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I.
BY THE COMMISSION

A. Statement

1. This matter comes before the Commission for consideration of applications for rehearing, reargument, or reconsideration (“application for RRR”) of Decision No. C01-231 (“Initial Decision”) filed by Public Service Company of Colorado (“Public Service” or “Company”) and the Commission Staff (“Staff”).  Home Builders Association of Metro Denver (“HBA”) filed a motion for leave to respond and a response to Public Service’s application for RRR.   HBA limited its response to the construction allowance issue. 

2. Public Service filed Advice Letter No. 566 - Gas and supporting direct testimony on July 17, 2000, seeking  to implement two General Rate Schedule Adjustment riders to be applied to base rates under the Company's gas service rate schedules.  On July 28, 2000, the Commission suspended the effective date of the tariffs for 120 days and set the matter for hearing.  Decision No. C00-826; § 40-6-111(1), C.R.S.  The suspension period was extended an additional 90 days on December 15, 2000, to March 15, 2001.  Decision No. C00-1380.  

3. The Colorado Oil and Gas Association; the City and County of Denver; Brush Cogeneration Partners; Conoco, Inc.; HS Energy Services, Inc.; Western Natural Gas, LLC (“Western”); the Colorado Business Alliance for Cooperative Utility Practices (“Business Alliance”); Multiple Intervenors;
 Colorado Interstate Gas Company; HBA; Melody Homes, Inc.; the Colorado Energy Assistance Foundation; Catholic Charities; and Alma Krabbe filed petitions for intervention.  On November 25, 1998, Staff filed its notice of intervention, and on December 2, 1998, the Colorado Office of Consumer Counsel (“OCC”) filed its notice of intervention.
4. On November 16, 2000, HBA moved to dismiss the construction allowance issue from this docket and to update certain tariff calculations.  The Commission denied the motion on December 12, 2000.  Decision No. C00-1408.  In its rebuttal testimony, filed December 19, 2000, Public Service proposed a different method of calculating construction allowances.  Again HBA moved to strike all testimony related to the construction allowance testimony.  The Commission granted HBA’s motion to strike on January 5, 2001.  Decision No. C01-15. 

5. The hearing began January 8, 2001, and continued to January 11, 2001.  In response to the order striking testimony about the construction allowance issue, the parties submitted a stipulation specifically identifying the testimony to be stricken.  The Commission accepted the stipulation before any witnesses took the stand.  The Commission accepted the stipulation between the Business Alliance and Public Service regarding facts relating to the allocation of costs.  The prefiled testimony and exhibits of witnesses on behalf of Public Service, OCC, Western, the Business Alliance, and Staff were offered and admitted into evidence as Exhibits A through X.  Additional exhibits, marked as Exhibits 1 through 9 and 11 through 24, were admitted into evidence during the course of the hearing.  Exhibit 10 was offered by Public Service, but rejected by the Commission.
6. On March 15, 2001, the Commission issued its order.  Decision No. C01-231.  The Commission set the Company’s revenue requirement and established an allowed rate of return of 11.25 percent.  Many of the Company’s accounting requests and adjustments were denied.  Although “generally satisfied” with the Commission’s resolution of the issues, Public Service filed a lengthy application for RRR.   Staff filed an application for RRR limited to a single depreciation reserve adjustment issue.

7. Being fully advised, the Commission will deny in part and grant in part the Company’s application for RRR and deny the Staff’s application for RRR.

B. Discussion

1. Plant in Service, Construction Work in Progress

The Company first argues that the Commission erred in rejecting proposed attrition alleviating adjustments, specifically: the inclusion in Plant in Service of approximately $13.46 million of non-revenue producing plant recorded as of the end of the test period in Construction Work in Progress; and the inclusion in depreciation expense of a full year's depreciation for net plant additions during 1999.  Public Service provides no arguments in support of its application not already presented in its testimony and statement of position.   Commission Decision No. C01-231 fully addressed the arguments and issues, and we need not repeat our analysis here.  The application for RRR will be denied on these issues.

2. Equal Life Group Depreciation Procedures

The Company next argues that the Commission erred in not adopting the Company’s proposed Equal Life Group depreciation procedures.  Again, Public Service provides no arguments not already addressed in the Commission’s order.  The Commission affirms its analysis and decision in the Initial Decision and will deny the Company’s application for RRR on this issue.

