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I. BY THE COMMISSION

A. Introduction
1. This is the second electric rate case filed by Public Service Company of Colorado (Public Service) in the last four years.  In May, 2002, Public Service filed a combined electric, gas, and steam rate case.
  In that previous rate case, a Settlement Agreement was reached among several parties to that case including Public Service, Commission Staff (Staff) and the Colorado Office of Consumer Counsel (OCC).  Public Service filed Advice Letter No. 1454-Electric on April 14, 2006 designed to effect general increases in its electric service rates in Colorado.  Additionally, the filing sought to update various provisions of Public Service’s electric tariff affected by past regulatory settlement agreements.  Specifically, Public Service’s Electric Commodity Adjustment (ECA) and Purchase Capacity Cost Adjustment (PCCA) are set to expire on December 31, 2006.  Public Service also sought to recover costs associated with the construction of the Comanche 3 generation facility as provided in a settlement agreement reached in its Least Cost Planning (LCP) docket.

2. Public Service provides wholesale and retail electric service throughout various parts of Colorado.  Public Service’s retail service territory is vast and includes areas in and along the Front Range from south of Fort Collins to the southern portions of the Denver metropolitan area.  Its territory also includes Colorado’s Eastern Plains in the area of Sterling and Fort Morgan, as well as the central mountain areas along I-70 extending to and including Grand Junction, and in the San Luis Valley including the City of Alamosa.  Public Service also owns and maintains approximately 3,700 circuit miles of transmission lines primarily located in Colorado.

3. Colorado’s population has grown by over one million people in the last 15 years.  According to Public Service’s records, it provides regulated services to approximately 75 percent of Colorado’s population or approximately 1.3 million electric customers as of 2005.  According to Public Service, between 2002 and 2005, it set 132,723 new electric meters.  Additionally, in that period of time, its retail demand grew by 515 Megawatts or about 9.9 percent.  Public Service further represents that its energy sales grew by 646 Gigawatt-hours (gWh) during the same period, or about 2.5 percent annually.

In its initial direct case, Public Service sought to increase its base electric rates by approximately $178.31 million annually beginning January 1, 2007.  Public Service also sought to recover all of its purchased capacity costs under third-party supply agreements through the PCCA, instead of a combination of the PCCA rider and base rates.  This accounted for approximately a $30.3 million rate increase.  Taken altogether, Public Service requested a $209.8 million increase.
  Notably, Public Service did not seek separate revenue requirement (Phase I) and a rate design (Phase II) proceedings.  Rather, Public Service proposed removing 

4. purchased capacity costs from base rates and then implementing the change in annual revenues resulting from this docket using a General Rate Schedule Adjustment (GRSA), which would be applied as a percentage rider to customer bills.  It also sought a return on equity of 11.0 percent.
5. On October 20, 2006, Public Service, Staff, OCC, Colorado Energy Consumers (CEC), the Kroger Company (Kroger), Climax Molybdenum Company (Climax), the Commercial Group and Adams County (collectively, Settling Parties)
 filed a Settlement Agreement.  According to the Agreement, the Settling Parties reached agreement regarding the increase in Public Service’s base rate revenue, but did not reach agreement as to the resolution of the rate case principles that make up the agreed-upon base rate increase of $107 million.  The Settling Parties agreed that this rate case could be resolved by agreement of a specific rate base revenue increase with a specific GRSA, without reaching agreement as to all the specific line items in the revenue requirement model that make up the settled increase.  The Settling Parties indicated that “solely for accounting and reporting purposes, the Settling Parties agree that the rate case principles in effect prior to the filing of this Settlement Agreement shall continue to apply, except as modified by this Settlement Agreement.”

II. PROCEDURAL HISTORY

On April 14, 2006, Public Service filed Advice Letter No. 1454-Electric.  The proposed tariff sheets attached to that Advice Letter generally proposed certain revenue increases for Public Service to its base rates of approximately $178.31 million annually beginning January 1, 2007.  It also sought to recover all of its purchased capacity costs under third-party 

6. supply agreements through the PCCA, instead of through a combination of the PCCA rider and base rates.  This accounted for approximately a $30.3 million rate increase.  Including the effect of the RESA rider, the total Public Service sought in its direct case was approximately $209.8 million.  Additionally, Public Service proposed a return on equity of 11.0 percent, a capital structure of 40.07 percent debt and 59.93 percent equity, as well as a return on rate base equal to 9.15 percent.

7. Public Service stated that the principal proposed changes are to:  place into effect in its Colorado P.U.C. No. 7 - Electric tariff an adjusted base rate to reflect the removal of all purchased capacity costs, and a GRSA rider; replace the current PCCA clause with a new zero-based PCCA clause; replace the current ECA clause with a new ECA clause; increase the rates for Wind Energy Service (WES); implement a late payment charge applicable to residential customers; and revise the Schedule of Charges for Rendering Service.  

8. Public Service also sought to change its Colorado P.U.C. No. 6 - Gas tariff to include a late payment charge for residential customers, revisions to the due date to 15 days for a customer bill to be consistent with the recently adopted Commission rules regulating gas utilities, and an increased charge for a returned check.  Public Service stated that it cannot determine the effect on its revenues because it does not know the number or amount of late payment charges or the number of returned checks.  
9. Public Service requested that the tariffs accompanying Advice Letter No. 1454–Electric and Advice Letter No. 671-Gas become effective on 30 days' statutory notice or, in this instance, on May 15, 2006.  Public Service stated that it intended to file an amended advice letter to change the proposed effective date to June 5, 2006.  According to Public Service, this would provide that the 210-day suspension period expires on January 1, 2007.

10. In Decision No. C06-0420, we suspended the effective date of the proposed tariffs pursuant to the provisions of § 40-6-111(1), C.R.S., set this matter for prehearing conference, and allowed interested persons to intervene in this case.  On May 26, 2006, Public Service filed Advice Letter No. 1454–Electric Amended.  On May 30, 2006, Public Service filed Advice Letter No. 671–Gas Amended.  The purpose of these amended advice letters was to change the proposed effective date so that the maximum 210-day suspension period extended through December 31, 2006.  

11. We considered interventions at the prehearing conference held on May 23, 2006.  Pursuant to Decision Nos. C06-0656, C06-0731, and C06-0850, the following parties were granted intervention in this matter:  Staff; the OCC; Aquila, Inc.; Climax; CF&I Steel, L.P. (CF&I); City and County of Denver; Interwest Energy Alliance (Interwest); CEC; the Colorado Independent Energy Association (CIEA); Western Resource Advocates (WRA); Mr. Dan Friedlander; Tussey and Associates and the Small Business Coalition of Louisville and Boulder County (Tussey); Ratepayers United of Colorado (RUC); Boulder County; Kroger; the Commercial Group; and Adams County.

12. On August 11, 2006, Public Service filed supplemental direct testimony.  This filing changed Public Service’s requested revenue increase to base rate revenues by $774,172 as a result of corrections to Public Service’s case.  

