Decision No. C02-609

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

DOCKET NO. 02A-158E

in the matter of the application of public service company of Colorado for an order to revise its incentive cost adjustment.

 decision approving settlement

Mailed Date:  May 24, 2002

Adopted Date:  May 10, 2002

I.
by the commission

A. Statement

1. This matter comes before the Commission for consideration of the Motion to Accept Settlement Agreement and the Settlement Agreement (“Settlement”) filed by the parties on April 26, 2002.  The Settlement resolves the application by Public Service Company of Colorado (“Public Service” or “Company”) to revise its Incentive Cost Adjustment (“ICA”).  That application, filed on March 1, 2002, proposed to modify the Company’s ICA.  The Colorado Office of Consumer Counsel (“OCC”), Commission Staff, the City of Boulder, the Colorado Governor’s Office of Energy Management and Conservation, the Kroger Company, the City and County of Denver, Climax Molybdenum Company & CF&I Steel, L.P., the Colorado Energy Assistance Foundation and Catholic Charities of the Archdiocese of Denver, and the Colorado Industrial Energy Consumers and Energy Consumers Group intervened in opposition to the application.
2. We assigned this matter to an Administrative Law Judge (“ALJ”) for hearing.  On April 26, 2002, the parties filed the Motion to Accept Settlement Agreement and their Settlement Agreement which resolves all contested issues in this docket.  On April 29, 2002, to expedite consideration of the matter, we vacated the assignment to the ALJ and determined that the Commission itself would consider whether to approve the Settlement.  We then conducted a hearing to consider testimony from the parties in support of the Settlement.  Witnesses for Public Service, Staff and the OCC all spoke in favor of the Settlement and recommended approval.  Now being duly advised in the matter, we grant the motion and approve the Settlement.

3. The Commission approved the ICA mechanism in Docket No. 99A-377EG.  See Decision No. C00-393 (Mailed Date of April 24, 2000).  The ICA permits Public Service to recover, through annual rate adjustments, fuel and purchased power costs not included in base rates.  According to the application, Public Service projects a large deferred balance of recoverable ICA costs, in an amount of approximately $148 million, to accumulate by December 31, 2002.  This projected deferred balance is primarily composed of costs to be incurred during calendar year 2002.  Under the existing ICA mechanism, those deferred costs would be collected from ratepayers over the period April 1, 2003 through March 31, 2004.  Public Service, in the application, expressed concern about the impact on customers of such a large deferred balance.  Accordingly, the application proposed to revise the ICA mechanism by changing the timing of recovery of year 2002 costs. Specifically, the Company proposed to advance recovery of a portion of the projected deferred balance into 2002.  All Intervenors opposed the application.
4. The Settlement proposes that the large projected ICA deferred balance for the 2002 ICA Test Year be recovered uniformly over a 34-month period.  The parties agree that the ICA projected deferred balance of $155.449 million
 will be collected from June 1, 2002, through March 31, 2005.  When the projected deferred balance is divided by the projected retail energy sales for the same period, it results in an ICA factor of $.00210/kwh.  The Settlement provides for true-ups in March 2003 and March 2004 to the ICA factor, along with a final true-up after March 31, 2005, when the Settlement ICA expires.

5. The Settlement also continues the requirement that the Company file applications for review of the costs recovered through the ICA for both the 2001 and 2002 ICA test years.  If the Commission subsequently disallows any of these costs as imprudent, the Settlement ICA will be adjusted.

6. The Settlement also includes a mechanism to address recovery of 2003 energy costs.  The existing ICA mechanism is set to expire on December 31, 2002.  That date was established in the stipulation approved by the Commission in Decision No. C00-393.  That date was predicated upon the belief that rates from the Company’s May 2002 rate case filing would go into effect on January 1, 2003.  The parties have agreed that, in the event the new rates from the May 2002 rate case are not in effect on January 1, 2003, the Company will be entitled to put into effect an interim adjustment clause on January 1, 2003.  That clause would be separate and apart from the Settlement ICA.  The interim clause will collect the difference between the 2003 Energy Costs per MWH and the $12.78 per MWH currently in base rates.  As in the existing ICA, the Company will credit customers 50 percent of the average positive Short Term Sales Margin, 50 percent of the average positive Real Time Pricing Margin, and 50 percent of the average Zero CBL Real Time Pricing Margin earned by the Company for the six-month period January 1, 2002 through June 30, 2002.  To the extent there is any discrepancy between the amounts charged and credited through the 2003 interim adjustment clause and the amounts thus recalculated, the difference (positive or negative) will be returned or charged to customers through an appropriate rate adjustment.

7. Finally, the Settlement includes a provision for Public Service to work with its large customers should any structured payment plans be necessary.  Under the terms of the Settlement, none of the negotiated payment plans will affect the annual adjustments to be made to the Settlement ICA.

B. Discussion

1. This case requires us to balance the competing interests of timely recovery of costs with a proposed settlement that extends cost recovery but would seem to obviate some rate shock.  It is prudent regulatory policy that costs be recovered from ratepayers who cause those costs.  The magnitude of the estimated deferred costs in this case highlights our concern with inordinate delay in cost recovery.  Under the existing ICA mechanism, year 2002 ICA costs will be recovered completely out of period:  from April 2003 through March 2004.  While the Company’s application proposed to collect a portion of these costs in 2002, and better matches cost incurrence and cost recovery, it did so at the risk of creating rate shock for ratepayers.

2. The Settlement proposes to collect year 2002 ICA costs over a 34-month period.  This still reflects a mismatch between cost incurrence and cost recovery, but it does mitigate rate shock to customers.  Likewise, the cost recovery time represents a period to which all parties to this docket could agree.  We conclude that, of the possible options offered to parties in this case (i.e., retaining the existing ICA provisions, Public Service’s application proposal, or the Settlement mechanism), the Settlement best balances the goals of matching cost recovery with cost incurrence, avoiding rate shock to ratepayers, and supporting negotiated settlements.  As such, we approve the Settlement.

3. We also approve this settlement because the price signaling and cost matching under the current rate structure is already extremely muddled.  Our first principle is to send accurate price signals to consumers.  We nonetheless understand the reasoning of OCC witness, Mr. Reif, that the current rate structure to be put at issue in the joint gas-electric rate case will have to be overhauled before letter price signaling and cost matching can occur.  We endorse this settlement in reliance on parties as disparate as Public Service and the OCC expressing willingness to consider such an overhaul.

4. As noted above, the ICA was established by Commission approval of a stipulation between the parties in Docket No. 99A-377EG.  In their original opposition to the Company’s application, the Intervenors strenuously objected to Public Service’s proposed unilateral revision of the stipulation.  The settlement here resolves this issue.
5. The Commission finds the settlement agreement is a reasonable resolution to this case and it is approved.  

II.
ORDER

A. The Commission Orders That

6. The motion to Accept Settlement Agreement is granted, and the Settlement Agreement filed by the parties on April 26, 2002 is approved.  Public Service Company of Colorado shall file tariff sheets to change its Incentive Cost Adjustment consistent with the Settlement Agreement, such changes to be effective on June 1, 2002.  Those tariff sheets shall be filed on not less than one day’s notice to the Commission.

7. This Order is effective on its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ WEEKLY MEETING 
May 10, 2002.
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� The deferred balance is composed of $14.5 million from the 2001 ICA test year and an estimated $140.95 million for the 2002 ICA test year.
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