Decision No. C98-1310

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

DOCKET NO. 98C-614G
Regarding The Investigation Of The Justness And Reasonableness Of Rates Of rOCKY mOUNTAIN NATURAL Gas Company.
ORDER TO SHOW CAUSE AND NOTICE OF HEARING
Mailed Date:  December 29, 1998

Adopted Date:  December 23, 1998

I.
BY THE COMMISSION:

A.
Statement

1. The Colorado Public Utilities Commission (“Commis-sion”) hereby issues this Order to Show Cause and Notice of Hearing to Rocky Mountain Natural Gas Company ("RMNGCo" or "Company").  As discussed infra, based upon an investigation conducted by Commission Staff ("Staff"), the Commission concludes that there is reason to believe that the rates and charges currently in effect for RMNGCo may be excessive and, therefore, not just and reasonable.  Therefore, RMNGCo will be ordered to appear before the Commission, at a time and date set forth below and as further established by an Administrative Law Judge for the Commission, to show cause why its currently effective rates should not be modified.

B.
Findings and Conclusions

1. RMNGCo is a public utility engaged in the pur-chase, transmission, and general resale of natural gas along its pipeline system in the western slope area of the State of Colorado.  RMNGCo’s only sale-for-resale customer is Rocky Moun-tain Natural Gas Division of K N Energy, Inc. (“Rocky Division”).  As a public utility, RMNGCo is subject to the Commission's juris-diction pursuant to the Public Utilities Law, Articles 1 to 7, Title 40, C.R.S.

2. The regulated rates and charges presently in effect for RMNGCo were set by Advice Letter No. 4 filed May 1, 1990 and allowed to go into effect by the Commission through Operation of Law, effective June 1, 1990.  These rates were based upon a test year ending December 31, 1989.  Pursuant to Advice Letter No. 4, RMNGCo’s authorized rate of return on equity was established at 13.60 percent and its authorized rate of return on rate base at 11.44 percent.  The rates and charges allowed to go into effect via Advice Letter No. 4 were based upon those rates of return.

3. Since RMNGCo's rates were last reviewed and estab-lished by the Commission--over eight years have elapsed since that time--it appears that substantial changes have occurred in RMNGCo's operations.  For example, an investigation conducted by Staff of RMNGCo’s PUC updated Appendix A Report indicates that, based upon a comparison of the test year used with Advice Letter No. 4 to the 12 months test year ended June 30, 1998, RMNGCo has experienced an increase of 247.34 percent in rate base, an increase of 73.64 percent in total operating revenue, and an increase of 145.37 percent in net operating revenue.  The RMNGCo PUC Appendix A Report filing indicates that, for the test year ending June 30, 1998, RMNGCo's rate of return on equity was 28.38 percent (compared to an authorized return of 13.60 percent) and rate of return on rate base was 11.92 percent (compared to an authorized return of 11.44 percent). Generally, recent informa-tion regarding RMNGCo’s operations indicates that the Company may be earning at levels in excess of a fair and reasonable return.

4. Section 40-3-101(1), C.R.S., provides:


All charges made, demanded, or received by any public utility for any rate, fare, product, or commod-ity furnished or to be furnished or any service ren-dered or to be rendered shall be just and reasonable.  Every unjust or unreasonable charge made, demanded, or received for such rate, fare, product or commodity, or service is prohibited and declared unlawful. ...

Furthermore, § 40-3-102, C.R.S., states:


The power and authority is hereby vested in the public utilities commission of the state of Colorado and it is hereby made its duty to adopt all necessary rates, charges, and regulations to govern and regulate all rates, charges, and tariffs of every public utility of this state to correct abuses; to prevent unjust discriminations and extortions in the rates, charges, and tariffs of such public utilities of this state; to generally supervise and regulate every public utility in this state; and to do all things, whether specifi-cally designated in articles 1 to 7 of this title or in addition thereto, which are necessary or convenient in the exercise of such power. ...

5. Rates and charges which result in excessive earn-ings for a public utility are unjust and unreasonable, and, therefore, unlawful.  The above-referenced statutes indicate that the Commission has the power and duty to modify such rates and charges.  Since Staff's investigation suggests that RMNGCo's currently effective rates may be resulting in Company earnings above a fair and reasonable return (i.e., the rates are exces-sive), sufficient cause exists to hold a hearing to determine the facts of the matter, to hear material argument, to receive evi-dence and testimony concerning, but not limited to, the appro-priate levels of earnings, capital structure, rate of return on rate base and rate of return on equity (Phase I) and cost allocation and rate design (Phase II) from Staff and other interested parties, and to determine what order or requirement, if any, shall be issued by the Commission, including, but not limited to, an order that RMNGCo reduce or modify its earnings, rates of return, rates and charges.  Finally, the Commission may also consider other regulatory schemes such as performance based regulation should a party propose the implementation of such a scheme.

C.
Notice of Hearing

Given the nature of this case, we find it appropriate that RMNGCo and all other interested parties who are permitted to intervene appear at a prehearing conference before an Admin-istrative Law Judge for the Commission to establish the pro-cedural schedule herein.  Therefore, RMNGCo will be ordered to appear at the below-specified date and time for the purpose of establishing further procedural requirements in this case, including, but not limited to, the dates for the prefiling of testimony by interested parties and the dates for hearing in this matter.  Interested persons shall file motions for intervention or other appropriate pleading to become a party to this case in accordance with the Commission's Rules of Practice and Procedure, 4 Code of Colorado Regulations 723-1, within 30 days after the effective date of this order.

II.
ORDER

A.
The Commission Orders That:

1. Consistent with the above discussion, Rocky Moun-tain Natural Gas Company, is ordered to appear before the Com-mission to show cause why the Commission should not enter an order to reduce or modify Rocky Mountain Natural Gas Company's rates and charges, and why the Commission should not take other appropriate action in this proceeding.

2. Interested persons shall file their motions for intervention or other pleading to become a party to this case in accordance with the Commission's Rules of Practice and Procedure, 4 Code of Colorado Regulations 723-1, within 30 days following the effective date of this Order.

3. Rocky Mountain Natural Gas Company, and all other parties to this case shall appear for a prehearing conference before an Administrative Law Judge for the Commission at the following date, time, and place:

DATE:
February 8, 1999

TIME:
9:00 a.m.

PLACE:
Commission Hearing Room

Office Level 2  (OL 2)

Logan Tower

1580 Logan Street

Denver, Colorado
The purpose of the prehearing conference shall be to establish procedural requirements for this proceeding, including the dates for prefiling of testimony and dates for hearing.

4. This Order is effective on its Mailed Date.

B.
ADOPTED IN COMMISSIONERS' WEEKLY MEETING
 
December 23, 1998.

THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO
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____________________

Bruce N. Smith

Director
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