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I. BY THE COMMISSION

A. Statement

1. This matter comes before the Commission for consideration of amended advice letter 647-Gas filed by Public Service Company of Colorado (Public Service or Company) on July 8, 2005 and the related settlement agreement filed by the Parties to this matter on December 20, 2005 (Settlement, attached as Appendix A).  The Settlement is comprehensive in nature and resolves all matters for the purposes of this docket.  

2. On May 27, 2005, Public Service filed Advice Letter No. 647-Gas, proposing to implement revised base rates for all of its gas sales and transportation services, along with certain other changes to its gas sales and transportation tariffs, to be effective June 27, 2005. The Company proposed that the new base rates would supersede the current base rates and eliminate all existing General Rate Schedule Adjustment (GRSA) riders.   On July 8, 2005, Public Service filed its first Amended Advice Letter No. 647-Gas, correcting and supplementing its original filing, and extending the proposed effective date to July 11, 2005.  Both filings contained a combined "Phase I" and "Phase II" case. Thus, not only was Public Service’s revenue requirement to be determined, but the appropriate rate design as well.  The proposed base rates reflected in the filing, as amended, would have increased base rate revenues by $34,545,332, or 12.46% on an annual basis.  The Company’s proposed revenue requirement of $311,827,757 was developed based on a test year of the 12 months ending December 31, 2004, and reflected a proposed 9.01% overall return on the Company’s rate base determined as of the end of the test year.  This overall return was calculated using a proposed return on common equity of 11.00% and an adjusted capital structure consisting of 55.49% equity and 44.51% long-term debt.
3. As part of the Settlement, the Parties
 agreed upon a revenue requirement of $300,345,671 based upon the test year of twelve months ended December 31, 2004, resulting in an increase in jurisdictional base rate revenues of $22,492,993, or 8.10%.

B. Procedural History

4. On May 27, 2005, Public Service Company of Colorado (Public Service or Company) filed Advice Letter No. 647 – Gas, along with pre-filed testimony in support of the Advice Letter.  By Decision No. C05-0749 the Commission suspended the proposed tariffs.  On July 8, 2005, Public Service filed a first Amended Advice Letter No. 647 – Gas.  The Commission by Decision No. C05-0952 suspended the effective date of the amended tariffs, and by Decision No. C05-1301 suspended the effective date for another 90 days.
5. In Decision No. C05-0749, the Commission established a 30-day intervention period, which expired on July 17, 2005, and, in Decision No. C05-0952, the Commission extended the intervention deadline to September 2, 2005, recognizing that in its Supplemental Direct Testimony Public Service expanded the possible rate changes from its direct testimony.

6. The Commission held a prehearing conference on August 3, 2005 during which it ruled on petitions for intervention, proposed procedural dates, proposed discovery procedures, and other procedural issues.   The Commission granted the requests for intervention by:  Atmos Energy Corporation (Atmos); Climax Molybdenum Company (Climax); Colorado Business Alliance for Cooperative Utility Practices (CBA); Colorado Natural Gas, Inc. (CNG); Energy Outreach Colorado (EOC); Kinder Morgan, Inc. (KMI); Seminole Energy Services, LLC (Seminole); United States Department of Defense -- Federal Executive Agencies (USDoD); and AARP.   Staff of the Commission (Staff) and the Colorado Office of Consumer Counsel (OCC) filed timely notices of intervention by right.

7. Staff and Intervenor Answer testimony and Exhibits and Rebuttal and Cross-answer Testimony and Exhibits were timely filed, and two technical conferences were held on September 16 and November 30, 2005.  

8. Pursuant to Commission Decision No. C05-1010 which established the procedural schedule for this matter, public comment hearings were held in Denver, Colorado on December 5, 2005.  Pursuant to Commission Decision No. C05-1268, additional public hearings were held in Pueblo and Grand Junction on November 9, 2005 and November 17, 2005 respectively.  The Commission appreciates the comments provided during these hearings, and found them helpful in considering the Parties’ Settlement.

9. A notice of settlement was filed on December 6, 2005 indicating that all issues in this matter had been resolved, and a settlement agreement and stipulation was then filed on December 20, 2005.  All Parties save CNG, KMI, and USDoD actively support the terms and conditions of the Settlement.  While CNG, KMI, and USDoD do not join the Settlement, they do not oppose it.  Parties specifically reserved their right to litigate positions different than those outlined in the Settlement in future proceedings.

10. In Decision C05-1510, the Commission issued a list of questions which the Parties addressed at hearings on the Settlement held on January 3 and 4, 2006.  We believe that the record as developed through the filed testimony admitted into evidence, and the oral testimony at hearing supports the Commission’s decision in this matter.

11. We believe the rates established by the Settlement are just and reasonable, and that the Settlement is in the public interest.  We approve virtually all provisions of the Settlement, modify it in some areas, and appreciate the Parties efforts in reaching agreement when their original positions were so far apart.

II. SETTLEMENT OF PHASE I ISSUES
A. Rate of Return on Equity and Earnings Cap

12. Public Service Company currently is authorized a return on equity of 11.00% for its gas department by Commission Decision No. C03-0670.  In this docket, three witnesses presented testimony regarding the proper rate of return on equity (ROE).  Their recommendations are summarized in the table below:


Witness

Recommendation
Mr. Hevert (Public Service)

11.0%
 

Mr. Trogonoski (Staff)

9.5%

Mr. Copeland (OCC)


8.5%

All of the witnesses derived their estimates using a Discounted Cash Flow (“DCF”) approach, supplemented, in some cases, by analyses using the Risk Premium Approach, Capital Asset Pricing Model or Dividend Discount Model.  The pre-filed testimony of these witnesses reflects a variety of opinions regarding the selection of the appropriate group of comparable companies to use in the DCF analysis, and the determination of dividend yields and growth rates.  Staff’s and the OCC’s willingness to reach a compromise regarding ROE and capital structure as set forth below is based upon the Company’s concessions on other important issues including, but not limited to, a reduction in the proposed Service and Facilities charge for residential customers, an increase in the proposed time period for determining weather normalization factors, the acceptance of average rate base rather than year-end rate base, and the agreement to use the Reverse-United United method to allocate costs among customer classes.

13. As part of the settlement the Parties have agreed to implement an earnings cap of 10.50% return on equity.  The earnings cap as testified to by Mr. Stoffel is an aspect of the settlement that was part of the overall compromise.  Mr. Stoffel states that the company agrees to perform an annual Earnings Test for its gas business similar to the one it has been using in its electric department.
  Mr. Stoffel indicates that Public Service wanted to settle on a cost of service that included rates that would permit it an opportunity to earn its allowed rate of return.  It was Mr. Stoffel’s testimony that the cost of service and the rates contained in the Settlement will give the company a real opportunity to earn its allowed return. In addition, Mr. Stoffel testified that it was not the Company’s goal to earn a higher return than the allowed return for the Company’s gas business.
14. It is the Commission’s finding that since all ROE testimony and exhibits have been admitted into evidence in this case, a range of 7.50% to 11.00% has been established for determining an appropriate return on equity.  For purposes of settlement, the Parties agree that a fair and reasonable ROE for the Company’s gas department is 10.50%.   The Commission believes based on the testimony submitted by all Parties that the 10.50% ROE, taken in isolation from the rest of the Settlement, could be considered high, since it exceeds the range recommended by Staff by 100 basis points and by that of OCC by 200 basis points. This difference in basis points is significant because each increase of 100 basis points in the ROE would increase the revenue requirement by $8.6 million.  
15. However, the Commission finds based on the evidence in the record, including the testimony of Mr. Stoffel and Dr. Langland in support of the Settlement, that 10.50% is a reasonable ROE given that the Settlement should be viewed as a whole, and compromises were made by all parties, including Public Service (e.g., average rate base).   In addition, the Commission takes comfort from the Earnings Cap implemented in relation to the 10.50% ROE. Therefore, the Commission approves the 10.50% ROE as the authorized ROE for the Company as well as the Earnings Cap provision of the agreement without modification.

B. Cost of Debt 

16. In its direct testimony, the Company’s witness Mr. Tyson proposed a cost of debt of 6.54%, reflecting a reduction in the Company’s embedded cost of debt, assuming the retirement of $134.5 million of long-term debt on November 1, 2005.  In his Rebuttal Testimony filed on November 9, 2005, Mr. Tyson updated his recommendation and proposed using the actual embedded cost of debt of 6.44% as of November 1, 2005.  The actual embedded cost of debt as of November 1, 2005 reflected both the $134.5 million debt retirement that occurred on November 1, 2005 and the refinancing of certain pollution control bonds during September 2005.  In his answer testimony filed on October 10, 2005, Staff witness Mr. Trogonoski expressed reservations about the Company’s proposed capital structure and cost of debt because at that time there was not yet certainty that the planned $134.5 million debt retirement would occur as scheduled on November 1, 2005.  OCC witness Mr. Copeland recommended using the actual embedded cost of debt as of December 31, 2004. 

