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I. statement, findings, and conclusions

1. The captioned application of Public Service Company of Colorado (PSCo) was filed with the Colorado Public Utilities Commission (Commission) on March 27, 2003.  Public notice of the application was given on April 4, 2003, when the Commission issued its Notice of Application Filed (Notice).  

2. Timely interventions were filed in this matter by the Staff of the Commission (Staff) and the Colorado Office of Consumer Counsel (OCC).  

3. The Notice originally directed PSCo to file its direct testimony and exhibits on or before May 14, 2003.  However, that deadline was extended to June 6, 2003, in order to facilitate settlement discussions.  See, Decision Nos. R03-0520-I, R03-0587-I, and R03-0626-I.  On June 9, 2003, PSCo filed a Motion for Leave to File Direct Testimony and Exhibits One Business Day Out of Time.  As result of the proceedings described below, no party will be prejudiced by the one-day extension of time requested by this motion.  It will, therefore, be granted.  

4. On June 19, 2003, the parties submitted a Stipulation and Agreement in Resolution of Proceeding (Stipulation) along with a Joint Motion for Order Approving Stipulation and Agreement in Resolution of Proceeding, Granting Application, and for Waiver of Response Time (Motion).  The Motion indicated that the parties had reached an agreement settling all disputed issues in this matter as more particularly set forth in the Stipulation, a copy of which is attached to and made a part of this decision.

5. On June 20, 2003, those portions of the Motion requesting that the response time thereto be waived and that any hearing to be held in connection with the Stipulation be conducted on June 25, 2003, were granted.  See, Decision No. R03-0692-I. 

6. A hearing was held in connection with the Stipulation on June 25, 2003.  Appearances were entered on behalf of PSCo, Staff, and the OCC by their respective counsel.  PSCo presented testimony in support of the Stipulation from Michael A. Miller, the Principal Gas Planning Engineer for Xcel Energy Services, Inc. (Xcel).  Geri Santos-Rach, the Commission’s Chief of Fixed Utilities, and James Greenwood, an OCC Rate/Financial Analyst, presented testimony in support of the Stipulation on behalf of Staff and the OCC, respectively.  Exhibit 1, the Stipulation; Exhibit 2, Mr. Miller’s pre-filed direct testimony and exhibits; and Exhibit 3, the pre-filed direct testimony and exhibits of Kurtis J. Haeger, Xcel’s Director, Gas Supply and Supply Planning, were marked, offered, and admitted into evidence.
  

7. By this application, PSCo seeks a Commission order authorizing it to transfer to Kerr-McGee Gathering, LLC (Kerr-McGee) 10.9 miles of 8-inch diameter natural gas pipeline, and appurtenant facilities, located in Weld County, Colorado (PSCo Pipeline) pursuant to a Facilities Exchange Agreement between PSCo and Kerr-McGee dated November 18, 2002 (Agreement).
  A description of the PSCo Pipeline and a map depicting its location are contained in Schedules F and G of the Agreement.  See also, paragraph 17 of the Stipulation.  Under the Agreement, PSCo will acquire in exchange from Kerr-McGee approximately 4.2 miles of various 12-inch, 8-inch, and 4-inch natural gas pipelines located in Weld and Adams Counties, Colorado (Kerr-McGee Pipeline).  A description of the Kerr-McGee Pipeline and a map depicting its location are contained in Schedules A and B of the Agreement.  As additional consideration for its acquisition of the Kerr-McGee Pipeline, PSCo has agreed to waive Kerr-McGee’s obligation to reimburse it for new interconnection and measurement facilities previously constructed by PSCo to provide for additional natural gas deliveries from Kerr-McGee’s Fort Lupton gas processing plant (Fort Lupton Facilities).

8. PSCo acquired the PSCo Pipeline on May 1, 2001, as part of its acquisition of certain gas pipeline facilities (known as the Golden Pipeline and the NARCO Pipeline) from K N Gas Gathering, Inc. (KNGG).  The acquisition was approved by the Commission in Decision Nos. C01-37 and C01-296 in Docket No. 00A-415G..

