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I. STATEMENT

1. This matter comes to the Commission for consideration of Advice Letter No. 94-Steam filed by Public Service Company of Colorado (Public Service or the Company) on August 3, 2005 and the related stipulation and settlement agreement filed by all parties in this proceeding on March 7, 2006.  

2. On August 3, 2005, the Company filed Advice Letter No. 94-Steam, along with accompanying direct testimony and exhibits, that proposed to establish new base rates and charges for steam service that would supersede the current base rates and charges, and to make certain clarifying changes to the Company’s Steam Cost Adjustment (SCA) tariff.  The filing was made in accordance with the requirements imposed in Public Service’s last Phase II steam rate case, Docket No. 04S-271ST.  In Docket No. 04S-271ST, Public Service entered into a Stipulation and Agreement with the Staff of the Colorado Public Utilities Commission (Staff) that provided for Public Service to file another steam rate case by July 1, 2005.  That stipulation was approved by the Commission in Decision No. R05-0174, mailed February 10, 2005.
  By subsequent decision, Decision No. C05-0854, mailed July 11, 2005, the Commission granted Public Service a 60-day extension of time to file this rate case.

3. In filing Advice Letter No. 94-Steam, Public Service proposed to increase overall jurisdictional revenues generated from its steam service base rates by $3,366,684 on an annual basis, or about 74 percent, based on pro forma revenue requirements of $7,903,807, using a test year of the 12 months ended March 31, 2005.  The proposed revenue requirement would establish a 9.04 percent overall return on the Company’s rate base, determined as of March 31, 2005, based on a proposed return on common equity of 11.00 percent and an adjusted capital structure consisting of 56.02 percent equity and 43.98 percent long-term debt.  The proposed base rates also reflected a proposed new rate design.  The current steam base rate is a two-part rate consisting of a fixed Service & Facility Charge and a variable Commodity Charge.  Public Service proposed to move to a three-part rate that, in addition to the two existing components, would include a Capacity Charge.  The Company further proposed a demand ratchet that would operate to revise customers’ demand billing determinants.  The rate filing also represented a departure from the recent tradition of the Company making two separate rate filings (referred to as Phase I and Phase II) for the implementation revised base rates.  Instead of proposing to recover its revenue deficiency through a General Rate Schedule Adjustment rider, and issuing a subsequent filing to allocate the cost of service to various customer classes and to design rates, Public Service combined these two steps into one rate filing.

4. In Decision No. C05-1046, the Commission prescribed a time for the filing of interventions by interested persons and scheduled a hearing before an administrative law judge (ALJ) for December 22, 2005.  A timely notice of intervention was filed by Staff.  Timely petitions to intervene were filed by Denver Metro Building Owners and Managers Association (BOMA) and the U.S. General Services Administration (GSA).  Public Service, Staff, BOMA, and GSA, being all of the parties to the docket as well as the pending Stipulation, will be collectively referred to as the Parties.  On October 5, 2005, the ALJ issued an interim order, Decision No. R05‑1210-I, granting the interventions of BOMA and GSA.  By interim order issued November 21, 2005, Decision No. R05-1363-I, the ALJ vacated the hearing date of December 22, 2005, set a three-day hearing for February 15 through 17, 2006, and further modified the procedural schedule.

5. On January 9, 2006, Staff, BOMA, and GSA filed their answer testimony and exhibits.  On January 26, 2006, Public Service filed its rebuttal testimony and exhibits.

6. During a conference call among counsel for the Parties and the ALJ on February 14, 2006, the Parties represented that they had reached a comprehensive settlement in principle and requested that the hearings scheduled to commence February 16, 2006 be vacated in order to allow the Parties time to reduce the settlement to writing.  By interim order issued February 15, 2006, Decision No. R06-0128-I, the ALJ granted the joint request, vacated the hearings scheduled for February 15 through 17 and set a hearing of March 13, 2006, to consider the anticipated settlement agreement.

7. On March 7, 2006, the Parties filed their comprehensive Stipulation and Agreement in Resolution of Proceeding (Stipulation, Hearing Exhibit 17, attached as Appendix A) along with a Joint Motion to Approve Stipulation and Agreement in Resolution of Proceeding.  

