Decision No. C98-1042


BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO


DOCKET NO. 97A-297E


in the matter of the application of public service company of colorado for an order approving its 1996 integrated resource plan.


order approving settlement�agreement with modifications


Mailed Date:   November 2, 1998


Adopted Date:  October 2, 1998


tABLE OF cONTENTS


� TOC \o "1-5" �


I.	BY THE COMMISSION	� PAGEREF _Toc434307777 \h ��2�


A.	Background	� PAGEREF _Toc434307778 \h ��2�


B.	Settlement Agreement	� PAGEREF _Toc434307779 \h ��7�


1.	Discussion on Segmented Bidding	� PAGEREF _Toc434307780 \h ��8�


2.	Discussion on Fort St. Vrain Phase 3	� PAGEREF _Toc434307781 \h ��17�


3.	Discussion on the Proposed Tieline Between Public Service and Southwestern Public Service Company	� PAGEREF _Toc434307782 \h ��18�


4.	Discussion on the Contingency Plan	� PAGEREF _Toc434307783 \h ��19�


5.	Discussion on Econometric Modeling	� PAGEREF _Toc434307784 \h ��20�


6.	Discussion on Valmont Unit 5 Turbine Blade Project	� PAGEREF _Toc434307785 \h ��22�


7.	Discussion on Near-Term Supply Adequacy	� PAGEREF _Toc434307786 \h ��23�


8.	Discussion on Other Rule Waivers Requested in the Settlement Agreement	� PAGEREF _Toc434307787 \h ��25�


9.	Discussion on Issues in Response to the Settlement Agreement	� PAGEREF _Toc434307788 \h ��27�


II.	ORDER	� PAGEREF _Toc434307789 \h ��28�


A.	The Commission Orders That:	� PAGEREF _Toc434307790 \h ��28�


B.	ADOPTED IN Commissioners’ WEEKLY MEETING	� PAGEREF _Toc434307791 \h ��29�


III.	COMMISSIONER VINCENT MAJKOWSKI CONCURRING, IN PART, AND  DISSENTING, IN PART:	� PAGEREF _Toc434307792 \h ��29�


IV.	COMMISSIONER R. BRENT ALDERFER CONCURRING, IN PART, AND DISSENTING, IN PART:	� PAGEREF _Toc434307793 \h ��31�


�


I.	BY THE COMMISSION


A.	Background


1.	On July 17, 1998,� Public Service Company of Colorado (“Public Service” or the “Company”) filed an application for waiver of a portion of rules 4 CCR 723-21-9.2.6 and 4 CCR 723-21-9.2.2 and requested a shortened notice period.  By Decision No. C98-702, the Commission construed the application as a motion for waiver in the instant docket and granted a shortened response time.   Responses to the motion were received by the Colorado Independent Energy Association (“CIEA”), the Colorado Governor’s Office of Energy Conservation (“OEC”), the Colorado Renewable Energy Society (“CRES”), the Colorado Sustainability Project (“CSP”), Conserve-A-Watt Lighting, Inc., the Denver Water Board (“DWB”), the Land and Water Fund of the Rockies, the Metro Wastewater Reclamation District, North American Power Group (“NAPG”), and the Staff of the Commission (“Staff”). In general, the responses address more than the simple issue of whether the Commission should grant a waiver of rules 4 CCR 723-21-9.2.6 (to allow bid amendments by existing bidders following a change in the utility’s planning assumption) and 4 CCR 723-21-9.2.2 (timing for holding bid conference).  The responses question whether the proposed modifications to the bidding parameters would be sufficient to induce enough bids to address the shortfall described in Public Service’s motion.  The responses also put forth a variety of options regarding the manner in which any rebidding for resource needs should be conducted.  


2.	As a result of the responses, the Commission set the matter for hearing and conducted eight days of hearing between August 28, 1998 and September 18, 1998.  In addition to the parties filing written responses to the Company’s motion, hearing participants included the City of Boulder, Colorado, Colorado Interstate Gas Company, Colorado Mining Association, the Colorado Office of Consumer Counsel, Enron Wind Development Corp., K N Energy, Inc. (“KN”), and Tri-State Transmission and Generation Association, Inc.  At the hearing, Exhibits 1 through 17 were admitted.


3.	During the hearing, many of the parties questioned and chastised Public Service’s commitment and approach to its 1996 Integrated Resource Plan (“IRP”).  Furthermore, the Company stated that it was attempting to negotiate a settlement agreement among all the parties for resolution of its entire IRP not just the instant motion.  Public Service believed it could file a settlement agreement by September 21, 1998.  At the conclusion of the hearing on September 18, 1998, the Commission permitted parties to summarize their position either orally that day or in writing by the close of business September 22, 1998.  The Commission also set aside September 25, 1998 for deliberations in this docket and Docket Nos. 97A-521E� and 98M-351E.�  Written closing statements were filed by CIEA, NAPG, KN, and Staff.  The deliberations were intended to resolve the issues in this docket regardless of whether a settlement had been reached.


