Decision No. C97-9

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

DOCKET NO. 95A‑531EG
IN THE MATTER OF THE APPLICATION OF PUBLIC SERVICE COMPANY OF COLORADO FOR COMMISSION AUTHORIZATION (1) TO MERGE WITH SOUTHWESTERN PUBLIC SERVICE COMPANY THROUGH THE FORMATION OF A REGISTERED PUBLIC UTILITY HOLDING COMPANY AND FOR ISSUANCE OF SECURITIES IN CONJUNCTION THERE WITH AND (2) TO IMPLEMENT A FIVE-YEAR REGULATORY PLAN WHICH INCLUDES AN EARNINGS SHARING MECHANISM; FOR ESTABLISHMENT OF A PROCEDURAL SCHEDULE; AND FOR SUCH OTHER RELIEF AS MAY BE APPROPRIATE OR NECESSARY.

DOCKET NO. 95A-464E

IN RE:  THE INVESTIGATION OF THE ELECTRIC COST ADJUSTMENT CLAUSE   OF PUBLIC SERVICE COMPANY OF COLORADO.

RULING ON REHEARING, REARGUMENT,
OR RECONSIDERation

Mailed Date:   January 15, 1997

Adopted Date:  January 15, 1997

I. BY THE COMMISSION

A. Statement

1. This matter comes before the Commission for ruling on applications for rehearing, reargument, or reconsideration ("RRR") filed by the Colorado Office of Consumer Counsel ("OCC") and Public Service Company of Colorado ("Public Service" or "the Company") to Commission Decision No. C96-1235.  In that decision, the Commission generally accepted the stipulation reached by the parties, with certain modifications, which allowed Public Service to merge with Southwestern Public Service Company through the formation of a registered public utility holding company, to issue of securities in conjunction with the merger, and to implement a five-year regulatory plan which includes an earnings sharing mechanism.

The OCC filed RRR contesting the Commission's decision to grant rewards to Public Service for improved reliability under the Quality of Service Plan ("QSP"). Public Service filed RRR contesting six different points.  These points generally dispute or seeks clarification regarding the additional reporting requirements imposed the Commission imposed.

B. Rulings

The OCC's application for RRR takes issue with the Commission's decision to grant rewards to Public Service for improved reliability under the QSP.  The OCC states that the reward structure creates an imbalance by rewarding the Company for expenditures to improve service quality without a demonstrated need for such improvements.  Likewise, the OCC suggests that there was no evidence presented to raise a verifiable concern over reliability at this time.  Finally, the OCC that believes the combination of financial penalties contained in the QSP and the potential for financial rewards under the Performance Based Regulation plan achieves symmetry.  The Commission disagrees.  We believe the symmetry of incentives and disincentives for reliability should be contained within the QSP.  As we noted on page 61 of our original decision, it appears that the Company's recent measures of service quality have declined.  We still find that the possibility of rewards in the QSP will provide positive incentives to PSCo to improve service quality.  Therefore we will deny the OCC request for RRR.

The Company first seeks reconsideration of the conditional approval of the securities issuance.  Within the original decision, the Commission approved the securities issuance conditioned upon the Company filing an affidavit stating that all the steps necessary for finalization of the merger had been completed and including the written orders from all other regulatory agencies ruling on the merger.  Public Service objects to the conditional approval of the securities because this, in effect, means the Commission's approval of the merger is not yet final.  

The Commission's intention in requiring that other regulatory agencies' rulings be filed with us was to allow for a review of those rulings at a later date.  If a condition were imposed which could be adverse to Colorado ratepayers, the Commission may on its own motion open a new docket, or may reopen this docket.  It was not our intention to make the merger approval conditional upon the other regulatory agencies' rulings.  We had envisioned that once all steps were completed the Company would file the affidavit and then it would have the authority to issue the securities.  Therefore, we will deny the Company's request for RRR on the securities issuance, but believe this clarifying discussion should address its concerns.

The next point raised by the Company concerns the requirement that Public Service submit the affiliate transaction analysis for our review and approval prior to its submission to the SEC.  Within its RRR, Public Service states that the purpose of the Stipulations' Paragraph 2b was to provide information to the OCC and Staff to monitor the results of the application of methodologies and factors on an after-the-fact basis.  In the footnote on page nine of the RRR, Public Service states that the actual service company allocation factors and cost assignments procedures are expected to be very similar to those already submitted in the rebuttal testimony of Wayne Brown.  The Commission will grant this request and require Public Service to submit this after-the-fact analysis with the first earnings test so that the Commission may approve the form of this analysis to ensure consistency in reporting this information in the subsequent earnings test filings. 

The Company also seeks clarification to allow it to report by groupings its affiliate transactions.  The Company states that it expects to have thousands of individual affiliate transactions between NC Services and Public Service in any given year.  To address this concern, the Company proposes to report transactions by logical grouping (e.g. category of services), and not on an individual transactions basis.  The Commission will grant this request.

Next, Public Service seeks permission to file the Capital Structure Exhibit post merger.  It notes that the information required for this submission will not be available until approximately forty-five days after the closing of the merger.  Accordingly, it seeks permission to submit this information sixty days after the date of closing of the merger.  The Commission will grant this request.

