Decision No. C97-376

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

DOCKET NO. 96R-089G

in the matter of proposed rules regarding GAS cost ADJUSTMENTS and a proposed revision to the existing rules for gas utilities found at 4 ccr 723-4.

decision adopting rules

Mailed Date:   April 8, 1997

Adopted Date:  April 4, 1997

I. by the commission

A. Statement

1. By Decision No. C96-651, effective June 27, 1996, the Commission issued Notice of Proposed Rulemaking concerning Proposed rules Regarding Gas Cost Adjustments (“GCA”) and a Proposed Revision to the Existing rules.  The intent of the proposed rules regarding GCAs (4 CCR 723-8) is to establish a standardized process that enables gas utilities to reflect changes in the cost of gas commodity and  upstream services in rates charged for sales gas and gas transportation service.  These proposed rules also establish a standardized process for the review of such costs by the Commission and other interested parties.  The primary revision to the existing rules for gas utilities (4 CCR 723-4) is intended to prescribe new requirements concerning information that must be provided to sales gas customers on their billing statements.

2. Decision No. C96-651 gave notice of the proposed rules and notice of rulemaking to all interested parties, and to the Office of Regulatory Reform.  On the same date, the Commission requested that the Colorado Secretary of State publish the proposed rules in the next publication of the Colorado Register.

3. The Commission set hearing dates of September 16, 17, and 18, 1996, for this matter. Initial written comments were filed by K N Energy, Inc., Rocky Mountain Natural Gas Company, Rocky Mountain Natural Gas Division of K N Energy, Inc. (collectively “K N”); Colorado Interstate Gas Company (“CIG”); the Colorado Office of Consumer Counsel (“OCC”); Citizens Utilities Company (“Citizens”); Greeley Gas Company (“Greeley”); Peoples Natural Gas Company (“Peoples”); ComFurT Gas, Inc. (“ComFurT”); and Public Service Company of Colorado (“Public Service”).  Reply comments were filed by Peoples, Public Service
, and CIG.

4. As a result of the hearing, the Commission directed the participants to initiate a working group to attempt to achieve consensus between the proposed rules and the alternative proposed rules submitted by K N and Public Service.  On December 20, 1996, the working group
 submitted its report stating that it was able to reach consensus on some, but not all issues.  The working group submitted a proposed set of rules.  These rules incorporated the areas where consensus was reached.  In those areas where consensus could not be reached, the working group provided options for the Commission to consider.

5. By Decision No. C96-1338, effective December 30, 1996, the Commission issued a supplemental notice of proposed rulemaking incorporating the rules developed by the working group as Attachment A (“the Consensus Rules”).  The Commission reiterated the purpose as set forth in Decision No. C96-651 and provided a list of additional issues it would like to have discussed at the supplemental hearing.  These included:  (1) whether the GCA mechanism provides a disincentive for gas utilities to acquire diversified gas supply portfolios which may be less sensitive to gas commodity market price volatility; (2) whether the GCA mechanism should be maintained in light of the potential for local distribution service unbundling and retail natural gas supply competition; (3) recommendations for possible performance based regulation mechanism for local distribution utilities that may be used in lieu of, or in addition to, the GCA; and (4) whether the Commission should initiate formal action to eliminate the GCA mechanism in its entirety.  

6. Decision No. C96-1338 also included as Attachment B a proposed modification to rule 10 of the Rules for Gas Utilities found at 4 CCR 723-4.  This modification is intended to prescribe new requirements concerning the information that must be provided to sales gas and gas transportation customers.  The statutory authority for these rules is §§ 40‑2‑108, 40‑3‑102, 40‑3‑111, and 40‑5‑103, C.R.S.

7. Decision No. C96-1338 gave notice of the proposed rules and notice of rulemaking to all interested parties, and to the Office of Regulatory Reform.  On the same date, the Commission requested that the Colorado Secretary of State publish the proposed rules in the next publication of the Colorado Register.

8. The Commission set a hearing date of February 14, 1997, for this matter
.  Pre-filed written comments were provided by the OCC; Greeley; Citizens; ComFurT; Staff of the Commission (“Staff”); the Independent Petroleum Association of the Mountain States and the Colorado Oil and Gas Association (“IPAMS/COGA”); the City and County of Denver (“Denver”); K N; Enron Capital & Trade Resources (“Enron”); CIG; Public Service; and Peoples.  In addition, Eastern and Colorado Natural Gas appeared at the hearing.

9. At the February 14 hearing, oral comments were received relating to 1) the issues raised in Decision No. C96-1338; 2) the various options included in the Consensus Rules; and 3) possible alternative rules.  

10. Now being duly advised in the premises, the Commission will adopt rules relating to the GCA.

B. Discussion

1. There is significant interest in gas portfolio purchasing practices and customer choice options generated by  recent events.  A largely unforeseen several-fold increase in index prices occurred in December, 1996, and was sustained through a substantial portion of the 1996-97 heating season.  This increase brought into question utility reliance on index-based gas supply pricing.  Secondly, a report was submitted to the Colorado Legislative Council on December 16, 1996 pursuant to Senate Bill 96-138 by Hagler Bailly Consulting, Inc., on the feasibility of allowing nondiscriminatory access to retail natural gas distribution service in Colorado.  This report identified issues to be addressed if ratepayers are able to choose their natural gas supplier.  Furthermore, the comments made at the hearing and provided in written form leads the Commission to believe that there is general agreement that the gas industry is changing significantly.  Although the exact changes are unknown, the Commission would encourage the utilities to investigate pricing options for its customers as a way to gain experience for the future.  We recognize that each gas utility’s customer base and systems are unique and this will impact the time over which the  transition could take place.  As the market opens, the GCA will likely have reduced need and value.

