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I.
statement

A. This application was filed by Public Service Company of Colorado (“Public Service”) on October 31, 2000.  The Commission gave notice of the application on November 3, 2000.  Timely petitions to intervene were filed by Holy Cross Energy, Yampa Valley Electric Association, Inc., the Arkansas River Power Authority (“ARPA”), PG&E National Energy, Inc., Colorado Springs Utilities (“CSU”), and the Colorado Independent Energy Association.  All of the petitions were granted by Decision No. R00-1436-I, December 18, 2000.  The Colorado Office of Consumer Counsel (“OCC”) filed its Notice of Intervention on December 4, 2000, and the Staff of the Commission filed its Notice of Intervention on December 21, 2000.  By Decision No. R01-52-I, January 25, 2001, Tri-State Generation and Transmission Association, Inc., was granted late intervention.

B. By Decision No. R00-1474-I, December 28, 2000, the matter was set for a hearing to be held May 7 through 11, 2001.  The hearing was continued for one week at the request of Staff and was heard May 14 through 17, 2001.  During the course of the hearing Exhibits 1 through 5, 5A, 5B, 5C, 5D, 5E, 6 through 8, 10 through 20,
 200 through 205, 207 through 211, 300 through 301, and 400 were identified, offered, and admitted into evidence.  Exhibit No. 206 was withdrawn.  Exhibit No. 212 was identified, offered, and rejected.  Exhibit No. 500 was admitted by stipulation.  Exhibit No. 501 was a late-filed exhibit, namely, a stipulation between Public Service, ARPA, and CSU.  At the conclusion of the hearing the parties were authorized to file posthearing statements of position by May 29, 2001.  Timely statements of position were filed by Staff, OCC, CSU, and Public Service.

C. Public Service’s brief was 41 pages long, well beyond the 30-page limit allowed by Rule 22(d)(1) of the Commission’s Rules of Practice and Procedure, 4 Code of Colorado Regulations 723-1.  Concurrent with its brief, Public Service filed a motion seeking to exceed the page limit.  Staff filed a response in opposition on May 30, 2001.  A hearing on the motion was held May 31, 2001, at which time the Administrative Law Judge granted Public Service’s motion, but allowed Staff to file a supplemental statement of position, not to exceed five pages, by June 4, 2001.  Staff did file such a supplemental statement of position.

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

II.
findings of fact

A.
By this application Public Service Seeks a certificate of public convenience and necessity (“CPCN”) to construct a 345 KV transmission line from Lamar, Colorado to the Colorado-Kansas state line and to install a high voltage direct current (“HVDC”) converter station at Public Service’s Lamar substation.  This transmission line would connect the asynchronous transmission grids of the Eastern Interconnection and the Western Interconnection, and thus the HVDC converter is required.  The transmission line and HVDC converter have been referred to in this proceeding both as “the Project” and as “the tieline”.  The Project is a portion of Phase 2 of a larger two-phase transmission project that connects Public Service with its affiliated company Southwestern Public Service Company (“SPS”).  Phase 1 of the larger transmission project involves the construction of a 345 KV transmission line from Amarillo, Texas to Holcomb, Kansas.  Phase 2 involves the construction of a 345 KV transmission line from Holcomb, Kansas to Lamar, Colorado and the HVDC station.  SPS has received all regulatory and land use approvals it needs to construct Phase 1 and the Kansas portion of Phase 2 of the larger transmission project.  Phase 1 is currently under construction.

B.
Phase 2 is estimated to cost $91.9 million.  The HVDC converter, with contingency, will cost $44 million.  Public Service proposes to allocate $65.7 million to Public Service, which includes 100 percent of the cost of the converter.  See Exhibit 3, Table DTH-2.  Phase 1 of the Project, estimated to cost $92 million, is being paid for totally by SPS.

C.
Public Service seeks to justify this application by providing modeling which purports to show benefits from the transmission line that will accrue to Public Service and its retail customers.  The modeling attempts to show both capacity and energy benefits.  Capacity benefits accrue, according to Public Service, because the tieline will allow Public Service to forego the acquisition of additional capacity.  The amount of capacity is in dispute.  In addition, there are energy benefits that Public Service asserts will come about through the opportunity to purchase short term power at cheap prices.  This is because the transmission line will connect to other resources on the SPS system and indirectly to the Southwest Power Pool (“SPP”).

D.
Staff has also conducted modeling of both the capacity and energy benefits.  Staff suggests that the capacity and energy benefits indicated by Public Service’s modeling are exaggerated and perhaps non-existent.  A discussion of both the Public Service modeling and the Staff modeling follows:

III.
GE MAPS MODELING OF ENERGY SAVINGS

A.
The General Electric Market Assessment & Portfolio Strategies (“GE MAPS”) model is a chronological production cost model of electricity supply, demand and transmission conditions in a given region or regions.
  The model dispatches individual units to serve projected load while recognizing the constraints of the transmission system.

