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I. BY THE COMMISSION

A. Statement

1. On September 29, 2006, Kinder Morgan, Inc., Rocky Mountain Natural Gas Company, KN Wattenberg Transmission LLC, and Kinder Morgan Retail Utility Holdco, LLC, Source Gas Distribution LLC,
 Source Gas Holdings LLC, Source Gas LLC, Source Gas Merger Co., and Source Gas, Inc.
 (collectively, Joint Applicants), filed a Verified Joint Application asking the Commission to authorize and to approve, inter alia, the sale and transfer of all of KMI's interest in the KMI Utility Businesses within Colorado, including all assets, to certain of the Source Gas Businesses (Application).
  The Joint Applicants seek additional Commission authorizations, as set out in the Application.  The filing commenced this proceeding.

2. The Commission gave public notice of the Application (Notice).  See Notice of Application Filed, dated October 4, 2006.  In the Notice, the Commission established an intervention period and a procedural schedule.  Decision No. R06-1334-I vacated that procedural schedule.

3. On October 31, 2006, the Colorado Office of Consumer Counsel (OCC) filed an Intervention of Right and Request for Hearing.

4. On November 3, 2006, A M Gas Transfer Corp. (A M Gas) filed a Petition to Intervene.  Leave to intervene was granted in Decision No. R06-1391-I.

5. On November 3, 2006, Seminole Energy Services, LLC (Seminole Energy), filed a Petition for Leave to Intervene.  Leave to intervene was granted in Decision No. R06-1391-I.

6. On November 3, 2006, the Colorado Hotel and Lodging Association, Inc. (CHLA), filed a Petition for Leave to Intervene.  Leave to intervene was granted in Decision No. R06-1391-I.

7. On November 3, 2006, Cabot Oil & Gas Corporation (Cabot) filed a Motion to Intervene.
  Leave to intervene was granted in Decision No. R06-1391-I.

8. On November 3, 2006, Public Service Company of Colorado (Public Service) filed a Petition to Intervene.  Leave to intervene was granted in Decision No. R06-1391-I.

9. On November 8, 2006, Staff of the Commission (Staff) filed a Notice of Intervention, Notice Pursuant to Rule 1007(a), and Request for Hearing.  Staff intervened of right.

10. The parties here are the Joint Applicants, A M Gas, Cabot, CHLA, OCC, Public Service, Seminole Energy, and Staff.

11. By Decision No C06-1324, we determined that time is of the essence and that, pursuant to § 40-6-109(6), C.R.S., due and timely execution of our functions requires that the administrative law judge's recommended decision be omitted and that the Commission issue an initial decision.  We assigned this proceeding to an Administrative Law Judge (ALJ) for hearing and directed that this matter be handled on an expedited basis.
12. We deemed the Application complete as of November 8, 2006.  By Decision No. R07-0152-I, the time for Commission decision in this matter was enlarged, to and including June 6, 2007.

13. As pertinent here, on October 3, 2006, the KMI Utility Businesses, Knight Holdco LLC, and Knight Acquisition Co. (collectively, Buy-Out Applicants) filed a Verified Joint Application (Buy-Out Application) seeking, inter alia, Commission approval of a transaction pursuant to which KMI would transfer its Colorado jurisdictional assets to its subsidiary Source Gas Distribution and would become a privately-owned entity.  This filing commenced the Buy-Out Docket.  In Decision No. R06-1391-I, the ALJ determined that the instant docket and the Buy-out Docket would not be consolidated.  Thus, we address each of the dockets separately.

14. By Decision No. R06-1391-I, the ALJ established a procedural schedule and hearing dates.  The procedural schedule was modified subsequently.

15. On December 5, 2006, the Joint Applicants filed a Motion for Waiver of Commission Rule 4002(b)(IX) Related to Applicants' Financial Information (Motion for Waiver).  The Motion for Waiver requests that the Commission accept the financial information and filings provided in Appendices 4, 5, and 6 of the Application in lieu of the Colorado-specific audited financial information required by Rule 4 Code of Colorado Regulations (CCR) 723-4-4002(b)(IX).
  The Motion for Waiver is unopposed and will be granted.  The financial information and filings submitted as appendices to the Application will be accepted in lieu of the Colorado-specific financial data required by Rule 4 CCR 723-4-4002(b)(IX).
16. On January 22, 2007, Joint Applicants filed an Unopposed Motion for an Order: (1) Approving Stipulation and Agreement in Resolution of Proceeding; [and] (2) Vacating Existing Procedural Schedule and, in Place Thereof, Setting a Hearing to Consider Such Stipulation.  A Stipulation and Agreement in Resolution of Proceeding (Stipulation) accompanied this Unopposed Motion.
  By Decision No. R07-0067-I, the ALJ granted the motion to vacate the procedural schedule and to schedule a hearing on the Stipulation.
17. On January 23, 2007, the Source Gas Businesses filed their Verified Supplement to Verified Joint Application.  In that filing, they provided to the Commission the identity of, and relevant information about, Alinda Investments LLC (and its parent, Alinda Infrastructure Fund I, L.P.) which will hold a 50% equity interest in Source Gas Holdings.

18. Hearing on the Stipulation was held as scheduled on January 26, 2007.
  All parties except Cabot
 and Public Service
 were present, were represented, and participated.
19. The Joint Applicants presented the testimony of Messrs. Bentley Breland,
 John C. Shepherd,
 and Daniel E. Watson.
  The testimony addressed, inter alia, questions from the ALJ.  No other party presented a witness in support of the Stipulation.
  Hearing Exhibits No. 1 through No. 5 were identified, offered, and admitted.
20. The OCC offered to present a witness in support of the Stipulation if the ALJ had questions for such a witness.  In response to questions from the ALJ, counsel for the OCC stated that the OCC was satisfied with the testimony provided by the Joint Applicants' witnesses in support of the Stipulation and that the testimony accurately reflected the OCC's understanding with respect to the Stipulation.  As a consequence of these statements, which bind the OCC because they are judicial admissions,
 the ALJ determined that she had no questions for an OCC witness; and, thus, the OCC did not offer a witness.
21. Staff offered to present a witness in support of the Stipulation if the ALJ had questions for such a witness.  In response to questions from the ALJ, counsel for Staff stated that Staff was satisfied with the testimony provided by the Joint Applicants' witnesses in support of the Stipulation and that the testimony accurately reflected the Staff's understanding with respect to the Stipulation.  As a consequence of these statements, which bind Staff because they are judicial admissions,
 the ALJ determined that she had no questions for a Staff witness; and, thus, Staff did not offer a witness.
22. At the conclusion of the hearing, the matter was taken under advisement.