13. In addition to proposing changes to base rates, Public Service’s filings in this case also proposed other updates to various provisions of its electric tariff.  Specifically, Public Service, arguing that the ECA was too complex, sought to modify its ECA in several ways.  Public Service sought to include two incentive mechanisms in the ECA – a measure that rewards Public Service for increasing coal production, known as the Base Load Energy Benefit (BLEB), and an incentive that rewards Public Service for reducing energy costs through short term energy purchases, known as the Economic Purchase Benefit (EPB).  Public Service’s proposals are addressed in more detail infra.
14. On August 18, 2006, many intervenors filed answer testimony and exhibits objecting to various aspects of Public Service’s requested rate changes and proposals.  For example, Staff in its answer testimony recommended a base rate increase of approximately $70 million, while the OCC recommended an increase of only $24.8 million.  Staff and OCC subsequently increased their base rate increases to $83 million and $35 million, respectively, as a result of corrections their cases.  The intervenor’s proposals are addressed in more detail infra.
15. On September 29, 2006, Public Service filed its rebuttal testimony and exhibits.  That testimony accepted some of the intervenors’ positions raised in answer testimony.  As a result, Public Service modified its requested changes to base rate revenues to $171,739,766.

16. On October 20, 2006, Staff, Public Service, OCC, CEC, Kroger, Climax, the Commercial Group and Adams County filed a joint motion to vacate the hearings (then scheduled to begin on October 23, 2006), and to set a new schedule including new hearing dates to consider the Settlement Agreement reached by the Settling Parties.  According to the terms of the Settlement Agreement, the Settling Parties sought approval of a specific base rate revenue increase with a specific GRSA, despite the fact the Settling Parties do not necessarily agree as to the resolution of the rate case principles that make up the agreed-upon increase.  

17. The Settling Parties request that Public Service’s pre-filed direct, supplemental direct and rebuttal testimony, and accompanying exhibits, as well as the answer and cross-answer testimony and exhibits of all intervenors, be admitted into evidence to create a record in order to support the Settlement Agreement.  The Settling Parties maintain that, because the settled base rate revenue increase is less than the level proposed by Public Service and greater than the level proposed by other intervenors, the testimonies create a substantial record of evidence to support the settled GRSA.  Hearings on the Settlement Agreement were held on November 2 and 3, 2006.  A technical conference was held on November 7, 2006 to identify the specific rate case principles relied upon by Public Service (to prepare its “Appendix A” filing) and the Settling Parties in reaching the terms of the Settlement Agreement.  The specific terms of the Settlement Agreement are addressed in detail below.

A. The $107 Million Rate Increase 
1. The Parties’ Initial Positions
18. Public Service originally sought to increase base rates by $178,311,300.  In its rebuttal testimony it reduced that amount to $171,739,766 as a result of corrections and agreement with arguments raised by intervenors in their answer testimony.  For example, as indicated supra, Staff recommended a base rate increase of $83,030,190 while the OCC recommended a base rate increase of $35,159,000.

2. Settlement Resolution

19. The Settling Parties agree that Public Service should be authorized to put into effect, beginning January 1, 2007, a GRSA of 12.70 percent.  The GRSA is to apply to all base rate elements on retail customer bills.  A 12.70 percent GRSA represents a $107 million increase over test year base rate revenues.  The average residential customer, who uses 625 kilowatt-hours per month, will experience a monthly increase of $4.34; while the average small business customer, who uses 1,025 kilowatt-hours per month, will experience a monthly increase of $6.89 as a result of changes in base rates, the PCCA, and the RESA rider in this case.
3. Commission Findings

20. In approving the Settling Parties’ $107 million rate increase, we are required to analyze both the legal and policy requirements of a rate proceeding.  Legally, we look to the evidence in the record to arrive at a just and reasonable determination of the rates.  In this case, the Settling Parties maintain that a significant amount of testimony exists to support the $107 million increase in rates.

21. On a policy level, we look to, among other things, the precedent the approval of the rate case principles at issue will set for future rate case filings.  Here, we are somewhat frustrated by the lack of transparency into the underlying rate case principles used to reach the Settlement Agreement.  

22. We are well aware that, were we to fully litigate this matter, there is no guarantee the end result would vary significantly from that reached via the Settlement Agreement.  We are also aware that approval of the Settlement Agreement amount results in a speedier resolution and less resources used as compared to fully litigating the rate case.  However, a Settlement Agreement such as the one presented for approval here has the effect, to a certain degree, of removing the Commission from the role of decision-maker.  While the Settling Parties rightfully pointed to our rule encouraging settlement agreements, we note that, as with all rules, it should be tempered with public interest consideration.  We remind the parties, especially OCC and Staff, that transparency of our decision-making processes remains paramount to ensure public confidence in the role of this Commission.  While the terms of the Settlement Agreement certainly provide a just and reasonable outcome for Public Service, it is critical that ratepayers understand how the parties arrived at the settlement to ensure they are comfortable that the outcome is just and reasonable for them as well.  

23. We would have preferred for the settlement to have been more transparent in the development of the rate increase amount.  OCC witness Dr. Schechter’s candid testimony during the hearing, on the proposed settlement that the effect of not having to resolve each and every issue in order to reach the $107 million dollar rate increase allowed each party to live in its own “fantasy world” that its disputed issues were resolved in its favor, was telling.  While this may be true for the Settling Parties, the lack of transparency of this settlement places us in a difficult situation, especially when such large dollar amounts are involved.  

24. We take some comfort in the seven-page document prepared by Public Service witness Ms. Blair and provided at the November 7, 2006 technical conference (attached to this Order as Attachment B),
 which explains the rate case principles utilized to calculate the Annual Appendix A filings. We found the document to be very informative and valuable for future Commissions and future parties to a Public Service Phase I rate case.  This document provides the rate case principles Public Service which have been developed by prior Commissions and the current Commission.

25. That being said, we find the $107 million proposed rate increase is a fair amount.  Although the $107 million rate increase was not derived through a “bottom-up” methodology of reaching resolution on every contested issue, Public Service’s Exhibit 136 provides us assurances that the $107 million figure is a just and reasonable amount.  Exhibit 136 indicates that, after taking into account the Settling Parties’ resolutions for five of the settled issues, the resulting amount of a possible rate increase is $122,770,368.  The exhibit then enumerates nine disputed issues with an approximate value of $23,185,000.  If we were to deny Public Service’s arguments on each of the nine disputed issues, the resulting increase would be $99,585,638.  However, if we were to find in favor of Public Service for even half of the disputed $23,185,000 worth of issues, it would result in a rate increase greater than the $107 million figure.  Therefore, based on this analysis, the $107 million rate increase appears to us to be reasonable. 

26. We concur with the Settling Parties that this increase should help maintain Public Service’s financial integrity during its current large construction program (Comanche 3 and various other transmission line projects).  It would be short-sighted and ultimately detrimental to the ratepayer for this Commission to jeopardize Public Service’s financial integrity by denying a favorable regulatory environment in which it can timely recover its costs of providing service to customers.

