Decision No. C00-154

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

DOCKET NO. 98A-297EG
IN THE MATTER OF THE APPLICATION OF PUBLIC SERVICE COMPANY OF COLORADO FOR AN ORDER APPROVING ITS COST ALLOCATION MANUAL IN ACCORDANCE WITH 4 CCR 723-47 AND PURSUANT TO §§ 40-2-108 AND 40-3-114, C.R.S.
Decision Granting, In Part, and
Denying, In Part, Exceptions
Mailed Date:  February 17, 2000

Adopted Date:  February 16, 2000
I. BY THE COMMISSION:

A. Statement
1.
This matter comes before the Colorado Public Utilities Commission ("Commission") for consideration of exceptions to Decision No. R99-1026, issued by an administrative law judge ("ALJ") on September 17, 1999.  By Decision No. R99-1026, the ALJ approved the Cost Allocation Manual ("CAM") filed by Public Service Company of Colorado ("Public Service").  The ALJ determined that the CAM contained all information required by Rule 7 of the Commission's Cost Allocation Rules for Electric and Gas Utilities' Non-Regulated Services, 4 Code of Colorado Regulations (“CCR”) 723-47.

2.
The Colorado Business Alliance for Cooperative Utility Practices ("Alliance") filed exceptions to Decision No. R99-1026.  The Alliance contends that the ALJ failed to consider its objections to Public Service's CAM.  The objections pertain to:  (1) incidental non-regulated services; (2) allocation methodologies; (3) regulated/non-regulated allocators; (4) higher of cost or market for transactions with affiliates; and (5) incompleteness of Section IV of the CAM.

3.
Now being duly advised in the matter, the Commission grants, in part, and denies, in part, the exceptions and orders Public Service to file an amended 1998 CAM consistent with this Decision.

B. Discussion

1.
Incidental Non-Regulated Services
a. The Alliance argues that Public Service did not properly apply the Rule 7.5.3 test to determine when to treat incidental non-regulated services as regulated services.  Rule 7.5.3 provides that an incidental non-regulated service may be classified as a regulated service for the purpose of the CAM "if revenues associated with the service do not exceed $50,000 annually, or such other amount established by the Commission considering the nature and frequency of the particular service."

b. Public Service concedes that it did not follow the express language of Rule 7.5.3 with respect to the sale of fly ash, the rental of gas and electric properties/facilities, the provision of automated car wash services, and the provision of street lighting.  In its CAM, Public Service proposes an alternative test for these four services.  The proposed test to determine whether a service is incidental evaluates:  (1) whether Public Service solicits customers for the service; (2) whether the service poses a negligible financial or other risk to regulated operations; and (3) whether the service is an outgrowth of regulated operations.  Under this test, Public Service contends that all four of the above itemized services are incidental, non-regulated services that may be treated as regulated for purposes of its CAM.  The Alliance objects to these criteria and resulting categorization because revenue is irrelevant to Public Service's proposed test.

c. The Commission finds that Public Service has not stated an adequate basis for ignoring the $50,000 revenue threshold set forth at Rule 7.5.3.  Therefore, Public Service shall amend its CAM properly to classify the services identified on pages II-5 through II-7 of its CAM using the express test set forth at Rule 7.5.3.

d. However, the Commission further finds that Public Service should be granted a waiver from the revenue threshold of Rule 7.5.3 with respect to the sale of fly ash and the rental of gas and electric properties/facilities.  These two non-regulated services are necessarily incidental to Public Service's regulated operations and, therefore, may reasonably be treated as regulated for purposes of its CAM.

2.
Allocation Methodologies
a.
The Alliance contends that Section II of Public Service's CAM contains misleading descriptions of the allocation methods applicable to Public Service's non-regulated business activities.  The Alliance requests the Commission to order Public Service to amend either Section II or Section V of its CAM to clear up the misleading descriptions.

b.
The Commission finds that the descriptions set forth at Section II of Public Service's CAM are not misleading and are not contradictory with the descriptions set forth at Section V of Public Service's CAM.  The Alliance's position on this point is not well-founded.

