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I. statement

A.
The captioned proceeding was commenced on September 14, 2000, when K N Energy, a division of Kinder Morgan, Inc. (“KNE”), filed Advice Letter No. 170.  On October 5, 2000, the Commission issued Decision No. C00-1158 suspending the effective date of the tariffs filed by KNE with Advice Letter No. 170 for a period of 120 days.  On January 31, 2001, the Commission entered its Decision No. C01-104 extending the suspension period for an additional 90 days.

B.
A timely intervention was filed in this matter by the Staff of the Colorado Public Utilities Commission (“Staff”).

C.
This proceeding was originally scheduled for hearing on February 1, 2001.  The hearing was continued twice; once to February 27 and 28, 2001 (see, Decision No. R00-1377-I) and subsequently to March 13 and 14, 2001 (see, Decision No. R01-121-I).

D.
At the assigned place and time the undersigned Administrative Law Judge called the matter for hearing.  During the course of the hearing Exhibits 1 through 13 were identified, offered, and admitted into evidence.

E.
At the conclusion of the hearing the parties were authorized to file post-hearing statements of position no later than April 3, 2001.  However, the due date for the filing of statements of position and other post-hearing filing deadlines were modified by Decision No. R01-287-I.  Timely statements of position were filed by both parties in compliance with that decision.

F.
In accordance with § 40-6-109, C.R.S., the undersigned now transmits to the Commission the record and exhibits in this proceeding along with a written recommended decision.

II. findings of fact

A.
KNE’s purpose in filing the tariffs encompassed by Advice Letter No. 170 is to establish initial rate schedules for a propane sales service it may wish to offer in any of its current or future Colorado certificated service territories.
  KNE states that it receives requests for gas service in areas where it is not currently economically feasible to extend natural gas mains.  In these cases, KNE proposes to construct centrally piped propane distribution systems if they have a good potential to develop into economically viable natural gas markets.  KNE will not proceed with the construction of such systems unless and until the Commission approves the rates and other terms and conditions under which propane service will be provided.  KNE contends that establishing rates now for its

proposed propane sales service will allow it to serve customers hat might have to wait years to receive natural gas service. 

B.
With the exception of requiring a propane storage tank and related ancillary equipment for each distribution system, the propane distribution systems contemplated by KNE are identical to natural gas distribution systems.  KNE anticipates that the provision of propane service within a particular area will be an intermediate step to the eventual conversion of the propane distribution systems to natural gas systems.  For this reason, KNE will construct such distribution systems to be easily convertible to natural gas service.  Conversions will take place when, in KNE’s opinion, economic circumstances justify the extension of its natural gas transmission pipelines to supply the particular distribution system.

C.
KNE is currently operating a propane distribution system that serves the Mountain Home Trailer Court in or near Montrose, Colorado (the “Mountain Home system”).
  KNE assumed control of this system from an unregulated third-party provider in approximately 1996.  At that time the Mountain Home system was rebuilt and KNE commenced operating it, purportedly under a 

certificate of public convenience and necessity (“CPCN”) issued by the Commission.  KNE witness Daniel E. Watson testified that KNE renegotiated its franchise agreement with the City of Montrose in 2000 and the Commission reissued the subject CPCN at that time.  See, Decision No. C00-994 (Exhibit No. 4).  The rates currently assessed by KNE in connection with the Mountain Home system are contained in KNE’s natural gas tariff, Colorado PUC Tariff No. 5.  See, Exhibit No. 13.
  However, the rates proposed in this proceeding will, if approved by the Commission, replace these rates.
  

