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I. BY THE COMMISSION

A. Statement

1. At the December 5, 2005 hearing on this matter, the Commission rescheduled the hearings for December 7, 2005 to allow the active parties in the docket additional time to negotiate.  On December 6, 2005, Public Service Company of Colorado (Public Service or Company) filed a notice of settlement on behalf of the active parties that indicated that a comprehensive settlement had been reached.  The active parties include the Company, Staff of the Commission (Staff); the Colorado Office of Consumer Counsel; Atmos Energy Corporation; Seminole Energy Services; Colorado Business Alliance; AARP and Energy Outreach Colorado (AARP/EOC); and Climax Molybdenum Company.

2. In Decision No. C05-1433, we ordered that the settlement including all active parties be filed in hard and executable electronic formats by the close of business on December 20, 2005.  We also requested that the parties file an executable model and executable electronic files indicating the average billing impact on both residential and commercial customers. We also ordered that hearings on the settlement commence on January 3 and 4, 2006.

3. On December 20, 2005, Public Service filed a Stipulation and Agreement in Resolution of Proceeding (S&A) as well as a Notice of Filing of Electronic Settlement Models.

4. We find that the settlement hearings will be more productive and efficient if we issue written questions for parties to answer at hearing.  However, we note that additional questions may be propounded during the course of the hearing. The initial questions are as follows:

1. General Questions:

Present an overview of the stipulation, including a detailed discussion of the costs and benefits of each component of the S&A.

Please identify in the S&A the regulatory basis upon which the Commission can make the factual determination that proposed rates are cost based and non-discriminatory.

Please identify in the S&A the regulatory basis upon which the Commission can make the factual determination that proposed rates for each customer class will cover the class’ cost of service.

Please identify how the S&A addresses the issues which were raised at the Public Hearings; including, but not limited to, concerns about what costs the Metering and Billing charge recovers, the impact of higher fixed charges on conservation, and whether pension and benefits for retiring Wayne Brunetti are included in costs for this case.  
How will the investment community view the S&A in terms of the Company’s credit quality?

The S&A includes a number of filings that would be made by the Company and other parties subsequent to a decision on the S&A.  These include:  (1) a joint petition addressing the venue in which the Commission and other parties would address issues surrounding the Company’s Gas Cost Adjustment (GCA) rates on or before February 6, 2006; (2) an advice letter proposing changes to the Company’s transportation terms and conditions on or before February 28, 2006; (3) a report on a series of workshops relating to rate design and rate class issues to be filed on or before September 1, 2006; (4) the Company’s earnings cap calculations and supporting information on or before April 1 of each year starting in 2007; and (5) Staff reports on the Company’s earnings cap calculations on or before May 30 of each year starting in 2007.  Please explain whether these filings would be made as part of this docket or whether they would result in the opening of new dockets. Please also explain what action the settling parties expect the Commission to take in response to each of these filings.

In this docket, the various parties addressed the issue of earnings attrition. For example, the Company has suggested that there has been a reduction of its customers’ demand for natural gas as a result of higher gas prices and other factors.  Please explain what impact, if any, the rates and charges resulting from the approval of the S&A would have on the Company’s ability to collect the proposed revenue requirement.  In addition, please identify in the S&A how the issue of earnings attrition is addressed generally.

Based on the terms of the S&A, how long (in years) does Public Service anticipate it will operate under the proposed rates before it files another gas rate case? Would this answer change if some of the issues that are proposed to be addressed through the filings listed in  Question (f) above were instead addressed by the Commission presently in this proceeding? 

The last two Phase II gas rate cases for Public Service were resolved through settlements, and the Commission generally did not articulate guiding principles for ratemaking in those cases.  Is there a need for the Commission to articulate such guiding principles now or in the next Phase II rate proceeding?

Should the Commission require:  (1) that the Company’s next rate case include both the Phase I and Phase II components; or (2) that the next Phase I and Phase II cases be filed separately? 

On page 25, paragraph 6, the S&A states, “Staff notes that it has reconciled its CCOSS model (formerly referred to as the “WWRMM”) with Public Service’s CCOSS model in all respects except as to the tax effects of the allocation of revenue attributable to gas transportation discounts.” Please explain the issue with respect to the lack of reconciliation of the tax effects of the allocation or revenues attributable to gas transportation discounts.

2. Phase I Questions:

What is the purpose or intent of the earnings cap proposed in the S&A?

With respect to the earnings cap, the S&A states on page 28 that, “Beginning with the calendar year ending December 31, 2006, and thereafter for each subsequent calendar year in which the terms of the Settlement remain effective through at least October 31…” To which year does this October 31 date tie?

In light of the divergent positions taken on Phase I issues in this proceeding, what assurance does the Commission have that the implementation of the earnings cap will not result in a series of annual or semi-annual proceedings that are substantially identical to a Phase I rate case?

What return on equity does the Company expect to have earned for calendar year 2005?