23. Now being duly advised in this matter, we grant the Motion for Approval of the Stipulation and accept the Stipulation; grant the Application, as supplemented on January 23, 2007 and as modified by the Stipulation; allow certain of the provisions of the Stipulation to supersede the Stipulation accepted in the Buy-Out Docket; grant authorization to transfer assets, subject to conditions, from Kinder Morgan to Source Gas LLC; and grant the requested waiver of Rule 4 CCR 723-4-4104(b)(II).
B. Findings and Discussion
24. Applicant Kinder Morgan is a Kansas corporation that is authorized to conduct business, and is in good standing in, Colorado.  It is a public utility which, as relevant here, provides regulated retail natural gas service to customers in Colorado.  It provides local distribution service and transportation service in the areas of Colorado shown on Appendix 3 to the Application (Hearing Exhibit No. 4) and has tariffs on file with the Commission.  The tariffs contain the terms, conditions, and rates for the regulated services offered by KMI.  At the time the Application was filed, the regulated natural gas operations were conducted by a business unit within Kinder Morgan and not by a separate stand-alone entity.
25. Applicant Rocky Mountain is a Colorado corporation in good standing and is an intrastate natural gas pipeline which provides natural gas transportation and sales for resale services on the western slope in Colorado.  Its service territory is shown on Appendix 3 to the Application (Hearing Exhibit No. 4).  It is a subsidiary of Kinder Morgan, is a public utility, and has tariffs on file with the Commission.  The tariffs contain the terms, conditions, and rates for the regulated services offered by Rocky Mountain.
26. Applicant KN Wattenberg is a Colorado limited liability company in good standing and is a public utility which provides natural gas transportation service to two industrial customers located in Fort Morgan, Colorado.
  KN Wattenberg is a subsidiary of Kinder Morgan.  Its service territory is shown on Appendix 3 to the Application (Hearing Exhibit No. 4).
27. Applicant Source Gas Distribution (SGD) is a Delaware limited liability company and is a subsidiary of Kinder Morgan.
  Decision No. C07-0169 authorizes SGD to own assets used to provide regulated utility services, subject to conditions.

28. Applicant KMRUH is a wholly-owned subsidiary of KMI.  Its purpose is to hold the equity interests in Rocky Mountain, SGD, and KNW.
  Following the transfer of the assets, KMRUH will have no further involvement with the Colorado Utilities.  See Hearing Exhibit No. 1 (Stipulation) at Attachment A.
29. Applicant Source Gas Holdings LLC is a limited liability company which is owned 50 percent by Aircraft Services Corporation (the funding vehicle used by General Electric Capital Corporation) and 50 percent by Alinda Investments LLC (a wholly-owned subsidiary of Alinda Infrastructure Fund I, L.P., and affiliates).  Source Gas Holdings LLC is the corporate entity through which equity capital is invested in Source Gas LLC.
30. Applicant Source Gas LLC is a limited liability company and is a wholly-owned subsidiary of Source Gas Holdings LLC.  Source Gas LLC, in turn, will own the Colorado Utilities, in addition to other entities, (See Stipulation at Attachment A), and will be the corporate entity for both equity funding and debt funding for its subsidiaries.
31. Applicant Source Gas Merger Co. is a wholly-owned direct subsidiary of Source Gas, Inc., created (as relevant here) for the purpose of Source Gas LLC's acquisition of Rocky Mountain.  If the Stipulation is accepted, this function will be rendered moot.
32. Applicant Source Gas, Inc., is a wholly-owned direct subsidiary of Source Gas LLC and is the parent of Source Gas Merger Co.  As the Source Gas Merger Co. function will be rendered moot if the Stipulation is accepted, so Source Gas, Inc.'s function vis-à-vis the Application also will be rendered moot.
33. Intervenor A M Gas holds firm and interruptible on-system and off-system agreements for transport of natural gas.
34. Intervenor Cabot is an interruptible transportation customer of Rocky Mountain.
35. Intervenor CHLA is a Colorado non-profit corporation some of whose members are customers of the Colorado Utilities.
36. Intervenor OCC is a Colorado state agency, established pursuant to § 40-6.5-102, C.R.S., charged with representing the public interest and, to the extent consistent therewith, the specific interests of residential consumers, agricultural consumers, and small business consumers.
37. Intervenor Public Service is an operating public utility in Colorado which, as pertinent here, provides upstream gas transportation services to both Kinder Morgan and Rocky Mountain in several locations throughout Colorado to assist KMI and Rocky Mountain in meeting the natural gas requirements of their respective systems.
38. Intervenor Seminole Energy is a gas marketer which holds firm and interruptible contracts for the transportation of natural gas.
39. Intervenor Staff is the Trial Staff of the Commission.
40. By the Application, Joint Applicants ask the Commission to authorize and to approve, inter alia:  (a) Kinder Morgan's transfer of all of its Colorado Certificates of Public Convenience and Necessity and all of its Colorado retail utility assets and properties to Source Gas Distribution (Internal Transfer);
 and (b) the transfer and sale of 100% of Kinder Morgan’s ownership interest in the Colorado Utilities to Source Gas LLC (Asset Sale).  Transcript (tr.) at 16:5-15.  The Joint Applicants seek additional Commission authorizations, as set out in the Application.
1. Burden of Proof
41. The signatories to the Stipulation have the burden of proving by a preponderance of the evidence that the Stipulation is just and reasonable.

42. As the persons seeking authorizations from the Commission, Joint Applicants bear the overall burden of proof and must meet this burden by a preponderance of the evidence.  Section 13-25-127(1), C.R.S.; Rule 4 CCR 723-1-1500.  The preponderance standard requires the finder of fact (here, the Commission) to determine whether the existence of a contested fact is more probable than its non-existence.  Swain v. Colorado Department of Revenue, 717 P.2d 507 (Colo. App. 1985).
43. A party has met the preponderance of the evidence burden of proof when the evidence, on the whole, slightly tips in favor of that party.