17. For purposes of settlement, the Parties agree that the Company’s actual embedded cost of debt of 6.44 % as of November 1, 2005 shall be used to determine the weighted average cost of capital.

18. At the hearing on January 3, 2006, Mr. Stoffel testified that the Company’s actual embedded cost of debt as of November 1, 2005 is 6.44 %.  In the Settlement, the Parties propose this 6.44% be used to determine the weighted average cost of capital.   According to Mr. Stoffel, the 6.44% embedded cost of debt reflects the compromise from the position of both Staff and the OCC on this issue. Therefore, the Commission approves the 6.44% as the embedded cost of debt, without modification to the Settlement.
C. Capital Structure and Weighted Average Cost of Capital 

19. In its original testimony, Public Service recommended that the Commission use its projected capital structure as of November 1, 2005 excluding short-term debt, and adjusted to eliminate notes between Public Service and its subsidiaries, 1480 Welton, Inc. and PSR Investments, Inc.  The Company argued that use of the projected capital structure was necessary in order to enable it to meet its goal of strengthening the Company’s balance sheet and improving Public Service’s financial integrity.  Staff witness Mr. Trogonoski recommended adjusting the Company’s capital structure as of the end of the 2004 test year to reflect the early retirement of $110 million first collateral trust bonds in February 2005, but was reluctant to accept the Company’s proposed additional adjustment to its year-end capital structure without certainty that the planned November 1, 2005 $134.5 million debt retirement would occur.  

20. In his rebuttal testimony, Company’s witness Mr. Tyson confirmed that the Company completed the additional $134.5 million debt retirement as planned on November 1, 2005.  OCC witnesses Mr. Copeland and Dr. Schechter advocated using the Company’s capital structure as of the end of the test year, December 31, 2004.  The following table summarizes the Parties’ final, as filed, recommendations with respect to capital structure ratios:

Party
Long-Term Debt
Equity
Public Service
44.51%
55.49%

Staff
47.47%
52.53%

OCC
49.89%
50.11%

21. For purposes of settlement, the Parties have agreed to the use of the Company’s proposed capital structure of 44.51% long-term debt and 55.49% common equity.  The Parties agree that Public Service’s proposed capital structure is reasonable given the circumstances of this case, and should be used to establish the Company’s revenue requirement in this proceeding.  The Parties also agree that the Commission should exclude short-term debt from the regulatory capital structure.  The following table reflects the weighted average cost of capital that has been agreed to by the Parties:


Weight
Rate
Wtd Avg.Cost

Long-Term Debt
44.51%
6.44%
2.87%

Equity
55.49%
10.5%
5.83%
Total Cost:


8.70%

22. At the January 3, 2006 hearing on the Settlement, Mr. Stoffel testified that the Company was able to compromise with Staff and that settlement of this issue was part of the trade-offs made in the Settlement as a whole.  Based on the evidence in the record as well as Mr. Stoffel’s testimony, the Commission finds that the capital structure proposed in the S&A is reasonable and approves this provision of the S&A without modification.
D. Average Rate Base 

23. In its application and rebuttal testimony, Public Service proposed the use of a year-end rate base in developing its proposed revenue requirements.  Given that calendar year 2004 was selected as the test year for setting rates in this proceeding, a year-end rate base would have generally reflected plant values as of December 31, 2004.

24. The Company defended the use of a year end-rate base as a means of partially addressing the earnings attrition that it claimed its gas department was experiencing.  The Company argued that the use of year-end rate base would help counter earnings attrition caused by declining use per customer, the need for significant capital investment to meet continued growth, and regulatory lag.

25. In addition, the Company pointed out in its direct case that the year end method of valuing rate base had been used for setting gas rates for the past 31 years. However, as part of a comprehensive settlement that resolved the issues in the Company’s last rate case, Docket No. 02S-315EG, the Parties including the Company agreed that the settled rates were to be calculated based on an average rate base.
26. Staff and the OCC recommended that the revenue requirement be developed based on a thirteen-month average rate base instead of the Company’s proposed year-end rate base.  EOC/AARP also advocated the use of average rate base.  Staff, the OCC and EOC/AARP each argued that the use of year-end rate base violates the matching principle and presented testimony disputing that Public Service’s gas department was actually experiencing earnings attrition.  Staff pointed out that the majority of the Company’s gas plant additions are of the type that immediately produce revenues and therefore are not subject to regulatory lag.  In addition, Staff and OCC witnesses argued that the conditions that prompted the Commission to adopt year-end rate base in the past no longer exist.

27. In the Settlement, the Parties agreed on an average rate base method for purposes of determining the Company’s revenue requirements and establishing rates.  Under this method, the thirteen-month average of month-end balances is used for all rate base items. However, there were some exceptions: (1) in cases where thirteen months of data were not available for a rate base item, the sum of the prior year-end balance and the test year-end balance divided by two was used; (2) specific assignments of plant to either the CPUC or FERC jurisdiction used year-end balances; (3) cash working capital was calculated using pro forma expenses consistent with the application of the working capital factors proposed by the Company in its application; (4) gas stored underground was reflected as an average of the twelve monthly average balances in 2004; and, (5) the Allowance for Funds Used During Construction (AFUDC) addition to earnings was an annualized amount consistent with the pro forma adjustment proposed by the Company in its application. 

28. The rate base agreed to by the Parties is valued at $1,004,185,109.  Given the settled rate of return of 8.7%, the target operating income on this rate base equals $87,364,105.
29. We accept the proposal in the Settlement to value the Company’s rate base using the thirteen-month average method.

E. Amortization of Environmental Clean-up Costs, Leyden Gas Storage Costs, and Rate Case Expenses

30. In its application, Public Service proposed to amortize three categories of costs that had been deferred for accounting purposes and to include an annual amortized amount in its revenue requirement to recover these costs in rates.  The three categories of costs relate to: (1) the environmental clean-up of a former Manufactured Gas Plant (MGP) site in Fort Collins, Colorado; (2) the Leyden Gas Storage Facility (Leyden) that is in its final stages of closure and abandonment; and, (3) rate case expenses. 
31. With respect to the MGP clean-up costs, the Company proposed to recover $6,237,099 over four years with an annual amortization allowance in base rates of $1,559,275.  With respect to Leyden, the Company proposed to recover $4,818,862 over four years with an annual amortization allowance of $1,204,716.  With respect to rate case expenses, the Company proposed to recover $1,009,241, including approximately $419,740 of unamortized expenses from the 2002 rate case, over two years with an annual amortization allowance of $504,621.  

32. The Company proposed a rolling balance concept for amortization balances to solve the issues surrounding the timing of amortizations and an amortization period that is longer than the time between the effective dates of the rates established through rate cases.  That is, if the amortization period were shorter than the time between effective dates of new and old rates, the Company would place a negative rider in place to reduce rates by the amount of the annual amortization expense that had expired.  The rider would be in place until the effective date of the rates resulting from the next rate case. This approach was approved by the Commission in Docket No. 00S-422G.
33. Concerning the amortization of MGP clean-up and Leyden decommissioning expenses, Staff recommended separate riders to recover such costs with amortization over four years.  Under this plan, the Company would establish revenue sub-accounts to track actual revenues against the amortization schedules.  Staff recommended that the riders appear on customers’ bills with an explanation that the adjustment was for MGP clean-up costs or for Leyden decommissioning.  Further, Staff recommended that the Commission order the Company to file tariff pages reflecting the riders and their terms.

34. Concerning the amortization of rate case expenses, Staff took issue with the Company’s proposal to amortize such expenses over two years.  Staff stated that the Commission has historically used amortization periods of three to five years for rate case expenses and that a deviation to two years was not appropriate.  Staff instead proposed an amortization of rate case expenses over three years consistent with the combined electric and gas case Docket 02S-315EG.
35. While the OCC did not object to the Company’s proposal to amortize rate case expenses associated with this proceeding over two years, it took issue with the Company’s cost estimate of $260,000 for outside legal counsel.  The OCC argued that the Company’s estimate was based on prior cases and that it included an assumption that one-half of the Phase I issues would be appealed to the Supreme Court.  Because such estimate was based on speculation and did not reflect a known and measurable cost, the OCC recommended a $60,000 rate case expense allowance for outside counsel.

