charge at this time.  Therefore, we will reject the LWF/OEC proposal on this matter.
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1.  In Decision No. C95‑304, adopted on March 29, 1995, the Commission ordered parties to this docket to address relevant issues related to the performance, monitoring, and evaluation of Public Service's DSM activities in their testimony and exhibits.  In response to this request, Staff witness Dr. Schmitz proposed the formation of a monitoring working group in order to review information concerning the performance of the Company's DSM programs and make this information available to the Commission on a regular basis.



2.  The Commission concurs with the assessment of Dr. Schmitz that "no effective mechanism has been developed to review and report the performance of DSM mechanisms to the Commission and to interested parties."
  As a result, the Commission does not feel satisfactorily informed concerning the status, or performance of Public Service's Commission‑approved DSM programs. 



3.  While the Commission feels confident the Company is fully complying with the monitoring and reporting requirements contained in the Commission decisions approving each DSM program, the need to devise a process to insure that such information is provided to the Commission on a regular basis is acute.  This is especially true given the magnitude of DSM program costs.  According to Company witness McLenon, DSMCA cost recovery will total approximately $93 million through June 30, 2003 when calculated using a five year amortization period and the forfeiture of incentive payments.
   



4.  The Commission is also concerned that the Quarterly Action Committee ("QAC") composed of Public Service, OCC, and Staff may no longer be an effective mechanism for reporting the results of the Company's DSM.  Specifically, the Commission is unsure of the status of the QAC's current activities and we are concerned that the QAC's membership may be so limited as to exclude the potentially valuable input of other interested parties.



5.  Staff's proposal for the formation of a monitoring working group provides an excellent foundation for consideration of the above‑referenced problems.  However, given the limited time and resources of Staff, the OCC and other interested parties, the Commission is concerned that the formation of another working group, regardless of its functions or composition, may be an ineffective or excessively time consuming solution.  



6.  Instead, the Commission will order the implementation of the following process: In conjunction with the filing of its annual DSMCA rate rider application on April 1 of each year, Public Service shall also file annual up‑dates that describe the status and performance of each Commission‑approved DSM program.  These annual up‑dates shall inform the Commission, in a detailed and comprehensive manner, of the monitoring and evaluation results associated with each DSM program through the previous calendar year ending December 31.



7.  Annual up‑dates provided pursuant to this process shall not replace or supersede the requirements contained in previous Commission decisions.  Nor shall they replace or supersede the activities of the QAC.  



8.  Interested parties shall have thirty days to provide written comments concerning the information contained in the annual up‑dates provided by Public Service.  The Commission, on its own motion, or at the request of an interested party, may elect to open a docket and hold hearings in order to investigate the information contained in an annual up‑date.



9.  Interested parties are not required to intervene, or file a protest associated with Public Service's annual DSMCA rate rider application in order to file written comments with the Commission concerning the information provided in an annual up‑date.  



10.  All Commission actions taken in regard to Public Service's annual DSMCA rate rider application will continue to be conducted pursuant to the Commission's Rules of Practice and Procedure.
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1.  LWF/OEC provided significant testimony in support of the contention that the energy efficiency market is not yet mature and therefore incapable of effectively competing against the market for supply‑side resources in the near term future.  In addition, LWF/OEC provided testimony concerning the many benefits associated with the acquisition of cost‑effective DSM by Public Service.



2.  LWF/OEC pointed out that as a fully regulated monopoly utility, Public Service enjoys significant benefits unavailable to its unregulated competitors. In particular, the existence of various accelerated cost recovery mechanisms such as the Electric Cost Adjustment clause and the Qualifying Facility Cost Adjustment clause.  Finally, LWF/OEC also persuasively argued that Public Service's continuing status as a vertically integrated monopoly places the Company in a unique position to promote energy efficiency during the transition to increased electric utility industry competition.  



3.  In contrast, Public Service contended that due to the pressures associated with increased competition, it should be liberated from the responsibility to acquire ratepayer‑subsidized DSM which might increase electric rates and thus harm the Company's ability to compete.  In this regard, Public Service provided significant testimony concerning its desire to transition to DSM activities funded by participant surcharges as opposed to the entire body of ratepayers.  