B.
Public Service witness Shavel used GE MAPS for his analysis to determine the energy savings of the Holcomb-Lamar 345 kV line and HVDC (the Project).

C.
PHB Hagler Bailly developed the proprietary database used by Dr. Shavel for his GE MAPS modeling.  The database contains detailed information on heat rate, seasonal performance, capital costs and variable costs for individual generation units developed from Energy Information Institute (“EIA”) data.  The EIA  data was supplemented with proposed unit additions including unit additions proposed in Public Service’s IRP through 2004.  After 2004 unit additions were made based on energy market prices being high enough to support the cost of new generating units.  No new generating units were added to the Public Service system after 2004.  GE MAPS determined the size, type, and location of each unit addition to the other systems.  The data was also supplemented with proposed rating changes for existing units, and details provided by Public Service on the units in the WSCC-Rocky Mountain region.
  The 1999 North American Electric Reliability Council (“NERC”) Generating Availability Data System (“GADS”) was used to determine forced outages of the units.  Unit specific heat rates were obtained from the 1995 EIA Form 860.

D.
Projected natural gas, fuel oil, and coal prices were based on a variety of sources including EIA, Gas Research Institute (“GRI”), and Standard & Poors (“S&P”).

E.
The model contains detailed information of the entire transmission network.  A 12,000 bus load flow based on WSCC transmission information was used for the Western Interconnect.  The GE MAPS model includes all of the transmission constraints in the 1999 WSCC Path Rating Catalog.  A 25,000 bus load flow was used for the Eastern Interconnect.
  The proposed Project was not included.

F.
GE MAPS uses FERC Form 714 historical (1995 actual) and projected hourly load data for each area in the Eastern Interconnect and the Western Interconnect.  Public Service provided projections for the Public Service and SPS load.

G.
GE MAPS was run separately for the Eastern Interconnect and the Western Interconnect for 4,380 bi-hours per year (4,392 for a leap year).
  GE MAPS calculated the bi-hour price for electricity delivered (price of generation plus the price of transmission) to the bus at Lamar, Colorado and to the bus and Holcomb, Kansas.  Dr. Shavel compared these two sets of electric bi-hour prices.  If the bi-hour price for electricity at Holcomb was lower than the price for electricity at Lamar and Public Service was purchasing from the WSCC market, Dr. Shavel assumed a transaction of 210 MW or less would take place from Holcomb to Lamar depending on how much power Public Service was purchasing from the WSCC market for that bi-hour.  Similarly, if the bi-hour price for electricity at Lamar was lower than the 

price for electricity at Holcomb, Dr. Shavel assumed a transaction of 210 MW or less from Lamar to Holcomb would take place.  It was assumed the Project would experience a week of forced outage per year and that scheduled maintenance would be performed in the spring.

H.
The transactions were then input into the model and GE MAPS was re-run for both the Eastern Interconnect and the Western Interconnect.  If the re-calculated bi-hour prices were higher than the initial bi-hour price at either Lamar or Holcomb, Dr. Shavel assumed that the transaction did not take place.  The inputs for these transactions were eliminated and GE MAPS was run a third time for both the Eastern Interconnect and the Western Interconnect.  The prices from the initial model run without any transactions were compared to the prices from the third model run with transactions to determine the energy savings to Public Service wholesale and retail customers.

I.
This analysis was run for the years 2005, 2008, 2010, and 2014.  Straight line extrapolation was used to determine the 

amounts for years not analyzed.  The results of Dr. Shavel’s analysis are:

	Public Service Total Energy Savings

(millions 2000 $)

	2005
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	1.4
	3.3
	5.1
	7.0
	6.9
	6.8
	7.5
	8.2
	8.9
	9.5


J.
Both OCC witness Rosen
 and Staff witness Barhaghi
 raised a concern that the GE MAPS modeling did not add any generation units to the Public Service system for the years analyzed.  Dr. Shavel did not respond to this concern.