B. Authorized Return on Equity (ROE)

1. The Parties’ Initial Positions
27. Public Service originally sought an authorized rate of return on equity (ROE) of 11.0 percent in its direct testimony.  However, as more fully described in the direct testimony of Public Service Witness Mr. Hevert, a reasonable range for Public Service’s ROE is between 10.5 percent and 11.3 percent.  As articulated in answer testimony filed by the intervenors, there was much disagreement with the proposed 11.0 percent ROE.  

28. For example, Staff advocated for a 9.5 percent ROE based on its calculated range of 9.0 percent to 10.25 percent.  OCC advocated for an 8.5 percent ROE based on its calculated range of 8.0 percent to 9.0 percent.  CF&I and Climax witness Mr. Baudino advocated for a 9.9 percent ROE based on his calculated range of 8.44 percent to 10.55 percent.  

29. While CEC witness Mr. Gorman did not advocate for a specific ROE value, he did argue that a reasonable range would be in the 8.44 percent to 10.4 percent range.  

30. Dr. Konrad, on behalf of RUC, took the position that the 10.5 percent ROE should be rejected.  In his analysis, Dr. Konrad pointed out that the Commission should be setting retail rates by allocating risks between Public Service and its customers, based upon which party has the ability to reduce the chance of the risk.  Dr. Konrad claims that a 10.5 percent ROE is inappropriate because Public Service is not shouldering modeling risk, including the risks of future environmental regulation and long-term fuel price and capacity risks.  He ties his statements on risk assumption to the selection of new coal-fired generation in Public Service’s last resource planning case.
2. Commission Findings

31. The terms of the Settlement Agreement provide that the proposed ROE for Public Service is to be 10.5 percent.  Public Service’s current authorized ROE is 10.75 percent for its electric department,
 which is one quarter of a percent higher than what the Settlement Agreement proposes.  The ROE testimony establishes a range for determining an appropriate ROE between 8.0 and 11.3 percent.  Because the proposed ROE falls within this range, we find it just and reasonable to approve the Settlement Agreement’s 10.5 percent ROE. 
32. Witnesses for Public Service, OCC, and Staff testified at hearing that the 10.5 percent ROE was an integral part of the Settlement Agreement and as such should not be altered.  Public Service witness Mr. Hevert also testified that the 10.5 percent ROE was at the low end of what he considered a reasonable range for a ROE.  Public Service witness Mr. Tyson testified that Public Service views the 10.5 percent ROE as an important component of the Settlement Agreement in order to protect Public Service’s credit quality.  According to Mr. Tyson, maintaining adequate credit quality is essential for Public Service to have ready access to capital in order to conduct day-to-day operations and to finance needed infrastructure investment.
33. Mr. Tyson further testified that two-thirds of the rate case decisions over the last two years have awarded utilities a ROE of at least 10.5 percent.  Because of the critical role that the Commission plays in ensuring that Public Service has the opportunity to earn a reasonable rate of return, Mr. Tyson testified it was important that the investment community continue to perceive Colorado as being a constructive regulatory environment and in line with other regulatory commissions around the country.  According to Mr. Tyson, maintaining the view of Colorado as a constructive regulatory environment is particularly important in light of the significant capital expenditure program that Public Service is undertaking with Comanche 3 and with needed transmission and distribution investment.  He testified that Public Service will have to fund these investments, in part, through additional debt and equity infusions because it does not have sufficient internally generated cash flow to fully fund the investments through 2008.  According to Mr. Tyson, it is essential for this settlement to contain a ROE which signals investors that Public Service is receiving regulatory treatment at least as favorable as two-thirds of the other utilities that have recently been awarded ROEs in rate case orders.
We are well aware that this Settlement Agreement represents compromises on behalf of all the Settling Parties and that the 10.5 percent ROE represents but one element of those compromises.  We are further aware that those compromises are interrelated and the 

34. Settling Parties consider them inextricably tied to one another.
  As such, we find the proposed 10.5 percent ROE falls within the range of reasonableness.  Although the proposed ROE is at the high end of the range of reasonableness as indicated by the parties, we nonetheless find the testimony of the Settling Parties persuasive and adopt this portion of the Settlement Agreement without modification.  We note that the authorized ROE is an opportunity to earn 10.5 percent.  It is not a guaranteed level of return.

C. Capital Structure and Return on Rate Base
1. The Parties’ Initial Positions
35. As part of the 2003 LCP Settlement, the Commission authorized a capital structure for Public Service of 60 percent equity and 40 percent debt for this rate case.  The only parties to dispute the capital structure were CF&I and Climax.  According to CF&I and Climax witness Mr. Baudino, the test year ending capital structure should be used instead.  By Mr. Baudino’s calculations, the additional revenue requirement associated with moving from Public Service’s 2005 equity ratio to the proposed 60 percent equity ratio would result in a cost to ratepayers of an additional $6.4 million per year.

2. Settlement Resolution
36. The Settlement Agreement provides a rather abbreviated representation of the methodology and underlying support utilized to calculate the proposed return on rate base.  As indicated in the terms of the Settlement Agreement - based on the authorized ROE of 10.5 percent, a 60 percent equity ratio, and an average cost of long-term debt of 6.38 percent, the proposed return on rate base is 8.85 percent.

3. Commission Findings

37. No party to this rate case opposed this provision of the Settlement Agreement.  We note that the return on rate base proposed here is in compliance with the 2003 LCP Settlement Agreement that was approved by the Commission.   The 60 percent equity in Public Service’s regulatory capital structure is slightly below its actual equity percentage, which was 60.47 percent as of August 31, 2006.  We reiterate that was part of the LCP Settlement Agreement.  It is critical that we approve the return on rate base to uphold the regulatory promises we made in approving the LCP Settlement Agreement and to ensure certainty for all affected parties.  Therefore, we approve this portion of the Settlement Agreement without modification.

D. Depreciation Rates and Expenses

1. The Parties’ Initial Positions

38. Public Service originally sought to increase its annual jurisdictional depreciation expenses by $35,951,942, with $19,322,434 allocated to production costs and $16,629,508 allocated to general structures and improvements.  Public Service argued in its pre-filed direct testimony that the current jurisdictional depreciation rates were too low and that its nearly $40 million figure more accurately aligned depreciation recovery with its assets use, which it characterized as paramount to assuring fair allocation of the asset costs to customers as they derive benefit from electricity.  

39. Staff, on the other hand, recommended an annual increase in jurisdictional depreciation expense of $16,261,666, less than half that proposed by Public Service.  CEC recommended $10,761,942, while the OCC recommended $15,500,000.  Additionally, OCC contended that an additional annual reduction in depreciation expense of $23,760,000 should be adopted relating to non-legal asset retirement obligations.
  The OCC’s adjustments if accepted, would result in an annual decrease of $8,200,000 from the current level of depreciation expenses.