36. In its rebuttal, Public Service explained that its persistent need to file rate cases was based on the earnings attrition that has faced its gas department. It further argued that its proposal to deal with amortization using rolling balances and negative riders, if necessary, would satisfy concerns in regarding the protection for both the Company and its customers against any over or under recovery of amortizations.  The Company further explained that it uses outside counsel more in the later stages of the case through court appeals, and, as such, the majority of such costs had not been incurred in this proceeding.
37. In settling this matter, the Parties agreed to the Company’s proposal to amortize the MGP clean-up costs and the Leyden decommissioning costs over four years using an annual allowance in base rate revenue requirements. As such, no separate rate riders would be placed into effect to collect these amortizations.  However, if the amortization periods applicable to these costs expires prior to the effective date of rates resulting from the Company’s next base rate case, the Company agrees to file an application on less than statutory notice to place into effect a negative rider that will reduce rates by the amount of the annual amortization expense for the amortization that had expired.  Such negative riders would go into effect on February 1, 2010 for both the MGP clean-up and Leyden decommissioning amortizations and would remain in place until the effective date of the rates resulting from the Company’s next gas rate case in which revenue requirements are determined.

38. In addition, the Parties agreed to allow the Company to amortize over two years the $498,426 of actual booked rate case expenses associated with this proceeding as of November 30, 2005.  In conjunction with the remaining unamortized portion of the 2002 rate case expenses, the resulting annual amortized amount for rate case expense would be $459,083.  This annual amortized expense would be included in the settled revenue requirement and in the development of the settled base rates. However, if the amortization period applicable to this expense expired prior to the effective date of rates resulting from the Company’s next base rate case, the Company agrees to file an application on less than statutory notice to place into effect a negative rider that would reduce rates by the amount of the annual amortization expense for the amortization that had expired.  Such a negative rider would go into effect on February 1, 2008 and would remain in place until the effective date of the rates resulting from the Company’s next gas rate case in which revenue requirements are determined.
39. We accept the proposals in the Settlement concerning the amortization of MGP clean-up costs, Leyden closure costs, and rate case expenses.

F. Pipeline Integrity Management Costs

40. Public Service in its application proposed to include one-third of the estimated $8,351,700 it expects to spend to implement its Pipeline Integrity Management Plan. The Company completed this plan in December 2004 to comply with federal pipeline safety laws and U.S. Department of Transportation Office of Pipeline Safety regulations.  The regulations require that 50 percent of the Company’s pipeline risk assessment work, as outlined in the plan, be completed by 2007.  Accordingly, the Company proposed to recover the three-year average of the total amount, or $2,783,900, as an annual allowance in its base rates.  
41. Both Staff and the OCC challenged these estimated costs based on the relatively high degree of uncertainty regarding the amount and timing of the necessary expenditures, and whether they qualified under the known and measurable standard.  OCC witness Mr. Peterson recommended that the Commission approve the amount Public Service had budgeted for 2005, or $735,000.

42. In its rebuttal case, the Company put forward a revised three-year program cost estimate of $5,220,139 based on updated information.  The Company also disputed that its proposed adjustments for program implementation expenses violate the known and measurable principle.  The Company further argued that if it did not file a rate case using a 2006 or 2007 test-year, there would be no opportunity for it to request recovery of the costs that were necessary to comply with the federal mandated requirements.  Public Service suggested that at a minimum the Commission should allow for deferred accounting treatment of these costs as they are material and certain to occur during a three-year period even if the distribution of these costs over the period is currently uncertain.  

43. In the Settlement, the Parties agreed that the Company should be permitted to include $735,000 in its revenue requirement for recovery of Pipeline Integrity Management Costs.  For regulatory accounting purposes, the Company shall be permitted to defer in a regulatory asset account the actual amounts incurred during 2005, 2006 and 2007 under the Pipeline Integrity Management Plan that are in excess of $735,000 per year.
44. Given the Company’s revised estimate in its rebuttal case that it will spend approximately $5.2 million over the three years 2005 to 2007, the terms of the Settlement could result in a balance of approximately $3 million in the regulatory asset account. The issues surrounding the recovery of these additional costs, including potentially interest-related or other carrying costs, are anticipated to be addressed in the Company’s next base rate case.
45. While we believe that it may be appropriate for the Company to recover more than the $735,000 per year for recovery of its Pipeline Integrity Management Costs, we approve this component of the Settlement without modification.
G. American Gas Association Dues

46. In its application, Public Service proposed to recover through its base rates an annual allowance of $206,615 which represents a fraction of the dues it paid to the American Gas Association (AGA) in the 2004 test year.  The allowance amount in the Company’s revenue requirement reflects a reduction of $10,331 in the amount of AGA dues actually incurred by the Company to account for the representative amount of AGA dues associated with the AGA’s lobbying activities.  
47. OCC witness David Peterson recommended that the proposed amount of recoverable test year AGA dues be further reduced by the representative amounts associated with AGA’s governmental relations and media communications (excluding environmental communications) activities. The OCC argued that these reductions would be consistent with past Commission practice concerning the ratemaking treatment of similar expenses incurred by the Company and with an audit of AGA expenditures completed by the National Association of Regulatory Utility Commissioners.  The OCC advocated that expenses related to AGA dues be reduced by an additional $44,000.

48. In the Settlement, the Parties agreed to the exclusion of AGA dues related to governmental relations and media communications activities. Dues associated with environmental communications activities would not be excluded.  Therefore, the resulting test year allowance for AGA dues included in the settled revenue requirement is $162,432, or approximately $44,000 less than the Company had requested in its application.
49. The Commission accepts the proposal in the Settlement concerning the recovery of AGA dues.  Commissioner Miller dissents separately on this issue.

H. GCA Recovery of Certain Costs 

50. In its filed case, Public Service proposed to transfer three items that would normally be in base rates into the Gas Cost Adjustment (GCA) recovery mechanism.  Staff and OCC opposed this proposal, preferring that recovery remain in base rates.  The items are Kansas property taxes on gas inventory of $505,895 (Kansas Taxes), Yosemite compressor costs of $135,258, and net gas shrinkage costs of $2,358,676.  In the Settlement the Parties agreed to recover all three of these items in base rates, and agreed that these costs shall not be recovered through the Company’s GCA mechanism at this time.

51. The Commission is concerned about the proposed treatment of the Kansas Taxes.  Under the Settlement, Public Service would collect through base rates the amounts necessary to pay the Kansas Taxes.  Public Service, along with numerous other Parties, has challenged the legality of these taxes, and the case is currently on appeal in Kansas at the state administrative level.  Under the Settlement terms Public Service would recover the costs of the Kansas Taxes from ratepayers regardless of whether these taxes are actually paid  (Public Service has not yet paid any taxes, but has accrued a liability on its balance sheet).  Given that the question of the legality of the taxes could not be resolved for several years, Public Service could collect millions of dollars.  If Public service’s court challenge is successful, it would receive a windfall as the base rates would be set artificially high by the amount of the taxes.

52. Since the tax is on the value of gas in storage, we believe it logical to recover the amounts through the GCA mechanism.  The GCA also provides an administratively efficient means of reversing the recovery of costs from ratepayers, should the court challenge be successful.  We therefore remove the cost of the Kansas Taxes from base rates, and direct Public Service to address these costs in a GCA filing.  It is possible that Public Service will be successful in challenging the Kansas taxes, in which case we direct Public Service to refund amounts collected to pay the taxes through the GCA mechanism.  This issue is unique, and our ruling here should not be taken as Commission policy for other such costs.

53. In direct testimony, Public Service states that $505,895 should be eliminated from account 40811 in Taxes Other Than Income to remove the Kansas Taxes from the CCOSS model.  We direct Public Service to file a revised Settlement CCOSS model with the Kansas Taxes removed, as appropriate, in order to calculate the precise base rates without the Kansas Taxes.  In order to honor the overall intent of the Settlement we approve the dollar amounts proposed in the Settlement for rate mitigation, and we approve the fixed rate components as proposed in the Settlement, as discussed below.  The variable rate components of base rates will then be changed to reflect the removal of the Kansas Taxes.  

54. Base rates will be reduced to reflect the removal of the Kansas Taxes, but sales classes (e.g., Residential and Commercial) will pay increased GCA costs.  We recognize that in shifting the Kansas Taxes to the GCA, the amount that transportation customers would have paid in base rates will be included in GCA charges to sales customers.  However, we find that this is a very small amount compared to the cost shifting due to rate mitigation, and these GCA costs would eventually be eliminated if Public Service succeeds in its court challenge of the taxes.

55. The Commission approves base-rate recovery of the Yosemite compressor costs and net gas shrinkage costs, as proposed in the Settlement.