9. For a short time after its acquisition of these pipeline facilities PSCo continued to use the PSCo Pipeline to provide gas transportation service to several customers.  Within approximately one-year after the acquisition of the KNGG facilities, PSCo implemented certain reconfigurations to its gas transmission and distribution system which resulted in its ceasing to use the PSCo Pipeline.
  The PSCo Pipeline has not been used by PSCo to provide service to any customer since May 2002 and, as a result, its transfer to Kerr-McGee will not result in the interruption of service or shortfall in capacity necessary to serve any PSCo customer.  PSCo indicates that the PSCo Pipeline will not be needed to provide system capacity necessary to serve its customers for at least the next five years.      

10. On the other hand, PSCo has an immediate need to extend its system and for additional pipeline capacity in the area served by the Kerr-McGee Pipeline in order to meet growing customer requirements in the area surrounding Brighton, Colorado.  It estimates the cost of constructing such pipeline facilities to be $1,000,000.  PSCo represents in the Stipulation that Kerr-McGee has an immediate need for the PSCo Pipeline.  The parties agree, therefore, that approval of the application is in the public interest since PSCo’s ownership of the Kerr-McGee Pipeline will have greater commercial usefulness and economic value to it than if it continues to be owned by Kerr-McGee.  Conversely, the PSCo Pipeline will have greater commercial usefulness and economic value if owned by Kerr-McGee.           

11. The concerns Staff and the OCC originally had regarding the application were addressed by the Stipulation and by the witnesses appearing at the hearing.  The most serious concern involved the economics of the transaction; i.e., that PSCo might be transferring to Kerr-McGee pipeline facilities that have a higher market value than those it would be receiving in return.  This concern was driven by the disparity in the comparative replacement costs of the pipeline facilities to be exchanged.  See, Attachment A of the Stipulation.  After analyzing the transaction, Staff and OCC are now convinced that various factors dictate that such replacement costs are not indicative of the actual market values of these facilities in place.  These factors include the following:  both PSCo and Kerr-McGee paid much less than replacement cost for the two pipelines (the net book value on the PSCo Pipeline is approximately $246,000), the location of the pipelines (the area served by the PSCo Pipeline is mostly rural while the area served by the Kerr-McGee Pipeline is more densely populated), and PSCo has ample supplemental pipeline capacity in the area served by the PSCo Pipeline and has a current need for additional capacity in the area served by the Kerr-McGee Pipeline.

12. Staff and the OCC were also concerned about the manner in which the pipeline exchange might adversely affect service to PSCo’s existing customers and whether it would benefit PSCo’s ratepayers.  The Staff and the OCC are now satisfied that the PSCo Pipeline is duplicative of and redundant to PSCo’s other pipeline facilities within the area (i.e., PSCo’s Roundup-to-Yosemite 16-inch pipeline).  As a result, no current PSCo customer will be deprived of service by virtue of the transfer of the PSCo Pipeline to Kerr-McGee and PSCo has sufficient gas transmission capacity to serve the area served by the PSCo Pipeline for at least the next five years.  In the event additional capacity is needed to serve normal load growth within the area in that timeframe, PSCo has agreed to file an application with the Commission seeking approval to construct such pipeline facilities.
  Similarly, PSCo has agreed to provide prior notice to the Commission of any such planned pipeline construction designed to serve contract customers.  The resulting proceedings would afford the Commission an opportunity to address the prudence of such construction and the appropriate cost assignment of the same.

13. With regard to ratepayer benefits to be gained by the proposed pipeline exchange, Staff and the OCC concur with the comparative rate base analysis set forth in paragraph 31 of the Stipulation.  Mr. Miller provided clarifications of this analysis at the hearing.  It establishes that the impact on PSCo’s net plant investment and recoverable rate base resulting from a consummation of the exchange transaction will be approximately $830,625 less than it would be if PSCo was required to construct new pipeline facilities in the vicinity of the Kerr-McGee Pipeline.
  This comparatively lower recoverable rate base will benefit PSCo’s customers by producing comparatively lower rates than would result from a larger addition to rate base that would be produced by the higher cost of constructing new pipeline facilities. 

14. Staff had a concern that some of the economic benefits cited by PSCo and relied upon by the Commission when it approved PSCo’s acquisition of the Golden and NARCO Pipeline from KNGG were attributable to the PSCo Pipeline.  See, Decision No. C01-0037.  This concern was satisfied upon Staff’s determination that the capital cost savings cited by the Commission in Decision No. C01-0037 related to segments of the NARCO Pipeline other than those comprising the PSCo Pipeline (i.e., segments B, D, and F of the NARCO Pipeline described on pages 10 and 11 of the Stipulation).
  