3.
Regulated/Non-Regulated Allocators
a.
The Alliance argues that Public Service has not adequately explained why its method to allocate costs to regulated and non-regulated services is appropriate for a variety of the individual accounts listed in Section V of Public Service's CAM.  The Alliance believes that Public Service should be ordered to better explain how the selected method is consistent with the principles identified in Rule 4 and meets the "logical or observable correlation" requirement of Rule 4.2.4.  The Alliance is specifically concerned with certain accounts to which Public Service has applied the common plant allocator.

b.
The Commission finds that the Alliance's request for additional explanation by Public Service does little to improve the CAM or the appropriateness of the allocation method selected for each individual account listed in Section V of the CAM.  The improvement suggested by the Alliance is only meaningful if a fully distributed cost study is performed in conjunction with the application.  Because a fully distributed cost study is not required in a proceeding to approve this CAM, the Commission will not grant the relief sought by the Alliance on this issue.

2. Higher of Cost or Market for Transactions with 
 
Affiliates
a.
The Alliance contends that Public Service did not apply the principles identified in Rule 5 with respect to the terms of anticipated transactions between Public Service and any of its non-regulated divisions, subsidiaries, or affiliates as mandated by Rule 7.8.  The principles identified in Rule 5 (specifically Rule 5.1.2) require that the terms of a transfer from a utility to a non-regulated division, subsidiary, or affiliate, if the transfer does not involve a tariff service, shall be "the higher of the utility's fully distributed cost or market rate."

b.
Rule 7.8, when read in conjunction with Rule 5.1.2, sets forth the applicable cost for cost allocation purposes.  It does not require the actual contract terms to be at the higher of fully distributed cost or market rate.  However, for CAM purposes, the terms of transactions between Public Service and its affiliates, as set forth in pages IV-4 through IV-12 of Public Service's CAM, should be shown, depending on the direction of the transfer, as either:  (1) the higher of the utility's fully distributed cost or market rate; or (2) the lower of the fully distributed cost or market rate.

c.
Public Service shall amend the "Terms" column on pages IV-4 through IV-5 of its CAM to state the higher of the utility's fully distributed cost or market rate transfer pricing standard set forth at Rule 5.1.2 as opposed to the existing phrase "FDC".  Similarly, Public Service shall amend the "Terms" column on pages IV-6 through IV-12 of its CAM to state the lower of the fully distributed cost or market rate transfer pricing standard set forth at Rule 5.2.2 as opposed to the existing phrase "FDC".

5.
Incompleteness of Section IV
a.
The Alliance contends that Section IV of Public Service's CAM is incomplete because, for example, it does not describe any advertising provided by Public Service for its affiliates on, for example, bills and bill stuffers.  The Alliance relies on Exhibit 13 to support its position.

b.
Upon review of Exhibit 13, the Commission finds that the referenced advertising was for "business activities" and not non-regulated divisions, subsidiaries, or affiliates.  Because the existing Cost Allocation Rules for Electric and Gas Utilities' Non-Regulated Services, 4 CCR 723-47, do not require a more specific categorization of these types of advertising expenditures, Public Service is not required to report the advertising expenditures that comprise Exhibit 13 in Section IV of its 1998 CAM.

c.
Thus, while the Commission is not convinced that Public Service's assignments are fair, it will approve this aspect of Public Service's CAM at this time.  However, the Commission will closely examine the chosen allocator in a proceeding for which Public Service performs a fully distributed cost study.

II. ORDER

C. The Commission Orders That:

1.
The exceptions to Decision No. R99-1026 filed by the Colorado Business Alliance for Cooperative Utility Practices are granted, in part, and denied, in part.

2.
The 1998 Cost Allocation Manual filed by Public Service Company of Colorado is not approved.  Public Service Company of Colorado shall file a revised 1998 Cost Allocation Manual in this Docket that contains the modifications ordered by this Decision.  Public Service Company of Colorado shall file its revised 1998 Cost Allocation Manual within 30 days of the issuance of an administratively final decision in this Docket.  All interested parties desiring to comment on the revised 1998 Cost Allocation Manual to be filed by Public Service Company of Colorado shall do so within 14 days of its filing.  Following the expiration of the 14-day comment period, an order either approving the revised 1998 Cost Allocation Manual or requiring further modification shall issue.

3.
Public Service Company of Colorado should not file an update to its 1998 Cost Allocation Manual or an application for approval of a 2000 Cost Allocation Manual in the absence of further direction.

4.
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.

5.
This Decision is effective on its Mailed Date.

D. ADOPTED IN COMMISSIONERS' WEEKLY MEETING
 
February 16, 2000.
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� All rule references in this Decision are to rules set forth in 4 CCR 723-47.
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