2. Background of the Asset Sale

44. The Asset Sale stems from a decision by Kinder Morgan to sell its local gas utility assets in the United States.  Among those assets are the Colorado Utilities.
45. General Electric Energy Financial Services (GE's investment arm, GEEFS) is a wholly-owned subsidiary of General Electric Company (GE or General Electric) and has a mandate to invest GE's money in, and to provide financing for, energy investments undertaken by General Electric.
  According to the record, some years ago, GEEFS identified the energy industry generally, and the natural gas distribution business specifically, as preferred areas for investment under a long-term, buy and hold philosophy.

46. Apparently, about five years ago, GEEFS identified the natural gas distribution business of Kinder Morgan as an enterprise of interest.
  When the opportunity presented itself 

and as pertinent here, GEEFS successfully negotiated with KMI the purchase of the Colorado Utilities.

47. The venture is GE's initial foray into the area of regulated natural gas distribution.  GE states that it intends to retain the Colorado Utilities as separate public utilities and in the same form.  GEEFS views the purchase of these assets as a platform for and an investment vehicle for the natural gas distribution sector of the energy business, an area in which it has a strong interest.  The Asset Sale is, then, an acquisition and not a merger.  Consequently, the merger-related opportunities for cost reductions and efficiency savings are, generally speaking, not present here.
48. According to GE,  its business philosophy is a hands-off approach to the ownership of acquired entities such as the Colorado Utilities.  Consistent with that philosophy, the existing management team at the Colorado Utilities will be retained; neither GE nor Aircraft Services Corporation will put their own employees in any management position in any of the Colorado Utilities. Each Colorado Utility will have a separate board of directors.