2. Settlement Resolution

40. The Settling Parties agree that an annual depreciation expense amount of $16,754,712 ($35,951,742 - $19,197,230 from Exhibit 136) is just and reasonable and that Public Service should be authorized to put these new depreciation rates into effect, beginning January 1, 2007.  Additionally, the Settling Parties agree that there shall be additional information, in the form of a footnote to Public Service’s FERC Form 1 filing, disclosing the non-legal asset retirement obligation portion of accumulated depreciation, which addresses the OCC’s concerns.

41. In arriving at the $16,754,712 figure, the Settling Parties agree that the annual jurisdictional depreciation amounts are based on the methodologies included in the answer testimony of Staff witness Mr. Camp for all production plant excluding hydraulic, all transmission facilities, and all distribution facilities, as well as the direct testimony of Public Service witness Ms. Perkett regarding hydraulic plant production and general plant.    

3. Commission Findings

42. As with the other terms of the Settlement Agreement, the depreciation rates and expenses were a part of the overall negotiated settlement package which resulted in the final agreement among the settling parties that $16,754,712 was an appropriate figure.  We find it proper to utilize Staff’s proposed rates for all production plant except hydraulic production plant, and all transmission and distribution.  As stated in Mr. Camp’s testimony, Staff’s calculated depreciation expenses were based on previously approved principles.  We find the Settlement Agreement’s resolution regarding Public Service’s annual jurisdictional depreciation rates and expenses is appropriate because the resolution is based on the Commission’s prior approved regulatory principles, including principles used for determining depreciation rates based on straight-line methods, vintage group procedures, and remaining life techniques utilizing actuarial analysis, as well as whole-life methodologies for production plant assets.  As a result, we approve the depreciation rates as proposed in the Settlement Agreement without modification.

E. Construction Work-In-Progress on Non-Comanche Transmission

1. The Parties’ Initial Positions

43. Public Service initially proposed including transmission Construction Work in Progress (CWIP) cost recovery for all transmission projects in rates before the facility is used and useful, without an allowance for funds used during construction (AFUDC) offset.  According to Public Service, this would allow for a more timely recovery of its investment costs.  Interwest supported Public Service’s proposal, citing the need to develop transmission to areas of Colorado where wind energy can be developed.  However, Staff and the OCC opposed Public Service’s proposal.  Staff and OCC each advocated that the Commission continue its standard practice of not placing assets into ratebase until the facility is used and useful.

2. Settlement Resolution

44. The Settling Parties agree to include transmission investment that is not related to Comanche 3 – and is not considered Comanche CWIP under the 2003 LCP Settlement Agreement in CWIP with an AFUDC offset.

3. Commission Findings

45. We find the Settlement Agreement’s resolution to the regulatory treatment for non-Comanche 3 transmission cost recovery request is appropriate because it maintains the Commission-approved practice of not collecting AFUDC until the asset is placed in rate base as used and useful.  Consequently, we approve this portion of the proposed Settlement Agreement without modification.

F. Retail/Wholesale Jurisdictional Allocation of Capacity Costs
1. The Parties’ Initial Positions

46. In its answer testimony, the OCC proposed a change in development of the 12 coincident peak (12 CP) allocation factor for the fixed generation and transmission costs between retail and wholesale jurisdictions.  The OCC argued that Public Service’s current method is reasonable for its “requirements customers” since Public Service is contractually required to supply those customers with all the power they require.  However, with regard to Public Service’s “capacity customers,” OCC argued that Public Service is required to acquire the specified amount of capacity to serve that customer.  Consequently, OCC advocated that all of the fixed costs related to capacity customers – including transmission – should be directly assigned.  It identified three capacity contract customers, Aquila, Inc., the Arkansas River Power Authority, and the Municipal Energy Agency of Nebraska which it contended should be directly assigned to the federal/wholesale jurisdiction.

47. Public Service witness Mr. Darnell contended in his rebuttal testimony that adopting the OCC’s proposal is bad policy because it would result in a disparate allocation of costs between the federal and Colorado jurisdictions.  Mr. Darnell contended that this disparate allocation could lead to a situation where Public Service would either collect more or less than 100 percent of total costs.

2. Settlement Resolution
48. The Settlement Agreement adopts the OCC’s 12 CP allocation methodology.  In addition to the three identified capacity customers, the Settlement Agreement provides that the wholesale load associated with Cheyenne Light, Fuel & Power will also be included in developing the production demand jurisdictional allocator.

3. Commission Findings

49. We find the representations of Public Service in Mr. Darnell’s rebuttal testimony persuasive here.  We are disappointed that this became one of the rate case principles included in the Settlement Agreement since it appears to establish a circumstance where Public Service may either over- or under-collect its actually incurred costs.  While Public Service is free to withhold incurred costs from rate recovery, this practice is not a precedent we wish to perpetuate.  In its Statement of Position, Public Service maintains that the shortfall in recovery will be small in the near term.  However, this representation fails to address the information contained in Exhibit 136, which indicates a value of $8,798,530 for a “Demand Allocator” under the Settlement Issues Category of the exhibit.  However, on the whole, we conclude that the terms of the Settlement Agreement regarding this issue shall be adopted since application of this principle results in fewer costs allocated to the Colorado jurisdiction.  Therefore, we approve this portion of the proposed Settlement Agreement without modification.
G. Comanche CWIP

1. The Parties’ Initial Positions
50. In its direct testimony, Public Service included amounts for Comanche CWIP in rate base without an AFUDC offset based upon its understanding of the 2003 LCP Settlement Agreement regarding this issue.  Both Staff and OCC took exception with several of the mathematical calculations associated with Public Service’s CWIP and AFUDC figures.  Specifically, Staff and OCC were concerned whether a year-end or an average method should be used for Comanche CWIP and whether AFUDC was being double counted.  RUC and Mr. Friedlander disagreed entirely with the inclusion of Comanche CWIP without the AFUDC in rate base, arguing that the Commission’s prior Order approving the LCP Settlement Agreement was in error. 
2. Settlement Resolution
51. The 2006 year-end Comanche CWIP for generation and transmission is proposed to be included in rate base without an AFUDC offset.  According to the terms of the Settlement Agreement, AFUDC is to accrue on Comanche CWIP for generation and transmission for all construction expenditures made through December 31, 2006, but will no longer accrue on these expenditures once rates take effect on January 1, 2007.  In addition, for Comanche construction expenditures for generation and transmission made on or after January 1, 2007, AFUDC is to accrue until such time as these expenditures are included in effective rates without an AFUDC offset.

3. Commission Findings

52. We are content that the Settlement Agreement is consistent with the 2003 LCP Settlement Agreement regarding this issue.  As we indicated supra, it is important that we keep our regulatory promises provided in previous matters.  Therefore, we approve this portion of the Settlement Agreement without modification.

H. Amortization of Certain Expenses

1. The Parties’ Initial Positions

53. Three specific expenses were at issue in the pre-filed testimony.  Those three specific expenses are included in the Settlement Agreement.  The first expenses, which includes Pawnee 2 pre-engineering expense, Metro Ash disposal site expenses and actual rate case expenses incurred through December 31, 2006, are proposed to be amortized over two years.  Next, the Settling Parties propose that the gain on the sale of rail cars should be netted with the actual one-time 2006 costs and is to be amortized over ten years.  The actual one-time 2006 costs are to include:  the actual additional lease expense incurred in 2006, the actual delivery charges for leased railcars in 2006, and the actual incremental coal handling operations and maintenance expenses at Cherokee and Pawnee power stations in 2006.  