I. Weather Normalization

56. In its filed case, Public Service proposed to change the adjustment made to weather normalize test year sales revenues and quantities.  Rather than using the 30-year standardization method approved by the Commission in Decision No. C99-579, the Company proposed to adjust test year revenues and quantities for weather based on average conditions in its service territory over the past ten years.
57. Staff and the OCC opposed Public Service’s proposal to include only ten years of heating degree day data in the calculation of the weather normalization adjustments.  Staff and the OCC argued in favor of using the National Oceanic and Atmospheric Administration (NOAA) thirty-year normal, adjusted to reflect updated data, according to the methods previously approved by the Commission.  Staff and the OCC further argued that using 30 years of data provides a more accurate indication of normal weather and that Public Service’s proposed ten-year average lacked proper statistical support.  

58. In the Settlement, the Parties agreed to calculate the weather normalization adjustments used in determining revenue requirements and the settled rates based on the adjusted NOAA 30-year normal method as approved by the Commission in Decision No. C99-579.  We accept the proposal in the Settlement concerning weather normalization without modification.
J. Lead-Lag Study and Cash Working Capital

59. In its application, Public Service included cash working capital in its rate base for the purpose of determining the Company’s revenue requirements.  Cash working capital reflects the cash balances the Company retains to meet the cash flow requirements of its gas operations.  Cash working capital requirements are typically associated with no commodity gas costs, operations and maintenance expenses, vacation liabilities, and taxes.  
60. Cash working capital amounts are typically calculated by multiplying cash flow oriented expense amounts by factors that reflect the time between when Public Service is required to pay an expense and when the Company collects revenues from customers to cover the expense.  An analysis of this time difference is generally called a lead-lag study.

61. Staff challenged the methodology used by the Company to develop its cash working capital factors, questioning the validity of the underlying statistical methods of its lead-lag study.  Furthermore, Staff advocated that the Company should be required to perform an appropriate lead-lag study based on test-year data in conjunction with every rate case.  
62. In its rebuttal case, Public Service disputed Staff’s claims that the lead-lag study used to derive the Company’s proposed cash working capital factors was flawed.  The Company also complained that the completion of a lead-lag study was time-consuming and labor-intensive and usually did not produce large variances in results.

63. To resolve this issue, the Parties agreed to the determination of the Company’s cash working capital amounts based on the cash working capital factors proposed by the Company in its application.  Accordingly, the cash working capital balances were determined using the lead-lag factors approved by the Commission in the Company’s most recent combined rate case, Docket No. 02S-315EG.
64. In addition, Public Service, Staff, and the OCC agreed to engage in discussions to determine the statistical methods and data collection processes, including the availability and access of data, to be used in performing future lead-lag studies, including the lead-lag study that will be performed in connection with the Company’s next electric rate case.  The Company has agreed to provide Staff and the OCC with all information and data necessary within 30 days of such request in order to conduct their own lead-lag studies, should they wish to complete such analyses for the upcoming electric rate case.  The Company has also agreed to provide all data and supporting information as well as access to the personnel, equipment and software necessary to verify such data.

65. We accept the proposed cash working capital amounts to be recovered pursuant to the Settlement as well as the proposals concerning the statistical methods to be used in future lead-lag studies.  We also agree with the provision of information, in native and electronic executable format, to Staff and the OCC for the purpose of enabling them or their experts to conduct their own studies.
K. Customer Resource System (CRS)

66. In its filed case, Public Service requested cost allowances associated with the implementation of its new Customer Resource System (CRS) that is used for billing and customer care.  As of the end of the test year, the total cost of the CRS to Xcel Energy was approximately $131.6 million, including an allowance for funds used during construction.  Of that amount, Public Service’s allocated share was approximately 47 percent, or $61.8 million.
67. Staff raised issues about a significant rise in billing complaints that Staff categorizes as non-compliant with filed tariffs or Commission rules associated with billing.  For instance, Staff provided evidence of the rise in non-compliant customer complaints relating to the Company’s Sync Bill product (formerly One-Bill).  

68. EOC and AARP raised concerns about the number of vendor defect reports concerning CRS and the possibility of unwarranted secondary “excess” costs in CRS implementation.  EOC and AARP recommended a separate Commission inquiry on the propriety of CRS investment and expenses.  
69. In its rebuttal case, the Company responded to Staff’s concerns by explaining that the Company expected to experience some increase in complaints to the Commission’s External Affairs section with the implementation of CRS.  The Company further explained that it had put in place various processes to track and address CRS related complaints and began to see a decrease in such complaints, including complaints regarding the Sync Bill product, within a year following implementation of the new system.  

70. In its rebuttal case, Public Service addressed the suggestions put forward by EOC and AARP concerning the CRS, explaining that, while the CRS project was a very difficult one, the system as implemented was a success.  The Company further argued that the secondary costs associated with the implementation of CRS were of short duration and reasonable.
71. In the Settlement, the Parties have agreed to use the cost information and accounting treatments proposed in the Company’s application concerning the implementation of its CRS during the 2004 test year.  In terms of rate base, the costs of the CRS would be based on a 13-month average.  The CRS would be amortized on a full-year basis and would be represented, in part, with amounts included in the Company’s Construction Work in Progress.  Furthermore, the Parties accepted a pro forma adjustment to the revenues used for determining the settled revenue requirements and the rates to reflect a change to a calendar month billing approach using the CRS.

72. In addition, the Company has agreed to continue to work closely with the Commission’s External Affairs Section to address and resolve informal complaints as completely and quickly as possible consistent with Commission rules. 
73. We accept the proposal in the Settlement concerning the CRS without modification.
L. Phase I Issues Not Addressed by Stipulation but Agreed to for Implementation as Proposed by the Company in its Rate Case Application

74. In the Settlement, the Parties agreed to implement the proposals contained in the Company’s application as originally filed on May 27, 2005 (as corrected on July 8, 2005) concerning all issues raised but not expressly dealt with in the Settlement.  With respect to Phase I issues that were not specifically addressed in the Settlement, a number of items were raised by the Parties in their filed cases.
75. Concerning the Company’s rate base, the Parties accept:  (1) the 2004 calendar year as a suitable test year; (2) no eliminations made to Accumulated Deferred Income Taxes with respect to “catch up amounts” to account for additional deferred taxes that would have accrued had full normalization been used during past periods of time; (3) the exclusion of contractor retentions from Construction Work in Progress; and, (4) the exclusion of capital lease assets from rate base.

76. Concerning revenues, the Parties accept a pro forma adjustment to test-year revenues to account for late payment revenues, customer connections, return check charges, and miscellaneous service revenues that correct for charges incorrectly credited to the wrong utility department.  As previously discussed, the Parties also accept a pro forma adjustment made to revenues to reflect a change to a calendar month billing approach using the CRS.
77. Concerning expenses, the Parties accept: (1) the removal of per book purchased gas costs of $789,031,198 that are collected through the Company’s Gas Cost Adjustment from base rate calculations consistent with the last gas Phase II rate case in Docket No. 99S-609G; (2) the inclusion of interest on customer deposits as a Customer Operations expense; (3) pro forma adjustments to reflect 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 the Company or by the service company and then allocated to the Company; (4) no pro forma adjustments to depreciation expenses; (5) the Company’s Uncollectible Accounts expense set at $4,099,506; and, (6) no pro forma adjustment to reflect recently increased postage expense.

78. Concerning cost allocators, the Parties accept: (1) Public Service’s Cost Assignment and Allocation Manual (CAAM) as filed in the Company’s application; (2) the Company’s proposed FERC Jurisdictional Allocators for line-by-line allocation of rate base and earnings between Commission and FERC jurisdictions; (3) the service company allocations for costs from Xcel Energy, Inc., associated with executive management, finance, accounting, human resources, information technology, environmental, engineering, and customer services as filed by the Company in its application; and, (4) the inclusion of only those costs identified as common in FERC accounts 920-935 in the pool of administrative and general costs used to determine the Company’s overhead calculation.
79. In its rebuttal testimony, the Company agreed to file a report on the results of the workshops relating to the CAAM within 30 days of an order in this case.  At the hearings on January 3, 2006, Mr. Stoffel acknowledged that Public Service would keep its pledge to file the report consistent with its proposal in its rebuttal case.  Mr. Stoffel explained that this report would be filed in the docket of the Company’s last rate case, Docket No. 02S-315EG.

80. We accept the provision in the Settlement concerning the adoption of the Company’s proposal for the Phase I issues listed above as set forth in the Company’s application.  We also direct Public Service to file a report on the results of the workshops relating to the CAAM within 30 days of this decision. 