49. Importantly, and consistent with GE's ownership philosophy, Joint Applicants' witness Shepherd assured the Commission, on behalf of GE and the Source Gas Businesses, that
we will not jeopardize a critical investment out of our business by withholding necessary capital to provide what's necessary at the operating entities.  We stand there with ample capital and desire to maintain the financial integrity and wherewithal of the investments we make, so we have that capital resource to put to work to ensure that our investment turn[s] out as initially projected.
* * *
To be clear, be very consistent with our investment philosophy, we [take a] hands-off approach.  We find a very capable management team and capitalize them.  But at the end of the day, this is a significant investment for us and we do -- GE stands behind that investment.
Tr. at 136:23-137:5 and at 138:4-9.
50. GE provides that as a matter of risk management, it has partners in most of its ventures.  GE selects its partners with care, looking for those which share GE's overall philosophies.  At the time the Application was filed, GE's equity partner was not known.
51. GE now has a 50 percent equity partner in this venture:  Alinda Investments LLC (Alinda), a wholly-owned subsidiary of Alinda Infrastructure Fund I, L.P., and affiliates.
  See Hearing Exhibit No. 3.  According to GE, it chose Alinda as its partner because Alinda shares GE's investment philosophy, its ownership philosophy, and its willingness to stand behind the investment (that is, as relevant here, to commit the necessary financial resources for the Colorado Utilities).  The addition of Alinda will have no adverse impact on the substance of either the Application or the Stipulation and will have no adverse impact on the ability of the Colorado Utilities to provide service.
52. The cost of the acquisition is $710 million.  GE and Alinda will each provide 50 percent of the business capitalization.
53. To effectuate the acquisition, the Joint Applicants seek Commission authorization for the Asset Sale.
3. The Stipulation
54. Hearing Exhibit No. 1 is the Stipulation.  All Parties, except Public Service, are signatories.
  The Stipulation is attached to this Decision as Appendix A.  As set out more fully in Appendix A, the Parties agree that the Commission should approve, without conditions or modifications, the Stipulation and should grant the Application, as the Application is modified and conditioned by the Stipulation.
55. Section II of the Stipulation contains the substance of the agreement and has numerous components.  Where no specific end point for an obligation or component is specified in the Stipulation, that obligation or component continues until changed or terminated by the Commission.  In addition, the Stipulation itself
remain[s] in effect until such time as there is a subsequent Commission authorized transfer or change of control affecting, as applicable, Source Gas Distribution, Rocky Mountain, or KN Wattenberg or the public utility assets that are the subject of this proceeding, such that the Source Gas Businesses no longer own or control such utility entity(ies) or the associated jurisdictional public utility assets.
Id. at § III at 16.
56. Components of the Stipulation are discussed below.
57. Section II.B of the Stipulation (at 4-5) contains, first, the parties' acknowledgment that the Colorado Utilities' terms of, conditions of, and rates for service will be unaffected if the Commission grants the Application.  The section contains, second, the Colorado Utilities' agreement to use "the following principles in their respective next rate case proceedings."  Id. at 5.  The principles were not further identified.  In response to a question from the ALJ, Joint Applicants' witness Breland identified the referenced principles as:  § II.C (capital structure and cost of debt); § II.D (dividend policy); § II.F (credit rating); § II.G (acquisition premium and transaction costs); § II.H (audited financial statements); § II.K (favored nations), but only if used to add one or more principles relevant to a rate case; and, § II.O (accounting entries).
  Tr. at 47:24-56:2.
58. Section II.C of the Stipulation (at 5) addresses capital structure and cost of debt.  The provision states the current plan that Source Gas LLC (the holding company), and none of the Colorado Utilities, will issue stand-alone debt.
  So long as debt is housed in Source Gas LLC, each of the Colorado Utilities may select one of the following three options in its next general rate case:  (a) use its own individual capital structure and cost of debt; (b) use Source Gas LLC's capital structure and cost of debt; or (c) use a proposed "capital structure and cost of debt … that are representative of capital structures and costs of debt for comparable utility companies in the United States."  Id.  The utility bears the burden of proof on the reasonableness of the capital structure and the cost of debt it uses.  This section does not restrict OCC and Staff with respect to their ability to assert any position or to propose an alternative capital structure or cost of debt.
59. Section II.D of the Stipulation (at 5-6) addresses dividend policy.  Source Gas Distribution, Rocky Mountain, and KN Wattenberg agree to individual restrictions on dividend payouts so that their respective individual equity level does not fall below 40% of their individual total capitalization.
  In addition, Source Gas Distribution, Rocky Mountain, and KN Wattenberg, as applicable, each agree to notify the Commission in specified situations of specified events within specified time periods.
  Notification will be informational and will be made by letter to the Commission with copies to OCC and Staff.
60. Section II.E of the Stipulation (at 6) and Attachment B of the Stipulation contain ring fencing protections.  These will be effective upon the closing of the Asset Sale.  Among them are: the structural separation of each of the Colorado Utilities from its parent and its affiliates; an agreement that each of the Colorado Utilities will not pay a dividend which would reduce its equity level below 40% of its total capitalization; an agreement that the each of the Colorado Utilities, without prior authorization from the Commission, will not make loans to, and will not assume any obligation or liability for its parent or affiliates, subject to conditions; and provisions requiring arm's-length transactions with affiliates.  In addition, Source Gas Distribution, KN Wattenberg, and Rocky Mountain will maintain separate books and records, and Commission access to those books and records will continue unchanged.  Tr. at 81:3-10; 155:7-11.  Finally, no amendment, revision, or modification which would change the substance or meaning of any ring-fencing provision found in Attachment B to the Stipulation may be made without prior authorization from the Commission.
61. At the hearing, Joint Applicants' witness Breland clarified three points concerning the ring-fencing provisions.  First, there will be one accounting system to which the Colorado Utilities will have access on a shared basis.  Second, the Colorado Utilities, where appropriate, will file a consolidated tax return with their parent Source Gas LLC.  Third, the arm's-length transactions with affiliates will be done in a manner consistent with Commission rules.
62. The ring-fencing provisions are an important, if not critical, protection for the Colorado Utilities' ratepayers and customers.
63. Section II.F of the Stipulation (at 6-7) addresses credit rating.  Source Gas LLC agrees to endeavor to obtain an investment grade credit rating for the debt that may be issued from time to time relative to the acquisitions which are the subject of this proceeding.  Subject to conditions, Source Gas LLC also agrees to provide OCC and Staff with access to the information which is related to the then-current performance of Source Gas Distribution, Rocky Mountain, and KN Wattenberg and which Source Gas LLC may provide to, or receive from, a credit rating agency relative to Source Gas LLC’s credit rating by such agency.
64. This is an important protection for ratepayers and customers because, if Source Gas LLC can acquire an investment grade credit rating, then it should be able to acquire its debt at a lower rate of interest.  This, in turn, could translate into lower rates.
65. To inform the Commission of the results of efforts to obtain an investment grade credit rating, Source Gas LLC agreed to provide an informational compliance filing which informs the Commission of the credit rating which Source Gas LLC obtains.
66. Section II.G of the Stipulation (at 7) addresses the acquisition premium and the transaction costs.
67. The Source Gas Businesses will pay an acquisition premium in conjunction with the Asset Sale.  The acquisition premium will be excluded from the utility accounts for ratemaking and Commission financial reporting purposes and will not be recovered from ratepayers.  No later than 120 days after the close of the Asset Sale, the Colorado Utilities each agree to file with the Commission, and to provide Staff and OCC, on a confidential basis, the amount of such acquisition premium.
68. Transaction costs are those costs incurred for the purpose of, or associated with, getting the Asset Sale done.
  All transaction costs surrounding the Asset Sale will be excluded from the utility accounts for ratemaking and Commission financial reporting purposes and will not be recovered from ratepayers.  At the hearing, Joint Applicants' witnesses agreed to make an informational compliance filing in which the Colorado Utilities will report to the Commission the transaction costs associated with the Asset Sale.  We will order the Colorado Utilities each to make this compliance filing in conjunction with its first annual report to the Commission.
69. Section II.H of the Stipulation (at 7-8) addresses audited financial statements, and § II.O addresses accounting entries.  Because these are related provisions, we consider them together.
70. Pursuant to § II.O of the Stipulation, within 120 days after closing of the Asset Sale, Source Gas Distribution, Rocky Mountain, and KN Wattenberg each will make an informational compliance filing in this docket.  The filing, which will use Federal Energy Regulatory Commission Uniform System of Accounts (FERC USOA) accounts, will set out the Colorado-specific accounting entries reflecting the Asset Sale.  As explained during the hearing, Source Gas Distribution is adopting the books and accounts of Kinder Morgan.  Consequently, in this compliance filing, there will not be an accounting entry for every item coming across from KMI.  Rather, this compliance filing will report any specific accounting entries made in order to effectuate the Asset Sale.
71. Pursuant to § II.H of the Stipulation, on the later of the first anniversary of the close of the Asset Sale or March 31, 2008 (or unless otherwise ordered by the Commission), Source Gas Distribution and Rocky Mountain each will submit audited 2007 financial statements setting forth Colorado-specific financial information as more particularly described in the Rules Regulating Natural Gas Utilities and Pipeline Operators.  See, 4 CCR 723 Part 4.  Thereafter, each will continue to maintain audited Colorado-specific financial statements as required by Commission rules, orders, and applicable laws.
72. Source Gas Distribution agrees that it will include with its audited 2007 financials a statement from its auditors to the effect that the books and records of Source Gas Distribution, as they exist on the date of closing of the Asset Sale, fully and fairly reflect the transfer of assets from Kinder Morgan to Source Gas Distribution as contemplated under the terms of the Purchase and Sale Agreement included as Appendix 2 to the Application.  The auditor statement is intended to verify that the asset transfer from Kinder Morgan to the Source Gas Businesses was made at book value.  Tr. at 74:17-75:16.
73. Section II.I of the Stipulation (at 8-9) addresses comparison of costs.
74. Not later than July 1, 2007, Source Gas Distribution and Rocky Mountain
 shall provide OCC and Staff with an informational report which sets out the Calendar Year 2006 costs of service incurred by SGD and Rocky Mountain when they were owned/operated by Kinder Morgan.
  This report will be provided as a "baseline" for comparison and informational purposes, serving as the point of departure for comparison between the cost to serve when these entities were owned/operated by Kinder Morgan and the cost to serve when they are owned/operated by Source Gas LLC.  A party may use the report in a future proceeding in which Source Gas Distribution or Rocky Mountain proposes an annual cost of service for ratemaking or Commission financial reporting purposes.  In any future financial reporting or ratemaking proceeding, Source Gas Distribution and Rocky Mountain each will bear the burden of proof to justify the prudence of any changes in its costs of service as such future costs may be compared to the 2006 baseline costs of service.
75. SGD's and Rocky Mountain's direct costs to serve will be determined using: (a) Calendar Year 2006, when the costs were based on Kinder Morgan's ownership; and, (b) SGD's and Rocky Mountain's annual reports to the Commission, when the costs will be based on Source Gas ownership and Colorado-specific financials.  The latter reports will provide cost structure data from Source Gas Distribution and Rocky Mountain when they are operating fully on a stand-alone basis.
76. Section II.J of the Stipulation (at 9) addresses preparation of the cost assignment and allocation manual (CAAM).  Source Gas Distribution and Rocky Mountain agree that they will prepare a CAAM consistent with the requirements of Rule 4 CCR 723-4-4503 and, on or before September 30, 2007, will submit the CAAM to the Commission for review.

