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I. BY THE COMMISSION

Statement
1. This matter comes before the Commission for ruling on applications for rehearing, reargument, and reconsideration (“RRR”) to Commission Decision No. C97-118 filed by Public Service Company of Colorado (“Public Service” or “the Company”), the Colorado Office of Consumer Counsel (“OCC”), and K N Marketing, Inc. (“K N Marketing”).  Included with Public Service’s application for RRR is a motion for scheduling a supplemental hearing.  The Commission fully deliberated on these items on March 5, 1997.

2. By Decision No. C97-244, dated March 7, 1997, and as clarified by Decision No. C97-337, the Commission granted rehearing on the following three issues:  (1) calculation of the transportation rate rider; (2) calculation of cash working capital; and (3) calculation of the financing fees of Public Service Colorado Credit Corporation.  An Initial Commission Decision pertaining to the issues set for rehearing was prepared last week.  This decision now addresses all issues raised in the various applications for RRR and incorporates the Initial Commission Decision.

3. The Company seeks RRR on six points:  (1) the requirement to file a Phase II proceeding; (2) merger savings; (3) transportation discounts; (4) amortization of deferred costs associated with adoption of Statement of Financial Accounting Standard No. 112 (“SFAS 112”); (5) rate of return on equity; (6) weather normalization.  The OCC seeks RRR on five points:  (1) the requirement to file a Phase II proceeding; (2) merger savings; (3) rate of return on equity; (4) incentive compensation; and (5) A&G salary capitalization.  K N Marketing seeks RRR on the transportation discounts adjustment made by the Commission.

II. APPLICATIONS FOR RRR

A. Phase II Proceeding

1. In its RRR the Company states it will commit to file its next rate case on or before October 1, 1998, subject to the Commission rescinding the current requirement that it file a Phase II case in connection with this proceeding.  Public Service notes the data from the Gas Load Research Study will not be available until Spring 1998, at the earliest, and that its current rates have only been in effect a short time, namely since October 1, 1995.  

2. The OCC argues that practical concerns justify a reversal of the decision.  The OCC points out Phase II rate cases are expensive and time consuming.  Moreover, the explosive growth the Company has incurred will not be reflected in the Phase II proceeding ordered in Decision No. C97-118, and the benefits appear less clear since the Gas Load Research Study will not be completed in time to be used.  Finally, the OCC argues the current rates have only been effective since October 1, 1995, and thermal billing became effective only a few months ago.

3. Based on the Company’s commitment to file another rate case on or before October 1, 1998, and the fact that the Gas Load Research Study will not be able to be incorporated in to  Phase II requirement
 set forth in Decision No. C97-118, the Commission will rescind the requirement of filing a Phase II case in this proceeding.

B. Merger Savings

1. Public Service argues that its commitment to file its next gas rate case by October 1, 1998 invalidates the Commission’s position that the merger savings adjustment is needed due to the uncertainty as to the next opportunity to reflect and capture the initial period merger savings for ratepayers.  Furthermore, the Company states that the future rate case would incorporate actual cost savings resulting from the merger thereby eliminating the need to abandon traditional ratemaking principles due to the extraordinary circumstances of the merger.  The Company while agreeing that the $3.59 million merger savings adjustment ordered in Decision No. C97-118 properly excluded gas costs savings, believes that  the Commission made several unsupported assumptions in calculating the adjustment
.  Finally, the Company argues that the Commission-adopted merger adjustment contained in Decision No. C97-118 double counted future labor costs savings since the Commission applied a productivity offset factor of 3.3% to remove $473,000 of out-of-period wages. 

2. The OCC takes the position that the Commission was correct in making a merger savings adjustment to reflect the unique and extraordinary circumstances at hand, but that it erred in rejecting the OCC’s figure.  The OCC argues the Commission made three separate, but uniformly erroneous assumptions.  First, the OCC contends it was unnecessary to deduct $274,875 as fuel savings because this amount represents savings attributable to services and not commodities.  Second, the OCC states that its adjustment properly allocated savings to either Southwestern Public Service Company or to other non-gas related departments of Public Service.  Lastly the OCC argues that the Commission erroneously calculated 1997 merger costs.