8. On March 9, 2006, the ALJ issued Decision No. R06-0224-I waiving response time to the joint unopposed motion and identifying issues for hearing.

9. On March 10, 2006, on behalf of the Parties, Public Service filed the Stipulated Appendix C to Settlement (providing customer impacts of the settlement) as well as electronic copies of filings with the Commission.

10. Hearing on the Stipulation commenced on March 13, 2006, during which the Parties offered testimony in support of the Stipulation generally, in addition to addiressing the ALJ’s areas of inquiry regarding the Stipulation.  Exhibits 1 through 20, and Confidential Exhibit 3A, were identified, offered, and admitted into evidence during the hearing.  

11. As a preliminary matter, an additional oral stipulation was offered that, based upon the record in this docket, the settled revenue requirement would provide for a range of return on common equity between 9.5 percent, which was Staff supported, and 11.0 percent, which was the Company's proposed return on equity.  The oral stipulation was acceptable to all Parties and supplements the Stipulation. 

12. Mr. Scott Brockett, Manager of Pricing and Planning for Xcel Energy Services, and Mr. Timothy L. Willemsen, Manager of Revenue Analysis for Xcel Energy Services each testified on behalf of Public Service.  Ronald J. Binz, testified on behalf BOMA.  Mr. John Trogonoski, testified on behalf of Staff.  At the conclusion of the hearing, the ALJ took the matter under advisement.

13. The record developed through the filed testimony and exhibits admitted into evidence and the oral testimony and exhibits received at hearing supports the ALJ’s recommended decision in this matter that the rates established by the Stipulation are just and reasonable, and that approval of the Stipulation is in the public interest.  Thus, the ALJ issues this Recommended Decision approving the Stipulation. 

14. In accordance with § 40-6-109, C.R.S., the ALJ now transmits to the Commission the record and exhibits in this proceeding along with a written recommended decision.

II. FINDINGS AND CONCLUSIONS
A. Revenue Requirement

15. In paragraphs 20 and 21 of the Stipulation, the Parties agreed upon a settled revenue requirement of $7,508,845, based upon the test year of 12 months ended March 31, 2005, resulting in an increase in jurisdictional base rate revenues of approximately $2,996,135, or 66.4 percent.  

16. For the purpose of determining revenue requirements, the Parties have agreed to several elements, including:  the adjustment to steam plant in service recommended by Staff, the capital structure proposed by Public Service and accepted by Staff, the revised cost of debt of 6.44 percent, and the accounting adjustments, Commission-ordered adjustments and pro forma adjustments reflected in Mr. Willemsen’s revenue requirement study attached to his rebuttal testimony as Exhibit TLW-3.  However, two issues that one uses to determine the revenue requirement were declared among the Parties to be irreconcilable: return on equity for the steam department and the method for calculating rate base (year-end or average).  

17. Based upon the testimony of witnesses and the Stipulation, the settled revenue requirement would provide for a range of return on common equity between 9.5 percent, which was Staff supported, and 11.0 percent, which was the Company's proposed return on equity.  There is ample testimony in the record to support a finding of a reasonable return on equity for the steam department within the range of 9.5 percent and 11.0 percent.  

18. At hearing, the Parties clarified the statement in the Stipulation that a comparison of year-end and average rate base theories for calculating rate base in this docket results in similar results (see Exhibit 20).  Illustratively, the Parties also demonstrated one means of supporting the settled revenue requirement through different applications of the theories to the facts of this docket (see Exhibit 19).  The Commission can derive the settled revenue requirement by adopting either theory for calculating rate base with a return on equity within the reasonable range.  

19. Based upon the foregoing, it is the Parties’ agreement and request that the irreconcilable issues of rate of return on equity and the method for calculating rate base be deferred and the settlement be approved, resulting in approval of just and reasonable rates.

20. The settled revenue requirement is relatively close to the recommendations of the Parties in this case in testimony, all of whom employed commonly accepted ratemaking principles to develop their recommended revenue requirement.  Approving the Stipulation incorporating a range of reasonable values or alternatives on these two irreconcilable issues, without making a specific finding on either issue, is in public interest.  Litigation over secondary issues having little material effect on the final rates is avoided and the Parties have shown that the evidence supports the proposed just and reasonable rates.