54. Public Service corrected its initial proposal for Pawnee 2 and Metro Ash in its supplemental direct testimony to include a two-year amortization period.  Its revised position was consistent with Staff and OCC, which both recommended that these costs be amortized over a two-year period.

55. Public Service’s initial proposal for rail car expenses was based on expected railcar delivery dates, with a corresponding expense of $7,733,945.  Staff argued to disallow $1,652,666 of Public Service’s request based on actual railcar delivery dates.  On the other hand, OCC calculated an amount of $3,768,889 for this expense based on updated information it felt was known and measurable data.

56. The incremental coal handling operations and maintenance expenses at Cherokee and Pawnee power stations was an item only subsequently addressed in the Settlement Agreement since it was not raised as an issue in pre-filed testimony.

2. Settlement Resolution

57. Under the terms of the Settlement Agreement, the following expenses are proposed to be recorded on Public Service’s books beginning January 1, 2007:

· Pawnee 2, Metro Ash, and actual rate case expenses incurred through December 31, 2006 to be amortized over two years;

· Gain on the sale of rail cars netted with the actual one-time 2006 costs to be amortized over ten years;

· Actual incremental coal handling operations and maintenance expenses at Cherokee and Pawnee generating stations in 2006 to be amortized over ten years.

3. Commission Findings

58. Since the Settling Parties appear to have reached a reasonable middle ground regarding the cost recovery of these expenses, we find the Settlement Agreement’s proposal to the amortization of these certain expenses acceptable.  Therefore, we approve this portion of the Settlement Agreement without modification.
I. Electric Commodity Adjustment (ECA) 
1. The Parties’ Initial Positions
59. Public Service witness Mr. Imbler stated in this direct testimony that the current ECA is overly complex and should be simplified to provide a more transparent incentive mechanism.  He proposed that Public Service file monthly ECAs.  He suggested that the new ECA would be a pass-through mechanism with two incentives incorporated.  The two incentive mechanisms are:  1) the BLEB, which relates to how efficiently Public Service operates its coal plants (increased coal plant production, as measured in gWh, presumably displaces higher price gas plants and creates savings); and 2) the EBP, which relates to how well Public Service traders perform to lower the cost of energy through short-term energy purchases. 
60. As originally proposed by Public Service, the BLEB benchmark would be set at 17,800 gWh annually, allowing Public Service to earn an incentive only if it outperforms the benchmark.  If Public Service should exceed the benchmark, it initially proposed to keep 25 percent of the savings.  The EBP proposes to share savings from short-term purchases with the first $6.7 million paid to customers, followed by a 50/50 split for savings amounts above the $6.7 million.
  
61. Mr. Imbler’s testimony indicated that ratepayers should get the first $6.7 million because Public Service has included the costs of the trading operations in its base rates.  However, in order to ensure that customer and shareholder interests are aligned, he argued that the incentive level should begin at an achievable level.  Public Service also proposed to cap the maximum amount of incentive payments it could receive under the ECA at $11.25 million.  Mr. Imbler noted that, for Public Service to reach the $11.25 million cap, it would be required to save, and pass on, $22.5 million of savings to its retail customers.

62. In addition to differentiating the ECA by delivery voltage, as is the current practice, Public Service proposed to differentiate the ECA by rate class based on projected class load profiles.  Lastly, Public Service proposed that customers with monthly loads greater than 300 kw be subject to a mandatory Time-of-Use (TOU) ECA since those customers already have the necessary, sophisticated meters.

63. The other parties to this matter took exception to virtually every aspect of the proposed ECA.  The concerns raised by the parties were extensive.  For instance, it was argued that a monthly ECA is unnecessary, that a monthly ECA inappropriately shifts risk from Public Service to the ratepayers, and that the 17,800 gWh benchmark in the BLEB is too low.  Some parties argued there should be “deadbands” around the 17,800 gWh benchmark, while others argued there was a lack of incentive symmetry in the BLEB (the idea that there should be penalties assessed if Public Service’s coal generation fleet performs at a substandard level).  Still, others argued that the incentive payment percentages under the BLEB should be changed so that Public Service retains 20 percent of the savings.  It was recommended that the heat rate value used to calculate the savings in the BLEB should not be based on an average value and that a class differentiated ECA should not be undertaken.  It was also recommended that the TOU ECA for large customers should be optional instead of mandatory.  Other intervenors argued that the BLEB should either be structured to encourage more renewable resources, or that the BLEB should be rejected because it encourages generation from the highest polluting technology. 

64. In its rebuttal testimony, Public Service proposed an alternative to the 17,800 gWh BLEB figure.  It suggested the Commission could use the most recent three-year average for the BLEB gWh figure, excluding the years 2005 and 2006 because of the coal shipment disruptions that occurred between July 2005 to April 2006. 
2. Settlement Resolution
65. Under the terms of the Settlement Agreement, the ECA is proposed to be forward-looking with an annual filing to project the ECA for the upcoming year and for the first calendar quarter. The ECA is proposed to be updated quarterly, using the projected fuel, purchased energy and purchased wheeling expenses for the upcoming calendar quarter.  Further, the ECA is to continue to be differentiated by service delivery voltage, but the class allocations proposed by Public Service will not be used.  

66. The Settlement Agreement goes on to propose that there shall be no mandatory TOU ECA rate; however, Public Service is to offer an optional TOU ECA rate for all transmission and primary customers and for secondary customers with demands greater than 300 kw.  Additionally, interest shall accrue monthly on the average calendar month deferred balance (whether the balance is positive or negative).  The monthly interest rate is to be the average of the rate for Dealer Commercial Paper 90 Day rate as published daily in the Wall Street Journal under Money Rates. 

67. The Settlement Agreement further provides that Public Service is to have the opportunity to earn two incentive payments each year.  The total incentive payment to Public Service in any calendar year is not to exceed $11.25 million.  The first incentive is to be the BLEB.  Under the BLEB, if Public Service succeeds in obtaining coal production greater than a benchmark target, the monetary savings from the coal production over the benchmark will be shared 80 percent to customers and 20 percent to Public Service.  

68. The BLEB formula is the proposal put forth by Public Service in this Docket with the following changes:  1) The benchmark is to be the greater of the average annual coal production from Company-owned coal-fired power plants for the most recent three calendar years, or 18,300 gWh.  The BLEB benchmark will be reset when Public Service brings a new coal plant on line, including an Integrated Gasification Combined Cycle plant; and 2) The calculated heat rate in the BLEB formula is to be the actual heat rate from the prior calendar year of all natural gas-fired generation, either owned by Public Service or under long-term Purchased Power Agreements (PPAs).  The second incentive is proposed to be the EPB, in order to encourage cost reductions through purchases of economical short-term energy.  The EPB is as proposed by Public Service witness Mr. Imbler, with a threshold of $6.7 million in energy purchase savings before an incentive is earned.  However, in this instance, the sharing shall be 80 percent to customers and 20 percent to Public Service.  