3. Depreciation Reserve adjustment

a. Public Service argues that the Commission erred in adopting "the adjustment to depreciation reserves proposed by Staff."  The Company contends that Staff proposed no such specific adjustment.  

b. Public Service agrees that the testimony shows excess depreciation reserves, but it argues that witnesses Mitchell, for the Staff, and Stout, for the Company, agreed that this excess would be eliminated through use of the remaining life technique.  Public Service notes that the Commission acknowledged this agreement in finding that: "Under the remaining life technique, the undepreciated original cost of the asset, less net salvage, is depreciated over the remaining life of the asset."  Initial Decision at page 34.  Consequently, any variance in the theoretical reserve versus the actual reserve will and should be reconciled through the remaining life technique.

c. We agree that Staff failed to bring an adjustment to the attention of the Commission for use in the model.  Neither did Staff specify in testimony a specific adjustment, although, it may exist in the many pages of attachments to the filed testimony.  The Staff acknowledges that the matter should have been brought up at the technical conference and was not. See infra.  In fact, no specific adjustment was made in the Commission’s final calculations even though the intent was noted by the Commission in the body of its order.  Public Service’s application for RRR regarding this adjustment will be granted.  This results in no change to the final calculations in the revenue requirement. 

d. Staff applied for RRR on this single issue of the depreciation reserve deficiency.  The Commission generally adopted Staff’s position relative to the depreciation issues in this docket.  However, in their application for RRR, Staff argues that in order for the Commission fully to adopt Staff's adjustment on this issue, a further adjustment must be made to the Depreciation Reserve.  Staff states that: "The adjustment to Depreciation Reserve, and ultimately the jurisdictional rate base, requires a manual adjustment not discussed at the February 8, 2001 technical conference not contemplated in Public Service's model, which model was entered into evidence as Technical Conference Exhibit 1."   Staff acknowledges that the manual adjustment was not brought up at the technical conference.  

e. Given the Commission’s granting of Public Service’s application for RRR on this issue, Staff’s application for RRR is denied.  

4. Survivor Curves and Estimated Net Salvage Values

The Company next argues that the Commission erred in adopting the survivor curves and estimated net salvage values proposed by the Staff.  Again, Public Service presents no arguments not already presented either in testimony or the statements of position.  The Initial Decision fully addressed those arguments, and we need not repeat our analysis here.  The application for RRR on this issue will be denied.  

5. Future Depreciation Studies

f. In the Initial Decision, the Commission ordered Public Service to:

submit to the Chief of Utilities within six years of the final order in this docket, but no earlier than four years, a letter with a depreciation study to review its depreciation method, lives and salvage as well as all associated matters

Initial Decision at page 40.  

g. Public Service asserts that requiring the procedure and denying a depreciation filing before four years is error.  While acknowledging its willingness to follow such a procedure voluntarily, it argues that such a procedure is neither in rule, nor this record, and cannot be a requirement.  Further, it argues that denying the right to file before the end of four years violates its statutory rights to file rate changes.  It asks that the Commission rescind the above directives, making them, at most, suggestions or requests.  

h. The Company’s arguments are correct.  There is no rule requiring that depreciation method changes be initially filed in an informal manner with the Chief of Fixed Utilities.  However, as Public Service is now painfully aware, trying efficiently and effectively to complete full depreciation analyses within a rate case is difficult.  For many years, utilities, including Public Service, have cooperated with the Chief of Fixed Utilities to accomplish these studies.  Be that as it may, we amend our directive to the Company to a suggestion that the next time it seeks to change its depreciation methods or schedules, it initiate the process informally through the Chief of Fixed Utilities as discussed in the Initial Decision.  

i. We further amend the Initial Decision directives regarding the filing of a depreciation study.  Public Service is correct when stating that the Commission cannot prohibit the filing of a depreciation study.  The prohibition from filing before four years passes is withdrawn.  

6. Recovery of Interest on Net Under-recovered Gas Costs

Public Service also asks that the Commission reconsider its denial of the Company’s proposal to recover imputed interest expenses calculated on the under-recovered gas costs.  Again, the Company provides no arguments not previously made except that the Company argues that the subject interest costs are “actual costs.”  The Public Service expert disagrees. Starting on page 5 of his direct testimony and in the accompanying exhibits, Public Service witness Meckling clearly demonstrates that such costs are imputed and not actual.  Furthermore, short-term interest costs on borrowing by Public Service are not recoverable expenses for ratemaking purposes.  The Initial Decision adequately and accurately reconciles these issues.  The request for RRR on the rejection on the recovery of interest on net under-recovered gas costs is denied.