21. The Commission encourages the Parties to settle their differences in the most efficient manner.  However, the ALJ was initially concerned that the Stipulation does not allow specific findings on each component thereof.  The Commission recently recognized its “obligation to review all the terms contained in a settlement agreement to ensure that they comply to the greatest extent possible with applicable regulatory principles, and are just and reasonable.” Decision No. C06-0259 at ¶10.

22. In this instance, approval of the Stipulation is recommended without specifying a method for calculating rate base and effectively approving a range of reasonable returns on equity.  The Stipulation is unanimously support by all Parties and Staff’s testimony makes clear that omitting specific findings regarding these two issues will not hinder fulfillment of its ongoing responsibilities.  There are multiple reasonable outcomes supported by the record that the Commission might reach for the two irreconcilable issues.  Based upon outcomes that are within a range of reasonableness, the settled revenue requirement is supported.  Finally, this docket represents a Combined Phase I and II rate case resulting in determination of a revenue requirement as well as rate design.  Thus, the Commission is able to simultaneously address all impacts of the settled revenue requirement and review the resulting allocation in rate design.  The ALJ views the precise calculation of each component in the determination of the revenue requirement to be less critical because the reasonableness of the resulting impacts is simultaneously considered.

23. Approval of the Stipulation in this manner best serves the public interest.  In agreeing to the Stipulation, the Parties acknowledge various litigation risks and request Commission approval of the Stipulation without a specific finding on two irreconcilable issues.  The settlement avoids the need for the Parties and the Commission to litigate and decide secondary matters in this proceeding.  The Parties prefer to leave such matters unresolved, largely because the resolution would have no practical effect on resulting rates.  This efficient resolution is also supported because the stipulated rates are supported by the reasonable potential outcomes of the disputed issues.

24. Finally, even if the Commission were to make specific findings on the two irreconcilable issues, unless the Stipulation were other modified, the Stipulation provides that no precedent is set for future thermal or electric and gas rate cases for Public Service.  Thus, forcing litigation of these two issues under the circumstances presented herein would serve little benefit.

25. The ALJ finds that the Parties have reached a just and reasonable resolution of their disagreements regarding Public Service’s revenue requirement. 

B. Rate Structure and Rate Design

26. In paragraph 22, the Parties agree to retain the existing two-part rate structure, rather than adding the capacity component originally proposed by the Company.  The Parties adopted the monthly Service and Facility Charge in the amount of $130.00, as proposed by Public Service.  A revenue reconciliation is attached as Appendix B to the Stipulation.  Entering into the Stipulation, all Parties agree that the resulting base steam service rates are just and reasonable and should be approved by the Commission.

27. The ALJ finds the Parties’ resolution of Public Service’s rate structure and rate design for purposes of determining rates in this proceeding to be just and reasonable.

C. Rate Moratorium

28. In paragraph 23, Public Service agrees that the settled base rates shall not be replaced by different base rates until May 1, 2008, at the earliest.  The Stipulation goes on to state that the Company shall not be precluded from filing revised tariff sheets to change its steam base rates with a proposed effective date that is prior to May 1, 2008, provided that Public Service advises the Commission in the advice letter accompanying such tariff filing of the terms of this Section C of this Stipulation and states that it is bound by this agreement to have the Commission suspend any such increased rates for a period that ends on or after May 1, 2008.
29. Particularly in light of the magnitude of the rate increase supported by all interests represented in this docket, the ALJ finds the Parties’ agreement that base rates should not be replaced until May 1, 2008, to be a just and reasonable provision of the Stipulation.

D. Rate Terminology

30. Public Service originally proposed to change the rate component currently referred to in the Company’s tariff as the “Commodity Charge.”  As part of the Stipulation, there will be no change in this regard.

31. The ALJ finds resolution of the underlying issue not to be necessary to approve the proposed rates.  The Stipulation provides a just and reasonable resolution of the Parties’ disagreements in this docket regarding this issue.