77. Rule 4 CCR 723-4-4503(e) requires each of these entities to file a CAAM by a date certain.  To the extent either Source Gas Distribution or Rocky Mountain requires a waiver or variance of that rule in order to allow the CAAM to be filed on or before September 30, 2007, it is the responsibility of that entity to seek necessary relief; and the Parties agree that they will not oppose such a request.  The Parties are clear that they do not intend Commission approval of the Stipulation to constitute pre-approval of such a request for waiver or variance.
78. Section II.K of the Stipulation (at 9-12) addresses favored nations.  Pursuant to this provision, the Commission will have an opportunity to consider and to adopt in Colorado any commitment or condition to which the Applicants have agreed, or with which the Joint Applicants are required to comply, in Wyoming or Nebraska in the proceedings in those states relating to the Joint Applicants' requests for approval of the Internal Transfer and the Asset Sale.
79. If a party obtains one or more additional commitments or conditions in this proceeding by use of § II.K, that action will probably result in an amendment or alteration to the Commission decision issued in this proceeding.  This result, in turn, may implicate § 40-6-112(1), C.R.S.
  In response to questions from the ALJ, counsel for the Source Gas Businesses stated the regulated companies are not waiving their rights under that statutory provision.  After the notification and comment process set out in § II.K of the Stipulation is concluded, and the specific circumstances are known, the Colorado Utilities will make a filing with the Commission stating their decision with respect to waiver of § 40-6-112(1), C.R.S.  The Colorado Utilities will make this decision on a case-by-case basis.
80. Section II.L of the Stipulation (at 12) addresses access to capacity on Rocky Mountain.  On or before June 30, 2007, Rocky Mountain will make a filing with the Commission for the purpose of addressing access to transportation capacity on the Rocky Mountain system.  Part of the filing will be a request that the Commission issue its decision in time for the decision to be implemented for the 2007-2008 heating season, which begins November 1, 2007.
  Rocky Mountain has agreed to work with transportation customers and other interested persons in advance of the filing so that issues can be identified and perhaps addressed before the filing is made.
81. Section II.M of the Stipulation (at 12-14) addresses standard of review and sets out the reasons the Parties believe the Asset Sale is not contrary to the public interest.  Some of those reasons are:  no change in the management or operation of the Colorado Utilities; no change in the degree or manner of regulatory oversight by the Commission; same corporate headquarters in Colorado, books and records located there, and same access to books and records; financially stable and capable ownership; no recovery of the acquisition premium or the transaction costs in rates; and the addition of the ring fencing customer protections.
82. Section II.N of the Stipulation (at 14) addresses Source Gas Distribution's adoption of KMI's tariffs.  There will be no negative impact on customer service or rates of Kinder Morgan customers because Source Gas Distribution will adopt and will continue to operate in accordance with the existing approved tariffs of Kinder Morgan.  SGD's rates, terms, and conditions of service are not being changed as part of this proceeding; they will remain as they are today, unless and until the Commission issues an order authorizing changes to the rates, terms and conditions of service.
83. Although not specifically addressed in the Stipulation, Rocky Mountain and KN Wattenberg each will continue to operate in accord with its existing tariffs and/or service contracts.  Consequently, with respect to these utilities, the Asset Sale will have no negative impact on customer service or rates.
84. Source Gas Distribution and Rocky Mountain each agree that, after the close of the Asset Sale, it will take reasonable steps in order to allow it to continue to provide safe and reliable natural gas service, which includes sufficient system capacity, to its customers in a manner which is consistent with its Commission-approved tariffs and with its rights and obligations as a public utility within the State of Colorado.