D.
In addition to the Mountain Home System, KNE is currently contemplating the installation of propane distribution systems in five additional locations.  One of the locations is in or near Montrose (the “Montrose Area”).  The other four potential sites are located in or near Ouray, Ridgeway, and the Powder Horn Ski Area east of Grand Junction.
  KNE anticipates that the construction of these five distribution facilities will 

be completed within two years of Commission approval of the rates proposed herein.  KNE contends that Decision No. C00-994 (Exhibit No. 4) authorizes it to provide propane distribution service in the Montrose Area.
  KNE concedes that it does not, however, currently hold CPCNs to serve the Outlying Area.  It intends to apply to the Commission for such CPCNs when and if it determines that service to one or more points within the Outlying Area would be economically feasible. 

E.
The rates proposed in Advice Letter No. 170 are based on the assumption that the five propane distribution projects currently contemplated by KNE (i.e., those within the Montrose and Outlying Areas) are constructed and placed into service within two years of Commission approval of such rates. KNE considers its propane sales service to be a “start-up” business for which little actual cost and revenue data currently exists.
  As a result, combined cost estimates and projections of customer counts, volumes, and loads as of the end of the second program 

year for the five anticipated projects were used to develop the proposed rate structure.  Projected construction costs were generally based on KNE’s prior experience in constructing similar projects as well as bids submitted by wholesalers of propane equipment.  KNE’s projection of 990 customer connections at the end of the second year of operations is based on the expressed interest of home developers and potential individual customers within the proposed marketing areas.  Load projections were determined by applying the average annual Btu requirements of KNE’s natural gas customers to the number of anticipated propane customer connections.
 

F.
The calculation of KNE’s total estimated cost of service, $1,118,071, is detailed in Exhibit No. 6.  The projected non-gas component of KNE’s estimated cost of service consists of non-gas operation and maintenance expense, depreciation expense, other taxes, federal income tax allowance, state income tax allowance, and return on investment.  Depreciation expense was calculated by applying a 4 percent per annum depreciation rate (which reflects an expected service life of 25 years for the propane distribution plant) to KNE’s estimate of gross depreciable plant investment.  KNE’s total return on investment of $186,280 was derived by multiplying its requested 9.94 percent rate of return by its total estimated rate base of $1,874,044.  KNE’s development of rate base and its requested rate of return on rate base are discussed in greater detail below.

G.
The $360,524 propane fuel expense component of KNE’s cost of service reflects its projection of the total annual delivered cost, inclusive of fuel consumed in the vaporization process, for the propane distributed through the five anticipated propane projects during the second year of operation.  In addition to a stand-alone commodity cost, KNE’s estimated propane fuel expense includes a transportation cost and a fuel and lost and unaccounted for (“FL&U”) component.  FL&U consists of estimates of propane lost through the loading and distribution process as well as through vaporization.  KNE’s proposed rates contemplate the recovery of total propane expense through a cost adjustment mechanism discussed in greater detail below. 

H.
The details of KNE’s calculation of its total rate base of $1,874,044 are also set forth in Exhibit No. 6.  The rate base components include estimates for total plant investment, less accumulated depreciation and deferred income tax, plus working capital.  The total plant investment component includes the rate base applicable to propane tank investment which, as discussed below, has been used to calculate the minimum rates proposed in this proceeding.  This component also includes an amount ($147,479) representing the estimated present value of the cost of converting the proposed propane distribution systems to natural gas systems when and if such conversion becomes economically viable.  The projected working capital amount includes an estimate for so-called “cushion gas”, the minimum amount of propane inventory needed to ensure the safe and reliable operation of the propane tanks and distribution systems.    

I.
The capital structure underlying KNE’s proposed rate of return reflects an equal weighting of debt and common equity.  This evidences KNE’s intention to finance the cost of the proposed propane distribution projects using a 50/50 combination of debt and equity capital funding.  Accordingly, KNE’s proposed return on investment of 9.94 percent results from the average of its long-term debt cost of 7.13 percent (the actual average cost of debt reflected in Kinder Morgan’s books and records) and the requested rate of return on equity of 12.75 percent.  KNE’s requested rate of return on equity is based on an analysis provided to it by Dr. R. Charles Moyer, a copy of which is included in Exhibit No. 9.