15. Finally, Staff and the OCC are satisfied that PSCo has properly reconciled the various NARCO Pipeline segments PSCO acquired from KNGG with the pipeline segments constituting the PSCo Pipeline.  That reconciliation is set forth in paragraph 17 of the Stipulation.

16. The parties believe that granting the application, subject to the terms of the Stipulation, is not contrary to the public interest.  See, 4 Code of Colorado Regulations 723-1-55(c)(12).  Having reviewed the Stipulation, the application, the pre-filed testimony and exhibits submitted by PSCo in this matter, and the testimony presented by the parties at the hearing, the undersigned agrees.  Subject to the conditions contained in the Stipulation, approval of the application will result in a mutually beneficial exchange of underutilized natural gas pipelines owned by PSCo and Kerr-McGee.  PSCo’s ownership of the Kerr-McGee Pipeline will provide it with additional pipeline capacity in order to meet customer needs in a growing area and will obviate the need to construct additional pipeline facilities at a higher cost than will be incurred for the acquisition of comparable facilities under the Agreement.  Since the PSCo Pipeline is not currently used to serve customers and since PSCo already has sufficient capacity in the subject area to serve anticipated system load growth, no PSCo customer will be harmed by the exchange.  PSCo’s customers and ratepayers will benefit from the exchange since the impact on PSCo’s net plant investment and recoverable rate base will be considerably less than if PSCo was required to construct new pipeline facilities in the vicinity of the Kerr-McGee Pipeline.  It is found and concluded, therefore, that the Stipulation is in the public interest and should be accepted and approved.  

17. Pursuant to § 40-6-109, C.R.S., it is recommended that the Commission enter the following order.

II.
order

A. The Commission Orders That:

1. The Joint Motion for Order Approving Stipulation and Agreement in Resolution of Proceeding and Granting Application filed by Public Service Company of Colorado, the Staff of the Public Utilities Commission, and the Colorado Office of Consumer Counsel on June 19, 2003, is granted.

2. The Stipulation and Agreement in Resolution of Proceeding filed by Public Service Company of Colorado, the Staff of the Public Utilities Commission, and the Colorado Office of Consumer Counsel on June 19, 2003, is accepted and approved without modification.  The Stipulation and Agreement in Resolution of Proceeding, a copy of which is attached hereto as Appendix A, is incorporated into this Order as if fully set forth herein.

3. Subject to the terms and conditions set forth in the Stipulation and Agreement in Resolution of Proceeding, Public Service Company of Colorado is hereby authorized to transfer to Kerr-McGee Gathering, LLC, 10.9 miles of 8-inch diameter natural gas pipeline, and appurtenant facilities, located in Weld County, Colorado, pursuant to the Facilities Exchange Agreement between it and Kerr-McGee Gathering, LLC dated November 18, 2002.

4. The parties shall comply with all the terms of the Stipulation and Agreement in Resolution of Proceeding.

5. The Motion for Leave to File Direct Testimony and Exhibits One Business Day Out of Time filed by Public Service Company of Colorado on June 9, 2003, is granted.

6. The Commission shall retain jurisdiction of this proceeding and take such action and enter orders as may appear necessary to effectuate this Order.

7. 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.

8. 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.

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.

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.

9. 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.

THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO


DALE E. ISLEY
________________________________

Administrative Law Judge
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� Mr. Haeger and Mr. Miller’s direct testimony and exhibits were originally filed in this matter on June 9, 2003.  At the hearing, Mr. Miller adopted Mr. Haeger’s testimony.  


� A copy of the Agreement was attached to the application as Appendix 4.


� These reconfigurations are described in paragraphs 14 and 15 of the Stipulation.


� Such an application would not be required by the public utilities law under these circumstances.  See, § 40-5-101, C.R.S.  


� At the hearing, Mr. Miller explained that the waiver of Kerr-McGee’s obligation to reimburse PSCo for the cost of the Fort Lupton Facilities, estimated to be $169,375, would be added to PSCo’s rate base in a subsequent PSCo rate proceeding.  


� The PSCo Pipeline consists of those portions of the NARCO Pipeline labeled as segments E, G, and H on page 11 of the Stipulation.
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