85. Section II.P of the Stipulation (at 14-15) addresses conversion of Rocky Mountain.  As filed, the Application states that Source Gas LLC would acquire 100% of Kinder Morgan's ownership and control of Rocky Mountain through a merger of Source Gas Inc.'s wholly-owned subsidiary Source Gas Merger Co. with and into Rocky Mountain, with Rocky Mountain being the surviving entity.  The Stipulation provides a more efficient and cost-effective process by which Source Gas LLC will acquire Rocky Mountain:  (a) prior to the closing of the Asset Sale, Kinder Morgan will convert Rocky Mountain from a Colorado corporation into a Colorado limited liability company; and (b) upon that conversion, Source Gas LLC will acquire 100% of Kinder Morgan's ownership interest in the converted Rocky Mountain.  Our approval of the Stipulation constitutes approval of this conversion of Rocky Mountain and approval of an amendment to the Application.
86. Section II.Q of the Stipulation (at 15) addresses compliance filings and Attachment C to the Stipulation.
87. The commitments made in the Stipulation should, individually and collectively, result in current and long-term benefits for the Colorado Utilities' ratepayers and customers.
88. Based on the evidence (both testimonial and documentary) presented at the hearing, on the Application and its supporting documentation (Hearing Exhibit No. 4), and on review of the Stipulation (as supplemented) and its attachments (Hearing Exhibits No. 1 and No. 3), we find that the Stipulation is just, is reasonable, and is not contrary to the public interest.  The testimony more than adequately answered the questions posed by, and addressed the issues raised by, the Intervenors and the Administrative Law Judge.
89. The Stipulation will be accepted without modification but with the clarifications discussed above.
4. Effect of Decision No. C07-0169
90. The Application involves two separate, but related, transactions:  (a) the Internal Transfer by which the assets used to provide regulated natural gas service are moved into Source Gas Distribution from Kinder Morgan and (b) the Asset Sale by which the Colorado Utilities (and their associated assets) are purchased by Source Gas LLC from KMI and transferred to Source Gas LLC.
91. In Decision No. C07-0169, entered in the Buy-Out Docket, we authorized the Internal Transfer, subject to the provisions of the stipulation in that proceeding and additional conditions.  That Decision moots the Internal Transfer portion of the Application, and we will deny that portion of the Application as moot.
92. In the normal course, a decision in the Buy-Out Docket with respect to the Internal Transfer would end the discussion.  That is not the case in this proceeding, however.
93. An unusual aspect of the stipulation in the Buy-Out Docket is its limited duration.
Decision No. C07-0169 at Attachment A at ¶¶ 22, 76.  Generally speaking, that stipulation is a bridge agreement designed to span the period of time between the date on which the Buy-Out Transaction closes and the date on which the Commission's Order in the instant proceeding becomes effective.  We recognized the inter-relationship of these two proceedings and their stipulations in Decision No. C07-0169.
94. When our decision in this case approving the Asset Sale becomes effective, two things will occur:  (a) the Stipulation in this proceeding will become effective and controlling, even as to the Internal Transfer; and, (b) the condition precedent to extinguishing the stipulation in the Buy-Out Docket will have been met.  The Stipulation contains, however, no provision for notification to the Commission and the Parties of the date on which the stipulation in the Buy-Out Docket will no longer be in effect because the conditions set out in ¶¶ 22 and 76 of that stipulation have been met.  The Commission finds that certainty as to which stipulation is in effect is necessary and desirable, both for the Commission and for the Parties.  Accordingly, we will order Source Gas Distribution to make a compliance filing in this docket to inform the Commission and the Parties of the date on which the stipulation in the Buy-Out Docket is no longer in effect pursuant to the provisions of ¶¶ 22 and 76 of that stipulation.
5. Findings regarding the Application
95. As a result of our Decision No. C07-0169 and for the reasons discussed above, the Internal Transfer portion of the Application is moot.
96. Upon completion of the Asset Sale, there should be no material change in the operations or management of Source Gas Distribution, Rocky Mountain, or KN Wattenberg given that most of the personnel who currently manage such operations will continue in their present positions.  This will result in stability that will inure to the benefit of all interested persons.
97. Upon completion of the Asset Sale, each of the Colorado Utilities will conduct its business in the same or similar manner concerning functions such as gas supply contracting and management, system operation and maintenance activities, safety and service reliability, customer service functions, billing operations, and regulatory relationships.  This will result in stability that will inure to the benefit of all interested persons.
98. Upon completion of the Asset Sale, each of the Colorado Utilities will conduct its business in the same or similar manner in its relationship with its work force.  None contemplates a reduction in work force; no material change to the current employee benefits is anticipated.  Source Gas Distribution will continue to recognize the Communications Workers of America as the exclusive collective bargaining representative for bargaining unit employees.  This will result in stability that will inure to the benefit of all interested persons.
99. Upon completion of the Asset Sale, (a) the Colorado Utilities will be adequately capitalized; and (b) the ownership of the Colorado Utilities will be in financially stable and capable hands.  This will result in stability that will inure to the benefit of all interested persons.
100. Upon completion of the Asset Sale, the Colorado Utilities each will continue to provide safe, reliable, and reasonably priced utility service to its customers.  This will result in stability that will inure to the benefit of all interested persons.
101. Upon completion of the Asset Sale, and as is the case today, each of the Colorado Utilities will possess the required financial, managerial, operational, and technical wherewithal and otherwise will be ready, willing, and able to provide natural gas utility service to customers within their respective service areas within the State of Colorado.  This will result in stability that will inure to the benefit of all interested persons.
102. There will be no loss, goodwill, acquisition premium, or acquisition adjustment recorded on the books of the Colorado Utilities; and none of these will be reflected or recovered in rates to customers.  This will inure to the benefit of ratepayers and customers.
103. Transaction costs will not be reflected or recovered in rates to customers.  This will inure to the benefit of ratepayers and customers.
104. There will be no negative impact on customer service of Source Gas Distribution, Rocky Mountain, or KN Wattenberg, as each will continue to operate in accordance with its existing tariffs and/or service contracts.  This will result in stability that will inure to the benefit of all interested persons.
105. No changes outside of the ordinary course of business or inconsistent with prudent, safe, and reliable operations and service are planned or expected concerning operations, administration, shared services, personnel, or positions as a result of the Asset Sale.  This will result in stability that will inure to the benefit of all interested persons.
106. There will be no increase in costs to the Colorado Utilities' customers, outside of cost increases in the ordinary course of business, compared to existing corporate overhead cost allocations as a result of the Asset Sale.  This will inure to the benefit of all interested persons.
107. In the Buy-Out Docket, the stipulation contained the following provision:
the President of the Colorado Utilities will come before the Commission at least annually to discuss (1) corporate presence status, plans, and commitments, and (2) customer service issues.  Senior executives of the Colorado Utilities will also arrange to meet at least annually with the Commission's Staff and the OCC to discuss regulatory and customer service issues, including the issues discussed at the meetings between the President of the Colorado Utilities and the Commission.
Decision No. C07-0169 at Attachment A at ¶ 50.  The Stipulation in this proceeding has no similar provision.
108. During the hearing, Joint Applicants' witness Breland testified that the Colorado Utilities intend to continue their present policy of working cooperatively with Staff and OCC.  He stated that the Joint Applicants would have no objection to the Commission's adding a requirement similar to that found in ¶ 50, quoted above, in this proceeding.