3.  The Commission finds that none of the arguments, including legal arguments pertaining to the matching principle, raised by Public Service are convincing as to the policy determination to impute merger savings in this proceeding; however, the Commission will not accept the full amount as suggested by the OCC.  Despite the fact that upon reexamination of Exhibit 15 and Exhibit T,  the Commission concludes that Mr. Peterson’s testimony, exhibits, and the calculation method set forth therein correctly developed a  $6.815 million adjustment.  We do not adopt the OCC’s position in its entirety because we agree with the Company that, to some extent, adopting both the merger savings adjustment and applying a productivity factor, which effectively removes out-of-period wage increases, double counts some labor savings.  Moreover, the Commission finds that, since the derivation of the OCC adjustment is based on estimates, it is proper to temper the amount of the adjustment.  The Commission therefore determines that 75% of the OCC’s $6.815 million figure should be applied as a merger savings adjustment.  The Company revenue requirement determination shall be reduced by $5,111,300 accordingly.

C. Transportation Rate Discounts

1. K N Marketing is concerned that the policy from the  Commission’s decision to require an equal sharing of revenue loss from discounting between ratepayers and shareholders may change the long-run economics of rate discounting and that Public Service will have strong incentive to minimize otherwise economically justified rate discounts.  The effect of this change according to K N Marketing would be higher costs for all customers since some of the fixed costs currently being picked-up by transportation discount customers would be spread to all remaining customers.

2. The Company argues the Commission erred in adopting this adjustment because there is no evidence, or even contention, in the record suggesting that any of the discounts were imprudent, improper, or otherwise not in the public interest.  The Commission according to the Company is denying recovery of a legitimate costs of service.  By adopting this adjustment Public Service contends that the Commission is substantially restricting Public Service from competing with other providers of gas transportation.   Finally, in adopting the dissenting position of Chairman Hix, the Company states that there is no upside to the Company, but rather the so called “incentive” will only result in disallowance and retrospective punishment.

3. The Commission  is persuaded by the arguments presented by the Company and  K N Marketing and will reverse its previous ruling on disallowing one-half of the transportation discount.  As a result, the full amount of the transportation discount will be recoverable from ratepayers.  We find there is a benefit from discounting since some contribution of fixed costs is made by the discounted customers.   In the absence of this contribution, these fixed costs would be passed-on to all remaining ratepayers.  Likewise, we are persuaded by the fact that the Company absorbs any increases in the level of discounting between rate cases.

4. Additionally, Public Service seeks clarification that since the Commission concluded that rate rider would apply to the ceiling and floor of transportation discount customers and that the Company did not have to renegotiate existing transportation discount customer contracts,  that the discounted transportation volumes should be excluded from the rider determination.  The Commission concurs fully with Public Service on this interpretation.

D. SFAS 112

1. The Company provides numerous reason for why the Commission erred in making this adjustment: 1)  There is no evidence that the Company’s SFAS 112 costs are not a legitimate ratemaking expense or that the amount of costs were unreasonable; 2)  Public Service would have recovered all of the SFAS 112 costs over time if it had not switched from the pay-as-you-go method to the accrual method and the transition obligation is created by this accounting change; 3)  Without a finding that these costs were imprudently incurred the Commission must either decline to use accrual accounting for SFAS 112 costs or allow future recovery through a pro forma adjustment or surcharge; and  4) Commission has allowed for recovery of a transition obligation for SFAS 106 and switching from flow-through to tax normalization accounting.  Additionally  Public Service is unsure whether the Commission adopted SFAS 112 as a general policy matter for both accounting and ratemaking or some other limited purpose as suggested by Decision No. C97-118.

