Decision No. C98-651

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

DOCKET NO. 97A-521E

in the matter of the application of public service company of colorado for a determination that no certificate of public convnience and necessity is required for the valmont unit 5 turbine blade project, or in the alternative for a grant of a certificate of public conenience and necessity.

Order granting and denying rehearing, reargument, and reconsideration and denying motion for extension of time as moot

Mailed Date:   July 2, 1998

Adopted Date:  June 17, 1998

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 Public Service Company of Colorado (“Public Service” or “Company”) and the Colorado Independent Energy Association (“CIEA”) to Decision No. C98-516.  On June 5, 1998, CIEA filed an unopposed motion for extension of time within which to file its RRR.  We will deny the motion as moot since both parties timely filed their applications for RRR.

2. In Decision No. C98-516, the Commission denied the Company’s request for waiver of Rule 9, 4 CCR 723-21, Electric Integrated Resource Planning Rules (“IRP Rules”) and found that the efficiency improvement portion of the proposed upgrade of the Valmont Unit No. 5  (the “Project”) should be subject to the competitive resource acquisition process contained in the IRP Rules.  The Company seeks reconsideration of the Commission’s denial of its request for waiver from Rule 9.  CIEA seeks reconsideration of the Commission’s determination that only the efficiency portion of the Project be subject to competitive bid.

B. Discussion

1. The Company reiterates its argument that we should waive the IRP Rules contending that the cost of complying with Rule 9 clearly outweighs any purported benefits of competitive bidding.  It states that the question presented in this case is what is the best replacement of worn turbine blades at Valmont, not what is the best way to acquire 11 MW of capacity.  To demonstrate the former, Public Service reiterates that it provided evidence showing that this Project will improve heat rate by 3.3 per cent and produce $1.4 million of savings over a 10 year time period when compared to overhauling Valmont with less efficient blades. 

2. Moreover, the Company suggests that subjecting efficiency improvements of this type to the IRP process is contrary to the public interest.  Public Service contends that an unintended effect of the Commission’s ruling on exceptions would be to encourage a utility to ignore technological advances in favor of installing less efficient equipment in order to ensure cost recovery.  This outcome would frustrate the purpose of IRP, according to the Company.   

3. Under Rule 11 of the IRP Rules, the Commission may grant a waiver if the Commission finds that compliance with the Rules would be impractical or unreasonable.  As stated in Decision No. C98-516 (page 6) we agreed with the conclusion of the Administrative Law Judge that Public Service failed to establish that a waiver should be granted.  That is, we concluded that the Company did not present sufficient evidence to demonstrate that compliance with the IRP’s competitive bidding process was impractical or unreasonable with respect to the Project.  We affirm that conclusion here.

4. The gist of Public Service’s argument as to why the IRP Rules should be waived is that the Project is obviously in ratepayers’ best interests.  However, we observe that the purpose of the Rules, particularly the competitive bidding process, is to assist the Company and the Commission in determining whether, in fact, the Project is the one most beneficial for all concerned.  As we noted in Decision No. C98-516 (page 6), at the present time, “...we are unaware as to whether other projects could offer the same or better” benefits as compared to the Project.

5. Public Service again contends that the IRP Rules were not intended to apply to efficiency improvements such as the Project.  However, the legislative history of the Rules cited by the Company itself in its application for RRR suggests otherwise.  Specifically, in Decision No. C96-373 (pages 18-20) we held:

 7.  New Rule 9.1.4 exempts from the competitive bidding process improvements or modifications to existing utility facilities that change production capability by less than 10 MW or 87,600 MWH per year and which have an estimated cost of less than $10 million.  In Decision No. C95-1264, we approved an exemption for, ‘Improvements or modifications to existing utility generation and transmission facilities with an estimated cost of less than $5 million.’  Attachment to Decision No. C95-1264, Rule 10.1.3.  That rule was intended to address comment that improvements or modifications to existing facilities should be excluded from the IRP process altogether.  Parties such as Public Service and Tri-State suggested that utilities routinely implement heat rate improvement and life management projects in the normal course of operating their systems.  According to this comment, most of these types of projects coincide with a need for equipment replacement, or the need to maintain adequate plant safety and/or to increase plant reliability.  By undertaking this type of project, a utility is typically addressing a safety or reliability concern, and, at the same time, seeking to take advantage of new technologies that will also improve thermal efficiencies and heat rates.

 8.  We concluded in C95-1264 that exempting all improvements or modifications of existing facilities from the rules would be inappropriate.  Such a ruling could have enabled utilities to add substantial capacity to their systems without IRP review, in contravention of the purpose [of] the rules....

6. In response to arguments by Public Service and other parties in Docket No. 95R-071E
 that the original exemption for improvements or modifications to existing facilities was too low, we eventually determined that the exemption set forth in Rule 9.1.4 should be for projects increasing capacity by less than 10 MW and which cost less than $10 million.  Hence, the legislative history of the IRP Rules supports our determination that the Project--the Valmont upgrade increases capacity by more than 10 MW and costs more than $10 million (discussion infra--is not exempt from the Rules and the competitive bidding process.

7. In its application for RRR, CIEA objects to the portion of Decision No. C98-516 that only $6.8 million of the Valmont Project’s total cost of $11.3 million is subject to the competitive bidding procedures of the IRP Rules.  We will grant the application for RRR on the grounds that subjecting only a portion of the costs of the Project to bidding may be inconsistent with the intent of Rule 9.1.4.  As such, it may not conceptually correct to split the costs of the Project as if a portion were attributable to an overhaul of Valmont with like-for-like facilities ($4.5 million) and a remaining portion attributable to an upgrade with advanced technology ($6.8 million).  The Commission need not specify here the conditions for Public Service's bid for the Valmont 5 Project in an IRP process.  The objective is for the project to compete fairly in a present value revenue analysis against all alternatives.  This is the essence of "all source" competitive resource acquisition.  A proper analysis will evaluate the effects of improved efficiencies and additional capacity on the electric system of Public Service.

I. order

A. The Commission Orders That:

1. The Motion for Extension of Time to File Applications for Rehearing, Reargument, or Reconsideration by the Colorado Independent Energy Association is denied as moot.

2. The application for Rehearing, Reargument, and Reconsideration filed by Public Service Company of Colorado is denied.

3. The application for Rehearing, Reargument, and Reconsideration filed by the Colorado Independent Energy Association is granted consistent with the above discussion.

4. The twenty-day period provided for in § 40-6-114(1), C.R.S., within which to file further applications for rehearing, reargument, or reconsideration begins on the first day following the Mailed Date of this decision.

5. This Order is effective immediately upon its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ WEEKLY MEETING
June 17, 1998.
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� This is the docket where the IRP Rules were most recently amended and in which the exemption in Rule 9.1.4 was adopted.
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