4.	Prior to the start of the deliberations on September 25, 1998, the Company filed a letter in the instant docket stating that the settlement discussions had advanced well beyond the conceptual stage and, in fact, Public Service and nearly all of the active parties in the case had reached agreement on most of the issues presented in this proceeding.  The letter indicated that Public Service would file the settlement agreement concerning Docket No. 97A-297E by the close of business on September 28, 1998.


5.	The Commission conducted the deliberations for Docket Nos. 97A-521E and 98M-351E as scheduled, but postponed the deliberations in the instant docket based on the letter.  October 2, 1998 was set as the deliberation date for the Company’s motion for wavier.  The Commission believed that in the event the settlement agreement was filed on September 28, 1998, nonsignatory parties should have the opportunity to respond to the settlement agreement.  As a result, the Company was directed to hand deliver the settlement to all parties on the day it was filed with the Commission, and the nonsignatory parties were given one day to file their responses.  The Commission also stated that it would, at the October 1, 1998 Commissioners’ Weekly Meeting, determine if additional hearings were necessary based on either the terms of the stipulation or the responses of the nonsignatory parties.  


6.	On September 28, 1998, the Company filed a joint motion to accept a stipulation and settlement agreement and for partial reconsideration of the decisions reached by the Commission in Docket Nos. 97A-521E and 98M-351E on the ground that the settlement agreement actually reached addressed the merits of these dockets.  On September 29, 1998, the Company filed a motion to supplement the settlement agreement and for waiver of response time. The purpose of the supplement was to substitute certain signatory pages in the settlement.  


7.	Responses to the settlement were filed by CSP, DWB, and Green Colorado� on September 29, 1998.  On September 30, 1998, the OEC filed a motion to late-file its response along with 


its response.  In its response, CSP stated that it was disappointed with the small amount of set asides for renewables and Demand-Side Management (“DSM”) provided for in the settlement agreement; however, it was more troubled by the new waivers being requested.  The DWB requests in its response that the Commission clarify the phrase “to accommodate light loading conditions.”  In its response, Green Colorado stated that it wanted the bid evaluation criteria to incorporate the eight interests contained in the Basis and Purpose section of the Commission’s IRP rules.  Additionally, Green Colorado believed the 15-year contract length will not be available to second round renewable resource bidders who did not bid in the first round.  The OEC stated in its response that it wants the Commission to restore the integrity of the IRP process and change the level of Commission oversight.  This restoration would include:  ensuring that the IRP produces the best mix of resources at the lowest reasonable costs; ensuring that the process is fair to all; seeing that the IRP rules are followed; and taking an active role in an oversight capacity to “keep IRP on the tracks.”


8.	At the October 1, 1998 Commissioners’ Weekly Meeting, the Commission determined that no additional hearings were required based on either the terms of the settlement or the responses of the nonsignatory parties. 


9.	Now being duly advised in the premises, the Commission finds that:  (1) the Company’s motion to supplement the settlement agreement for certain signatory pages and waiver of response time should be granted; (2) the OEC’s motion to late-file its response to the settlement agreement should be granted; (3) the joint motion to accept the settlement agreement, with minor modifications as discussed below should be granted; (4) the Company’s waiver request for rules, 4 CCR 723-21-9.2.6 and 4 CCR 723-21-9.2.2 should be granted consistent with the settlement agreement; and (5) partial reconsideration of the Commission’s decisions in Docket Nos. 97A-521E and 98M-351E is appropriate.�


B.	Settlement Agreement


The settlement agreement (attached as Exhibit A to this Order) provides, in general, for the following terms:  segmented bidding; Fort St. Vrain Phase 3 to be in-service by summer of 2001; the Public Service-Southwestern Public Service tieline to be removed as a planning assumption for the 1996 IRP; a contingency plan, in the event insufficient bids are received in the second round of bidding that is to be conducted; an investigation into certain aspects of the Company’s econometric forecasting process; treatment of the Valmont Unit 5 Turbine Blade Project outside of the IRP process; a waiver of IRP rules for the Company to acquire up to 156 MW for up to three years in order to meet its Near-Term Electric Supply Adequacy needs; and a waiver of various other IRP rules. 


