Decision No. C97-203

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

DOCKET NO. 96A-401E

THE APPLICATION OF PUBLIC SERVICE COMPANY OF COLORADO FOR AUTHORITY TO IMPLEMENT A RENEWABLE ENERGY SERVICE ADJUSTMENT

ORDER APPROVING STIPULATION AND APPLICATION
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Adopted Date:  February 19, 1997
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I. BY THE COMMISSION:

A. Background

1. This matter comes before the Colorado Public Utilities Commission ("Commission") to consider the application  Public Service Company of Colorado ("Public Service" or the "Company") to implement an optional, experimental renewable energy service program and adjustment.  This program will allow Public Service to respond to apparent market demand for renewable energy by soliciting subscribers, aggregating this demand and pursuing the development of renewable resources matching this demand.  The program will be paid for specifically through an adjustment to existing electric rates of customers who subscribe to the program.

2. A number of parties have intervened in this docket including:  the Office of Energy Conservation ("OEC"); the Land and Water Fund of the Rockies; the Sierra Club - Rocky Mountain Chapter; the Boulder Energy Conservation Center; the City of Boulder; the Colorado Renewable Energy Society; Thomas D. Bath; Holy Cross Electric Association; the Center for Energy and Economic Development; the Colorado Mining Association, the Colorado Office of Consumer Counsel; and Commission Staff.

3. On February 3rd the Commission commenced the hearings and the parties
 offered a written stipulation which they stated resolved by settlement all outstanding issues relevant to the Company's application in this proceeding.

B. Description of the Stipulation

1. Under the stipulation, customers will be able to subscribe to renewable resources in 100 kilowatt hour ("kWh") blocks.  The price for each 100 kWh block will be $2.50.  The Company will disclose in all of its contracts and subscription forms that the price of this green power is based on market concepts instead of those traditionally used to develop regulated rates.

2. The Company plans to obtain initial subscription from customers, though an intensive 60-75 day campaign.  At the end of the 60-75 day campaign, Public Service will determine what size wind power project to develop.  The Company commits to develop, if subscriptions show sufficient demand for the wind product, an approximately 10 MW wind generation project in Colorado.  The Company currently estimates that the minimum threshold of retail demand necessary for a feasible wind project is 3 MW.  The stipulation provides that, if the Company expands the project or develops other wind projects, such expansions or additions will be in accordance with the Commission's Integrated Resource Plan ("IRP") rules.  

In August 1996, the OEC submitted a proposal to the U.S. Department of Energy's Commercialization Ventures Programs seeking financial assistance for the development of Public Service's green pricing program.  The OEC has received notice that this proposal has been selected for "negotiation leading to a possible award."  The amount of the grant requested was $3,085,000.  Three million dollars of this amount is earmarked to buy down the cost of wind energy to the green pricing customer.  In the stipulation, the OEC and Public Service agree that $3 million of the grant should be spread over 20 MW of wind development.

Under the Company's program residential and commercial customers on Rate Schedule C will contract for participation in the program for a minimum of twelve consecutive months and then continuing month-to-month thereafter until terminated.  Service under the program for all other commercial and industrial customers shall be for a minimum of three consecutive years and then continuing month-to-month thereafter until terminated.

The stipulation provides that Public Service may not be permitted to use Rule 13 of the Commission's Electric Rules (4 CCR 723-3) to discontinue electric service to customers who fail to pay the renewable energy service adjustment portion of the bill, and will so indicate in the contract/subscription forms.

The revenues and expenses will be excluded from the ECA ("Electric Cost Adjustment") or ICA ("Incentive Cost Adjustment") clause and the Company's earnings test calculation.  The stipulation makes clear that the wind energy service program is being offered at shareholder risk.

The stipulation also imposes additional reporting requirements on the part of the Company to the Commission.  On or before May 1, beginning in 1998, Public Service will indicate the annual amount of kWh produced or purchased from wind generation, line losses, amount of kWh sold to customers, and expected capacity factor of the facility.  It also requires that if the Company commits to expanding the project beyond 20 MW, or plans to terminate the program, or at the third anniversary of the program, it will file a report describing the results of the wind energy program including its experience with the technology, market acceptance, and economics.

Public Service commits to involve environmental and community-based organizations and local governments in the marketing and sales promotion activities for products sold through the wind energy service adjustment.  In this connection, Public Service agrees to continue to convene, at least quarterly, an advisory committee comprised of parties to the stipulation and other interested entities.

Finally, Public Service filed Exhibit 5 in which it estimated it would costs the Company $28,000 to modify its Customer Information System so that the additional charge to customers under this program would not be impacted by changes in the ECA/ICA.  In Exhibit 5, the Company stated that it would be willing to incorporate this approach to the customers' bill.