3. Commission Findings

69. We find the settlement’s proposal for the ECA to be generally acceptable.  While a monthly ECA would have the advantage of sending more current price signals to customers, we find the quarterly ECA an improvement over the current annual ECA.  The majority also concurs with the Settling Parties’ use of the Dealer Commercial Paper 90 Day rate for the calculation of interest (either over- or under-recovered) on the deferred account balance.  However, Commissioner Page would have preferred the use of the Commission-established customer deposit interest rate on the deferred account balance.

70. We further find the Settlement Agreement’s proposal regarding optional TOU ECA to be somewhat discouraging.  This Commission has made steps in moving the long-standing practice of average ratemaking to designing rates which reflect the true cost of service.  For example, we have approved a real time pilot program for residential customers and seasonally (winter/summer) differentiated electric rates for Public Service’s customers.  

71. We question the optional nature of the TOU program since it would appear that only customers whose load profiles would benefit from a TOU would agree to participate in the program.  We are unsure how this proposal positively impacts the process of moving away from average rate design.  It is particularly troubling given the fact that these particular customers already have the sophisticated meters in place, while the lack of sophisticated metering has been historically cited by Public Service as the road block to greater utilization of TOU rates.  

72. We also note our concerns with the BLEB.  First, it is evident there is a lack of “downside” risk should Public Service’s coal generation not perform adequately.  We are also concerned whether the higher of 18,300 gWh or the three-year average sets a high enough standard to be considered superior performance in order to earn an incentive.  We realize there could be events relating to the coal generation fleet which are beyond Public Service’s control such as coal shipment disruptions or a large unexpected outage.  However, ratepayers and this Commission expect Public Service to operate all of its generation in the most cost-effective and optimal way to ensure low cost generation.   Since the ratepayers ultimately bear these energy costs (unless they are later shown to be imprudent), a regulatory structure should exist that properly balances the risk and protects the ratepayers.  

73. We also harbor some trepidation that attempting to determine the demarcation point where expected behavior ends and superior performance begins.  While we find it in the public interest to generally approve the ECA, we have some reservations whether the level set here demarcates truly superior performance.  Because of those concerns we find that an expiration date shall be set for the ECA.  We further find that the ECA and the PCCA should expire at the same time.  As discussed below, the expiration of the ECA shall be the earlier of rates taking effect after Comanche 3 goes into service or December 31, 2010.  

J. Purchase Power Capacity Cost Adjustment (PCCA)
1. The Parties’ Initial Positions
74. Public Service currently recovers fixed capacity charges associated with PPAs through a combination of base rates and a PCCA rider.  The majority of Public Service’s fixed capacity costs are currently recovered through base rates, and only certain net incremental costs associated with new PPAs (i.e., PPAs that came into effect since the last test year) are recovered through the PCCA rider.
  Rather than utilizing the PCCA to recover only incremental capacity costs relative to a test year’s purchased capacity costs, Public Service proposed that it be allowed to remove all purchased capacity costs from base rates, and to recover all of those costs through the PCCA rider on a forward-looking basis.  Public Service witness Mr. Stoffel stated that this rider will reduce regulatory risk and ensure that Public Service does not benefit and is not harmed by wide, unavoidable price swings.  At the same time, the rider will communicate to customers the cost of electricity timely and efficiently.

75. The parties generally did not disagree with this proposal.  Staff and CEC acknowledged the potential benefit of implementing the full PCCA rider, since it will most likely minimize the level of risk that Standard and Poors will consider when establishing its measures of Public Service’s credit worthiness.  However, Staff suggested that the PPA costs and imputed debt impacts should be regularly reviewed in the full context of Public Service’s financial situation.  

76. Staff proposed an expiration date for the PCCA at the end of 2009, so that the final results of Public Service’s All-Source Solicitation and its 2007 Least Cost Plan can be considered in a base rate proceeding in 2009, together with the costs, risks, and benefits of Public Service’s “self-build” generation projects such as Comanche 3.  Staff further suggested that Public Service be required to submit a PCCA prudence review filing each year, modeled after the ECA prudence review filings Public Service has made in recent years. 

77. The OCC maintained that ratepayers could pay far more for purchased capacity over the useful life of the capital asset producing the capacity than they would pay for equivalent capacity owned by a utility.  OCC argued that, to the extent the PCCA reduces Public Service’s business risk, that reduction in risk must be factored into its authorized return on equity.  However, the OCC also stated that the proposal is probably a reasonable way to minimize the amount of additional equity that will be required and, thereby, minimize the increased rates that ratepayers will have to pay.

2. Settlement Resolution

78. The terms of the Settlement Agreement allow Public Service to recover its entire PPA costs not already recovered in the ECA, through the PCCA rider.  The Settlement Agreement also has numerous provisions regarding this rider.  First, Public Service is to make an advice letter filing each November 1 to project the costs for the upcoming year.  Such costs will be subject to a true-up through a deferred account to compare actual PCCA costs to PCCA revenues.  Second, interest will not accrue on the deferred account.  The deferred balance, as of September 30 of each year, will be factored into the next year’s rate.  Third, the Settlement Agreement provides that, by April 1 of each year, Public Service will file for a review of the costs recovered through the rider during the just completed year.  Fourth, the reporting requirements under the PCCA will be limited to: actual PCCA costs incurred by month and by PPA; the PCCA revenues by month; calculation of the PCCA deferred balance; identification of new PPAs and the regulatory status of those PPAs; and the prudence of contract administration giving rise to costs.  Fifth, the PCCA rider will expire either when the final Comanche 3 rates take effect or December 31, 2010, whichever occurs first.  Lastly, the tariff filings attached to the Settlement Agreement also allow Public Service to provide customer notice of the annual rider revisions via legal notice in the local classified section of a newspaper having general circulation.  See Attachment B to the Settlement, Sheet No. 108C.  Those notices are to be mailed within three days of the Advice Letter filings.

3. Commission Findings

79. We approve this portion of the Settlement Agreement with one modification.  We agree with Staff and CEC that the acceptance of this pass-through mechanism will allow Public Service to recover its fixed costs on a more timely basis and also offset the higher risk faced by Public Service due to the debt equivalent effect of its large purchased power obligations.  

80. The modification we order concerns the customer notice of the annual rider adjustment each November 1.  Sections 40-3-104(1)(c)(I)(C), (C)(III), and (2), C.R.S., require utilities to file an application for any alternative form of notice.  The Commission cannot waive a statutory requirement. 

81. Therefore, we order Public Service to remove the language on electric tariff Sheet No. 108C concerning customer notice, and instead file an application for alternative notice with each November 1 annual filing, if it wishes to provide costumer notice different than that which is statutorily prescribed. 