2. Nonetheless, the Commission finds that, for now, GCAs should be continued.  While the Consensus Rules made improvements over the originally noticed rules, the Commission finds it appropriate to modify certain portions of the Consensus Rules.  The intent of these modification is to:  1) recognize that these rules are likely to be only an interim step towards future unbundling of retail natural gas commodity services; 2) establish a platform which clearly encourages utilities to consider all options and prudently manage portfolio purchasing practices; and 3) to minimize burdensomeness of these rules on both the large and small gas utilities.  Consequently, the Commission has removed the benchmark prudency screening process and the pre-approval hearings.  However, the Commission maintains the rules requiring utilities to pre-file a gas purchase plan to provide information to the Commission and to allow a formal mechanism which establishes a management plan for gas portfolio purchasing practices.  The resulting rules maintain the Consensus Rule concepts of 1) a Gas Purchase Plan (“GPP”) filing before gas is purchased, 2) a standardization of the present Gas Cost Adjustment (“GCA”) rate adjustment filing process, and 3) a Gas Purchase Report (“GPR”) to summarize how gas was actually purchased, filed in a comparable format to the prospective GPP.

3. In addition, the Commission makes certain modifications discussed below.  First, in Rule 4.2 the Commission will require for GCA applications submitted on a less-than-statutory notice basis be filed no less than two weeks prior to the proposed effective date.  This requirement will provide standardization and allow the time necessary for the Staff of the Commission to review GCA applications.

4. Within Rule 4.5, the Commission finds that deferred costs shall include interest for net over-recoveries for the gas purchase year, but shall not include interest on net under-recoveries.  While significant under-recoveries have occurred in the past, the Commission finds that the utility has some control over these costs through additional GCA filings.  Customers, however, have no recourse if the GCA rates cause an over-recovery.  Therefore, the Commission reaffirms the current asymmetrical treatment of interest.  Furthermore, the Commission finds that the customer deposit interest rate for gas utilities should be used to calculate any interest on over-recoveries.  The customer-deposit interest rate is selected because it is a logical representation of short-term interest rates, it is annually updated for all gas utilities by the Staff of the Commission, and it does not vary among gas utilities.

5. A rule requiring the inclusion of some of the financial exhibits included under Option 2(B) of the Consensus Rules in a GCA filing will be adopted, specifically as rules 4.7.10, 4.7.11, and 4.7.12. The Commission finds that these exhibits are necessary to receive standardized information from all utilities, and to establish the general financial status of utilities at a time when significant rate changes are requested.  The return on equity exhibit proposed in option 2(B) of the Consensus Rules is excluded to minimize regulatory burden, since the information can be derived from other sources.

6. Next, the provision for a protective order in Rule 7 has been changed to reference the Commission’s established protective order language contained in 4 CCR 723-10.  This modification achieves a standardization among Commission rules and minimizes the additional work required by all parties to operate under a different protective provision.

7. Within Rule 8 the prudency review standard now describes the standard the Commission will use to evaluate the actions of a utility during a particular gas purchase year.  This prudency standard should mitigate the uncertainties involved in GCA reviews.  As such, the Commission adopts the recognized “standard of review” proposed by CIG, however, the “effect of review” statement proposed by CIG is not adopted.  The scope of the GCA prudency review should be limited to the specific Gas Purchase Year in question.  Actions or lack of actions associated with purchases of gas commodity or upstream services during the gas purchase year form the basis for an evaluation of prudency.  Prudency assessment of underlying contracts is beyond the limited scope of the GCA and should be pursued through a separate filing.

8. Finally, the billing information requirements under rule 4 CCR 723-4-10 have been expanded to include: 1) the additional separation of commodity and upstream services; 2) the requirement to begin providing prospective billing information in an annual bill stuffer commencing in October 1997; and 3) a requirement to file, for Commission approval, on or before July 1, 1998, a plan providing the methodology for including the prospective information in regular customer bills.  The Commission finds that these requirements are necessary to provide customer information and education in light of the general agreement among the participants that the gas industry is moving in the direction of customer choice and unbundling.  In recognition of the lengthy process required to design and implement billing system modifications, the Commission has allowed over one year for the gas utilities to develop such a plan.

II. order

A. The Commission Orders That:

1. The Gas Cost Adjustment rules, 4 Code of Colorado Regulations 723-8, attached to this Decision as Attachment A are adopted.

2. Modification to the Gas Utility Rules, 4 Code of Colorado Regulations 723-4 Rule 10, attached to this Decision as Attachment B are adopted.

3. This Decision adopting the attached rules shall become effective 20 days following the Mailed Date of this Decision in the absence of the filing of an application for rehearing, reargument, or reconsideration.

4. Each utility shall file the necessary tariff changes within 30 days of the effective date of these rules.

5. In the event an application for rehearing, reargument, or reconsideration to this Decision is timely filed, and in the absence of further order of this Commission this order of adoption shall become final upon a Commission ruling denying any such application.

6. Within 20 days of final Commission action on the attached rules, the adopted rules shall be filed with the Secretary of State for publication in the next issue of the Colorado Register along with the opinion of the Colorado Attorney General regarding the legality of the rules.

7. The adopted rules shall also be filed with the Office of Legislative Legal Services within 20 days following the above-referenced opinion of the Colorado Attorney General.

8. The 20-day period provided for in § 40-6-114 (1), C.R.S., within which to file applications for rehearing, reargument, or reconsideration begins on the first day following the effective date of this Decision.

9. This Decision is effective on its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ WEEKLY MEETING April 4, 1997.
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� Public Service also filed supplemental comments.


� The working group consisted of Public Service, Peoples, K N, Greeley, Citizens, CIG, OCC, and Staff of the Commission.


� The procedural format to be followed at the February 14 hearing is set forth in Decision No. C97-81
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