K.
OCC witness Rosen raised a concern that dispatchable demand created most of the 2014 energy savings.
  Dr. Shavel performed additional analysis responding to the dispatchable demand concerns raised by OCC.  Dr. Shavel recalculated the energy savings after excluding energy purchases for all hours in which Colorado customer demand is interrupted or reduced.
  The results are:

	Public Service Total Energy Savings

(millions 2000 $)

	2005
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	1.4
	
	
	5.6
	
	5.9
	
	
	
	4.4


L.
OCC witness Dr. Schechter and Staff witness Barhaghi raised concern about the impact of the Enron Wind Project on the energy savings projected in Dr. Shavel’s initial analysis.
  Dr. Shavel estimated the energy output of the Enron Wind Project and reduced the amount of energy purchased from Holcomb to address this concern.  The energy savings calculated after these changes are:

	Public Service Total Energy Savings

(millions 2000 $)

	2005
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	1.3
	
	
	6.4
	
	6.1
	
	
	
	8.5


M.
Staff witness Podein raised concern about line losses not being accounted for in Dr. Shavel’s initial analysis.
  Dr. Shavel revised his energy savings analysis to include 3.0 percent losses.  The energy savings calculated after 

accounting for the line losses and the effects of the Enron Wind Project are:

	Public Service Total Energy Savings

(millions 2000 $)

	2005
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	1.1
	2.7
	4.4
	6.0
	5.9
	5.7
	6.3
	6.9
	7.5
	8.2


IV.
EMSS/PROSYM MODELING OF ENERGY SAVINGS

A.
The Electric Market Simulation System (“EMSS”) is a database management system designed to interface, edit, and manage generating unit, energy demand, and transmission data contained in proprietary NERC databases.  This database management system is used to produce electric system information that can be input into the PROSYM model.
  PROSYM is an hourly chronological model that simulates the dispatch of an electric system’s resources against demand on an hourly basis, and provides results of generation unit output, overall system production costs, and wholesale electric prices.

B.
Staff witness Barhaghi used EMSS/PROSYM for his analysis to determine the energy savings of the Project.  Staff used the database developed by Henwood Energy Services Inc. (“Henwood”), for the NERC regions as the major input to the EMSS/PROSYM model.

C.
Staff updated the generating unit data in the Henwood database with heat rates and outage rates obtained from Dr. Shavel’s GE MAPS input files and from Public Service’s 1999 IRP filing.  Staff further updated and supplemented the generating unit data for Colorado East and SPS with heat rate and unit characteristics not in the public domain.

D.
The source of fuel price information was not indicated by Staff.

E.
Transmission system information linking six regions (Colorado East, Colorado West, Wyoming, Northern SPP, Central SPP, and SPS) was used in Staff’s modeling.
  Colorado East and the Eastern Interconnect were linked by the proposed Project with a transfer capability of 210 MW.

F.
Mr. Barhaghi updated the annual peak loads for SPS system with data obtained from Dr. Shavel’s GE MAPS input files.  The annual peak demand for the Public Service system was updated with data obtained from Public Service’s 1999 IRP filing.  The most recently available hourly load data for the year 2000 was added to the Henwood database.
  

G.
Mr. Barhaghi ran the PROSYM model for the years 2005 through 2014.  The model run outputs of wholesale prices for Colorado East and SPS were compared to determine the energy savings.
  The results of Mr. Barhaghi’s analysis are:

	Colorado East Energy Savings

(millions $)

	2005
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	0.4
	0.5
	0.3
	0.5
	0.7
	0.7
	0.7
	0.5
	1.9
	0.5


H.
Public Service witness Hill also used EMSS/PROSYM to determine energy savings.  In his rebuttal testimony Mr. Hill raised concerns about the data used in Staff’s modeling.  Mr. Hill’s concerns were that Staff did not model the proposed Project correctly and that Staff did not add new generation resources to meet customer demand and reserve margin requirements for SPS or SPP.  Staff did add new generation resources to meet customer demand and reserve margin requirements for Public Service, which resources were in addition to those approved in the 1999 IRP.

I.
To address his concerns, Mr. Hill modified the PROSYM data input files used by Mr. Barhaghi as follows:

· removed the 210 MW link between eastern Colorado and SPS.

· added a 350 MW link between SPS and SPP North, to reflect Phase 1 of the Project.

· added the proposed Project as a one-way link between SPP Central and Eastern Colorado with an hourly rating to account for import restrictions from the Enron Wind Farm.

· added generic gas combined cycle (“CC”) and combustion turbine (“CT”) units to SPP and SPS systems to maintain reserve margin.

Mr. Hill ran PROSYM for years 2005 through 2014 with and without the proposed Project.