Please confirm that the following issues are settled according to the proposal set forth in the Company’s application filed May 27, 2005 or as amended on July 8, 2005:

· No eliminations to Accumulated Deferred Income Taxes (Accounts 282 and 283) with respect to “catch up amounts” associated with the move to full normalization accounting methods for income taxes

· Contractor retentions eliminated from Construction Work in Progress

· No capital leases assets included in rate base

· Adjustments to test-year revenues for late payment revenues, customer connections, return check charges, and miscellaneous service revenue to correct for changes incorrectly credited to the wrong utility department

· Fort Saint Vrain revenue credit collection of $1,212,676 in test year included as credit against distribution revenue requirement

· Per book purchased gas costs (GCA-costs) of $789,031,198 eliminated from base rate calculations consistent with the last gas Phase II rate case in Docket No. 99S-609G

· Interest on customer deposits included as a Customer Operations Expenses but increased by approximately $6,000 to reflect the change from a year-end amount to a 13-month average 

· Pro forma adjustments for the 2005 level of pension and benefit costs, including estimates for costs associated with pension expenses, health benefits, and retiree health benefit costs directly incurred either directly by Public Service or by the service company and then allocated to Public Service
· Depreciation expenses

· Uncollectible Accounts expense of $4,099,506 (no increase for higher gas costs)

· No pro forma adjustment for increase in postage expense

· Public Service’s Cost Assignment and Allocation Manual accepted as filed  

· Service company allocations for costs from Xcel Energy, Inc. associated with executive management, finance, accounting, human resources, information technology, environmental, engineering, and customer services

· Only costs identified as common in Federal Energy Regulatory Commission (FERC) accounts 920-935 included in the pool of A&G costs for determining Public Service’s overhead calculation

· All costs associated with the Front Range pipeline are removed from consideration in the Company’s base rates and there is no requirement for a future rate proceeding to address the Front Range pipeline

What efforts did Staff or other parties make to verify the Company’s accounts to ensure that the book values used as a basis of this S&A are complete and accurate for the 2004 test year?

Are the Cash Working Capital factors used for the purposes of settlement the same as those in the Company’s application?

Does the Company intend to file with the Commission a report on the workshops relating to the Cost Assignment and Allocation Manual within 30 days of an order on this S&A as suggested by the Company in its Rebuttal Testimony?  Would this filing be made in this docket, another open docket, or a new docket to be established by the Commission?

Were the FERC Jurisdictional Allocators used for the line-by-line allocation of rate base and earnings between Commission and FERC jurisdictions adjusted from the amounts in the Company’s application to reflect the cost allocation provisions in the S&A?

Please explain the meaning of the last sentence of Paragraph 4 of Section II.A of the S&A as it relates to Line 28 of Schedule 4 page 7 of Attachment C.  

The following questions relate to the property taxes associated with the Company’s gas storage inventories in Kansas:

· Has the Company paid the $505,895 tax bill associated with the taxes in the 2004 test year? 

· Did the Company pay a similar tax bill in 2005?  

· Does the company expect a similar tax bill in 2006? If not, what does the Company expect its 2006 tax bill to be?

· In the event that the taxes are refunded to the Company, will a negative rider be put in place to adjust base rates to account for the refund? 

· What is the status of the Company’s appeal with the Kansas Board of Tax Appeals and any subsequent appeals? Will the Company make its pleadings available to the Commissioners and Staff?

· Is the gas stored in Kansas typically purchased by the Company at the Henry Hub?  Is this gas used only to serve Colorado customers? Is the gas shipped and stored by Colorado Interstate Gas (CIG) in Kansas using CIG’s own facilities?  What does Kansas include as gas inventory for the purpose of calculating the tax? 

· Does the Company have any base of operations in Kansas? Does the Company provide service in Kansas? Does Xcel Energy provide service in Kansas through a subsidiary other than the Company? 

· In the event that the taxes are discontinued, will a negative rider be put in place to adjust rates until the next rate case?

Are the costs of the Customer Resource System (CRS) used to establish rates according to the S&A the same costs as in the Company’s application filed on May 27, 2005 and amended on July 8, 2005?  In terms of rate base, is the CRS now represented on the basis of the 13-month average?  Is it amortized on a full-year basis?  Is part of the CRS also included in the Company’s Construction Work in Progress?  Were test-year revenues adjusted for the change to a calendar month billing approach using the CRS? 

3. Phase II Questions:

Please confirm that the following issues are settled according to the proposal set forth in the Company’s application in this proceeding:

· The meter weighting factors used for cost allocation 

· The classification of service laterals and transmission plant according the FERC uniform system of accounts

· No elimination of the Residential Gas Lighting and Commercial Gas Lighting service 

· Continuation of the Back-up Supply Service

· No change to the Company’s tariffs and procedures for construction allowances and line extensions except for an update to amounts based on the outcomes of this proceeding

Given the Company’s concerns about continued suffering from earnings attrition, should the Commission be concerned that the proposed rate design in the S&A results in higher volumetric charges for the CG and TI rate classes as compared to existing rates? Why or why not?

The following questions relate to the proposed workshops to investigate the rate design, interclass rate comparability, and class composition issues raised in this proceeding (Workshops):

· Will the Workshops address the calculation and application of individual customer demands for ratemaking or billing purposes?