C. Discussion of the Stipulation

The Commission compliments all of the parties for their efforts in reaching this stipulation.  The Commission believes this stipulation is a progressive step forward for renewable energy development in the State.  We find the stipulation provides benefits to the Company, participants, and nonparticipants to this program.  Public Service will benefit since its corporate image should be enhanced through the promotion of a renewable energy resource; it will gain experience in marketing renewable resources and in marketing a customer choice program; and it will have the ability to learn about the impact of wind resources on the Company's system.  Participants will benefit since they will have the ability to chose a renewable energy resource for part or all of their electrical needs; there will be upfront notification on the pricing design under this program; and there will be protection from disconnection of service under the Commission rules for failure to pay the renewable energy service adjustment.  Nonparticipants will benefit since there will be no rate impacts; reduced capital costs to the Company through the grant money; and the Company will segregate this project's revenues and expenses in order to avoid cross subsidies.  Finally, the citizens of the State of Colorado will benefit since there will be no environmental emissions associated with the wind project and the jobs created by this project will be located in Colorado.
The Commission believes the $2.50 premium which a participant would have to pay for a 100 kWh block is acceptable.  As a result, the Company is directed to file a tariff to implement this rate no later than 30 days prior to the commercial operation of the wind project. 

The Commission will accept the Company's commitment under Exhibit 5 to add a line to the customer's bill to offset any charge or credit for ECA/ICA charge applied to any kilowatt hours purchased under the program.  The Company also stated that it will continue to evaluate the cost effectiveness of making programming changes to its billing system so that certain kWhs, such as those generated from the wind resource, can be excluded from changes in per kWh charges applicable for other forms of generation.  The Commission will direct the Company to report to the Commission on its findings of the programming changes within six months.

During the hearing, the issue of how the costs necessary to interconnect this project into the existing Public Service electrical system will be treated was raised.  In general, the Commission does not want to induce a possible cross subsidy in the rates which nonparticipants may have to pay.  Yet because this project is still in the design stage with many items still unknown and there have been no quantification of the system benefits, if any, which may occur, the Commission believes it would be premature to rule on this matter. 

Finally, we agree with the parties that this program's success will, in part, be tied to the Company's and the parties' grassroots efforts to do 'Green Marketing' of this renewable resource.  The stipulation addresses this by incorporating community public interest groups into the marketing effort.

II. ORDER

A. The Commission Orders That:

The stipulation reached by Public Service Company of Colorado, the Office of Energy Conservation; the Land and Water Fund of the Rockies, the Sierra Club - Rocky Mountain Chapter, the Boulder Energy Conservation Center, the City of Boulder, the Colorado Renewable Energy Society, Thomas D. Bath, the Office of Consumer Counsel, and the Staff of the Commission is approved.

The Company is directed to file within six months a report on its evaluation of the cost effectiveness of making programming changes to its billing system so that certain kWhs can be excluded from changes in per kWh charges. 

The 20-day period provided for in § 40-6-114, C.R.S., within which to file applications for rehearing, reargument, or reconsideration begins on the first day following the effective date of this Order.

This Order is effective upon its Mailed Date.

B. ADOPTED IN Commissioners’ WEEKLY MEETING
February 19, 1997.
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COMMISSIONER R. BRENT ALDERFER SPECIALLY CONCURRING.

III. COMMISSIONER R. BRENT ALDERFER SPECIALLY CONCURRING:

I fully concur in the approval of the Wind Energy Service Adjustment tariff set forth in the Stipulation and Agreement.  This wind energy tariff pioneers customer choice for Colorado ratepayers who prefer electricity from renewable energy sources, specifically newly developed wind generation resources.  In approving the wind energy tariff, I join the Commission in commending and acknowledging the Company, and the intervenor public interest advocates for their collaborative and innovative efforts to develop a green choice alternative in Colorado.  The collaborative produced a stronger tariff than could have been developed by any one participant, or by the Commission, acting alone.  

This decision strikes a line not ordinarily drawn in rate-of-return regulation between customer and product groups choosing to pay more and those who do not.  It also assigns profits to the shareholders without rate-of-return review for this service.  I strongly support this first step into customer-choice territory.

One contention in this case appears out of step with the new direction.  Several parties contended that the differentiation of this particular product choice avoids a cross-subsidy by the nonsubscribers.  This notion assumes first that the public interest protects only the non-subscribers from the costs attributed to the subscribers.  Second it assumes that the present generation mix is more representative of the greater public interest or choice than is the new mix, which will contain a small percentage of wind energy.  Neither is so.

First, both groups are captive customers, both are entitled to public interest protection.  The extra costs borne by subscribers are as likely to be a cross-subsidy to non-subscribers as the other way around.  In addition to bearing the costs of wind energy, some part of which the last Integrated Resource Plan assigned to all ratepayers, the subscribers are subsidizing brand equity, new product development, environmental benefits, portfolio diversity and future resource planning to name a few.  On the other hand this particular wind choice program could not exist except as part of distribution and back-up available on the full grid.  

Second, neither group alone can be said to be more representative of the broader public interest.  There is no evidence that the present generation mix reflects overall customer surveys or choices.  Customer surveys discussed in this case would if anything support a different conclusion.  

So there are innumerable cross subsidies, or perhaps more properly cross synergies, between subscribers and non-subscribers, shareholders and ratepayers, when we go down the road of customer choice.  If the "cross subsidies" are not in balance, long-term, the project will fail.  Until and unless a fully competitive market continually balances these cross-subsidies, the Commission and public interest advocates must periodically attempt to strike the balance.  That will be tough to do if we're only looking at one side of the equation.
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 � The Center for Energy and Economic Development, Holy Cross Electric Association, and the Colorado Mining Association did not sign the settlement agreement.  The Center for Energy and Economic Development and Holy Cross Electric did not attend the hearing.  The Colorado Mining Association attended the hearing and they did not oppose the settlement agreement.
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