7. Leyden Costs

j. In Public Service’s original filing, it proposed depreciating the Leyden storage field and related facilities (“Leyden”) over the coming five years, sought to recover the estimated $8.6 million Leyden decommissioning costs, and sought to recover Leyden related engineering buffer study costs of $1,228,269 and compensatory damages of $2,392,782
 over a 21-month amortization.  The Commission allowed the Company’s requested five-year depreciation of the current Leyden plant, but denied the other requests.   

k. Public Service now asks for clarifications.  It seeks assurance that the Commission is not prejudging the recovery of the decommissioning costs, the buffer study costs, or the damages.   The Initial Decision contained no rulings on the merits of those issues, and the Commission did not prejudge those issues.  

l. Public Service also asks for accounting clarification about where to record the decommissioning costs.  Public Service asks for assurance that recording the costs in a “special deferred account, Account 186,” is appropriate.  To the extent the costs:

include all debits not elsewhere provided for, such as miscellaneous work in progress, construction certificate application fees paid prior to final disposition of the application as provided in gas plant instruction 15A, and unusual or extraordinary expenses not included in other accounts which are in the process of amortization and items the final disposition of which is uncertain...

The Company may record the costs in a special account 186. Uniform System of Accounts Prescribed by the Federal Energy Regulatory Commission (“FERC”) for Natural Gas Companies Classes A and B, and C; 4 Code of Colorado Regulations (“CCR”) 723-1-25(b)(2) (adopting the Uniform System of Accounts).

8. Construction Allowance

m. Advice Letter No. 566-Gas, as filed, included certain replacement tariff sheets.  One of those replacement sheets was Second Revised Colorado P.U.C. Sheet No. R43—Construction Allowances by Service Class, canceling First Revised Colorado P.U.C. Sheet No. R43.  The Advice Letter did not include a proposed replacement for the present Sheet R34 of the Public Service tariff describing the method for determining the construction allowances even though the method contemplated by the replacement sheet R43 was new.   After multiple motions and amendments, the Commission struck the construction allowance issue from the docket.  The Commission found that not only were the due process rights of the parties violated, but that the Company failed to meet the statutory notice requirements of § 40-3-104(1), C.R.S.  Public Service sought amendment of that decision during and before the issuance of our Initial Decision which confirmed the striking of the issue.  
n. In its application for RRR, Public Service again attacks our decision to strike the construction allowance issue from this docket.  Generally, Public Service repeats the arguments already made in its earlier filings in this case.  However, the Company also makes an additional request and proposes an alternative.  The Company proposes re-filing the construction allowance tariffs and having the Commission deal with them on an expedited basis.  In conjunction with a new case, the Company asks that the Commission waive certain filing requirements contained in Sheet R-34.  

o. HBA moved for permission to respond to the Company’s application for RRR on this issue and attached its proposed response to the motion.  We will grant the motion and consider the response.  In its response, HBA makes arguments similar to those made before we issued the Initial Decision. 

p. As to the repeated arguments by Public Service about the Commission’s alleged error in striking the issue from the docket, the Commission relies on its analysis and conclusions contained in the Initial Decision.  As to the proposal to file new tariffs and for the Commission to waive the requirements of Sheet R-34, the Commission is aware that these issues are or may be in litigation before a Commission Administrative Law Judge, and we will take no action that could affect the pending proceedings.  We are making no statement about the merits of the suggestions.  The application for RRR as to the construction allowance issue will be denied.  

9. Return On Equity

Public Service next argues that the Commission decision to maintain the authorized rate of return on equity cost of capital component at 11.25 percent is error. The Company argues that all experts testified to a higher rate of return than in preceding cases.  The argument is neither new nor persuasive.  Each case before the Commission is decided on its own merits.  Previous cases may provide guidance under appropriate circumstances, but they are not binding.  Public Service, again, provides no arguments not already discussed during the hearing and in the Company’s statement of position. The return on equity of 11.25 percent is well within the range proposed by the parties.  The application for RRR on the return on equity is denied.

10. Cost Allocation Issues

q. Public Service raises two general areas for reconsideration or clarification with respect to cost allocation rule issues.  The first area relates to the third legal question identified in the Stipulation of Facts between Public Service and Business Alliance.  The second relates to the Commission requirement in the Initial Decision that Public Service re-file its Cost Allocation Manual (“CAM”) and a fully distributed cost study (“FDC Study”). 

r. The third legal question in the stipulation asks:

c) Whether Rule 723-47-5.1.2 is applicable to the publishing costs related to Update and other vendor charges that are directly charged to Account 417-50 at the time costs are recorded in the FERC accounts.

Rule 723-47-5.1.2
 applies to transactions between the utility and non-regulated entities.  In its application for RRR, Public Service requests our interpretation of this rule.  The issue is: at what point does a “cost” become a cost subject to an “allocation,” as opposed to a “direct assignment.”  Public Service argues that because a vendor, Hotchkiss, Inc., produces Update, the Company is not itself providing the service that gave rise to the cost, and the rule does not apply.  Public Service asks that the Commission reverse its previous Initial Decision conclusion that Update is not a direct assignment.    