1.	Discussion on Segmented Bidding


a.	Under the terms of the settlement agreement, there would be segmented bidding for the resource needs identified in Appendix A to the settlement agreement.  The segmented bidding would be divided into four segments:  an up to 676 MW of firm supply-side segment, a 25 MW of wind segment, an up to 15.5 MW of non-wind renewable segment, and an up to $10 million DSM segment.  All first round bidders would have the option of receiving either a refund of their bid application fee or applying their bid application fee to a bid submitted in the segmented bidding.  


b.	With respect to the up to 676 MW firm supply-side resources, Public Service will seek proposals for supply side resources to be on-line by the summer of 2000 and will offer a seven year contract life (May 1, 2000 to April 30, 2007).  As part of the settlement, Public Service would:  identify possible sites within its service territory to mitigate the transmission and ancillary costs related to connection to the Company’s system; assist in identifying environmental constraints for sites the Company identifies; assist in identifying availability of natural gas transportation capacity; identify the preferred resource types, sizes, and bid evaluation criteria; not require bidders:  a) to provide financial pro formas; b) to identify fuel price or contracts; c) to identify heat use characteristics; and d) to afford the Company a first right of refusal to purchase the bidder’s proposed project(s).  Additionally, Public Service affiliates submitting bids shall do so on the same contract terms as non-affiliate bidders, and Public Service, at its own expense, shall retain a third-party evaluator to review the bids.  Finally, all first round bidders must resubmit their bid(s) if the bid is to be considered in the second round.  The Company intends to execute firm contracts with winning bidders by January 31, 1999.


c.	The 25 MW wind segment would not be included for purposes of meeting the 676 MW need for the summer of 2000, but, depending upon the outcome of a future study about the capacity value of wind, may serve to reduce post-2001 resource needs.  The bidders for the wind segment will be limited to first round bidders only.  The first round bidders will have the opportunity to modify their bids and successful wind resource bidders will be offered 15 year contracts.  The Company intends to award the wind resource bid(s) by February 28, 1999.   Public Service agrees, under terms of the settlement agreement, to: provide as much guidance as practical regarding how wind bids will be evaluated; examine, in addition to price, other factors� in selecting winning bids; include the cost of these wind resources in its general base rates or as a component of its energy cost that is recovered through the Company’s Incentive Cost Adjustment (“ICA”); provide a wind resource capacity valuation mechanism for incorporation into the 1999 IRP process; and to coordinate both the substance and timing of the announcement of this 25 MW resource commitment with the participants in the Company’s WindSource Marketing Advisory Committee.�


d.	The up to 15.5 MW non-wind renewable segment will be limited to those projects bid in the first round. The non-wind renewable resources will be included as capacity and will be used to satisfy a portion of the year 2000 676 MW resource need.  The first round bidders will be given the opportunity to modify their bids and winning bids will be offered 15 year contracts.  The contracts to be offered by the Company will not require non-wind renewable bidders to afford Public Service the first right of refusal to purchase the bidder’s project and will include a provision to tie payments to performance.  Public Service intends to execute contracts with non-wind renewable resource bidders by January 31, 1999, for an in-service date of the summer of 2000.   


e.	The DSM segment would be acquired over the next four years, through the year 2002.  The Company agrees to commit, in total, up to $10 million in two bid processes to 


acquire cost-effective DSM.  The first $5 million bid program would begin early in 1999 and focus on residential air conditioning load control and lighting measures for commercial customers with load opportunities below 20 kw.  The second $5 million bid program would be increased to the extent any of the first $5 million bid program remains unsubscribed.  The second $5 million bid program would be implemented following the completion of the Bid 2000 program� and would involve a more comprehensive approach to commercial facilities.  Under the terms of the settlement agreement, for purposes of its resource planning, Public Service will reduce its peak requirement by 30 MW beginning in 2001.  Pursuant to the stipulation, the third-party administrative, measurement and verification costs, in addition to the costs of the DSM measures undertaken, would be eligible for recovery through the Company’s Demand Side Management Cost Adjustment Clause (“DSMCA”) over a five year period.


f.	The Commission accepts the settlement agreement’s segmented bidding approach.  However, the Commission offers the following comments on segmented bidding.  One of the eight interests contained in the Basis and Purpose section of the IRP rules is the development of a diversified electric resource portfolio.  A diversified resource portfolio benefits the Company 


and ratepayers since it helps to mitigate fuel price fluctuations and fuel dependency, in addition to any environmental benefits which may occur when renewable resources are deployed.  As part of the settlement agreement, the parties agree that the 4,835 MW peak experienced by the Company on July 13, 1998, is an appropriate planning assumption for the 1996 IRP process.  We would note that under the settlement agreement, the non-traditional resources to be acquired will account for less than two percent of this peak load.  The Commission believes this is low.  Thus, we encourage Public Service to consider increasing the ratio of non-traditional resources to traditional resources in the future.