109. In our opinion, at least initially, meetings between the President of the Colorado Utilities and the Commission will be beneficial for all concerned.  First, as noted above, these are the first natural gas distribution businesses which GE has acquired.  Having reports on the progress which the Colorado Utilities are making as stand-alone entities and on their plans for the future should be useful in keeping the Commission informed.  Second, meetings with the President of Colorado Utilities will provide a forum for the Commissioners to discuss with senior management any concerns which the Commissioners might have.  This may allow the identification and resolution of issues before they become problems.  Third, the meetings will not be burdensome as the Joint Applicants' witness testified that they have no objection to such meetings and the meetings are consistent with the way in which the Colorado Utilities intend to operate.  For these same reasons, the meetings of management with Staff and the OCC should be useful and productive.
110. We will condition our authorization of the Asset Sale on meetings as set out in ¶ 50 of the stipulation in the Buy-Out Docket, but will require that the meetings take place only in each of the first two calendar years following the sale of assets.
111. Granting the Application should be subject to the conditions contained in the Stipulation and the conditions discussed above.
112. Granting the Application subject to the terms and conditions of the Stipulation and of this Decision is not contrary to the public interest.
113. Approval of the Asset Sale in accordance with the terms and conditions of the Application, the Stipulation, and this Decision is not contrary to the public interest and will result in consumer benefits as more particularly described in the Application, the Stipulation, and this Decision.
6. Waiver of Rule 4 CCR 723-4-4104(b)(II)
114. Rule 4 CCR 723-4-4104(b)(II) requires that an application for authority to transfer or to obtain a controlling interest in a public utility contain a:
statement showing accounting entries, under the Uniform System of Accounts, including any plant acquisition adjustment, gain, or loss proposed on the books by each party before and after the transaction which is the subject of the application.
115. The Joint Applicants seek a waiver of this rule.  We will grant the requested waiver.  First, we have sufficient data to inform our decision on the Asset Sale without the need for this information as part of the Application.  Second, the information will be provided in accordance with the terms of the Stipulation, particularly §§ II.H and II.O (discussed above) at a time and in a format which will be useful to the Commission and other interested persons.
C. Conclusions
116. The Commission has jurisdiction over the subject matter of this proceeding (§ 40-5-105, C.R.S., and Rules 4 CCR 723-4-4002 and 4 CCR 723-4-4104) and over the parties to this proceeding.
117. Based upon the record as a whole, including a review of the Stipulation, the testimony in support of the Stipulation, and the responses to the questions posed and concerns raised by the ALJ, the Parties have met their burden of proof to show that the Commission should accept the Stipulation.
118. The Unopposed Motion for an Order Approving Stipulation and Agreement in Resolution of Proceeding should be, and will be, granted.
119. The Stipulation should be, and will be, clarified as discussed above, accepted as clarified, and effective as to the Asset Sale.
120. The portion of the Application pertaining to the Internal Transfer should be, and will be, denied as moot, consistent with the discussion above.
121. Based on the record as a whole, the Joint Applicants have met their burden of proof to show that the Commission should authorize the Asset Sale, subject to the conditions established in the Stipulation and this Decision and the clarifications discussed above.
122. The Application as to the Asset Sale, as supplemented, modified, and conditioned, should be, and will be, granted, consistent with the discussion above.
123. Subject to the Stipulation and this Decision, Kinder Morgan and its subsidiaries should be, and will be, authorized to sell the Colorado Utilities, including all books, records, and assets used to provide regulated natural gas service and regulated transportation service, to Source Gas LLC.
124. Subject to the Stipulation and this Decision, Source Gas LLC should be, and will be, authorized (a) to purchase the Colorado Utilities, including all books, records, and assets used to provide regulated natural gas service and regulated transportation service, from Kinder Morgan and its subsidiaries, and (b) to operate the Colorado Utilities.
125. As a condition of granting authority for the Asset Sale and prior to the Asset Sale, Source Gas Distribution LLC must file a Certificate of Good Standing from the Colorado Secretary of State to demonstrate that it is authorized to conduct business in, and is in good standing in, Colorado.
126. As a condition of granting authority for the Asset Sale, the Colorado Utilities must comply with the terms and conditions of the Stipulation, as clarified.
127. As a condition of granting authority for the Asset Sale, the Source Gas Businesses must comply with the terms and conditions of the Stipulation, as clarified.
128. As a condition of granting authority for the Asset Sale, and pursuant to § II.O of the Stipulation, within 120 days after closing of the Asset Sale, Source Gas Distribution, Rocky Mountain, and KN Wattenberg each must make an informational compliance filing in this docket.  Each filing will use FERC USOA accounts and will set out the Colorado-specific accounting entries reflecting the Asset Sale.  This compliance filing will report any specific accounting entries made in order to effectuate the Asset Sale.
129. As a condition of granting authority for the Asset Sale, and pursuant to § II.H of the Stipulation, on the later of the first anniversary of the close of the Asset Sale or March 31, 2008 (or unless otherwise ordered by the Commission), Source Gas Distribution and Rocky Mountain each will submit audited 2007 financial statements setting forth Colorado-specific financial information as more particularly described in the Rules Regulating Natural Gas Utilities and Pipeline Operators, 4 CCR 723 Part 4.  Thereafter, each will continue to maintain audited Colorado-specific financial statements as required by Commission rules, orders, and applicable laws.
130. As a condition of granting authority for the Asset Sale, Source Gas Distribution will include with its audited 2007 financials a statement from its auditors to the effect that the books and records of Source Gas Distribution, as they exist on the date of closing of the Asset Sale, fully and fairly reflect the transfer of assets from Kinder Morgan to Source Gas Distribution as contemplated under the terms of the Purchase and Sale Agreement included as Appendix 2 to the Application.
131. As a condition of granting authority for the Asset Sale, and not later than July 1, 2007, Source Gas Distribution and Rocky Mountain shall provide OCC and Staff with an informational report which sets out the Calendar Year 2006 costs of service incurred by SGD and Rocky Mountain when they were owned/operated by Kinder Morgan.
132. As a condition of granting authority for the Asset Sale, on or before June 30, 2007, Rocky Mountain will make a filing with the Commission for the purpose of addressing access to transportation capacity on the Rocky Mountain system.
133. As a condition of granting authority for the Asset Sale, and not more than 14 days following the date on which the stipulation in the Buy-Out Docket is no longer in effect pursuant to the provisions of ¶¶ 22 and 76 of that stipulation, Source Gas Distribution must make a filing in this docket to inform the Commission and the Parties of the date on which the stipulation in the Buy-Out Docket is no longer in effect pursuant to the provisions of ¶¶ 22 and 76 of that stipulation.
134. As a condition of granting authority for the Asset Sale, the President of the Colorado Utilities must come before the Commission at least annually in each of the first two calendar years following the sale of assets, to discuss (a) corporate presence, status, plans, and commitments and (b) customer service issues.  In addition, senior executives of the Colorado Utilities must arrange to meet at least annually in each of the first two calendar years following the sale of assets, with the Commission's Staff and the OCC to discuss regulatory and customer service issues, including the issues discussed at the meetings between the President of the Colorado Utilities and the Commission.
135. As a condition of granting authority for the Asset Sale, each of the Colorado Utilities must make an informational compliance filing in which it reports to the Commission its transaction costs associated with the Asset Sale.  Each of the Colorado Utilities must make this compliance filing in conjunction with its first annual report to the Commission.
136. As a condition of granting authority for the Asset Sale, Source Gas LLC must make an informational compliance filing which informs the Commission of the credit rating which Source Gas LLC obtains initially from each credit rating agency.  Source Gas LLC must make this filing within 30 days of the date on which it receives each initial credit rating.
137. The requested waiver of Rule 4 CCR 723-4-4104(b)(II) should be, and will be, granted.
138. The Motion for Waiver of Commission Rule 4002(b)(IX) Related to Applicants' Financial Information should be, and will be, granted.
139. The financial information and filings submitted as appendices to the Application should be, and will be, accepted in lieu of the Colorado-specific financial data required by Rule 4 CCR 723-4-4002(b)(IX).
II. ORDER