J.
Energy savings were determined by taking the difference between total system production costs with and without the proposed Project.  Mr. Hill then used the PROSYM exchange report to determine how much of the total energy 

savings were received by Eastern Colorado
.  The results of Mr. Hill’s analysis are:

	Eastern Colorado Energy Savings

(millions $)

	2005
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	2.3
	2.8
	2.9
	3.8
	5.8
	7.4
	8.6
	7.5
	14.4
	10.0


K.
Mr. Hill disagrees with Mr. Barhaghi’s approach to calculating energy savings.  Staff compared the wholesale prices of Colorado East to SPS for model runs with the proposed Project included.  Mr. Hill performed a second energy savings analysis using the outputs of PROSYM model run for the years 2005 through 2014 without the proposed Project.  The hourly marginal costs of Eastern Colorado and SPPN were compared.  If Eastern Colorado costs were higher than SPPN costs then Mr. Hill calculated the energy savings by taking the difference between the hourly marginal costs of Eastern Colorado and SPPN multiplied times 190 MW (reduced from 210 MW to account for impact of Enron Wind Project).  The results of Mr. Hill’s second analysis are:

	Energy Savings Eastern Colorado

(millions $)

	2005
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	2.4
	3.4
	3.2
	5.4
	6.9
	8.9
	10.5
	9.4
	16.3
	11.4


L.
Mr. Hill also raised a concern about the high reserve margins for Wyoming in Mr. Barhaghi’s PROSYM model runs.
  To address this concern a third analysis was performed.  Mr. Hill took the Henwood database for the entire WSCC and SPP regions supplied by Henwood and modified it as follows:

· added the Public Service resources identified in the 1999 IRP process to eastern Colorado.

· updated Public Service’s peak demand forecast consistent with that used in the 1999 IRP.

· updated SPS’s peak demand forecast consistent with that used in Mr. Bahaghi’s analysis.

· added generic CC and CT units to both WSCC and SPP to maintain target 15 percent reserve margin.

· addressed boundary conditions for interfaces between SPP and other NERC regions.

· added a 350 MW link between SPS and SPP, to reflect Phase 1 of the Project.

· added the proposed Project as a one-way link between SPP Central and Eastern Colorado with an hourly rating to account for import restrictions from Enron Wind Farm.

M.
The source of fuel price information was not indicated by Mr. Hill.

N. Mr. Hill ran PROSYM for years 2005 through 2014 with and without the proposed Project. Energy savings were determined by taking the difference between total system production costs with and without the proposed Project.  Mr. Hill used the PROSYM exchange report to determine how much of the total energy savings were received by Eastern Colorado.  The results of Mr. Hill’s third analysis are:

	Energy Savings Eastern Colorado

(millions $)

	2005
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	13
	17
	13
	20
	14
	14
	18
	15
	14
	13


V.
MARELI MODELING OF CAPACITY SAVINGS

A.
The multi-area reliability (“MARELI”) model captures the interaction between electric systems, including the effects of  electric demand (load), hourly diversity of the load, transmission capacity, transmission import capability, installed generation capacity, and generation availability.

B.
Public Service witness Hill used the MARELI model in his capacity savings analysis.  Mr. Hill performed MARELI model runs with and without the proposed Project for the year 2005.  The MARELI modeling results indicated that a 210 MW resource and the Project would provide capacity savings to Public Service of 171 MW.

C.
OCC witness Rosen raised concerns that Public Service only reported MARELI modeling results for the year 2005 and that the result may have been affected by the 0 percent reserve margin assumption in the MARELI modeling runs.
  Mr. Hill explained the MARELI model was also run for the years 1996 through 2004.  The results for that period indicated the Project would provide, on average, capacity savings of 166 MW.
  To address Dr. Rosen’s concern about the reserve margin assumption, the MARELI model was run for the years 2005 through 2015.  Load was assumed to increase at 1.5 percent to 2.0 percent per year.  Generation units were added to both Public Service and SPS to maintain reserve margins ranging between 13 and 15 percent each year.  The results indicated an average capacity savings of 168 MW.

VI.
SHAVEL ANALYSIS OF CAPACITY SAVINGS

A.
Public Service witness Shavel used historical hourly load data for Public Service and SPS for 1995 through 1999.  Dr. Shavel also projected hourly load data by use of the GE MAPS load shape-modeling module for 2005 and 2010.  To determine the amount of capacity required to serve coincident peak load, Dr. Shavel added 15 percent for reserve margin to the Public Service and SPS individual and combined loads.  The difference between the sum of the Public Service and SPS individual capacity requirement and the combined capacity requirement was taken to determine the amount of load diversity between Public Service and SPS.   Dr. Shavel dropped the high (345 MW for 1999) and low (122 MW for 1995) diversity amounts and averaged the remaining amounts resulting in an average historical coincident peak diversity of 217 MW between Public Service and SPS.
  Dr. Shavel then estimated that Public Service would receive half of the diversity or 109 MW in capacity savings.
  Capacity savings were then calculated ranging from $6.9 million per year based on avoided costs of 109 MW of capacity from a Frame 7 Station to $10.1 million per year based on avoided costs of 109 MW of capacity from an aeroderivative station.