K. Short-Term Energy Trading

1. The Parties’ Initial Positions
82. Public Service originally proposed to recover in base rates the Administrative & General (A&G) and production Operation & Maintenance (O&M) expenses associated with its allocated share of Xcel Energy Service’s trading operations, totaling $4.7 million in test year 2005.  Beyond that initial recovery, Public Service proposed to continue margin sharing for its two resource trading portfolios, Generation Book (Gen Book) and Proprietary Book (Prop Book).  For trades from its Gen Book, Public Service proposed to share annual net positive margins with ratepayers so that 60 percent of the margins go to customers and 40 percent is retained by shareholders.  For its Prop Book, Public Service proposed sharing annual net positive trading margins with 40 percent going to ratepayers and 60 percent to shareholders.  Any trades that result in negative margins over the course of a year would be absorbed by Public Service shareholders and would not be recoverable from ratepayers. 

83. Staff disagreed with Public Service’s original position and instead suggested that Public Service only be allowed to recover 50 percent of its trading expenses in rate base.  In addition, Staff argued that the sharing percentages should change to reflect the additional cost to ratepayers to pay for these initial costs. Staff proposed that the sharing percentages for the Gen Book be allocated 80 percent to ratepayers and 20 percent to Public Service shareholders, while the Prop Book net positive trading margins should be allocated 20 percent to ratepayers and 80 percent to Public Service shareholders. 

84. The OCC also disagreed with Public Service’s original proposal and instead suggested two modifications.  First, if Public Service’s trading operation costs increases beyond $6.7 million, then any costs above the $6.7 million in EPB that is dedicated to ratepayers without sharing would come from either the EPB or other trading margins before any sharing.  The second suggested modification is a change in the allocation of the risk of negative margins and the reward of positive margins from trading; in exchange for ratepayers accepting the risk of 25 percent of negative annual margins, ratepayers would receive 75 percent of all positive annual trading margins from both Gen and Prop Books. 

2. Settlement Resolution

85. The Settlement Agreement proposes that short-term energy trading is to continue under all the terms and conditions set forth in the settlement agreement approved in Docket No. 02S-315EG, under the business rules approved by the Commission in the trading docket, and as modified by the Commission in Docket Nos. 05A-161E and 06A-015E.   The only proposed change to these terms and conditions is to be the sharing of the Gross Margins as defined in the settlement agreement in Docket No. 02S-315EG, footnote 43.  Public Service is to share with ratepayers the retail jurisdictional share of aggregated annual positive Gross Margins over and above $1,023,070
 from each of Gen Book and Prop Book.  The sharing percentages of aggregated annual positive Gross Margins is proposed to be:  Gen Book – 80 percent to ratepayers and 20 percent to Public Service; and, Prop Book – 20 percent to ratepayers and 80 percent to Public Service.  These aggregated annual Gross Margins are to be calculated at calendar year end and are proposed to be paid to customers on April 1 of the subsequent year.  If the aggregated annual Gross Margins in either book are negative, such losses may not be recovered from retail customers.  Should they fall below $1,023,070, Public Service is not to recover the shortfall from retail customers. 

3. Commission Findings

86. We approve this portion of the Settlement Agreement without modification.  We agree with Staff’s original position that the sharing percentage should be modified from the existing percentages since Public Service is allowed to recover more of its upfront trading expenses from ratepayers.  All other previously approved terms, conditions, and business rules remain in place and Public Service is still required to make monthly reports on its trading operations for Staff and the OCC to analyze. 
L. Residential Late Payment Fee
1. The Parties’ Original Positions

87. Public Service witness Mr. Niemi proposed that Public Service be allowed to implement a 1 and 1 1/2 percent late payment charge applicable to all residential customers.  The late payment charge would apply to account balances that are not paid within nine days after the due date on the bill.  The due date of a bill is 15 days after the date of the bill as required by Commission rules. 

88. Staff, OCC, and CEC all opposed the proposal.  These intervenors generally agreed that implementation of a late fee - is bad public policy, difficult to understand and potentially more harmful to low-income ratepayers that already have difficulty paying their bills.  Staff contended that the nine-day “grace period” can be applied discriminatorily and does not have support.  The OCC and CEC were also concerned that the revenue Public Service will receive as a result of the late fee is unaccounted for ratemaking purposes and should be included in the Cash Working Capital calculation. 

2. Settlement Resolution

89. The Settlement Agreement modifies Public Service’s original proposal.  The Settlement Agreement allows Public Service to charge a 1 percent late payment fee for bill balances that are not paid by the bill date shown on the next bill.  It also contains a provision that upon customer request, Public Service will forgive 1 late payment in a 12-month period.  In the tariff sheets attached to the Settlement Agreement as Attachments B and C,
 the tariff language applies the late payment fee to bill balances of $50 or more; and states that the fee will not be applied when there is a company billing error, an active payment arrangement, or complications with financial institutions in processing payments. 

90. At hearing, and in its Statement of Position, Public Service represented that, between now and the resolution of its next electric rate case, it will contribute the equivalent of the after-tax revenue that it collects from the residential late payment fee (if approved), to Energy Outreach Colorado to help Public Service’s low-income customers pay their utility bills.

3. Commission Findings

91. We approve this portion of the Settlement Agreement with one modification.  The changes from Public Service’s direct case to the Settlement Agreement serve to clarify and simplify the implementation of this late payment fee.  We agree with Public Service’s original position that the imposition of a late payment fee will likely encourage all ratepayers to pay their electric and gas bills in a more timely manner, thereby affecting Public Service’s Cash Working Capital and its bad debt expense in positive ways.  We find that the inherent subsidization of customers who do not pay their bills timely, by those customer that do, should be reduced by the implementation of a late payment fee.

92. We note there are a number of options available to residential ratepayers to mitigate the risk of a late payment.  These options include:  a payment arrangement, an annualization of payment amounts, and a custom due date.  To that end, because the implementation of this late payment fee is new to Public Service’s residential customers, we determine that customer notification and education is extremely important.  Therefore, we order Public Service to work with Staff and the OCC in composing the language and form of the customer notice.  We determine that the language of this notice should include at a minimum the following:  the general application of the fee, the forgiveness of 1 late payment fee per 12-month period, the custom due date option, and the exclusions for when the fee will not apply. 

93. In addition, we note that Public Service witness Mr. Stoffel stated at the hearing that Public Service will most likely provide notice to its customers via a bill insert and information contained in the company’s monthly Update newsletter included in customers’ bills.  We strongly encourage Public Service to investigate its ability to add a specific line item to its bills addressing this new fee.  Lastly, Public Service, Staff, and OCC shall make a joint filing when Public Service files its compliance tariffs in conjunction with this Order that includes draft notice language and method of notice, for our approval.

M. Windsource Program 
1. The Parties’ Initial Positions
94. Public Service originally proposed to increase base rates of all ratepayers by $3,613,951 based on a ProSYM analysis comparing the total system energy costs, with and without the Windsource portfolio, to identify the associated avoided energy costs.  Staff and OCC challenged the proposal.  