J.
As indicated previously, KNE’s proposed rates contemplate the recovery of its total delivered propane expense through a fuel cost adjustment mechanism.  KNE contends that this is necessary due to potentially large variations in the delivered price of propane resulting from weather conditions and other circumstances beyond its control.  The proposed adjustment mechanism is addressed through the operation of the Purchased Propane Fuel Cost Projection and Reconciliation shown on Original Tariff Sheet Nos. 39H through 39J accompanying Advice Letter No. 170.  See, Exhibit No. 8.  Under these provisions KNE would file for changes in its propane fuel cost effective July 1 of each year.  It may also file interim changes if propane fuel costs change by $0.01 per Ccf or more.  Over or under collections would be accumulated over each annual period from April 1 through March 31 and reflected in the next regularly scheduled adjustment filing.

K.
The rates proposed by KNE are based on a straight fixed variable (“SFV”) rate design wherein all fixed costs are recovered through a fixed monthly customer charge and all variable costs are recovered through a per unit commodity charge.  KNE’s total projected cost of service is comprised of $746,242 of estimated fixed costs and $371,830 of estimated variable costs.  See, page 16 of Exhibit No. 6.  KNE contends that its SFV rate design is sanctioned by Federal Energy Regulatory Commission (“FERC”) Order 636.  KNE believes that the SFV rate design results in rates that more accurately reflect the actual cost of providing the proposed service.  This will, in KNE’s opinion, promote rate stability.

L.
The rates proposed by KNE consist of flat maximum and minimum monthly customer charges and a commodity charge based on usage.  KNE’s proposed maximum monthly customer charge of $62.81 is calculated by dividing KNE’s total annual estimated fixed costs of $746,242 by 990, the projected number of monthly customers.  The proposed minimum monthly cost of $8.51 is calculated by dividing the annual fixed costs estimated for propane tank plant investment by the same number of projected monthly customers.  The proposed per unit commodity charge of $1.5813 per Ccf results from dividing KNE’s projected annual variable costs (including the cost of propane) of $371,830 by the projected annual throughput (i.e., load) of 235,138 Ccf.  See page 17 of Exhibit No. 6.

M.
KNE’s proposal affords it the opportunity to offer discounts between the proposed maximum and minimum monthly customer charges.  No discounts will be offered below the minimum customer charge and they will not apply to the proposed commodity charge.  In KNE’s opinion, the ability to offer 

discounts is necessary for two reasons.  First, it will accommodate the wide disparity in the size and location of propane distribution projects it anticipates constructing.  Second, offering discounts will enhance KNE’s ability to attract and retain propane service customers.  KNE indicates that discounts will be offered only to the extent necessary to maintain existing load or to attract new load where the load will provide a net benefit to its remaining customers.  KNE believes this will occur whenever the rate applicable to the retained or newly attached load is sufficient to cover the variable costs of providing service to the customer, while also providing some contribution to the fixed costs of providing service to the customer.  KNE contends that this policy will ensure that discounts are provided on a non-discriminatory basis.

III. discussion

A.
KNE’s proposal seeks to implement rates both in geographic areas in which it may now hold a CPCN to provide regulated gas service (the Montrose Area) as well as other areas of the state in which it currently does not (the Outlying Area).  KNE’s proposal must be rejected as to both areas.

B.
The evidence is clear that KNE does not currently hold a CPCN authorizing any type of gas service within the Outlying Area.  Nor does it seek a CPCN to serve that area in this proceeding.  Even if the rate proposal encompassed herein were to be approved, KNE may not ultimately request authority to serve the Outlying Area if, in its opinion, economic circumstances dictate otherwise.  In effect, therefore, KNE is asking the Commission for prospective approval of a rate structure with unlimited geographic applicability and duration and with no corresponding obligation to serve on its part.