B.
OCC witness Rosen questioned:  (1) whether 217 MW of load diversity exists between Public Service and SPS; and (2) if it exists, would Public Service be able to rely on half of the diversity amount.  Dr. Shavel responded by indicating the 217 MW represents less than 3 percent of the combined coincident peak load and that Public Service and SPS have represented they will enter into an agreement to share the diversity.

C.
Staff witness Barhaghi questioned the use of historical hourly load data in determining future load diversity.
  Dr. Shavel points out that projections were made for 2005 and 2010. The estimated diversity amount Public Service would receive based on that projected data is 162 MW.

D.
Staff witness Podein questioned the use of averaging of historical load data in determining future load diversity.
  Dr. Shavel used 1999 load data and determined the diversity for the next four highest load hours.  This diversity was 240 MW, 181 MW, 211 MW, and 179 MW.  Dr. Shavel concluded the results of this analysis show that diversity is not a random occurrence.
  Ms. Podein also questioned whether SPS will have sufficient capacity available when Public Service’s peak load occurs.
  In response Dr. Shavel compared the SPS load requirement during Public Service five highest load hours (including the peak hour) to the SPS load requirment for the SPS peak hour.  The differences ranged from 191 MW to 722 MW.

E.
Dr. Shavel reduced the amount of Public Service capacity savings to 101 MW in response to Ms. Podein’s concerns about line losses not being accounted for.

VII.
BARHAGHI ANALYSIS OF CAPACITY SAVINGS

A.
Staff witness Barhaghi used the EMSS load shape module to project future loads for Public Service and SPS.  Mr. Barhaghi then used the EMSS load and resource module to prepare a load and resource table for the years 2005 through 2014 for Public Service and SPS.   Reserve margins of 15 percent for Public Service and 12 percent for SPS were included as part of the load requirement.  The EMSS load and resource module used the same resource amounts that were in the EMSS data input files used for the PROSYM modeling in the energy savings analysis.  The results indicated that SPS will not have sufficient capacity to support Public Service.

B.
Public Service witness Shavel raised concern that Mr. Barhaghi’s capacity analysis assumed adequate capacity would not exist to serve native loads and would, therefore, not exist to support Public Service loads.
  Mr. Barhaghi did not add new generation resources to meet customer demand and reserve margin requirements for SPS.  

VIII.
DISCUSSION

E. Modeling of electric systems is at best an approximation.  Fuel price is an important component of all the models, yet the actual fuel prices used are not in the record.  This affects the validity and comparability of all the models.  Nonetheless, some approximations are better than others.

F. The initial modeling provided by Dr. Shavel should be given little or no weight.  As noted by both the OCC and Staff, Dr. Shavel’s modeling failed to add generation units to the Public Service system.  This had the effect of artificially increasing the price of energy in the Public Service system and thus the energy benefits estimated cannot be relied upon.  Further, the capacity analysis consisted of looking at a few recent years, throwing out the high and the low as if it were an ice skating competition, and averaging the remaining numbers to come up with an estimate of capacity.  This approach appears too manufactured.  As Staff points out, it produces an average that has historically not been met at times.

C.
Public Service witness Hill performed a capacity analysis based on MARELI modeling as discussed above.  The MARELI modeling is a probabilistic approach to determine capacity benefits as opposed to the deterministic approach used by Dr. Shavel.  Mr. Hill indicated on cross examination that the MARELI modeling was done to supplement Dr. Shavel’s capacity benefit analysis and it is sufficient for the Commission to rely on Dr. Shavel’s analysis.

D.
Staff’s modeling, conversely, failed to add generation units to the SPS system.  This creates artificially high energy prices in the SPS and SPP systems, which creates suspect results.  Staff attempted to justify this by contending that reserve margins on the order of 15 percent are a thing of the past and that deregulation or industry restructuring in Texas will change the entire picture.  Staff suggests that much lower reserve margins on the order of 5 percent may become typical.  Nonetheless, a more reasonable assumption is that a traditional reserve margin of 12 to 15 percent will be maintained for the foreseeable future.  Although Staff included a 12 percent reserve margin for SPS when it prepared the load and resource table used in its capacity analysis, Staff did not add generation units to allow the SPS reserve margin to be maintained.  Thus Staff’s results cannot be relied upon to quantify the capacity and energy benefits.

E.
Public Service witness Hill presents two different modeling approaches that remedy some of the above infirmities but not all.  Mr. Hill performed an energy analysis similar to that performed by Staff with certain changes as discussed above.  He also performed a separate analysis modeling the entire Eastern and Western electrical systems.  These modeling efforts by Mr. Hill produced estimates of energy savings that were different by an order of magnitude.  Still, on balance, the Hill modeling efforts appear to be the most reliable, although how reliable is unclear given the wide divergence in the results.  The undersigned concludes that the Hill modeling demonstrates that there are some energy savings that could be available through the purchase of lower cost electricity at certain times from the Eastern Interconnection.