95. Staff argued that the Windsource program should no longer be a stand-alone program. Rather, it should be rolled into Public Service’s overall cost of service.  According to Staff, this would save ratepayers $2.46 million over Public Service’s proposal.  OCC disagreed with two details of the proposal.  It argued that Public Service had inappropriately accounted for the wholesale revenue that Windsource generates and that it had used the wrong type of capacity to calculate the value of Windsource.  WRA supported Public Service’s proposal for the continuation of Windsource, but suggested several changes in the Windsource cost of service and in the estimate of the subsidization of non-participants by the Windsource program.

2. Settlement Resolution
96. The Settling Parties proposed that the Wind Energy Rate that is incorporated into the Wind Energy Service Adjustment (WESA) is to be calculated and designed as discussed by Public Service witness Mr. Darnell in his rebuttal testimony, including the following aspects as outlined in the Settlement Agreement:

· The proposed form of WESA tariff is included as Attachment B to the Settlement Agreement.

· The projected avoided costs created by the Windsource generation are to be calculated using the ProSYM analysis methodology described by Public Service witness Mr. Horneck in his direct testimony and updated in his rebuttal testimony.

· The projected avoided costs of the Windsource generation are to be added to the ECA as the “Wind Benefit.”

· An annual projection of the Windsource stand-alone revenue requirement using a return on rate base of 8.85 percent is proposed.
· The incremental cost of Windsource (the stand-alone Windsource revenue requirement less the Wind Benefit) is to be used to design the Wind Energy Rates used in the WESA.
· The Wind Energy Rates is to be designed assuming full subscription of Windsource generation projected for the upcoming year.  No ECA is to be paid on the kilowatt-hours of Wind Energy Service.  

· An annual true-up calculation of the Wind Benefit that was projected in the ECA, which shall be filed by April 1 of each year, is proposed.
· If required, the ECA deferred balance and the Wind Energy Rate adjustment is to take effect on July 1 of each year.

In addition, Public Service has agreed to conduct roundtable discussion to obtain input from interested persons for development of environmentally friendly products in addition to Windsource and for improving Windsource, particularly to address the subscription wait-list.

3. Commission Findings

97. We find the Settling Parties’ proposals regarding the Windsource program appropriate and approve them.  Therefore, we approve this portion of the Settlement Agreement without modification.
N. Non-Gratuitous Charges (Charges for Rendering Services)

1. The Parties’ Initial Positions

98. Public Service originally proposed an increase of $213,076 in rendering services charges such as dispatching bucket truck and crews.  Staff and OCC were concerned with the lack of justification associated with the proposed increases.  Staff argued that Public Service’s request be reduced by $169,556 for rendering services.  The OCC did not recommend a specific amount by which the Public Service request should be reduced.

2. Settlement Resolution

99. Charges for rendering services are proposed to be increased by $149,608, and the individual charges are shown on the tariff sheets which were included with the Settlement Agreement as Attachments B and C to the settlement.  

3. Commission Findings

100. We find the Settlement Agreement’s resolution to the charges for rendering services acceptable since the Settling Parties appear to have reached a reasonable middle ground for these charges.  We note that the Settling Parties did not clearly show how the final amounts were derived.  We find it preferable to see how the charges for rendering services were developed.

III. THE COMPLIANCE APPENDIX
101. Attached to this Order, as Attachment C, is a Compliance Appendix resulting from this case.  The Commission has recently implemented a policy to use an internal database for tracking future filing requirements of our jurisdictional utilities.  This appendix lists the items to be completed, the party responsible for its completion, and the date by which the item must be completed.

IV. ORDER

A. The Commission Orders That:

1. The Commission approves the Settlement Agreement, attached as Attachment A to this Order with certain modifications as summarized below:

· The ECA shall expire on December 31, 2010, or when Comanche 3 comes on line, whichever occurs first.

· Public Service shall work with Staff and the OCC to compose the language and form of the customer notice for late payments.  The language of this notice should include at a minimum the following:  the general application of the fee, the forgiveness of one late payment fee per 12 month period, the custom due date option, and the exclusions as to when the fee will not apply.  

· Public Service, Staff, and OCC shall make a joint filing when Public Service files its compliance tariffs in conjunction with this Order that includes draft notice language and method of notice regarding late fees, for our approval.

· Public Service shall remove the language on electric tariff Sheet No. 108C concerning customer notice.
2. The Joint Motion to Approve the Settlement Agreement filed on October 20, 2006 is granted as discussed above.

3. The tariff sheet filed by Public Service Company of Colorado (Public Service) pursuant to Advice Letter No. 1454-Electric as amended and Advice Letter No. 671-Gas as amended are permanently suspended.

4. Public Service shall file, on not less than one day’s notice to the Commission, tariffs consistent with this Order.  Such tariffs shall be filed to become effective on January 1, 2007.

5. Public Service shall file all pleadings in compliance with this Order as indicated in Attachment C attached to this Order.

6. The 20-day period provided for in § 40-6-114, C.R.S., within which to file applications for rehearing, reargument, or reconsideration begins on the effective date of this Order.

7. This Order is effective on its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ DELIBERATION MEETING November 20, 2006.
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� See, Docket No. 02S-315EG.


� See, Docket Nos. 04A-214E, 04A-215E, and 04A-216E.


	� The approximate difference of $1.2 million of rate increase relates to the additional monies Public Service will collect under the Renewable Energy Standard Adjustment (RESA).  The RESA rider collects money as a percentage of base rate revenue.  Thus when base rates increase so does the amount of money collected through the RESA.


� On October 25, 2006, CF&I Steel, L.P. filed a Statement in support of the Settlement Agreement, which included a copy of the signature block signed by counsel for CF&I.


� See, p. 7, lines 4-7 of the Settlement Agreement.


� During the Technical Conference on November 7, 2006, Ms. Blair corrected the date on the gain on sale of steel rail cars, which is shown at the bottom of page 6.  Attachment B has been updated to reflect Ms. Blair’s correction.


� See Decision No. C03-0670 in Docket No. 02S-315EG.


� Dr. Konrad’s testimony concerning ROE appears to focus on decisions which were made in the last LCP docket. During the course of this proceeding, we repeatedly stated that the case before us is about setting rates, not the principles of an LCP docket.  In addition, history has demonstrated that LCP estimates will not all prove to be 100 percent correct.  If we were to adopt Dr. Konrad’s premise that Public Service must bear all risk associated with the use of its estimates, it would be our expectation that the ROE would be considerably higher than the proposed 10.5 percent.


� OCC proposed to reduce depreciation expense for ten years to recover what it perceived as an over-collection of $237.6 million relating to the non-legal asset retirement obligation.


� The GenTrader program will be used to develop the savings.


� The total dollar amount of purchased capacity costs for the 2005 test year was $353.2 million.


� The Settlement Agreement explains that $1,023,070 represents 25 percent of the retail jurisdictional share of the 2005 test year A&G and O&M expenses of the Company’s trading department.


� These tariff sheets were modified by Hearing Exhibits 128 and 129.
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