C.
If not prohibited outright, KNE’s proposal relative to the Outlying Area is certainly inconsistent with the statutory scheme governing the establishment of rates for the provision of regulated gas service.  Only entities defined as public utilities are required to secure approval of their rates and charges from the Commission.  See, § 40-3-103, C.R.S., and AviComm v. PUC, 955 P.2d 1023 (Colo. 1998)(tariffs are the means by which utilities publish their rates).  However, a public utility may only provide lawful service if it has a CPCN authorizing it to do so.  See, §§ 40-5-101 and 40-5-102, C.R.S.  Before a CPCN may be issued an application must be filed with the Commission describing the service to be provided and including, among other things, a copy of the applicant’s proposed tariff.  See, § 40-5-103, C.R.S., and Rule 55(c)(6) of the Commission’s Rules of Practice and Procedure, 4 Code of Colorado Regulations (“CCR”) 723-1-55(c)(6).   

D.
It logically follows, therefore, that a utility’s rates and charges for a regulated service may only be approved after or contemporaneously with its acquisition of a CPCN.  Otherwise, the Commission would be implementing rates in a vacuum with no clear understanding of the many factors that might effect the rates and charges to be assessed for a particular service.  

E.
For example, in this proceeding KNE has acknowledged that the rates and charges it proposes would be applicable to any propane distribution system it might construct at any time in the future and at any point within the State of Colorado.  However, the estimates and projections used to produce KNE’s proposed rates are derived from the service it may choose to offer in the Montrose and Outlying Areas.  Theoretically, approval of the rates proposed herein would allow KNE to adopt them for a propane distribution system it may choose to construct ten years from now in a location with geographic or other characteristics totally dissimilar to those now prevailing in the Montrose and Outlying Areas.  Approval of a utility’s rates and charges in such a prospective manner would make it virtually impossible for the Commission to make a reasoned determination of whether the proposed rates and charges are “just and reasonable” as required by § 40-3-101, C.R.S.   

F.
KNE contends that initial rates must be established in the manner it proposes in order for it to determine in the first instance whether it is economically feasible to apply for a CPCN to serve a particular area and to thereafter construct propane distribution systems.  However, Commission rules applicable to CPCN applications by fixed utilities effectively require an applicant to make this determination prior to filing a CPCN application and prior to Commission approval of a particular rate structure.  See, 4 CCR 723-1-55(c)(5) and (6) (application to include a feasibility study or similar information for areas previously not served as well as a tariff showing proposed rates, rules, and regulations).  These same rules allow the use of cost of service and revenue estimates or projections for establishing rates in connection with applications for new services.  See, 4 CCR 723-1-41.4.

G.
Under this approach, the rates to be assessed by a public utility are determined by the Commission after or contemporaneously with its granting the utility an exclusive right to serve a particular area and after the utility has assumed an obligation to provide service within the same.  That model was followed by the Commission when KNE’s predecessor, Rocky Mountain Natural Gas Company, Inc., decided to offer centrally distributed propane services within Telluride, Colorado, with the intention of later converting that system to natural gas.  See, In the Matter of the Application of Rocky Mountain Natural Gas Company, Inc., Decision Nos. C83-955 and C86-892.  In these proceedings the Commission granted Rocky Mountain a CPCN to exercise franchise rights in Telluride, Colorado in connection with the provision of central propane service and, subsequently, natural gas service.  It also approved the rates proposed by Rocky Mountain in its applications for these services.  

H.
The approach advocated by KNE is inconsistent with this model and would, if followed, establish rates for investments KNE may never make and without a corresponding commitment on KNE’s part to actually provide propane service.  For these reasons, the rate proposal submitted by KNE in connection with the Outlying Area must be rejected.

I.
As indicated previously, the record is unclear whether KNE currently holds a CPCN from the Commission authorizing centrally distributed propane service to the Mountain Home system.
  It is clear, however, that KNE currently holds a CPCN to provide retail natural gas service in the Montrose Area.
  The rates KNE proposes herein are intended to include centrally piped propane service within that area.  KNE contends that the use of estimates and projections to establish these rates are proper since the Montrose Area constitutes a “start-up” marketing territory.  To the contrary, however, the evidence establishes that KNE has been providing centrally distributed propane service within the Montrose Area (i.e., in connection with the Mountain Home System) for approximately five years. 