2. The arguments raised by the Company do not persuade the Commission that error was committed in addressing this issue in Decision No. C97-118.  Thus, the Commission will deny the request to reverse our earlier ruling on SFAS 112 costs.  In light of the Company’s uncertainty as to our previous ruling, the Commission will clarify that Public Service can, for both accounting and ratemaking purposes, on a going forward basis record its SFAS 112 costs on an accrual basis; however, as it relates to SFAS 112 costs previously incurred prior to the January 1, 1994 adoption date of SFAS 112, the Company cannot seek rate recovery of those costs. 

E. Return on Equity

1. The Company argues the return on equity (“ROE”) should be increased from the 11.25% determined in Decision No. C97-118 to be within the range of 11.5% to 11.7%.  This is based on: Public Service being far riskier than the comparable companies used by Mr. Copeland and Ms. Jones in their respective discounted cash flow analyses; the development of a Capital Asset Pricing Model analysis supports a ROE of at least 11.6%; and consideration of financial integrity as measured by the dividend payout ratio warrants a 11.5% ROE on a before merger basis and a 11.7% ROE based on an after merger basis.

2. In contrast, the OCC claims that Mr. Copeland’s analysis was right on target at 10.5% and that the very concerns the Commission used to arrive at an  11.25% ROE were already taken into account by Mr. Copeland recommendation. As a result, the OCC believes the Commission should lower the authorized ROE to 10.5%

3. None of the arguments raised by Public Service or the OCC convince the Commission that its analysis set for in Decision No. C97-118 was in any way flawed.  Therefore, the Commission will not adopt a different ROE than that authorized in Decision No. C97-118, i.e. 11.25% and the applications for RRR on this issue will be denied.

F. Weather Normalization

1. Public Service contends the Commission erred in rejecting the Company’s calculation of degree day normals to be used in the weather normalization adjustment.  According to the Company, the Commission’s concerns over the “magnitude and direction” of the adjustment are overstated.  Public Service emphasizes that only one-sixth of the data in the most recent normal is not included in the published National Oceanic and Atmospheric Administration (”NOAA”) and the adjustment itself is very small, in the range of 1.0% to 1.5%.

2. The Commission will not grant the RRR on this item because we continue to believe that the Company’s statistical adjustment does not reflect temperature variance better than the available NOAA data.  The Commission however believes  that the most recent available data should be used in a weather normalization calculation.   Therefore, in this case,  the Company should use the most recent 30-year NOAA data covering the period of 1966-1995 without any adjustment.  The Commission believes this result is preferable to using the most recent adjusted normal published by NOAA which uses the years 1961-1990 and is likely to no longer be accurate.

G. Incentive Compensation

1. The OCC states the reasoning contained in Decision No. C97-118 suggests that the Commission did not fully comprehend the rationale for the OCC’s proposed adjustment.  The OCC emphasizes the adjustment should be accepted, not because the expense was imprudent, but rather because there was no showing by Public Service that the expense directly benefits ratepayers as ratepayers.  The OCC claims that any benefits which ratepayers receive from this expense are extremely remote, virtually unintended, and completely incidental.  

2. We disagree.  As stated in Decision No. C97-118, incentives to increase earnings per share are not necessarily inconsistent with ratepayer interests.  Likewise, higher earnings associated with cost-saving measures can result in cost savings being passed through to ratepayers in the ratemaking process.  As a result, the Commission will deny this request for RRR.

H. Administrative and General Salary Capitalization

1. The OCC argues that the Commission’s reliance on the audits conducted by the Federal Energy Regulatory Commission (“FERC”)  was misplaced since there was no evidence that the FERC audited the test year expenses.  Moreover, the OCC contends that the record clearly shows  that the Company capitalized a ridiculously small amount of administrative and general (“A&G”) salaries during a large construction period.  As a result, compliance with Gas Plant Instruction No. 4, according to the OCC, is impossible.

2. The relevant portion of Gas Plant Instruction No. 4 requires that overhead costs which have a definite relation to construction shall be capitalized.  The Commission believes the nature of A&G salaries are of general nature and primarily related to staff-type operations such as  accounting, finance, legal, etc.  Furthermore, the Commission is not convinced that its reliance on the FERC audits was improper.  Consequently, the Commission will deny this request for RRR.