g.	Another contested item during the hearings was the contract length associated with firm supply-side resources.  Public Service’s initial Request for Proposal ("RFP") had a two-year contract length for firm supply-side resources.  As explained by Company witness Stoffel, this was due in large part to the legislative uncertainty surrounding possible retail wheeling and the Company’s desire to avoid uneconomic contracts and to have resource flexibility.  Based on the evidence on these issues as well as that regarding the optimal contract length from the prospective bidder, the Commission finds that a longer contract length, up to ten years, is appropriate.  Since the settlement agreement has settled on a seven-year contract length, the Commission will accept the term as reasonable.


h.	In reviewing the settlement agreement, it appears that for both the wind and non-wind renewable segments, the bidders are limited to first round bidders only.  Thus, any new wind and new non-wind renewable resource bidders must compete in the firm supply-side bid segment.  The Commission notes that in the first RFP, when the Company did not have segmented bidding, Public Service offered 15 year contracts to both wind and non-wind renewable resources provided they were bidding firm supply-side resources.  However, under the terms of the settlement agreement firm, such bidders would be offered only seven year contracts.  The Commission finds this limitation to be unacceptable.  The Commission therefore requires that wind and non-wind renewable resource bids be modeled for up to 15 years and offered up to 15 year contracts if they are selected as a winning bid within the firm supply-side segment.  This conclusion is consistent with the Commission’s declaration that the Company should seek more wind and non-wind renewable resources in the future.


i.	Additionally, with respect to the 25 MW wind segment, there is no showing on the record that the choice of 25 MW wind resource allocation offers the greatest economies of scale for installation of wind generation. For this reason the Commission will require Public Service to conduct an analysis and file a report, no later than March 31, 1999, describing the economies of scale of 50 MW versus 25 MW of wind resources and evaluating the average system rate impact of different levels of wind resources.  Public Service shall further account for the results of these analyses in its 1999 draft IRP.  Consistent with these analyses, the Commission further authorizes Public Service at its discretion to increase up to 50 MW the wind segment to be acquired under the settlement agreement as modified by this Order.


j.	At the hearing, Public Service proposed to reduce the maximum bid fee from $10,000 to $5,000. The Company also proposed that if a bidder submits variations of the same project, each variation would require a separate bid fee.   The settlement agreement provides that the Public Service agrees to refund any bid fees submitted by bidders in response to the first round bidders, or to apply the bid fee to the resource selection process contained in the settlement agreement.  However, the settlement agreement is silent on the bid fees under the segmented bidding described previously.  We will accept the Company’s hearing position regarding the maximum bid fee of $5,000 for each bid.  Thus, any first round bidder should be refunded that amount of its bid fee in excess of $5,000.


k.	Furthermore, Rule 4 CCR 723-21-9.2.3 provides that the reasonable expenses incurred by the utility in conducting the IRP competitive resource acquisition process, less the application fee, shall be recoverable from customers.  To the extent the lowering of the bid application fees results in additional expenses being incurred by the Company, customers and not the Company will bear these costs.  The Commission finds this result unacceptable.  We concur with the OEC that the Company did artificially limit the number of first round bidders through the two-year firm supply-side contract length.  We also believe that while the Company claims to have complied with the letter of the IRP rules in proposing to use price as its primary criteria for bid evaluation purposes, it too served to limit the number of bidders.  The Commission believes this skewed weighting approach does not support the spirit of the IRP rules which have eight balancing criteria.  Therefore, to the extent that the reduction in first round bidders’ bid fees from $10,000 to $5,000 and the related expense incurred in pursuing a second round of bids results in the Company incurring additional expenses related to its 1996 IRP, the Company and not customers shall bear these costs.  The Company shall explicitly identify these disallowed costs in its next earnings test.


l.	As it relates to the bid fee for variations on the same project, Company witness Rhodes acknowledged that the bid fees were not costs-based, but were subjectively determined.  Public Service argues that if bidders can submit variations of the same project under a single bid fee, bidders would abuse this privilege with excessive variations.  The Commission agrees with this reasoning; however, we also believe that there are certain economies of scale in modeling nearly identical bids.  Therefore, the Commission finds that variations of bids shall have a maximum bid fee of $3,000.  Consistent with the previous paragraph, to the extent that the reduction in first round bidders’ bid fees for variations of the same project from $10,000 to $3,000 results in the Company incurring additional expenses related to its 1996 IRP, the Company and not customers shall bear these costs.  Likewise, the Company shall explicitly identify these disallowed costs in its next earnings test.


m.	Finally, under the settlement agreement, the third-party administrative costs, the measurement and verification costs, and the costs of the DSM measures undertaken would be eligible for recovery through the DSMCA over a five year period following their installation.  This is treatment is consistent with that pertaining to the Company’s last DSM program whereby only the actual DSM program costs incurred were eligible for recovery through the DSMCA and no incentive payments were awarded to the Company.�  The Commission accepts the parties resolution of the DSM cost recovery issue; however, as noted in Decision No. C96-1235,� the Commission believes that ultimately DSM should be provided without utility support once a more robust energy efficiency market emerges in a competitive electric utility industry.  As a result, the Commission encourages the parties to be creative in designing and implementing the various DSM proposals.  The Commission challenges the parties to  leverage the $10 million as much as possible so as to not stunt the growth in the energy efficiency market.