J.
Although the Commission is not legally constrained in considering various methodologies in fulfilling its rate-making function, it has a clear preference for the use of cost-based pricing models using historic test year data when such information is or should be available.  See, § 40-6-111(2)(a), C.R.S.; Colorado Office of Consumer Counsel v. PUC, 786 P.2d 1086 (Colo. 1990)(Commission “favors” principal of cost-based pricing); Colorado Office of Consumer Counsel v. PUC, 752 P.2d 1049 (Colo. 1988)(consideration of test year data “desirable”); Public Service Company v. PUC, 644 P.2d 933 (Colo. 1982) and Colorado Office of Consumer Counsel v. PUC, 877 P.2d 867 (Colo. 1994)(Commission protects right of consumer to pay rate that 

accurately reflects cost of service rendered).  Unless another more reasonable alternative is available, the cost-based pricing model provides the Commission with a consistent and reliable method of establishing fair, just, and reasonable rates for public utilities.  See, Mountain States Telephone & Telegraph v. PUC, 513 P.2d 721 (Colo. 1973)(Commission rate determination must be based on evidentiary facts, conclusions, known factors, relationships between known factors, and adjustments which may affect the relationships between known factors; proposed use of projected costs or budget estimates would be unreliable and not in the public interest); Colorado Ute Electric Association v. PUC, 602 P.2d 861 (Colo. 1979)(Commission did not abuse its discretion by refusing to adopt out of period cost adjustments based on projections). 

K.
Reported cases suggest that the Commission has adopted rate-setting models based on cost estimates only when there is no practical way to ascertain actual service costs.  See, CF&I Steel v. PUC, 949 P.2d 577 (Colo. 1997)(Commission establishment of a discount from an interruptible service rate based on the estimated cost of building another generator was appropriate given its inability to calculate the costs customers will incur in preparing for and enduring service interruptions).  Here, however, KNE knows or should know its actual cost of providing propane distribution services within the Montrose Area as a result of its prior operation of the Mountain Home system.  Therefore, the methodology used by KNE in connection with its Montrose Area rate proposal (i.e., one based on cost, revenue, and load estimates and projections) does not constitute a reasonable alternative to one based on KNE’s actual cost of providing the subject service.  It does not provide the Commission with sufficient reliable information upon which it may adopt just and reasonable rates for KNE’s propane distribution services within the Montrose Area.  For this reason, the rate proposal submitted by KNE in connection with the Montrose Area must also be rejected. 

L.
There are additional reasons justifying the rejection of KNE’s rate proposal.  The first is its request for a “banded” rate structure that provides for minimum and maximum rates.  A determination of the actual rate to be assessed within this range is to be made on the basis of “discounts”, the amount of which are to be established by KNE.  No objective criteria are contained in KNE’s proposed tariff establishing the basis upon which discounts will be granted.  Instead, discounts may be granted on a subjective basis in order to meet competitive concerns and/or to accommodate KNE’s actual cost of providing the subject service within a particular area. 

M.
KNE contends that such a banded rate structure is authorized under § 40-3-101, C.R.S., since its proposed monthly charge actually constitutes a transportation service component of its overall rate.  However, KNE’s proposed tariff does not contemplate that it will provide a separate transportation service.  Therefore, KNE’s apparent interpretation of § 40-3-101, C.R.S., is inconsistent with the manner in which the Commission has traditionally applied it when considering requests for implementation of banded gas transportation rates.