· Will the Workshops address alternative approaches for addressing earnings risk such as weather normalization adjustments, an earnings tracker, or a decoupling mechanism?

· To what extent will the Workshops address the creation of new rate classes from within the Company’s existing rate classes (sales and transportation)? Would these new rate classes be created on a revenue neutral basis according to the revenue requirements set forth in the S&A?  What would be the proposed timing for an application to be filed with the Commission to address the creation of any such new rate classes? Or would the creation of such new rate classes be part of the Company’s next Phase II rate case for gas services?

· If, after the Workshops, the Commission believes that the Workshops did not adequately address the issues, would the parties be opposed to the Commission ordering Public Service to file rates or terms in a manner that would initiate an adjudicated proceeding to resolve the issues?  If the Commission were to order such a filing, what filing date would parties suggest?

Since the proposed RG Service and Facility Charge of $10 and the proposed CG Service and Facility Charge of $20 are not based on costs allocated in the CCOSS, and appear to be greater than the Cost per Customer per Bill associated with the customer-related revenue requirements for the two customer classes as presented in Attachment D to the S&A, should the Company change the name of the “Service and Facilities” charge in its Tariff and the identification of “Metering and Billing” charges on the customer’s bill?  What alternative name(s) would the parties suggest?

The S&A proposes to change the term “Commodity Charge” and “Transportation Commodity Charge” to “Volumetric Charge.” Will this new term appear on customer bills in addition to the Company’s tariff?  Why was “Volumetric Charge” chosen over “Usage Charge?”

Will growth from the connection of new customers come without undue subsidization by existing customers under the Company’s Service Lateral and Distribution Main Extension policy? 

In Attachment G, the customer impact study, please explain the results for Interruptible Transportation that show a decrease of -4.85 percent when, according to Section II. B of the S&A, revenues from the TI customers not receiving rate discounts was increased to 8.10 percent.  Please also explain how the transportation discounting was applied in Attachment G.

The following questions are directed to address the differences between the model that Public Service proposed in its corrected direct case and the “Reverse-United” CCOSS model in the S&A:

· Describe the specific changes that were made to Public Service’s direct case model in implementing the Reverse-United method, including file/sheet/cell references.

· State what costs are proposed to be allocated using the Reverse-United method in the Settlement CCOSS and state the cost allocation basis for these items in Public Service’s direct case.

· Describe how the Reverse-United allocation method works in the model and how these changes relate to the revenue requirements model.  

· Describe any other changes (except for rate mitigation changes addressed below) made to Public Service’s direct case model, including file/sheet/cell references.  Also describe the purpose of such changes.

· List the percentage increase or decrease for each class resulting from all changes except for rate mitigation changes addressed below.  Are these the percentages listed as the percentage change without mitigation on Attachment D, page 1 of 14, line 17?

In the last paragraph of page 23, the S&A states, “The parties have agreed to certain adjustments that mitigate the rate impact of this cost allocation on the commercial sales (CG) class.”  The following questions are directed to address rate mitigation:

· Please define rate mitigation.  

· What is the regulatory basis for the Commission to accept the proposed rate mitigation? 

· Please describe all specific rate mitigation adjustments that were made to the model (other than those discussed above), including file/sheet/cell references.

· Describe how these adjustments flow through the CCOSS model and how these changes relate to the revenue requirements model.

The following questions relate to the CCOSS based on the Reverse-United method that AARP/EOC witness Binz included in his Answer Testimony:  

· Provide a comparison of Binz’ percentage increases for each class (before he applied rate mitigation measures) with the non-mitigated increases in the S&A (percentage change without mitigation listed in Attachment D, page 1 of 14, line 17), or as addressed otherwise in the question above.  

· Please reconcile the differences between the two non-mitigated CCOSS approaches due to:  (1) different Phase I revenue requirements; and (2) any other differences.

· Other than rate mitigation measures, please explain why adjustments or changes in the Settlement CCOSS were included that are different from the Reverse-United CCOSS proposed by Binz.

4. Transportation Questions:

Please explain what issues involving errors from measurement, billing, nomination entry, or other “prior-period adjustments” have been resolved by the S&A.  What issues surrounding such errors remain to be resolved and how will they be resolved?

Please confirm that the Company’s planned filing of proposed changes to its gas transportation terms and conditions on or before February 28, 2006 will create a venue for the parties and the Commission to address the following issues:

· The conditions and procedures for reducing Peak Day Quantities

· Compliance with Operational Flow Orders

· Access to Electronic Flow Measurement data on a real-time basis

· Access to communication lines on customer premises

Approximately what percentage of the Company’s firm transportation customers switched from commercial sales to transportation between the Company’s last rate case (02S-315EG) and the end of the test year?

Approximately how many firm transportation customers does the Company currently serve (December 2005)?

What are the Company’s expectations associated with the rate of migration from commercial sales to transportation service over the next few years under the proposed rates in the S&A?

II. ORDER

A. The Commission Orders That:

1. Parties that are signatories to the settlement shall be prepared to answer the above questions at the settlement hearings scheduled for January 3 and 4, 2006.

2. This Order is effective on its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ WEEKLY MEETING
December 28, 2005.
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