E. Modifications to SCA Tariff

32. Paragraph 24 of the Stipulation provides that the SCA tariff sheets proposed by Public Service with Amended Advice Letter No. 94-Steam shall be permanently suspended.  Addressing concerns between Public Service and Staff, the Parties report ongoing efforts to develop appropriate procedures to the SCA process and necessary revisions to the SCA tariff.  In order to provide sufficient time to develop such revisions, the Parties propose permanent suspension of these sheets in this docket.   

33. The ALJ finds resolution of the underlying issue not to be necessary to approve the proposed rates.  The Stipulation provides a just and reasonable resolution of the Parties’ disagreements in this docket regarding this issue.

F. Conclusion

34. The Stipulation is comprehensive in nature and resolves all necessary matters for purposes of this docket.  All parties to this docket agreed upon a jurisdictional revenue requirement of $7,508,845, based upon the test year of 12 months ended March 31, 2005, and a resulting rate design.  

35. All Parties support approval of the Stipulation without modification.  The ALJ finds that the Stipulation represents a just, equitable, and reasonable resolution of issues that were or could have been contested among the Parties in this proceeding.  

36. Except as otherwise provided in the rate moratorium provisions, the Stipulation and the settled rates, terms, and conditions of service and the cost allocation, rate design and other methods reflect compromise and were agreed to solely for purposes of settlement and do not constitute a settled practice or otherwise have precedent-setting value in any future proceedings.  

37. These rates will be incorporated into the pro forma tariff sheets (Appendix A to the Stipulation).  Based on the evidentiary record in this proceeding, the ALJ finds that the terms of the Stipulation are just, are reasonable, and are in the public interest.  The ALJ concludes, therefore, that the Stipulation should be and will be accepted as filed and without modification. 

38. In accordance with § 40-6-109, C.R.S., the ALJ recommends that the Commission enter the following order.  

III. ORDER
A. The Commission Orders That: 

1. Public Service Company of Colorado’s Advice Letter No. 94-Steam, as amended, is permanently suspended.

2. The Joint Unopposed Motion to Approve Stipulation and Agreement in Resolution of Proceeding is granted.  

3. The Parties’ Stipulation and Agreement in Resolution of Proceeding filed on March 7, 2006, a copy of which is attached hereto as Appendix A is approved.  

4. The Stipulation and Agreement in Resolution of Proceeding is incorporated by reference and made an order of the Commission as if fully set forth herein.  All Parties shall comply with all terms thereof.

5. Public Service Company of Colorado shall file, on not less than one day’s notice to the Commission, tariff sheets attached as Appendix A to the Stipulation and Agreement in Resolution of Proceeding, changed as necessary to conform to the terms of the Stipulation.  

6. This Recommended Decision shall be effective on the day it becomes the Decision of the Commission, if that is the case, and is entered as of the date above.  

7. As provided by § 40-6-109, C.R.S., copies of this Recommended Decision shall be served upon the parties, who may file exceptions to it.  

If no exceptions are filed within 20 days after service or within any extended period of time authorized, or unless the decision is stayed by the Commission upon its own motion, the recommended decision shall become the decision of the Commission and subject to the provisions of § 40-6-114, C.R.S.

If a party seeks to amend, modify, annul, or reverse basic findings of fact in its exceptions, that party must request and pay for a transcript to be filed, or the parties may stipulate to portions of the transcript according to the procedure stated in § 40-6-113, C.R.S.  If no transcript or stipulation is filed, the Commission is bound by the facts set out by the administrative law judge and the parties cannot challenge these facts.  This will limit what the Commission can review if exceptions are filed.

8. If exceptions to this Decision are filed, they shall not exceed 30 pages in length, unless the Commission for good cause shown permits this limit to be exceeded.
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Doug Dean, 
Director
	THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO


G. HARRIS ADAMS
________________________________

Administrative Law Judge
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� 	Decision No. R05-0174 is the “Recommended Decision of Administrative Law Judge Mana L. Jennings-Fader Approving Stipulation as Filed and Clarified and Closing Docket.”  Pursuant to § 40-6-114, C.R.S., the Recommended Decision became the decision of the Commission by operation of law on March 2, 2005.
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