N.
As indicated previously, the proposal provides KNE the discretion to determine the rate to be assessed within the minimum and maximum range on the basis of various largely subjective factors.  As such, KNE has the ability to determine the actual rate to be assessed to particular customers.  This constitutes an impermissible delegation of the Commission’s obligation to establish rates.  See, Baca Grande Corp. v. PUC, 544 P.2d 977 (Colo. 1976) and Colorado Energy Advocacy Office v. PUC, 704 P.2d 298 (Colo. 1985)(Commission may not delegate to utility discretion to decide how much it will charge which customers).  

O.
Because of the subjective nature of KNE’s discount policy and the inability to ascertain from its proposed tariff the exact parameters of that policy, the banded rate structure also provides KNE too great an opportunity to assess similarly situated customers different rates.  While it is legally possible to establish non-discriminatory rates for different customer classifications, KNE has provided little assurance that its discount policy will produce this result.
  In sum, the discount policy underlying KNE’s banded rate proposal is too undefined to ensure that its proposed rates are non-discriminatory as required by § 40-3-102, C.R.S.  See, Cottrell v. City & County of Denver, 636 P.2d 703 (Colo. 1981).

P.
Finally, the SFV rate design proposed by KNE is problematical.  Although the Commission is not legally precluded from adopting such a rate design, past practice indicates that it considers a design that more closely ties gas rates to customer usage to be more equitable (i.e., more “just and reasonable”).
  This is accomplished by authorizing recovery of a utility’s costs through a combination of fixed and variable charges.  KNE’s proposed SFV rates would, by contrast, provide for the recovery of virtually all its costs through a fixed charge.  Therefore, authorization of the SFV rate design as proposed by KNE would be inconsistent with Commission policy as well as the manner in which it and other utilities’ natural gas rates have been designed.  In addition, adoption of the SFV rate 

design would shift much of the risk associated with KNE’s ability to earn on its proposed propane distribution investments from KNE to its customers without, for example, a concomitant downward adjustment in KNE’s rate of return.  

Q.
Since KNE’s propane distribution service is intended to be a temporary bridge to natural gas service, it would be most desirable that the rates for both services be based on the same design.  Otherwise, KNE’s customers may experience “rate shock” when transitioning from propane service to natural gas service.  Also, the rate stability promoted by KNE in connection with the SFV rate design could largely be accomplished by offering propane customers a “budget billing” option in connection with rates designed on the basis of the traditional model.

IV. CONCLUSIONS

A. The rates proposed in connection with the Outlying Area must be permanently suspended since KNE does not currently hold, nor has it applied for, a CPCN authorizing it to provide propane distribution services within that area.

B. The rates proposed in connection with the Montrose Area must be permanently suspended since they are designed on the basis of cost estimates and projections notwithstanding KNE’s ability to design rates on the basis of a cost-based pricing model using historic test year data.  The rate design underlying KNE’s rate proposal does not provide the Commission with sufficiently reliable information upon which it may adopt just and reasonable rates for the propane distribution service proposed by KNE in the Montrose Area.    

C.
The rates proposed by KNE must be permanently suspended since they constitute an impermissible delegation of the Commission’s legal obligation to establish rates.

D.
The rates proposed by KNE must be permanently suspended since the discount policy underlying the banded rate proposal is too undefined to ensure that its proposed rates are non-discriminatory.

E.
The rates proposed by KNE must be permanently suspended since KNE did not adequately demonstrate that the SFV rate design used to develop such rates produces a rate structure that is just and reasonable.

F.
In accordance with § 40-6-109, C.R.S., it is recommended that the Commission enter the following order.

V. order

A.
The Commission Orders That:

1. The tariffs filed by K N Energy, a division of Kinder Morgan, Inc., on September 14, 2000, with Advice Letter No. 170, are permanently suspended and cancelled.

2. This Recommended Decision shall be effective on the day it becomes the Decision of the Commission, if that is the case, and is entered as of the date above.