F.
The question of how to value capacity in this proceeding is a difficult one.  It is complicated by the fact that the generating resources Public Service relies on are not firmly contracted for, but rather come from a proposed resource sharing arrangement with SPS.  Public Service has a separate mechanism, the integrated resource plan (“IRP”) process, by which its capacity needs for the next several years, through 2005, have been established.  The IRP process resulted in the designation of a resource acquisition portfolio that will ensure Public Service’s needs are met through that planning horizon.  Thus even if there are capacity benefits to be obtained through the Project, they are not needed until 2006.  How should the Commission evaluate a CPCN application that demonstrates there is no immediate need for the Project because Public Service will have adequate resources for current and near-term growth, but the project might result in lower prices to ratepayers should it be built?

G.
The Commission faced a similar question in evaluating Public Service’s application for a CPCN for the Front Range Pipeline.  The Front Range Pipeline as proposed in Docket No. 97A-622G was a 53-mile long, 24-inch diameter natural gas pipeline and related facilities which would extend from Public Service’s existing Chalk Bluffs Station near Rockport, Colorado, to an interconnection point with Public Service’s existing 24-inch pipeline located adjacent to the Ft. St. Vrain generating station near Platteville, Colorado.  The Front Range Pipeline 

would be capable of transporting up to 269,000 dekatherms per day of natural gas to the existing Public Service system.  The pipeline was estimated to cost $25.1 million.

H.
The Front Range Pipeline would give Public Service greater access to natural gas available at Chalk Bluffs from several interstate gas pipelines that interconnect there.  Public Service had no firm contracts for the receipt of gas at Chalk Bluffs, but anticipated being able to obtain cheap gas supply there.  Over the last several years Chalk Bluffs’ gas had been cheaper than other sources of supply utilized by Public Service for natural gas.  At the time of the application, Public Service had adequate gas supplies to meet the needs of current customers and to meet growth needs for at least the near term.
  If the pipeline were built, Public Service anticipated utilizing approximately 40 percent of the pipeline capacity to transport gas from existing sources for its own gas sales, and 60 percent to transport gas for firm gas transportation customers.  Public Service also sought to build the pipeline to add some operational integrity to the pipeline during certain peak days.  See generally Decision No. C98-556, pages 4 through 5.

I.
Upon analyzing the Front Range record, the Commission noted that there was no evidence that the pipeline was required in the near term to prevent possible curtailment, interruption of firm customers, or moratoriums on new connections.  There was no evidence establishing substantial distribution inadequacies.  Similarly, the Commission found that the operational advantages anticipated did not rise to the level of public convenience and necessity.

J.
Concerning access to cheaper gas supplies, the Commission noted that there was no dispute that there would be cheaper gas available at Chalk Bluffs than generally available at other Front Range receipt locations.  The Commission found that the actual gas cost savings could not be predicted with any certainty due to the potential fluctuation in market prices.  See Decision No. C98-556 at page 9.  The Commission then concluded that the likely but unquantifiable benefits of obtaining cheaper gas supplies did not warrant granting a CPCN to construct and operate the pipeline under the traditional framework in which the general ratepayers would be subject to the risks of unrealized projected gas cost savings.  See Decision No. C98-556 at page 10.

K.
The Commission found instead that the transportation service afforded by the Front Range Pipeline would likely provide some public and economic benefits under certain market conditions.  However, the Commission placed the risk of those market conditions on the shareholders, not the general ratepayers.  The Commission therefore issued a CPCN to Public Service to install and operate the proposed pipeline under separate, standalone rates, where Public Service shareholders are “at risk” for unrealized projected market price differentials and the resulting underutilization of the pipeline.  See Decision No. C98-556 at page 10.  The Commission allowed Public Service to recover from retail gas purchasers an amount that reflected actual usage of the Front Range Pipeline.

L.
The parallels to this proceeding are striking.  There are of course differences between natural gas and electricity.  The primary regulatory difference is that retail choice or transportation of natural gas is an option whereas there is no retail wheeling for electricity in Colorado at this point in time.  Nonetheless, the overriding principle of the Front Range Pipeline case appears applicable here.  That principle states that where a CPCN is sought for a project that is not currently needed nor needed in the immediate planning horizon, yet may produce some ratepayer benefits, but those benefits cannot be quantified with any reasonable certainty, and there exists a substantial risk to ratepayers, the project risks must be borne by the shareholders.  Applying that principle to this proceeding, the undersigned determines that a CPCN for the Project should be granted, but the Project’s financial risks must be borne by the shareholders.