2.	Discussion on Fort St. Vrain Phase 3


a.	Under the terms of the settlement agreement, the Company agrees to submit an application for a Certificate of Public Convenience and Necessity (“CPCN”) to construct Fort St. Vrain Phase 3 (“FSV3”) no later than January 29, 1999.  FSV3 will be a 214 MW rate base plant with an in-service date beginning in the summer of 2001.  The settlement agreement notes that as a result of the FSV3 in-service date, the Company needs up to 29 MW more of additional capacity during the summer peak of 2001.  The settlement agreement provides that the 29 MW will be bid during the new firm supply-side RFP process.


b.	During the hearing, many parties noted that FSV3 should have special treatment in the IRP process due to:  the legacy issues associated with the plant’s operating history; the fact that certain existing assets costs were “front-end loaded” into phases 1 and 2, with no allocation for existing assets being assigned to phase 3; the anticipated low generation costs of this plant.  The Commission agrees with these reasons and believes that FSV3 should be exempt from the firm supply-side competitive bidding process.


c.	Although not directly stated in the settlement agreement, the Commission finds that the term “rate base plant” would bestow a 30-year depreciable life and actual cost of service treatment for rate making purposes on  FSV3.  As discussed in more detail below, under the contingency plan section, the Commission views FSV3 as a facility provided under the Company’s obligation to serve as a Provider of Last Resort (“POLR”).


3.	Discussion on the Proposed Tieline Between Public Service and Southwestern Public Service Company


a.	The settlement agreement provides that the Company agrees to submit an application for a CPCN to construct a transmission tieline between Public Service and Southwestern Public Service Company prior to the end of 1998.  For purposes of this IRP, the Company will remove the tieline from its planning assumptions.  Instead, the Public Service will address the impacts of the tieline, if any, in the planning assumptions associated with its 1999 IRP.  


b.	Without passing judgment on whether the tieline is a resource or a means to access generation resources, and whether any resources transmitted over the proposed tieline, need to be bid in an IRP context, the Commission accepts the parties resolution of this issue.  


4.	Discussion on the Contingency Plan


a.	As part of the settlement agreement, the Company will develop a contingency plan for the 1999 to 2002 time period.�  This plan would be triggered in the event there is less than 676 MW of firm capacity bid in response to the next round of bidding.�  Public Service would notify the Commission if it resorts to the contingency plan.  The settlement provides that Public Service shall be able to request that capacity installed by the Company pursuant to this contingency plan be included in the Company’s electric rate base and be priced on a cost-of-service basis.  


b.	The Commission believes that consistent with its status as a regulated public utility, the Company is required to own or control sufficient resources to meet the firm electricity needs of its customers.  This obligation to serve has been referred to as a POLR.  While few would dispute Public Service’s POLR obligation, it appears to create a double standard for resources acquired under our IRP rules.


c.	As discussed above, under the settlement, FSV3 would receive a 30-year depreciable life and cost-of-service rate treatment.  Some non-POLR bidders might argue that it is 


unfair for the Company’s proposed POLR resources to receive in essence a 30-year contract when they can only receive a seven-year contract under the segmented bidding for their firm supply-side resources.  The Commission notes that, under the settlement, these POLR resources are triggered only when there is insufficient resources bid under the RFP process.  Thus, the settlement intends to fill the Company’s resource need through a competitive market response with the Company and its affiliates competing on the same terms and conditions as other bidders.  It is only when an insufficient amount of bids are received that the contingency plan is triggered.  Thus, we find that the concerns of the non-POLR bidders are not warranted and that this result is acceptable for the 1996 IRP.


d.	However for the 1999 IRP, the Commission believes the Company should develop a contingency plan in advance of issuing its RFP.  In issuing the 1999 RFP, Public Service should disclose the price of the lowest cost firm supply-side contingency plant.  This would, in effect, become a ceiling for testing the economics of non-POLR bids in the 1999 IRP. 