III. SETTLEMENT OF PHASE II ISSUES
A. Cost Classification and Allocations

81. In its filed case Public Service proposed to use a “minimum system” approach to allocate distribution system costs to the different customer classes.  Under this approach, Public Service developed the cost of the minimum system that is necessary to connect its customers.  Public Service allocated the estimated cost of this hypothetical minimum distribution system to the customer classes based on number of customers in each class.  It then allocated the remaining cost difference between the hypothetical minimum system and the book amounts for the actual distribution system based on demand.
 

82. Staff and OCC proposed the “Seaboard” allocation method, which allocates 50 percent of the common distribution system costs to customer classes based on average commodity usage, and 50 percent based on demand.  EOC and AARP proposed to allocate costs based on the “Reverse-United” method, which allocates 75 percent of costs to demand and 25 percent to commodity. 

83. In the Settlement, the Parties propose to allocate costs to customer classes based largely on the Reverse-United method.  The Settlement Class Cost Of Service Study (CCOSS) model, provided as Attachment D to the Settlement, allocates all fixed costs not classified as customer-related on the basis of 75 percent demand and 25 percent annual usage.  

84. The Settlement demand allocation factors for the residential (RG) and commercial (CG) classes are derived by applying a 20% load factor to the classes’ respective test-year weather-normalized throughput, rather than applying the actual load factor.  No Party proposed any such variation from actual load factor prior to the Settlement.

85. The demand allocation factors for the industrial (IG) and transportation interruptible (TI) classes are derived by applying a 100% load factor to the classes’ respective test-year throughput.  The demand factors for IG and TI remain the same as proposed in Public Service’s filed case, and were not disputed by Parties. 

86. The demand allocation factor for the transportation firm (TF) class is the sum of individual customers’ Peak Daily Quantities (PDQ), as proposed by Public Service in its filed case.  Seminole had recommended using actual measured demand for the TF class in its answer testimony, but agrees to the sum of PDQs for the purpose of Settlement.

87. This settled allocation method eliminates the minimum system proposed by Public Service, and instead adopts the Reverse-United approach.  The Reverse-United method is 
proposed with only a few changes for the purpose of cost allocation to the customer classes, but the Settlement contains major changes to the application of the Reverse-United cost basis in Rate Design, as discussed below, which alters the amounts recovered through the fixed rate component and shifts costs between classes.

88. Though the settled 20% load factor for RG and CG classes is slightly lower than the actual load factor used in all Parties filed models, the Commission finds that the CCOSS properly allocates costs to the various customer classes.  Though the Commission would like to investigate other approaches in the future, we approve this component of the Settlement without modification.

B. Transportation Discounts and Mitigation of Rate Impacts

89. In its direct case, Public Service incorporated the revenue deficiency of transportation discounts of $5,503,926 in its calculation of class-allocated revenue requirements, adjusting the revenue deficiency for taxes and allocating the pre-tax costs to all classes on the basis of total revenue requirements.  In the first step of this process, the Company reduced the revenue requirement to be collected from Transportation Firm (TF) customers by approximately $4.1 million and reduced the revenue requirement to be collected from Transportation Interruptible (TI) customers by approximately $1.4 million.  In the second step, the Company reallocated the pre-tax costs of the discounts of approximately $3.1 million, calculated as the full revenue discounts of $5.5 million times the difference of one less the Company’s marginal tax rate, to all customer classes (including the non-discounted transportation customers) based on total revenue requirements.  The net effect of this allocation of costs and tax effects was a reduction in the Company’s total revenue requirement of approximately $2.4 million, reflecting the income taxes that do not need to be paid due to lower level of revenues collected from the transportation customers on discounted rates, but that were included in the class-allocated revenue requirements allocated to the TF and TI classes.  
90. According to this method of allocating the pre-tax costs and tax effects associated with the transportation discounts, the total revenue requirements assigned to the TF rate class would be approximately $3.8 million less and the revenue requirements assigned to the TI class would be approximately $1.3 million less.  To balance these revenue requirement offsets, customers on the RG rate would collectively pay approximately $2.2 million of the pre-tax costs that would have otherwise been assigned to the non-discounted customers in the TG and TI rate classes.  Similarly, the customers on the CG rate would pay approximately $567,000 of such costs.
91. Staff recommended that the Commission deny Public Service full recovery of the revenue deficiencies associated with the transportation discounts.  Staff further argued that the discounts had not lowered rates for non-discounted customers, that the discounts had not proven to be cost effective, that the discounts were not proven to result in a more efficient use of the Company’s assets, and that the revenue deficiencies from the discounts were being improperly recouped from customers in rate classes other than the transportation classes.
92. In its rebuttal case, Public Service defended the re-allocation of pre-tax costs associated with the transportation discounts to other rate classes as well as to the non-discounted transportation customers arguing that customers would leave the Company’s system if it did not offer discounts.  The Company explained that discounts were extended only in cases where an alternate pipeline or an alternate fuel was available to a transportation customer at a lower price or for a better value.  The Company further stated that Commission had specifically addressed the issue of transportation discount cost recovery in Docket No. 96S-290G, Decision No. C97-478. 

93. In the Settlement, the Parties agreed to spread the pre-tax costs associated with transportation discounts to all customer classes in a manner similar to that used in the Company’s application.  According to the model filed with the Settlement and the testimony of Mr. John P. Kundert at the hearing on January 3, 2006, the transportation discounts of approximately $5.5 million were addressed in a two-step process.  First, the $3.1 million of pre-tax costs were reassigned to the Company’s major rate classes using a set of allocation factors accepted by the Parties that deviates from the Company’s cost-based approach in its application, such that the customers in the (RG) class would pay roughly $1.6 million of the pre-tax costs and the customers in the (CG) would pay roughly $800,000 more of such costs.  Second, the full revenue discount was subtracted from the TF and TI classes in the amounts of $2.8 million and $2.1 million, respectively. As in the Company’s application, the net effect was a reduction in the Company’s overall revenue requirement of about $2.4 million, a value equal to taxes that do not need to be paid as a result of the lower revenues collected from the transportation customers on discounted rates.  Due to the approach used to address the tax effects of the discounts in the Settlement, the net reduction in the class allocated revenue requirement for the TF class was approximately $2.3 million, while the net reduction in the class allocated revenue requirement for the TI class was approximately $2.5 million.
94. In the Settlement, the Parties also agreed to limit the overall revenue requirement increase to the CG class to 18 percent, down from of a 19.29 percent increase that would have otherwise resulted after the reallocation of pre-tax transportation discount costs.  The net shortfall in test-year revenue of approximately $660,000 to achieve this rate mitigation would be recovered from TI and RG rate classes as follows:  First, the increase to TI customers not receiving rate discounts would be raised to the system average increase of 8.10 percent, or an increase in allocated revenue requirements of approximately $413,000.  Second, the remaining revenue deficiency was eliminated by raising the RG class increase from 4.72 percent to 4.84 percent, or an increase in allocated revenue requirements of approximately $247,000.  At the hearing on the Settlement on January 3, 2006, Mr. Stoffel confirmed that this proposed rate mitigation would not be phased out over time but would instead remain in place until new rates took effect pursuant to the Company’s next Phase II rate case.

95. Although the Settlement presents the allocation of transportation discount revenue deficiencies and tax effects as distinct from the rate impact mitigation, we find the two issues to be linked.  Moreover, we find the Settlement’s discussion of the allocation of the costs and tax effects associated with gas transportation discounts to fall far short of what should have been presented in light of its significance as a settled term in the agreement.  
96. On one hand, the proposed allocation of $1.6 million of costs to the RG class and the $800,000 of costs to the CG class affords the non-discounted transportation customers substantial relief from the full cost responsibilities that come from the application of the Reverse-United method for cost allocation.  On the other hand, the need for rate mitigation for the CG class stemmed largely from this method for allocating the costs of transportation discounts to other rate classes.  Indeed, we estimate that the rate increase to the CG class prior to the allocation of the transportation discounts would have been slightly less than 18 percent.  