M.
The question then becomes, given the differences in the gas and electricity regulatory environments, what would be an appropriate order that follows the principles of the Front Range Pipeline but is applicable to electricity?

N.
Staff has opposed the granting of the CPCN.  Nonetheless, it has suggested that should the CPCN be granted that it be conditioned on three conditions.  These conditions are:  (1) that Public Service bid the tieline in the IRP process, with a successful bid price establishing a price cap for construction; (2) that portions of the tieline be subject to disallowance in future rate proceedings if a certain level of benefits does not accrue; and (3) that there be an overall cap on cost recovery tied to benefits.

O.
These conditions attempt to ensure that shareholders, not ratepayers, will bear the risk of underutilization of the  transmission line.  This is thus consistent with the Front Range Pipeline holding.  

P.
However, Staff’s proposed conditions are keyed to some measurement of yearly benefits.  The calculation of such benefits is problematic.  No methodology was fleshed out at hearing.  The same problems that occurred in this case with respect to the quantification of benefits would likely occur in future attempts to make such a calculation when evaluating the conditions.  Thus Staff’s proposal should not be adopted.

Q.
The ALJ concludes that the appropriate condition to attach to the CPCN is that the Project is not eligible for inclusion in rate base.  This properly reflects that there has been no showing that the Project is needed by the present or future public convenience and necessity.  But, Public Service would be permitted to bid the Project in any future IRP resource acquisitions.  If selected, Public Service would get the financial rewards of the tieline and recover for actual use by ratepayers consistent with Front Range Pipeline.  The financial rewards from the successful bid would not be subject to any sharing with ratepayers.  That is, the revenues from the successful bid would not be subject to the Performance Based Regulation earnings test.
  The ratepayers would benefit, if at all, in that the resource (if selected) would be a low-cost source of electricity.  Public Service would be free to bid the tieline at whatever it chooses, not subject to a cap as proposed by Staff in one of its conditions.

R.
This approach is consistent with prior orders of the Commission in Public Service’s 1999 IRP proceeding, Docket No. 99A-549E, that ordered the costs and benefits of the Project to be evaluated in a CPCN proceeding.  The costs are easily quantified.  The benefits have been evaluated, but Public Service has been unable to quantify them with any reasonable degree of certainty.  This non-rate base treatment also reflects the nature of the tieline as different from a traditional transmission line.  It does not connect firm sources of supply to areas of customer load.

S.
Exhibit 501 is a stipulation among Public Service, ARPA, and CSU.  The stipulation obligates Public Service to take certain steps to minimize any adverse impact on the existing facilities of ARPA and CSU.  The obligations that Public Service undertakes appear reasonably calculated to deal with the concerns of ARPA and CSU and thus the stipulation should be accepted and incorporated into the order below.

IX.
conclusions

A.
Public Service has failed to establish that the present or future public convenience and necessity requires the construction of the Project under a traditional CPCN analysis.

B.
Public Service has established that the Project will likely create an opportunity for energy savings to retail ratepayers at some point in the future.  This unquantified but likely future energy savings is sufficient to justify the granting of a CPCN provided that Public Service shareholders, not ratepayers, bear the risk of underutilization of the Project.

C.
Requiring Public Service to bid the tieline in the IRP will place the risk of underutilization on Public Service.

D.
A CPCN for the Project should be issued subject to the condition that it is not eligible for inclusion in rate base, but can be bid in the IRP process.

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

X
order

A.
The Commission Orders That:

1. Public Service Company of Colorado is granted a certificate of public convenience and necessity to construct a 345 KV transmission line from Lamar, Colorado to the Colorado-Kansas state line and to install a high voltage direct current converter station at the Lamar station, as specified more fully in its application.

2. The certificate of public convenience and necessity granted in Ordering Paragraph No. 1 above shall be subject to the condition that the transmission line and related facilities, including the high voltage direct converter station, are not eligible for inclusion in rate base.

3. Public Service may bid the transmission line in future integrated resource plan acquistions at any amount.

4. The stipulation among Public Service Company of Colorado, the Arkansas River Power Authority, and the City of Colorado Springs filed May 22, 2001 is accepted.  It is incorporated into this Order as if fully set forth.

5. 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.  

6. 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.

7. 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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� Page 28, line 4 through page 29, line 12 were stricken from Exhibit 15.  The rest of Exhibit 15 was admitted.


� Shavel direct, Ex. 10, page 3, lines 23 and 24.


� Shavel direct, Ex. 10, Exhibit No. IS-2 Appendix.


� Shavel direct, Ex. 10, Exhibit No. IS-2 Appendix.


� Shavel direct, Ex. 10,  page 4, lines 5 and 6.