5.	Discussion on Econometric Modeling


a.	As part of the settlement agreement, the Company agrees that before the new supply-side RFP bids are received, it will evaluate its econometric demand forecasting model.  Public Service will determine:  whether and how it should incorporate service territory-specific economic variables; whether and how it should incorporate weather variables; whether and how it should consider incorporating the results of its air conditioning saturation and rate-class information studies.  Moreover, the Company agrees to report to the Commission by November 30, 1999, the  results of its evaluation of its econometric demand forecasting models with either the specific changes made to its econometric models or the identification of an alternative model.  Finally, Public Service agrees to calculate an explicit winter coincident peak forecast and high and low demand forecasts and to use these forecasts as part of the new supply-side RFP analysis.


b.	As discussed above, the basis for the Company’s identified resource need is the actual system peak of 4,835 MW on July 13, 1998.  This system peak is then increased by a four-year trend analysis of Public Service’s peak.  The Company’s forecasting ability has recently come under scrutiny in light of recent record demand and resulting rolling blackouts.  Company witness Marks explained that this forecasted growth is not based on demographic or economic growth factors.  Instead, it was subjectively derived.  


c.	Although the Commission will accept this subjective demand forecast as the basis for need determination in  this IRP, the Commission believes a true econometric demand forecast is superior to a subjective one.  The Commission hopes the investigation and reporting requirements contained in the settlement agreement will identify and correct the Company’s econometric demand forecasting process.  The Commission notes that while these investigation and reporting requirements are nearly identical to those to be ordered in Docket No. 98M-351E, the Commission will require that the information be filed in both dockets.  In sum, the Commission accepts these provisions of the settlement agreement, without modification.


6.	Discussion on Valmont Unit 5 Turbine Blade Project


a.	One of the provisions of the settlement agreement is a recommendation by the parties� to the Commission to grant a CPCN for the Valmont Unit 5 Turbine Blade Project (“Valmont Project”).  As a result, Public Service will not have to bid the 11 MW of capacity improvement related to the Valmont Project in the new supply-side bid segment.  Additionally, the Company can seek recovery of the Valmont Project costs through existing recovery methods.  The settlement further provides that Public Service agrees not to seek a waiver within the next two years of Rule 4 CCR 723-21-9.1.4 with respect to improvements or modifications to existing utility generation facilities that would change the production capability by more than 10 MW and that have an estimated costs greater than $10 million. 


b.	Based on the above-described agreement, the parties have sought reconsideration of the Commission’s oral ruling of September 25, 1998 regarding the Valmont Project.  That ruling required the Valmont Project be competitively bid in a future round of bidding.  The parties believe the resolution contained in the settlement agreement is reasonable and appropriate and therefore request that a CPCN be granted.


c.	Because all of the parties to the Valmont Project case advocate acceptance of this term of the settlement agreement, the Commission will grant reconsideration of its September 25, 1998 ruling.  Since the Commission does not want to discourage the Company from pursuing cost-effective efficiency improvements during the next two years, the Commission encourages the Company to present these projects for Commission approval should they be pursued.  A separate, more comprehensive order in Docket No. 97A-521E will be issued accordingly at which time the CPCN will be granted.


7.	Discussion on Near-Term Supply Adequacy


a.	The settlement agreement provides that the Company has identified a resource need for the twelve months ending September 30, 1999 of 156 MW.  The parties support Commission approval of a waiver of the portions of the competitive resource process acquisition process rules set forth at 4 CCR 723-21-9 as necessary for up to a three year period and for up to 156 MW for the purpose of meeting the Company’s short-term needs.  To the extent Public Service contracts for up to 156 megawatts for 1999, 2000, and 2001, the identified 676 MW need for the summer of 2000 and the 29 MW need for 2001 will be reduced accordingly.  The Company also agrees to provide the Commission, under seal, the results of the 156 MW resource need acquisition process on or before January 31, 1999.


b.	In the Joint Motion to Accept Stipulation and Settlement Agreement and for Partial Reconsideration, the parties seek reconsideration of the Commission’s oral ruling of September 25, 1998 that no waiver of IRP rules should be granted at this time in the event Public Service negotiates contracts of more than twelve months in length.  This oral ruling requires the Company to come forward with applications on a contract-by-contract basis to obtain waivers of the IRP rules.  The parties to the settlement believe this would be inefficient and potentially very time consuming.


c.	While the Commission believes a three-year waiver may be excessive, we will accept this provision of the settlement agreement, without modification.  It is expected that, by providing the Company the flexibility to contract for up to three years, ratepayers will benefit in the form of lower contract prices from any contacts entered into for the longer period.  A separate, more comprehensive order in Docket No. 98M-351E will be issued accordingly, at which time the requested rule waiver will be formally granted.