III. Items Resolved Pursuant to Grant of Rehearing


Instead of proceeding to hearing, Public Service filed a motion to approve a stipulation between itself and the OCC, and to vacate the supplemental hearing. In the stipulation, Public Service and the OCC agreed that Public Service correctly calculated the rate riders in the schedules attached as an appendix to its motion for supplemental hearing.  Public Service and the OCC further agreed that the Company correctly calculated the financing fees of Public Service Colorado Credit Corporation per the above described schedules.  Finally, Public Service and the OCC also agreed that Public Service correctly calculated its cash working capital expense in the same schedules.  The Commission finds that these stipulated terms should be approved and will grant the Company’s motion.  The Commission, therefore, uses these calculations in arriving at its ultimate conclusion in this Decision.

IV. Attachment A


As a result of the supplemental hearing and its rulings contained in this Decision, the Commission will revise upward the amount of the revenue change for Public Service. Attachment A to this Decision provides a detailed presentation of the Commission’s specific findings regarding the Company’s Gas Department’s operating statement, rate base, and rider determination.  The Commission finds the appropriate  rate base is $605,514,424 and the appropriate net operating earnings after granting a $18,616,312 rate increase is $57,436,916.  Finally, the general rate schedule adjustment rider for sales gas customers is 3.07% and the general rate schedule adjustment rider for transportation customers is 7.47%.

V. ORDER

A. The Commission Orders That:

1. The application for rehearing, reargument, and reconsideration filed by Public Service Company of Colorado is granted, in part, and denied, in part, consistent with the above discussion.

2. The application for rehearing, reargument, and reconsideration filed by the Colorado Office of Consumer Counsel is granted, in part, and denied, in part, consistent with the above discussion.

3. The application for rehearing, reargument, and reconsideration filed by K N Marketing, Inc. is granted  consistent with the above discussion.

4. The motion to approve a stipulation filed by Public Service Company of Colorado is granted and the underlying stipulation between Public Service Company of Colorado and the Colorado Office of Consumer Counsel is approved.  The supplemental hearing date is therefore vacated.

5. Public Service Company of Colorado shall file a rate case on or before October 1, 1998 consistent with the commitment set forth in its application for rehearing, reargument, or reconsideration.  Public Service Company of Colorado is further ordered to file a letter within 30 days of the effective date of this Decision explaining that it understands and agrees to this obligation.

6. Public Service Company of Colorado is allowed to file on not less than one day notice the appropriate tariff sheets to reflect a General Rate Schedule Adjustment rider in the amount of 3.07% for sales gas customers and 7.47% for transportation customers. 

7. 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.
8. This Order is effective upon its Mailed Date.

B. ADOPTED IN Commissioners’ WEEKLY MEETING
May 7, 1997.
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____________________

Bruce N. Smith

Director



THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO



ROBERT J. HIX
________________________________



VINCENT MAJKOWSKI
________________________________

Commissioners

COMMISSIONER R. BRENT ALDERFER
 DISSENTING.



VI. COMMISSIONER R. BRENT ALDERFER DISSENTING:


I respectfully dissent from the Commission analysis of transportation discounts in paragraph II.C.3. of this Opinion.

THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO



R. BRENT ALDERFER
________________________________

Commissioner
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� The Commission notes that it appears the Company may not have aggressively pursued the initiation of the Gas Load Research Study as contemplated in the stipulation approved in the Company’s last Phase II proceeding.


� Public Service contends the Commission erred in its methodology in calculating the adjustment by:  (1) improperly allocating savings between the Company and Southwestern Public Service Company based on  premerger costs; (2) allocating savings between the Company departments based on operating company savings and not service company savings; (3) failing to apportion some of the gas savings to Cheyenne Light, Fuel, & Power; and (4) improperly assuming an allocation of merger costs on the same basis as merger savings.
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