Contained within the original decision are a series of financial reporting requirements which the Commission imposed in approving the merger.  On page 52, we require Public Service to provide:


A monthly listing of all PSCo electric department account balances, on an account-by account basis, that includes: (a) actual and budgeted monthly balances; (b) actual and budgeted year-to-date balances; (c) calculation of the variance between the actual monthly balance and previous month's actual balance; (d) calculation of the variance between the actual monthly balance and the budgeted balance for that month; and (e) calculation of the variance between the actual year-to-date valance and budgeted year-to-date balance.  The Company shall provide a detailed explanation of all account variances greater than 5 percent for each one of these five items.

Public Service contends that this informational requirement is excessive.  In addition, the Company lists a series of concerns it has with this reporting requirement:  the Company does not compile budget information by FERC account, but rather by functional group; Public Service does not, as a matter of course, do variance analysis between budgeted and actual balance for every functional group; quarterly variance analysis will likely be the standard procedure rather than monthly; a variance analysis comparing actual amounts to budgeted amounts is simply not relevant to the earnings test calculation; and the five percent variance threshold should be changed to $500,000, at a minimum.

As an alternative, the Company suggests that the monthly Financial & Operating Reports (F&O's) which it currently provides the Staff would be sufficient.  The Commission has reviewed the September 1996 F&O's submitted to the Staff and finds that they should be sufficient with the following modifications.  The September F&O's contained two FERC account balance reports, one for the 400 series of accounts, (7 pages), and the second for the 100 & 200 series of accounts, (30 pages).  However, there was no FERC account balance report for the 500 series of accounts (O&M expenses) or the 900 series of accounts (A&G expenses).  We find that these accounts are important and should be part of the reporting requirements
.  

In addition to including the 500 and 900 series of FERC account balances as a report.  The Company should modify all FERC account balance reports to include a column for the prior month's balance, a column for the current month's balance (delete the current debit and current credit columns), a column for the current year-to-date, a column for last year's year-to-date, and a column for dollar variance.  The Commission agrees with the Company that the variance can be increased to $500,000 per account.  Likewise, the Commission agrees that the inclusion of budgeted information is unnecessary for the earnings test monitoring.  Therefore, the Commission will remove the budgeted information requirement contained in the first paragraph of page 52 and allow the substitution of the F&O's with the modifications discussed above for the FERC account balances report.  These reports will satisfy the reporting requirements of the first indented paragraph on page 52 of the original decision.  This report should be submitted in hardcopy and in computer disk format
.  

Finally the Company seeks reconsideration to delay the pre-earnings test filing to 90 days after the actual closing of the merger, and to clarify that the "final" merger costs will not be known until 1998.  In the original decision the Commission set March 31, 1997, as the date for the pre-earnings test filing.  The Commission intends to have these issues resolved prior to the filing of the first earnings test.  Consequently, it would be unacceptable to postpone the pre-earnings test filing to a date which could jeopardize the earnings test filing schedule for April 1, 1998.  However, the Commission is sympathetic to Company's concern.  Therefore, we will extend the filing date for the pre-earnings test from March 31 to June 2, 1997.  This should allow for the Commission to render a decision by the end of 1997 and allow for RRR to be resolved by the end of January 1998.  This will provide the Company with two months to compile the information necessary for the first earnings test.  The Commission will also acknowledge that the "final" merger costs will not be known at the time of the first earnings test filing, but the Commission does intend to address whether the "to-date" merger costs have been prudently incurred.

II. ORDER

The Commission Orders That:

The request for reconsideration filed by the Colorado Office of Consumer Counsel is denied.

The request for reconsideration filed by Public Service Company of Colorado is granted, in part, and denied in part, consistent with the above discussion.
This Order is effective upon its Mailed Date.

ADOPTED IN Commissioners’ WEEKLY MEETING

January 15, 1997.
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ATTEST:  A TRUE COPY



____________________

Bruce N. Smith

Director



THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO



VINCENT MAJKOWSKI
________________________________


Commissioner

COMMISSIONER ROBERT J. HIX AND R. BRENT ALDERFER CONCURRING IN PART AND DISSENTING IN PART.

III. CHAIRMAN ROBERT J. HIX CONCURRING IN PART AND DISSENTING IN PART:

I join in the majority's conclusion on all matters, except for the approval of the incorporation of rewards within the  Quality of Service Plan, as more fully explained in my dissent to Decision No. C96-1235.

THE PUBLIC UTILITIES COMMISSION
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ROBERT J. HIX
________________________________

Commissioner

IV. COMMISSIONER R. BRENT ALDERFER CONCURRING IN PART AND DISSENTING IN PART:


I concur with the Commission Order on all matters except the modifications of the Order to (1) allow issuance of securities prior to Commission review of decisions of other regulatory bodies relating to the merger; and (2) allow review of allocations among holding company subsidaries on an after-the-fact basis, rather than in advance of submission to the Securities and Exchange Commission.

THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO




R. BRENT ALDERFER
________________________________

Commissioner
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    � The closing and clearing accounts do not need to be included in the 900 series of accounts for reporting to the Commission.


    � The computer disk should be able to be read by a personal computer with Microsoft Excel® version 5.0.
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