8.	Discussion on Other Rule Waivers Requested in the Settlement Agreement


a.	The parties request waivers for the following IRP rules in the settlement agreement:  Rule 9.3.6, which requires a description of the process used to model and evaluate bids; Rule 9.3.7, which requires justification for limiting number of bids subject to comprehensive modeling; Rule 9.3.8, which requires a portfolio description including the a net present value of the revenue requirement and an analysis for electric rate impacts for each year of the planning period; Rule 9.3.9, which requires the utility to describe the impacts of its resource portfolio on sustainability, public health and safety, land resources, and water resources; Rule 9.3.10, which requires the utility to describe the impacts of its resource portfolio on the state’s economy, employment, mining, natural gas, energy efficiency, and renewable industries; Rule 9.3.11; which requires the utility to describe the impacts of its resource portfolio on small businesses engaged in the design, sale, supply, installation, or servicing of energy conservation measures; Rule 9.3.12, which requires the utility to explain whether current rate design is consistent with its IRP and how future rate design could impact its portfolio; Rule 9.3.13, which requires the utility to describe any steps it is taking to research, develop, demonstrate and commercialize renewable resources and other nontraditional technologies; Rule 9.4, which requires alternative portfolio modeling; and Rule 10, which describes the process for the Commission’s review and approval of an IRP Plan.  


b.	The Commission will not grant waiver of Rule 9.3.6 of the IRP Rules.  Many of the parties to the hearing, advocated that the Company should develop a nonbinding portfolio based on the first round bids so that, among other things, the parties could learn how Public Service would evaluate bids based on the Company’s weighting and bid criteria.  We note that the bid evaluation process is a key component in developing and maintaining the integrity of the IRP process.  Thus, the Commission believes the Company should provide the information pursuant to Rule 9.3.6 at the time it files its final 1996 IRP report on July 31, 1999.  This information should explicitly show the weightings and criteria used to evaluate bids and be documented so that parties to process can understand� how the evaluation was conducted. 


c.	The Commission also will not grant waiver of Rule 9.3.8.  We note that the settlement agreement, on page 23, provides that with the final 1996 IRP report to be filed on July 31, 1999, the Company will include a report which will present the economics and emissions characteristics of the final portfolio, as well as an engineering study of the overall reliability of the portfolio’s transmission and generation resources.  It could be that the parties envisioned that the information pursuant to Rule 9.3.8 would be included in this report.  However, the Commission believes the Rule 9.3.8 description should be explicitly included in the final IRP report.  Therefore, we will not grant a waiver of Rule 9.3.8. 


d.	As it relates to the remaining rule waiver requests, the Commission finds that in consideration of the terms of the entire settlement the important substance of the affected rules has been contemplated and addressed.  Therefore, the Commission will grant the requested waiver of Rules 9.3.1-9.3.5, 9.3.7, 9.3.9-9.3.13, 9.4, 9.5, and 10.


9.	Discussion on Issues in Response to the Settlement Agreement


a.	The discussion in the proceeding subsection addresses the concerns identified by the CSP.  In this regard the Commission believes its rulings have made the IRP process more open and not subject to the “blackbox” complaint of several of the bidders/interested parties and especially the OEC.


b.	The Commission will not further clarify the phrase "light loading conditions" pertaining to non-wind renewable resources.  The Commission believes this issue, which was raised by DWB, should be resolved through negotiation.


c.	The Commission finds that the resolution of the issues surrounding Public Service’s 1996 IRP in the manner prescribed in this order addresses the general and specific concerns of Green Colorado and the OEC.


II.	ORDER


A.	The Commission Orders That:


The Motion to Supplement the Settlement Agreement filed by Public Service Company of Colorado is granted.


The Office of Energy Conservation’s Motion to Late-File its Response is granted.


The Joint Motion to Accept the Stipulation and Settlement Agreement and for Partial Reconsideration is granted consistent with and subject to the modifications to contract length, wind resources reporting, the contingency plan terms, and the Rules 9.3.6 and 9.3.8 waiver requests as well as the additional terms (bid fees, FSV3 treatment) discussed above.  The Stipulation and Settlement Agreement is attached as Exhibit A.  


The Motion for Waiver of a Portion of 4 CCR 723-21-9.2.6 and 4 CCR 723-21-9.2.2 is dismissed as moot based on the Commission’s ruling accepting the Stipulation and Settlement Agreement. 


This Order is effective upon its Mailed Date.