� Shavel direct, Ex. 10, page 11, table.


� Rosen answer, Ex. 300, page 18, lines 6 through 12. 


� Barhaghi answer, Ex. 200, page 10, lines 8 through 9.


� Rosen answer, Ex. 300, page 27, footnote 13.


� Shavel rebuttal, Ex. 11, page 11, lines 15 through 18.


� Shavel rebuttal, Ex. 11, page 12, table.


� Schechter answer, Ex. 301, page 2, lines 18 through 20 and Barhaghi answer, Ex. 200, page 27, lines 5 through 16.


� Shavel rebuttal, Ex. 11, page 22, table.


� Podein answer, Ex. 202, page 7, lines 15 through 17.


� Shavel rebuttal, Ex. 11, page 24, table.


� Hill supplemental rebuttal, Ex. 15, page 3, lines 15 through 22.


� Barhaghi answer, Ex. 200, page 15, lines 8 and 9.


� Barhaghi answer, Ex. 200, page 18, line 22 through page 19, line 20.


� Barhaghi answer, Ex. 200, page 19, lines 4 and 5.


� Barhaghi answer, Ex. 200, page 22, line 22 through page 23, line 2.


� Barhaghi answer, Ex. 200, page 20, lines 1 through 7.


� Barhaghi answer, Ex. 200, exhibit 1.


� Hill supplemental rebuttal, Ex. 15, page 6, lines 4 through 8.


� Hill supplemental rebuttal, Ex. 15, page 18, lines 19 through 21.


� Eastern Colorado utilities include PSCo, TSG&T, PRPA, ARPA, CSU and WPE.


� Hill supplemental rebuttal, Ex. 15, page 21, Table JH-2.


� Hill supplemental rebuttal, Ex. 15, page 23, Table JH-3.


� Hill supplemental rebuttal, Ex. 15, page 13, line 5 through page 14, line 15.


� Hill supplemental rebuttal, Ex. 15, page 27, Table JH-4.


� Hill direct, Ex. 13, page 7, lines 6 through 11.


� Hill direct, Ex. 13, page 8, lines 3 through 7.


� Rosen answer, Ex. 300, page 7, lines 14 through 22.


� Hill rebuttal, Ex. 14, page 4, line 1 through page 5, line 8.


� Hill rebuttal, Ex. 14, page 10, line 1 through page 11, line 5.


� Shavel direct, Ex. 10, page 5, line 13 through page 7, line 2.


� Shavel direct, Ex. 10, page 8, lines 11 and 12.


� Shavel direct, Ex. 10, page 9, line 3 through page 10, line 10.


� Shavel rebuttal, Ex. 11, page 14, line 4 through page 15 line 1.


� Barhaghi answer, Ex. 200, page 2, lines 12 through 16.


� Shavel rebuttal, Ex. 11, page 17, lines 7 through 23.


� Podein answer, Ex. 202, page 5, lines 9 through 11.


� Shavel rebuttal, Ex. 11, page 19, line 8 through page 20, line 10.


� Podein answer, Ex. 202, page 9, lines 9 through 13.


� Shavel rebuttal, Ex. 11, page 22, lines 4 and 5.


� Shavel supplemental rebuttal page 9, line 19 through page 10, line 1.


� Public Service suggests in its Statement of Position that it established the Project is necessary to keep Public Service from becoming “a captive purchaser in a limited wholesale energy market.”  Public Service Statement of Position at p. 5.  No such proposition was established in this proceeding.  Only a few conclusory statements by Public Service witness Stoffel even touched on this issue.


� The planning horizon for natural gas is somewhat shorter than for electricity.  The Front Range Pipeline was estimated to take three to four months to construct, contrasted with more than a year for a peaker plant to generate electricity.


� The payments would be considered in the Incentive Cost Adjustment as it currently exists.


� The Commission has in the past also removed certificated facilities of Public Service from rate base, but allowed Public Service to purchase power from the facility, where the risk of underperformance was too great for the ratepayers to bear.  See Decision No. C86-1626 (Ft. St. Vrain nuclear powered electric generating facility removed from rate base.)


� This resolution of the proceeding does away with the need to allocate the cost of the HVDC converter station.  Nonetheless, at least a footnote is warranted to address the proposed allocation of 100 percent of the converter to Colorado ratepayers.  Since Phase 1 of the larger project appears to stand on its own footing, as evidenced by its already being under construction, it would appear that an allocation should be based on Phase 2 costs only.  Typically, such an allocation would be based on the relative benefits received.  If Public Service suggests that cost allocation be based on geographical location, it must establish some necessity for locating the converter in Colorado and not Kansas.  No such necessity was established in this proceeding.
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