3. As provided by § 40-6-109, C.R.S., copies of this Recommended Decision shall be served upon the parties, who may file exceptions to it.  

a. If no exceptions are filed within 20 days after service or within any extended period of time authorized, or unless the decision is stayed by the Commission upon its own motion, the recommended decision shall become the decision of the Commission and subject to the provisions of § 40-6-114, C.R.S.

b. If a party seeks to amend, modify, annul, or reverse basic findings of fact in its exceptions, that party must request and pay for a transcript to be filed, or the parties may stipulate to portions of the transcript according to the procedure stated in § 40-6-113, C.R.S.  If no transcript or stipulation is filed, the Commission is bound by the facts set out by the administrative law judge and the parties cannot challenge these facts.  This will limit what the Commission can review if exceptions are filed.

4.
If exceptions to this Decision are filed, they shall not exceed 30 pages in length, unless the Commission for good cause shown permits this limit to be exceeded.
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� The tariff sheets containing the rates proposed by KNE in this proceeding were admitted into evidence as Exhibit No. 8.


� The record is unclear at to whether the Mountain Home system is located within the city limits of Montrose.  The pre-filed testimony of KNE witnesses Daniel E. Watson (Exhibit No. 1) and Bentley W. Breland (Exhibit No. 5), as well as KNE’s original Advice Letter No. 170, indicate that the Mountain Home system is located “approximately 3.1 miles west of the city limits of Montrose.”  However, the rebuttal testimony presented by Mr. Watson indicates that the system was annexed into Montrose at some unspecified time. 


� KNE witness Bentley W. Breland testified at the hearing that the rates contained in Exhibit No. 13 were not current, having been increased by approximately 25 percent pursuant to a filing made with the Commission bearing an effective date of January 1, 2001.


� The rate impact to KNE’s Mountain Home system propane customers from the adoption of the rates proposed in this proceeding are illustrated in Exhibit No. 2.  The total annual bill for such customers would decrease by $41.57 if current rates are compared to KNE’s proposed minimum rates.  It would increase by $610.00 if compared to KNE’s proposed maximum rates.


� For ease of reference, these four other potential propane marketing areas will be collectively referred to as the “Outlying Area.”


� The parties disagree as to whether Decision No. C00-994 authorizes KNE to provide propane distribution services (as opposed to natural gas services) within Montrose or whether it authorizes service outside the Montrose city limits.  For purposes of this decision and without specifically deciding this issue, it will be presumed that the propane distribution system contemplated by KNE in the Montrose Area is authorized by Decision No. C00-994.


� KNE’s witnesses testified that its prior operations in connection with the Mountain Home system provided the company with “practical experience” relating to the construction and operation of centrally piped propane systems.  However, they were unable or unwilling to provide historical information relating to the actual revenues earned or costs incurred in the operation of that system.  


� Exhibit No. 3 explains the conversion of propane gallons to natural gas equivalent measured in Mcf.


� Between the time Advice Letter No. 170 was filed and the date of the hearing the per gallon price of propane increased from $0.49 to $0.53.  As a result, KNE has requested that the per unit commodity rate it originally proposed be revised from $1.5813 to $1.6988.  KNE’s analysis of its rate proposal on the basis of this revised commodity rate is set forth in Exhibit No. 7.   


� Staff questions whether KNE held a CPCN to serve the Mountain Home System at the time KNE commenced propane service there.  However, in its Statement of Position Staff has accepted KNE’s position that the CPCN issued to KNE in Decision No. C00-994 (Exhibit No. 4) currently authorizes such service.  Concerns relating to the possible illegality of that operation, either previously or at present, may be pursued by Staff in other proceedings if it so desires.


� As indicated previously, for purposes of this decision it is presumed that KNE currently has a CPCN to provide propane distribution services within the Montrose Area.


� Addressing this issue in its Statement of Position, KNE states only that “It is expected that the Customer Charge will likely be established on a class-by-class basis and on as project-by-project basis.”  (Emphasis added)


� Although not specifically addressed in the record, under KNE’s proposal, large and small customers within the same class would pay roughly the same amount for utility service notwithstanding potentially large variations in their usage of propane and system capacity.
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