The question is whether costs related to Update and other vendor charges directly charged to Account 417-50 at the time costs are recorded in the FERC accounts are utility activities being implemented through a contractor.  If the action or service is indeed a utility activity that is simply being implemented by a contractor, then Rule 47-5.1.2 

would apply.  A utility cannot simply hide behind a third party vendor to avoid allocation issues.  

s. We understand that Update is prepared solely for Public Service, to be mailed to customers with monthly utility bills.  However, the record does not provide adequate detail as to how Public Service contracts with Hotchkiss, Inc., e.g., how billing allocations are established, or to what degree Public Service can control the content, style, or layout of the publication produced by Hotchkiss.  Because the record is unclear and because we are not including cost allocation issues in the rate determination in this case, we cannot resolve this issue at this time.  

t. It is appropriate for parties to address the applicability of costs related to Update and other vendor charges directly charged to Account 417-50 at the time costs are recorded in the FERC accounts to Rule CCR 723-47-5.1.2, in Public Service’s next CAM filing.  The information in the record warrants requiring that Public Service include information about publishing costs related to Update, and other vendor charges directly charged to Account 417-50 at the time costs are recorded in the FERC accounts, in its next CAM filing.  This information should be included to the degree that information would be required if we had found these costs to be applicable under Rule 4 CCR 723-47-5.1.2.  These costs shall also be included in Public Service’s FDC Study. See infra.  We are not requiring that the Company change its accounting methods. 

u. The second cost allocation issue relates to the Commission’s requirement that Public Service re-file its CAM and file a FDC Study.  Public Service first asks whether the June 29, 2001 CAM filing required by Rule 4 CCR 723-47.6.1 satisfies the Commission’s order requiring Public Service to re-file its CAM six months before its Phase I rate case scheduled to be filed on or before May 1, 2002.  The Commission agrees that the June 29, 2001, filing date adequately meets the Commission’s requirement that Public Service re-file its CAM.  However, Public Service also shall perform a FDC Study as a part of this CAM filing, as discussed below.

v. Public Service contends that the Commission erred in finding that Public Service failed to file a FDC Study as required by Rule 4 CCR 723-47-3.1.1 and erred in stating that the Business Alliance alleged this claim.  Public Service goes on to state that such a finding should be reversed and the requirement to file a FDC Study six months before the 2002 rate case should be rescinded, as the requirement was based on a failure to file a FDC Study.

w. We agree that Rule 4 CCR 723-47.3.1.1 only requires that utilities perform a FDC Study, rather than file such a study, in a proceeding such as the instant rate case.  We further agree that the Business Alliance did not allege that Public Service failed to file a FDC Study. Public Service need not file a FDC Study, but Public Service shall perform a FDC study prior to the 2002 rate case, including the vendor charges previously discussed.  Public Service’s application for RRR on these issues is granted in part and denied in part as discussed above.  

II.
ORDER

A.
The Commission Orders That:

8. Home Builders Association of Metro Denver’s motion for leave to file a response to Public Service Company of Colorado’s application for rehearing, reargument, or reconsideration is granted.  

9. Public Service Company of Colorado’s application for rehearing, reargument, or reconsideration is granted in part and denied in part in accordance with the above discussion.

10. The Commission Staff’s application for rehearing, reargument, or reconsideration is denied as moot. 

11. 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 Mailed Date of this Decision.

12. This Order is effective upon its Mailed Date.

B. ADOPTED IN Commissioners’ WEEKLY MEETING
 
April 18, 2001.
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�  At the time Multiple Intervenors filed its petition, the group was comprised of Anheuser Busch Co., Coors Brewing Company, Duke Energy Field Services, Inc., Greeley Gas Company, Holnam, Inc., and Lockheed Martin Astronautics, individually and collectively.


� The Company points out a clerical oversight. In the Initial Decision at page 43, paragraph 7f, the last sentence reads: “The proposal to recover the unrecovered balances of gas costs in Account 191 is denied.” An omission of the phrase “interest on” inadvertently occurred and the sentence needs clarification. The above-referenced sentence should have read: “the proposal to recover interest on the unrecovered balances of gas costs in Account 191 is denied.”


� The compensatory damages were awarded in Jefferson County District Court Case No. 96CR2215 against Public Service.  The trial court decision was upheld on appeal.  98CA1950.


� Public Service, in its RRR filing, refers to Rule 723-47-55.1.2, which we assume to be a typographical error.
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