97. From a total costs perspective, we conclude, however, that the shifting of some $3 million of costs between rate classes is not an unreasonable level of rate mitigation when compared to a total revenue requirement of some $300 million.  As such, we adopt the transportation discount allocations and rate mitigation provisions in the Settlement.  Nevertheless, as discussed below, we instruct the Parties to examine the appropriateness and fairness of the allocation of transportation discounts as part of the rate design workshops.  
98. In light of our decision to move the recovery of costs associated with the Kansas Taxes from base rates to the GCA, the dollar amount of rate mitigation that is needed bring the overall increase to the CG class to 18 percent could be reduced due to the removal of these costs from base rate revenue requirements.  However, the CG class will become subject to a somewhat higher level of cost responsibility associated with the Kansas Taxes because the CG customers pay the GCA.  Therefore, we instruct Public Service to maintain the same rate mitigation dollar amounts agreed to by the Parties in the Settlement, such that the revenue requirements assigned to the CG class is reduced by the same dollar amount as in the Settlement and the revenue deficiency caused by this mitigation is addressed by the same dollar increases in revenue requirements allocated to the TI customers not receiving rate discounts and to the RG class.
99. As discussed below, we also require a future Phase II rate case to be filed by the Company during which we expect the Parties to more fully address these rate mitigation issues.
100. The commission nearly rejected this key provision of the Settlement, because only after significant investigation were we able to comprehend all of the mitigation involved.  This stems from an absence of discussion of this issue in the Settlement and the fact that the Parties did not explain during the hearing how the transportation discount and associated taxes were allocated, and instead relied on a late-filed exhibit to provide the required information.  We accepted this procedural imperfection because it allowed the Parties to take the time necessary to provide a thorough and accurate response.  However, this compromised the Commission’s ability to ask follow-up questions related to the exhibit.  In the future, we expect Parties to fully explain the underpinnings of their case, whether the matter is litigated in full, or settled.

C. Rate Design

101. In Direct and answer testimony, Parties proposed a wide range of fixed-component rates.  For example, for residential service Public Service proposed a fixed rate component of $13.00 per month and OCC proposed $7.72 per month.  In its filed case Public Service states that it needs to increase the fixed monthly component of rates in order to address revenue attrition.  Public Service argues that increased gas prices have resulted in significant conservation, which erodes its ability to recover its costs when base rate costs are recovered through a variable usage charge.  In response, other Parties argue that in its last rate case Public Service actually reduced its gas rates, demonstrating that continued earnings attrition is not an issue that the Commission needs to address here.  The Settlement proposes rates that are within the range of rates proposed in testimony.  The Settlement rates generally recover an increased amount of costs through fixed rate components, but variable rates are still used to recover some of the base-rate costs.

102. The fixed rate components as proposed in the Settlement of $10 for RG and $20 for CG are significantly higher than would be established through a cost-based application of the Reverse-United allocation method.  Further, the fixed components of rates for other classes appear to vary based on settled terms.  For example, the IG fixed component decreases from $90 to $70; the TF fixed component increases from $60 to $70, and the TI fixed component decreases from $195 to $140.
  These fixed rate components are not consistent with the direct application of the proposed Reverse-United allocation method.  However, the fixed components of the rates are generally within the range of proposed rates contained in the record.  Through the different allocation methods proposed in direct and answer testimony, the Parties established a wide range of rates based on established allocation methods.  Since the fixed components of the Settlement rates are generally within the rates proposed in the record, we find them to be reasonable.  We approve the fixed rate components as proposed in the Settlement.  We also approve the Firm Capacity Charge for TF as proposed in the Settlement.  

103. As discussed in the GCA section, the Commission modified the Settlement to move the Kansas Taxes from base rates to the GCA.  We therefore approve the Settlement rate design with respect to the variable rate components with the modifications to remove the Kansas Taxes, as discussed above.  

D. Rate Nomenclature

104. In its application, Public Service proposed to change the rates and billing term “Commodity” to “Volumetric Distribution” to clarify delivery charges based on dekatherms of natural gas usage.
105. Staff argued that the Company’s proposed name change for the “Commodity Charge” would create confusion, since the billing determinant is an energy measurement (i.e., therms) and not a volumetric measurement (e.g., cubic feet).  

106. In the Settlement, the Parties agreed that the “Commodity Charge” currently applicable to its RG, CG and IG rate schedules and the “Transportation Commodity Charge” applicable to its TF and TI rate schedules would be renamed to “Volumetric Charge,” so that it may be better understood as applying to usage and recovering delivery costs, not gas commodity costs.
107. As demonstrated by the comments of several participants in the Public Hearings in this case, the “Metering and Billing” charge is already a source of customer confusion and discontent. However, the Settlement is largely silent on the term “Metering and Billing” charge that appears on customer bills, although this rate nomenclature is used in the tariffs filed with the Settlement on December 20, 2005. 

108. We find that the term “Volumetric Charge” may not be understood by many customers, particularly those in RG and CG rate classes.  Given that one cannot see natural gas, the notion of “volumes” is rather abstract. Further, we agree with Staff that the term “volumetric” is inconsistent with the Company’s change from volumetric to energy (therm) billing.   We further find that the “use” of natural gas and the corresponding “use” of the Company’s distribution system are less abstract and more intuitive to customers.  We therefore modify the Settlement by ordering the Company to use the term “Usage Charge” in place of the “Commodity Charge” currently applicable to its RG, CG, and IG rate schedules and for the “Transportation Commodity Charge” applicable to its TF and TI rate schedules.  Likewise, “Distribution System” charges per therm should no longer be described in the tariff as “Commodity Costs.”
109. We also find that the continued use of the “Metering and Billing” label for the “Service and Facilities Charge” should be reconsidered.  We are concerned that the proposed increase of the “Service and Facilities Charge” for RG customers to $10 per month and the proposed increase in the “Service and Facilities Charge” for CG customers to $20 per month will cause even more confusion and discontent if they continue to be identified as “Metering and Billing” charges on customer bills.  

110. We therefore order the Company to discontinue the use of “Metering and Billing” charge in its tariffs and on customer bills within six months and to develop, in consultation with a designated member of the Commission’s External Affairs group, a new term to replace the “Metering and Billing” charge as it appears in the Company’s tariffs and on customer bills.
E. Phase II Issues Raised But Not Expressly Dealt With In This Stipulation

111. Consistent with the resolution of certain Phase I issues, the Parties agreed to implement the proposals contained in the Company’s application as originally filed on May 27, 2005, and as corrected on July 8, 2005, concerning all Phase II issues raised by the Parties in this proceeding but not expressly dealt with in the Settlement.  
112. First, the Parties accept the meter weighting factors for the TF class as proposed by the Company in its application.  Second, the Parties agree to no change in the classification of service laterals and transmission plant from the FERC plant accounts as filed by the Company in it application.  Finally, the Parties agree that the Company shall make no change to its line extension policies and tariffs except that it shall file updated construction allowances consistent with the allocated costs and charges established by the Settlement.

113. We accept the provision in the Settlement concerning the adoption of the Company’s proposal for the three Phase II issues listed above.  We also direct Public Service to file new construction allowances pursuant to Sheet No. R34 of its line extension tariff within 30 days from this decision based on the appropriate revenue and commodity amounts established here.  The Company shall file the revised construction allowance based on the method approved in Docket No. 02S-574G and will provide work papers supporting the revised construction allowances.  The Company shall file an advice letter with accompanying tariffs to become effective on not less than one business day’s notice to the Commission.

F. Workshops to Explore Rate Design Approaches

114. In order to further investigate the important rate design, interclass rate comparability and class composition issues that were raised in this proceeding, the Company agrees to convene and to invite all Parties to a series of workshops.  The intent of these workshops is to develop and, if possible, to come to a consensus regarding the workshop issues.  The Parties agree that the workshops will commence within one month after the rates in this case become effective.  Further, the Parties electing to participate in the workshops agree to file a written report with the Commission informing it of the results of the workshop no later than September 1, 2006.  The Parties agree that simulation runs with alternative rate designs will use the settled revenue requirements and cost allocations from this proceeding and will be provided as part of the report.  If a consensus is reached by all workshop participants, the Company will file an application, prior to or as part of its next gas rate case, to implement the agreed to changes.  If a consensus cannot be reached by all workshop participants, a participant is free to use any information from the workshops, other than information designated as confidential or proprietary, to advocate positions in the Company’s next rate case filing.  

115. We agree that a workshop approach can potentially provide the best overall resolution to these complex issues, in a timely and efficient manner.  The commission directs the Parties to address the following issues, at a minimum, through the workshops:

a.
Decoupling or other method to remove temperature sensitivity from utility revenue recovery.

b.
The estimation and application of individual customer demands (residential and commercial) for ratemaking and billing purposes to help address intraclass subsidies, and to potentially be used for decoupling.

c.
Additional commercial and/or transportation rates classes, to address customer migration between CG and TF classes, and to reduce customer disparity within classes (e.g., load factor or other differences).
d.
Additional transportation rates for delivery to other utilities.
e.
Cost adjustment mechanisms analogous to the GCA, but for certain distribution-related costs that are collected from both sales and transportation customers (e.g., environmental clean-up costs, facility closure costs, rate case expenses, pipeline integrity management costs).

f.
The proper application of transportation discounts and taxes in cost models.

116. In the Settlement hearing, Parties indicated that it may be difficult to achieve consensus on the additional CG/TF rate class issue, as some Parties will likely gain and some will lose with any new rate structure.  Further, the Commission is concerned that we are not resolving these issues in this case, and if not resolved in the workshops, the CG/TF rate class issue will likely resurface in the next rate proceeding.  Therefore we find it appropriate to implement an additional requirement related to this issue.  If the Parties cannot achieve consensus on the CG/TF rate class issue, we require Public Service to include a proposal for additional CG and/or TF rate classes to address the issue as a part of its next Phase II rate case.

G. New Phase II Filing Requirements

117. Parties propose that the Commission adopt the Settlement without modification.  However, the Commission has several concerns about the rates proposed in the Settlement.  Therefore we find it appropriate to require Public Service to file an additional Phase II rate case within a specific timeframe.

118. Though the Settlement is described as being based on a Reverse-United cost allocation, we are concerned that the Settlement contains many modifications that diverge from a conventional “cost-based” modeling methodology.  The Settlement rates are generally within the range of “cost-based” rates proposed by the Parties.  However, the Settlement percentage increases for each class are quite different and not based on the Reverse-United allocation method which was used in this matter.  The Settlement rates also propose fixed rate components (e.g., $10 for RG, and $20 for CG) that are substantially higher than those developed from a Reverse-United cost allocation methodology.  Further, we are concerned that the Settlement contains explicit and implicit rate mitigation, as a divergence from cost-based rates, without any proposal to transition the rates to a non-mitigated level.  As rates diverge from a cost-based standard over time, a subsequent rate realignment can result in substantial rate shock.

119. The record in this case provides a wide range of “cost-based” rates.  The minimum system allocation method produces rates that result in most of the increase being applied to classes with smaller customers such as the residential class, while Seaboard and Reverse-United allocation methods result in more if not most of the rate increase being applied to classes with larger customers such as the industrial class.  The Settlement cost allocation, with mitigation and other modifications discussed above, provides rates that are generally within this wide range.  

120. In response to Commission questions, Public Service provided a comparison of the rates developed by EOC/AARP witness Binz and the proposed Settlement rates.  Both of these rate proposals were based on cost modeling using the Reverse-United allocation method, but the resulting rates were substantially different.  Public Service’s comparison, along with an exhibit filed by Staff after hearings were concluded, demonstrates that a large portion of the difference is caused by the treatment of cost recovery of transportation discounts and associated taxes.  A statement in the Settlement indicates Staff’s concern with the treatment of transportation discounts.  In hearing, Public Service stated that it will work with Staff and other Parties to resolve the transportation tax issue for future cases.

121. The Settlement proposes fixed rate components that are higher than the Reverse-United allocation, but lower than proposed by Public Service in its minimum-system approach for most classes.  Again the rates are generally within the range proposed in the record.  However, the Settlement adjustments to fixed rate components are not derived from a cost-based methodology, and the application of fixed billing component adjustments does not appear to be consistent between customer classes, as discussed in the Rate Design section.

122. We are confident that the Parties adequately represent the interests of the classes at issue, and that the Settlement rates fall within a reasonable range of rates as proposed in the record.  However, our concerns warrant a Commission requirement for Public Service to file another Phase II rate case by date certain.  Further, if Public Service is correct that conservation is impacting customer usage characteristics, it would be appropriate to file another Phase II rate case in the near future to respond to these changes.

123. The Commission requires Public Service to file a Phase II rate case within three years of the final decision in this docket.  This could be a combined Phase I and Phase II filing, a Phase II filed after its next Phase I filing, or a stand-alone Phase II filing.  

124. We also find it appropriate to provide input regarding cost allocation methodologies as proposed in this case, in an effort to encourage Parties to narrow the range of proposals in the next case.  In Public Service’s filed case, its minimum system proposal allocated nearly all distribution main costs based on number of customers, without any recognition of commodity allocation.  Other Parties raised substantial concerns about Public Service’s proposal, and provided a thorough discussion related to the merits of using a commodity allocator.  On the other end of the spectrum, several Parties proposed Seaboard and Reverse-United allocation proposals.  These methods allocated distribution main costs based on demand and commodity, without any recognition of number of customers.  Public Service responded with numerous arguments about the merits of using customer connection as an allocator.  We find that the record contains solid arguments that being connected to the utility system and day-to-day commodity usage are both important factors.  

125. In the next Phase II rate case we encourage Parties to present cost-based allocation methodologies that better represent all such cost characteristics in proposed allocation methodologies.  A “trybrid” allocation combining demand, commodity, and customer connection appears to have the potential to produce rates that would fall within the general range of the settled rates, and could potentially result in a more direct cost-based approach.  The last two Phase II cases have resulted in settlements using the Reverse-United allocation method, but both have required substantial modification or mitigation in order to achieve reasonable rates.  We encourage Parties to explore a more rigorous cost-based approach, focusing on all aspects of cost causation.

126. We also encourage Parties to present methods to eliminate subsidies between high and low-volume customers within a class.  This should be addressed in the workshops, as well as in the next Phase II case.

IV. TRANSPORTATION
A. Revised Fuel Reimbursement Percentage

127. For purposes of settlement, the Parties agree that the Fuel Reimbursement Percentage shall be changed from 1.46% to 0.86 % upon the effective date of the base rates approved by the Commission as part of this Stipulation.  In addition, within 30 days following the date of the Commission’s order approving the Settlement, Public Service shall file an advice letter proposing to implement new tariff provisions that require Public Service to file separate annual filings to update the Fuel Reimbursement Percentage.  The first such filing would be submitted for implementation no later than one-year from the effective date of the new Fuel Reimbursement Percentage resulting from the Settlement.  

128. We agree that a more frequent revision of the Fuel Reimbursement Percentage is appropriate.  The Commission approves this component of the Settlement without modification.

B. Imbalance Cashouts Related to Prior Period Adjustments

129. In answer testimony, Atmos and Seminole raised concerns about imbalance cashouts from a prior period that required transportation customers to pay substantially higher prices to Public Service for gas than would have been paid at the time the imbalance occurred, due to gas prices increasing over time.  To resolve this issue, Public Service, Atmos, Seminole and Staff agree to address this issue in two different ways: (1) pending and currently unresolved imbalances resulting from prior period adjustments due to Measurement Errors, and (2) those imbalances resulting from such prior period adjustments which occur on and after the effective date of the Settlement.  The agreed modifications to the gas transportation terms and conditions are reflected in tariff sheet Nos. T1, T3 through T6, T11, T13 through T14, as presented in Settlement Attachment A.

130. For all pending and currently unresolved imbalances resulting from prior period adjustments (i.e., still within the six-month imbalance make-up period) as of the effective date of the Commission’s order approving this Stipulation, Public Service, Staff, Atmos and Seminole agree that such imbalance shall be immediately cashed out at an amount equal to the weighted average commodity cost of gas, as has been calculated by the Company for the applicable month.  This treatment shall apply immediately to all such prior period adjustment imbalances existing for Atmos’s and Seminole’s accounts and shall apply to any other Shipper with pending prior period adjustment imbalances that advises Public Service within 20 days of the effective date of the Commission’s order approving this Stipulation that it elects such one-time treatment.  Any such Shipper shall have the right to opt out of such one-time treatment and to have such imbalances treated as ordinary gas transportation imbalances subject to the Shipper’s right to make up the gas in-kind or be cashed out at the standard cashout rates.  

131. The Settlement requires Public Service to provide notice to all such other Shippers having pending prior period adjustment imbalances of their right to elect such one-time treatment within three days of the effective date of the Commission’s order herein.  Public Service is required to maintain documentation in order to facilitate Staff’s audit on any unresolved imbalance that qualifies for this one-time treatment.  Public Service, Staff, Atmos and Seminole clarify that this is not a reclassification of unresolved imbalances into prior period adjustments and no reclassification is contemplated in the future.

132. Prior period adjustments resulting from the Company’s Measurement Errors (as these errors are clarified in the revised language of the tariff) occurring on and after the effective date of this Stipulation shall be resolved by implementing billing adjustments to reflect the sale or purchase, as the case may be, of the additional or reduced quantities at prices based on the higher or the lower of the Colorado Interstate Gas Company Rocky Mountain spot gas price index or the Panhandle Eastern Pipeline Company spot gas price index or the weighted average commodity cost of gas as calculated by the Company for each month of the prior period and in the amounts in which the corrected quantities were applied.  

133. To the extent that the weighted average commodity cost of gas is not defined in the tariff, the Company will clarify the method for such calculation as part of its general gas transportation tariff filing to be filed on or before February 28, 2006.  Also in that filing, the Company shall make a proposal as to a reasonable amount of costs, if any, that should be included in the imbalance cashout rates to account for upstream pipeline services. 

134. The Commission finds that the proposed treatment of imbalance cashouts is appropriate, and we approve this component of the Settlement without modification.

C. Remaining Issues Concerning Transportation Terms and Conditions

135. In order to provide a forum in which these and similar types of issues concerning transportation terms and conditions may be resolved, to the extent they cannot otherwise be resolved through informal discussions, Public Service, Staff, Atmos and Seminole agree that, on or before February 28, 2006, Public Service shall file an advice letter proposing changes to its gas transportation terms and conditions which will provide a forum in which Staff’s, Atmos’ and Seminole’s issues concerning the terms and conditions of the Company’s gas transportation services may be raised and considered by the Commission.  Public Service agrees that Parties may raise any issue relating to the Company’s gas transportation terms and conditions in that proceeding.  Public Service agrees to meet informally with Atmos, Staff and Seminole in advance of such filing in order to advise them of the general nature of changes that Public Service intends to propose in such filing before it is made.

136. We agree that a separate filing to resolve these issues is appropriate.  However, we do not intend for this issue to continue to be put off to subsequent proceedings.  Therefore the Commission approves this component of the Settlement with the understanding that Public Service will file the necessary information in subsequent Phase II or GCA proceedings, as dictated by the outcome of the February 28, 2006 filing.  In addition, we clarify that back-up services will continue unless addressed otherwise in the outcome of the February 28, 2006 proceeding.

V. MISCELLANEOUS
A. Future Gas Storage Facilities

137. As a part of the Settlement, Staff and Public Service agree to discuss options for additional gas storage facilities.  We agree that storage is an important factor in reducing volatility and helping overall market stability, particularly in light of recent gas price trends.  We encourage Parties to work out a proposal to provide additional storage in an economical manner.

B. Venue Issues

138. In its testimony, Staff raised the question of what is the proper venue to resolve certain issues affecting GCA rates.  Staff argues that a GCA prudence review hearing is the proper venue to determine whether rates are just and reasonable for costs recovered through the GCA mechanism.  Staff believes that such a prudence review is akin to a Phase I and Phase II rate case for gas commodity costs.  Public Service argues for a narrower view of a GCA prudence review.  It believes that only those gas costs for which it obtains expedited recovery and which are collected through the GCA are subject to review and disallowance in a GCA prudence review.  For purposes of resolving the question of what is the appropriate venue, a rate case, a prudency review, or other GCA docket, to raise these issues, the Parties have agreed to file on or before February 6, 2006 a joint petition for declaratory judgment.  The pleadings will frame the dispute so that the Commission may consider the positions of the Parties and issue an order resolving the dispute.  The petition will be served on all Parties to this docket and all other Commission regulated gas utilities in Colorado having GCA mechanisms in their tariffs.  The Parties agree that this argument is essentially legal in nature, and that a full trial-type hearing will not be required.

139. We accept this provision of the Settlement without modification.  Resolution of these issues is important to all utilities in the state.  Parties need to know what types of proceedings should be used to address what issues.  We agree that a separate filing to resolve these issues is appropriate.  However, we do not intend for this issue to continue to be put off to subsequent proceedings.  Therefore the Commission approves this component of the Settlement with the understanding that Public Service will file all necessary information in subsequent Phase II or GCA proceedings, as dictated by the Commission’s determination in the February 6, 2006 joint petition for declaratory judgment.

C. No Settled Practice

140. We recognize that the Parties have reserved their rights to argue their original or other positions should the issues in this docket arise in subsequent dockets.  It is a risk inherent in settlements that issues that could have been resolved are perhaps left to a future proceeding.  We note that the issue of earnings attrition, for example, is not new to this docket.  Where possible we urge the Parties to resolve their differences, and not reargue in the future points made during this proceeding.  

D. Effective Date of Settlement Rates, Terms and Conditions

141. The Commission has 210 days in which to consider Public Service’s suspended advice letter, and issue its order.  The Parties advocate that the rates proposed in the Settlement go into effect as soon as possible.  Because Commission Staff will need time to review Public Service’s tariff complying with this order, Public Service shall file a tariff incorporating the above modifications to be effective on not less than one business day’s notice.

VI. CONCLUSION 
A. Acceptance of Settlement Agreement

142. Because we believe that the rates, terms and conditions of the Settlement Agreement filed by the Parties on December 20, 2005 as modified in this order are just and reasonable, we approve the Settlement as modified above.

VII. ORDER
A. The Commission Orders That:

1. Public Service Company of Colorado’s first amended Advice Letter 647 – Gas is permanently suspended.

2. The Settlement Agreement entered into by the Parties to this docket is approved with the modifications ordered above.

3. Public Service shall file a tariff, along with a revised CCOSS model, incorporating the above modifications to be effective on not less than one business day’s notice. 

4. The 20-day time period provided by § 40-6-114(1), C.R.S., to file an application for rehearing, reargument, or reconsideration shall begin on the first day after the mailed date of this Order.

5. This Order is effective on its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ DELIBERATIONS MEETING
January 19, 2006.
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Doug Dean, 
Director
	THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO
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Commissioners

COMMISSIONER CARL MILLER
CONCURRING, IN PART,
DISSENTING, IN PART.



VIII. COMMISSIONER MILLER CONCURRING IN PART AND DISSENTING IN PART
1. I agree with my fellow Commissioners but for one issue on which I respectfully dissent:
A. American Gas Association Dues
2. I disagree with the settling Parties’ recommendation as it pertains to expenses for American Gas Association dues.  I believe membership, expenditures and active participation in such organizations benefit customers as well as shareholders.  My specific objection is the Settlement’s recommendation to deny costs associated with government relations and media communications (excluding environmental communications).  I oppose the “pick and choose” practice allowing selected media communications (i.e. environmental) while disallowing other media communications that may benefit the majority of ratepayers.  If such “pick and choose” practices are allowed then I suggest that only carefully selected environmental communications be approved that are least cost and benefit the majority of customers.

	
	THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO


CARL MILLER
________________________________

Commissioners
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�	With regard to the settlement of issues concerning Revenue Requirements, as set forth in Section II.A of this Stipulation, the Earnings Cap, as set forth in Section II.E, and Gas Storage Facilities, as set forth in Section II.G, the agreements and compromises reflected therein are those by and among Public Service, Staff and the OCC.  EOC/AARP join in the resolution of the average rate base issue, as described in Section II.A.4.  While Climax, Atmos, Seminole and EOC/AARP support the Commission’s adoption of all of the terms and conditions of this Stipulation without modification, these parties (except EOC/AARP with respect to the average rate base issue) took no position on these particular issues and take no position on the particular resolution of these issues herein.  Accordingly, the use of the term “Parties” with respect to these sections of the Stipulation should be construed to mean that Climax, Atmos, Seminole and EOC/AARP (except with respect to the average rate base issue) have no objection to the resolution specified therein.  Otherwise, the term Party or Parties should generally be construed to mean parties to the Settlement.


� 	Mr. Hevert’s recommendation of 11.00% ROE was based on a range for ROE of 10.25% to 11.25%.


� 	Mr. Trogonoski’s range for ROE was 8.75% to 9.50%. His recommendation for an ROE of 9.50% was contingent on the Commission rejecting the Company’s proposal to increase the Service and Facilities Charge.  If the Commission allowed the Company’s proposal, then Staff would recommend an ROE of 9.25%.


� 	Mr. Copeland’s range for an ROE was 7.50% to 8.50%. Mr. Copeland recommended an 8.50% ROE, but it was contingent on the Commission adopting the capital structure which he had recommended. However, if the Commission adopted the capital structure requested by the Company, then his recommendation for an ROE would be at the bottom of his range, 7.50%.


� 	Beginning with the calendar year ending December 31, 2006 and thereafter for each subsequent calendar year in which the terms of this Stipulation remain effective through at least October 31, Public Service agrees to calculate its earned ROE and to reduce its base rates for gas services by means of a negative rate rider for any earnings in excess of 10.5%.  Public Service shall file its annual ROE calculation for the preceding calendar year with the Commission on or before April 1 of each year, beginning on April 1, 2007.  


� We note that under this approach nearly all distribution system costs were allocated based on number of customers, and no costs were allocated based on average commodity usage.


� We note that under the Seaboard and Reverse-United methods no distribution system costs were allocated on the basis of number of customers, other than costs classified as customer-related.  Items such as meters and service laterals, which are used only by one customer, are classified as customer-related.


� Excluding base-rate riders.
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