4.  Public Service also argues that the unregulated energy efficiency market is sufficiently mature for DSM to effectively compete with supply‑side resources.  The Company suggests that any failure on the part of energy efficiency to compete effectively against supply‑side resources is not the result of any so‑called market failure but rather the result of informed consumer choice.  Thus, Public Service contends that there is no need for the Company to continue to provide support for the development of the energy efficiency marketplace beyond what it has already provided through its existing Commission‑approved DSM activities.  



5.  Finally, Public Service suggests that its obligation as a good corporate citizen is to "keep rates low to its customers as well as to provide opportunities for energy efficiency".
  Public Service suggests that the true test of customer interest in energy efficiency is whether customers are willing to invest their own capital in such programs.  If customers fail to invest in energy efficiency opportunities provided by the Company, the Company argues it should not be mandated to make such investments itself.  



6.  The Commission believes that full competition in the electric utility industry has not yet arrived, and may not for a period of many years.  Although the Commission understands Public Service's need to prepare for increased competition, the Company's belief that such competition requires the immediate cessation of all regulated DSM acquisitions, except those made as part of an all source competitive bidding process, seems premature.



7.  The Commission also does not necessarily concur with the Company's assessment that the market for energy efficiency is fully developed and no longer in need of the stimulation provided by utility‑sponsored DSM activities.  When, or if, a thriving and price competitive energy efficiency market will develop is open to question.  Nonetheless, to the extent such efforts do not impair the Company's ability to meet the challenges of increased competition in the wholesale and retail generation markets, the Commission believes that Public Service should make every effort to support the development of a fully competitive energy efficiency market.



8.  Finally, the Commission would point out that its function includes an obligation to insure that Public Service and all other regulated utilities operate in a manner that is in the broad public interest.  In order to fulfill this public interest mandate, the Commission must be concerned with much more than whether regulated utilities have the lowest possible short‑term rates.  This means the Commission must also be cognizant of the impact of Public Service operations on issues related to environmental quality, the public health and safety, and the economic vitality of Colorado as a whole.  To do otherwise is either short‑sighted, negligent or both. 



9.  It is not impossible to ignore the role Public Service's regulated DSM activities have played in fostering these public interest objectives in the past.  The Commission reaffirms here its hope that Public Service will pursue a responsible balance which includes future energy efficiency and DSM activities, both on a regulated and unregulated basis, that will continue to demonstrate the Company's commitment to meet its obligations as a responsible Colorado corporate citizen.   



10.  Thus, the Commission recognizes the Company's efforts to provide unregulated market‑driven DSM options to its customers.  However, the Commission also reminds Public Service that it will be expected to fully comply with any Commission directives regarding the acquisition of regulated DSM that may be promulgated in the future.  



11.  The decisions rendered in this docket are fully consistent with the Commission's public interest mandate.  Although the Commission is unwilling to support several of the proposals made by LWF/OEC in this docket, the Commission believes that retention of the DSMCA as a cost recovery tool for DSM acquisitions made as part of the IRP competitive procurement process will do much to insure that the broad public interest continues to be protected. 
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1.  The January 1, 1996, implementation of the Inducement Revenue Formula as previously approved by the Commission in Decision No. C94‑764 is rejected.



2.  Public Service is ordered to file tariffs designed to conform to the Demand‑Side Management Cost Adjustment clause modifications specified in this decision.



3.  Public Service is ordered to file annual up‑dates describing the monitoring and evaluation of its Commission‑approved demand‑side management programs as specified in this decision.



4.  This investigation into incentive regulation and demand‑side management incentives for Public Service Company of Colorado is hereby closed.



5.  Staff's Motion to Accept Late Filed Statement of Position is granted.  



6.  This Order is effective on its Mailed Date.
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ADOPTED IN OPEN MEETING December 20, 1995.

THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF COLORADO

Commissioners

COMMISSIONER VINCENT MAJKOWSKI

CONCURRING IN PART AND

DISSENTING IN PART.
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:

A.  For the foregoing reasons, I respectively dissent:


1.  I do not support the retention of the DSMCA as a cost recovery mechanism for future DSM acquisitions made by Public Service.  I concur with the Company's position that all future regulated DSM acquisitions should be made within the context of an all source competitive bidding process.  The use of all source bidding should allow Public Service to acquire competitively priced DSM for which the accelerated cost recovery provisions of the DSMCA are not necessary.



2.  I do not support the majority policy statement concerning the future DSM activities of Public Service.  In my opinion, Public Service is correct in its assessment that market for energy efficiency is fully developed and no longer in need of support provided by the Company's regulated DSM activities.  



3.  I also concur with the Public Service's contention that the threat of future electric industry competition requires the Company to avoid DSM activities which increase electric rates.  Thus, I concur with the Company's desire to acquire new DSM solely through participant funded programs and all source competitive bidding.



4.  Finally, I disagree with the majority's emphasis on environmental quality as part of the Commission's broad public interest mandate.  In my opinion the Commission's primary and paramount objectives should be to insure: the lowest possible rates, reliable and safe service, and the financial integrity of our jurisdictional utilities.  Only by achieving these three objectives can the broad public interest be protected.

THE PUBLIC UTILITIES COMMISSION

OF THE STATE OF COLORADO

Commissioner




    � Docket No. 90F�226E was associated with an Office of Consumer Counsel complaint case filed against Public Service on March 29, 1990.  Docket No. 91S�091EG was a rate case filed by Public Service on January 31, 1991.  Both of these dockets were closed by the Commission's approval of a comprehensive settlement agreement pursuant to Decision No. C91�918.


    � The term "decoupling" is used to describe a number of different mechanisms designed to promote the acquisition of cost�effective DSM.  Such mechanisms render the level of revenues and profits enjoyed by electric utilities independent of their kilowatt�hour ("kwh") sales volumes.  By breaking the link between revenues, profits, and sales, electric utilities can theoretically be compensated for the revenues lost due to investments in DSM.  


    � Signatories to the 91A�480EG Settlement Agreement were CF&I Steel L.P. ("CF&I"), Climax Molybdenum, Multiple Interveners ("MI"), OCC, Public Service, and the Staff of the Commission ("Staff").  Notable non�signatories were the LWF and OEC who requested that the Commission summarily dismiss the agreement. 


     �  As discussed previously, the genesis of this docket can be traced directly to Docket No. 91A�480EG which has created in 1991.


     �  See generally, Federal Energy Regulatory Commission Docket No. RM95�8�000, Promoting Wholesale Competition Through Open Access Non�discriminatory Transmission Services by Public Utilities and; Docket No. RM94�7�001, Recovery of Stranded Costs by Public Utilities and  Transmitting Utilities.


     �  The TWG report originally estimated the impact of IRF as approximately $11.93 million in 1994 and $23.39 million in 1995.  These amounts were revised by PSCo witness Butler during the hearing.  Official Transcript, September 19, 1995, page 55, line 6 � page 56, line 6.


     �  The DSMCA does not include an explicit lost revenue component.


     �  See the testimony of Public Service witness Blair.  Official transcript, September 19, 1995, page 115, line 3 � page 115, line 10. 


     �  Official Transcript, September 19, 1995, 27:9 � 28:5.


     �  Official Transcript, September 20, 1995, 46:9 � 47:14.


     �  Answer Testimony of LWF/OEC witness Blank, 2:25.


     � The Commission adopted new IRP Rules on December 13, 1995.


     �  See e.g., the Direct Testimony of LWF/OEC witness Blank, page 4, line 9 � page 5, line; the Answer Testimony of witness Blank, page 3, line 27 � page 4, line 4; and LWF/OEC exhibit #12 entered at the hearing. 


     �  Although not an explicit part of the record in this docket, the Commission's new IRP Rules emphasize the need to appropriately balance short�term DSM rate impacts against longer�term net present value of revenue requirement considerations.  


     �  Answer Testimony of Staff witness Dr. Schmitz, 4:13 � 4:15.


     �  Direct Testimony of Public Service witness McLenon, 3:3 � 3:6.


     �  Public Service post�hearing Statement of Position, page 7.