B.	ADOPTED IN Commissioners’ WEEKLY MEETING�October 2, 1998.
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COMMISSIONERS VINCENT MAJKOWSKI�AND R. BRENT ALDERFER�CONCURRING IN PART�AND DISSENTING IN PART.
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III.	COMMISSIONER VINCENT MAJKOWSKI CONCURRING, IN PART, AND  DISSENTING, IN PART:


A.	The settlement agreement regarding the 1996 Integrated Resource Plan (“IRP”) of Public Service Company of Colorado (“Public Service”) resolves numerous contentious issues in this much litigated proceeding.  For this reason, I generally support the settlement agreement.  However, there are two issues on which I must dissent.


B.	First, and foremost, I do not support the adoption of a segmented bidding approach.  The IRP Rules, 4 CCR 723-21, set forth a competitive acquisition process for electricity resources needed by electric utilities.  The rules further intend for their operation to benefit the people of Colorado, by, among other things, the attainment of the best possible price.  I do not believe this important goal can be reached through a segmented bidding approach; instead, Public Service should conduct an all-source bid to obtain the resources it needs.


C.	Specifically, I dissent from the Commission’s decision to approve the 25 MW of wind resources, the up to 15.5 MW of non-wind renewable resources, and the commitment of up to $10 million to acquire cost-effective Demand Side Management (“DSM”) measures.  With respect to the wind resources, I am concerned that the terms of the settlement agreement will not ensure resource acquisition at the best possible price and that they might negatively impact the demand for the WindSource program (a program which requires customers to pay a premium for their electricity).  With respect to the non-wind renewable segment, I have similar concerns regarding the ability to achieve the best possible price.  Third, with respect to the DSM segment, I believe it represents a win-win position for Public Service and DSM bidders without equally serving to protect the ratepayers.  In short, it is ironic to agree to commit to a segment of this “resource,” thereby benefiting the DSM bidders, while simultaneously allowing for pass-through cost recovery via the Demand Side Management Cost Adjustment, thereby protecting Public Service from any negative consequences attributable to the acquisition of DSM measures.


D.	The second term on which I dissent is the contract length term of the requests for proposal for firm supply-side resources.  I believe that the seven-year term agreed to by the parties to this matter is too long and the Commission’s stated preference for an even longer contract length is simply wrong.  Given the potential for retail wheeling to become a reality during the next seven years and the resulting possibility of uneconomic guaranteed power supply contracts, I support the adoption of a five-year contract length with two options for one-year extensions in the event that retail wheeling is still not a reality in Colorado.
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Commissioner


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


A.	The settlement agreement entered into by the parties in this matter represents an excellent resolution to the 1996 Integrated Resource Plan (“IRP”) of Public Service Company of Colorado (“Public Service”).  


B.	I dissent on only one aspect of the decision.  The evidence of record supported economy-of-scale benefits from the addition of a wind resource segment between 50 MW and 100 MW, larger than the 25 MW segment proposed in the settlement agreement. To allow these economies-of-scale to be properly addressed, I would have required a minimum of 50 MW of wind resources (one percent of Public Service’s forecasted peak load for 2000) and allowed Public Service to acquire up to 100 MW based on the economy-of-scale analysis to be performed pursuant to this order. This is particularly appropriate since the parties have agreed to exclude the wind resources from contributing to the 676 MW capacity need for the summer of 2000.
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� The procedural history of this case prior to this date is contained in the stipulation attached to this order.


� This is the application related to the Company’s Valmont Unit 5 Turbine Blade Project.


� This is the miscellaneous docket regarding the Near-Term Electric Supply Adequacy of Public Service. 


� Green Colorado is not a party to this proceeding.  However, the Commission will consider the content of its filing and assign it the appropriate weight.  On October 5, 1998, Green Colorado submitted another letter to the Commission.  The Commission will not consider this letter since it was received after our deliberations.


� Separate orders will be issued in Docket Nos. 97A-521E and 98M-351E to memorialize the Commission’s rulings.


� These include line losses, local system benefits and on-peak energy deliveries.


� This commitment includes the spending of at least 15 percent of the advertising budget for WindSource to announce the wind-energy resource commitment and to encourage additional customers to sign-up for WindSource.


� This program was the result of a stipulation reached by the Company in its merger docket with Southwestern Public Service Company.  See Exhibit No. 2 in Docket No. 95A-531EG.


� See, Exhibit No. 2, page 4, in Docket No. 95A-531EG.  Exhibit No. 2 was approved in Decision No. C96-1235.


� See, page 75, paragraph e.


� See, Confidential Appendix B to the settlement agreement.


� The issue of acceptability of bids with uneconomic prices was not directly addressed by the settlement.  The Commission hopes that the Company would exercise good judgment and discard clearly uneconomic bids in favor of its contingency plan. 


� CIEA, Public Service, and Staff are the only parties in Docket No. 97A-521E.


� We realize that there is a difference between understanding and agreeing with the evaluation process.





� PAGE �32�











