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I. BY THE COMMISSION

A. Statement

1. This matter comes before the Commission for consideration of the Request for Clarification (Motion) filed by Public Service Company of Colorado (Public Service or Company) on March 7, 2006.  In a footnote on page one, Public Service requests that the Commission grant the Company leave to file the Motion one day out of time.
2. In Decision No. C06-0259, we determined that Public Service’s Motion was not filed within the statutory time period allowed for Rehearing, Reargument, or Reconsideration (RRR) and did not allow it as a filing of RRR one day out of time.  However, we considered the request as a motion for clarification, and specified a 14-day response time.  

3. On March 21, 2006, Staff of the Commission (Staff) filed a response to the Motion.  On April 4, 2006, Public Service filed a motion for leave to reply to Staff’s response, and filed its reply.  We grant Public Service’s motion for leave to reply and waive response time.
4. Now being duly advised in the matter, we provide clarification, and direct Public Service to work with Staff to resolve specific issues, and file a proposed accounting plan.

II. Discussion

5. In Decision No. C06-0086, the Commission modified the proposed comprehensive Settlement in this docket, requiring Public Service to recover certain Kansas ad valorem taxes on gas inventory (Kansas Taxes) through its Gas Cost Adjustment (GCA) instead of through base rates.  On pages 5 and 6 of its Motion, Public Service provides several paragraphs outlining its proposed treatment of the Kansas Taxes, and requests Commission clarification and acceptance of these proposed procedures.  In its reply, Staff contests Public Service’s proposed accounting treatment.
A. Clarification on issues not contested by Staff:

6. Public Service’s clarification paragraph 1, on page 5, generally states that the Company will not file to recover any of the Kansas Taxes unless and until the Kansas Board of Tax Appeals denies its application for exemption and requires payment of the taxes.  Until that time, the Kansas Taxes will continue to be accrued in FERC Account 408.  Staff agrees with this first step.

7. We agree, and clarify that Public Service is not to recover any costs related to the Kansas Tax issue until the Company is required to actually pay the tax, including the unpaid tax bills that have been accrued for tax years 2004 and 2005. 

8. Public Service’s clarification paragraph 4, on page 6, states that it will file an application for approval of a refund plan, pursuant to Rule 4410, within 60 days of receiving a refund of the taxes paid.  

9. In paragraph 52 of Decision No. C06-0086, the Commission directed Public Service to return any amounts collected through the GCA mechanism if a court challenge to the Kansas Taxes is successful.  We clarify that if Public Service should receive a refund of any taxes paid, it will return the funds to customers by reducing the GCA charge.  Public Service is to return the amounts by making an appropriate GCA filing, without filing a refund plan.  For the purpose of this unique Kansas Tax issue, we grant Public Service a waiver of Rule 4410 as necessary to refund the Kansas Taxes without filing a refund plan.
B. Clarification on issues contested by Staff:

10. In Public Service’s clarification paragraphs 2 and 3, the Company outlines its accounting procedures for treatment of the Kansas Taxes once they are actually paid.  Public Service proposes to include the Kansas Taxes as part of the average cost of gas inventory in FERC Account 164, and charge FERC Account 808 as gas is withdrawn from inventory.  If and when a final decision is made that the tax is unlawful, Public Service will remove the unrecovered portion of the tax from FERC Account 164.  
11. Staff raises several concerns about Public Service’s proposed accounting treatment of the Kansas Taxes.  Staff first objects to Public Service’s proposal to record the paid taxes in FERC Account 164.  Staff is concerned that Account 164 is an asset account, and is normally considered a part of rate base on which the utility can earn a return.  Instead, Staff suggests FERC Account 236.  Staff also objects to Public Service’s proposal to treat the tax as an incremental cost of gas stored underground.  Staff states that including the Kansas Tax as part of the Weighted Average Cost Of Gas (WACOG) in storage would be difficult, and it would not recover all the costs in a timely manner.
12. In its April 4, 2006 reply, Public Service generally argues that its proposed treatment is consistent with the method proposed in its direct testimony in this case.  Public Service asserts that Staff did not raise any objections to the accounting method proposed in direct testimony, that the Company’s proposal is the most sensible and rational method of allocating costs to sales customers, and that it avoids inappropriate penalties and cross-subsidization.
13. In Decision C06-0086, the Commission did not adopt the Kansas Tax accounting method proposed by Public Service in direct testimony, nor did the Commission direct Public Service to recover the Kansas Taxes in a manner where Public Service would earn a profit on the costs.  The Commission directed Public Service to recover the costs through the GCA, based on the premise that the GCA provides an administratively efficient means of recovering costs in rates, and reversing the recovery of costs.  Consistent with the dollar-for-dollar “pass-through” nature of the GCA, Public Service should recover the Kansas Taxes in a timely manner in which extended carrying costs are not an issue.  Therefore, it does not appear to be appropriate for Public Service to earn a return on the Kansas Taxes.  
14. Staff and Public Service are in the best position to develop an overall process to properly account for the Kansas Taxes.  Further, because there appears to be continued contention on this issue, Public Service and Staff should provide a comprehensive resolution to the matter, rather than continuing the disagreement now and in the future.  Therefore, we direct Staff and Public Service to work out the details of a specific accounting treatment plan that is administratively efficient and provides a reasonable recovery of costs from appropriate ratepayers.
15. We require Public Service to file, for Commission review and approval, a consensus accounting plan within 30 days of the mailed date of this decision.  The accounting plan should address the issues raised by Public Service and Staff and include, but not be limited to, the following:
· The overall GCA treatment for the recovery and refund of the Kansas Taxes (e.g., as part of the average cost of gas inventory, as an incremental fixed storage cost, as part of other property taxes recorded in FERC account 236, or another method).  
· A statement showing the accounting entries, under the Uniform System of Accounts, for the recovery and refund of the Kansas tax through the GCA.  The sub-accounts or other appropriate method must be specified, so that the costs can be tracked and verified.
· An explicit description of all necessary calculations, with examples as appropriate.

· Any other matters for the Commission’s consideration and approval regarding the Kansas Tax issues.
16. The Commission does not typically manage how regulated entities handle their accounting entries and we expect Staff and Public Service to settle their differences.  However, if full consensus is not reached between Public Service Company and Staff, then Public Service shall file the portion of the accounting plan where it is in agreement with Staff, and provide an explanation of the areas where it is not in agreement with Staff.  Public Service and Staff shall also file complete accounting plans detailing the two options.  
III. ORDER
A. The Commission Orders That:

1. The Motion for Leave to Reply to Staff’s Response filed by Public Service Company of Colorado on April 4, 2006 is granted.   Response time is waived.
2. The Request for Clarification filed by Public Service on March 7, 2006, is granted, consistent with the above discussion.

3. Public Service shall work with Staff of the Commission to develop a consensus accounting plan, pursuant to the above requirements.

4. Within 30 days of the mailed date of this decision, Public Service shall file a consensus accounting plan (and/or issues remaining in dispute) for Commission review and approval, consistent with the above discussion.
B. ADOPTED IN COMMISSIONERS’ DELIBERATIONS MEETING
April 12, 2006.
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