A. The Commission Orders That:

1. The Stipulation and Agreement in Resolution of Proceeding (Stipulation) is clarified consistent with the discussion above.
2. The Unopposed Motion for an Order Approving Stipulation and Agreement in Resolution of Proceeding is granted.
3. The Stipulation and Agreement in Resolution of Proceeding (Stipulation) is accepted, consistent with the clarifications and discussion above.
4. The Stipulation, a copy of which is attached to this Decision as Appendix A, is incorporated by reference into this Decision as if fully set forth.
5. The Verified Joint Application (Application) filed on September 29, 2006 is denied as moot insofar as it seeks authorization to transfer regulatory assets from Kinder Morgan, Inc. to its subsidiary Source Gas Distribution LLC.
6. The Application, as supplemented on January 23, 2007 and as modified and conditioned by the Stipulation (as clarified), is granted insofar as it seeks authorization to sell Source Gas Distribution LLC, Rocky Mountain Natural Gas Company, and K N Wattenberg Transmission LLC, and related assets used to provide regulated services in Colorado, to Source Gas LLC, pursuant to the Purchase and Sale Agreement dated August 14, 2006, which is Appendix 2 to the Application (the Asset Sale).
7. Kinder Morgan, Inc. and its subsidiaries are authorized to sell all its interest in, and all assets of, Source Gas Distribution LLC (Source Gas Distribution) to Source Gas LLC.
8. Source Gas LLC is authorized to purchase Source Gas Distribution, and all assets of Source Gas Distribution, from Kinder Morgan, Inc. and its subsidiaries.

9. Source Gas LLC is authorized to acquire 100% of Kinder Morgan, Inc.'s and its subsidiaries’ ownership interest in Source Gas Distribution.
10. Upon completion of the sale to Source Gas LLC,  Source Gas Distribution’s rights and obligations under Certificates of Public Convenience and Necessity pertaining to Source Gas Distribution shall continue to exist through its transfer to Source Gas LLC.
11. Kinder Morgan, Inc. and its subsidiaries, are authorized to sell all its interest in, and all assets of, Rocky Mountain Natural Gas Company (Rocky Mountain) to Source Gas LLC.
12. Source Gas LLC is authorized to purchase Rocky Mountain, and all assets of Rocky Mountain, from Kinder Morgan, Inc. and its subsidiaries.

13. Source Gas LLC is authorized to acquire 100% of Kinder Morgan, Inc.'s and its subsidiaries’ ownership interest in Rocky Mountain, which will be converted from a Colorado corporation to a Colorado limited liability company.
14. Upon completion of the sale to Source Gas LLC,  Rocky Mountain's rights and obligations under Certificates of Public Convenience and Necessity pertaining to Rocky Mountain shall continue to exist through its transfer to Source Gas LLC and shall terminate vis-à-vis Kinder Morgan, Inc., as of that date.
15. Kinder Morgan, Inc. and its subsidiaries are authorized to sell all its interest in, and all assets of, KN Wattenberg Transmission LLC (KN Wattenberg) to Source Gas LLC.
16. Source Gas LLC is authorized to purchase K N Wattenberg, and all assets of KN Wattenberg, from Kinder Morgan, Inc. and its subsidiaries.
17. Source Gas LLC is authorized to acquire 100% of Kinder Morgan, Inc.'s ownership interest in KN Wattenberg.
18. Upon completion of the sale to Source Gas LLC, KN Wattenberg’s rights and obligations under Certificates of Public Convenience and Necessity pertaining to KN Wattenberg shall continue to exist through its transfer to Source Gas LLC and shall terminate vis-à-vis Kinder Morgan, Inc., as of that date.
19. As a condition of the authority granted in this Decision, and prior to the transfer of assets to it, Source Gas Distribution shall file with the Commission a Certificate of Good Standing issued by the Colorado Secretary of State to demonstrate that Source Gas Distribution is authorized to conduct business in, and is in good standing in, Colorado.  No transfer of assets with respect to Source Gas Distribution shall be effective until the Certificate of Good Standing is filed with the Commission.
20. As a condition of the authority granted in this Decision, on or before December 31, 2007, but in no event later than 120 days after closing of the Asset Sale, Source Gas Distribution, Rocky Mountain, and KN Wattenberg each shall make an informational compliance filing in this docket.  Each filing shall use Federal Energy Regulatory Commission Uniform System of Accounts (USOA) accounts and shall set out the Colorado-specific accounting entries reflecting the Asset Sale.  This compliance filing shall report any specific accounting entries made in order to effectuate the Asset Sale.
21. As a condition of the authority granted in this Decision, on or before December 31, 2008, but in no event later than the later of the first anniversary of the close of the Asset Sale or March 31, 2008 (or unless otherwise ordered by the Commission), Source Gas Distribution and Rocky Mountain each shall submit audited 2007 financial statements setting forth Colorado-specific financial information as more particularly described in the Rules Regulating Natural Gas Utilities and Pipeline Operators, 4 CCR 723 Part 4.  Thereafter, each shall continue to maintain audited Colorado-specific financial statements as required by Commission rules, orders, and applicable laws.
22. As a condition of the authority granted in this Decision, Source Gas Distribution shall include with its audited 2007 financials a statement from its auditors to the effect that the books and records of Source Gas Distribution, as they exist on the date of closing of the Asset Sale, fully and fairly reflect the transfer of assets from Kinder Morgan to Source Gas Distribution as contemplated under the terms of the Purchase and Sale Agreement included as Appendix 2 to the Application.
23. As a condition of the authority granted in this Decision, and not later than July 1, 2007, Source Gas Distribution and Rocky Mountain shall provide to the Office of Consumer Counsel (OCC) and Staff of the Commission (Staff) an informational report which sets out the Calendar Year 2006 costs of service incurred by Source Gas Distribution and Rocky Mountain when they were owned/operated by Kinder Morgan.
24. As a condition of the authority granted in this Decision, on or before June 30, 2007, Rocky Mountain shall make a filing with the Commission for the purpose of addressing access to transportation capacity on the Rocky Mountain system.
25. As a condition of the authority granted in this Decision, on or before December 31, 2007, but in no event later than 14 days following the date on which the stipulation in Docket No. 06A-538G is no longer in effect pursuant to the provisions of ¶¶ 22 and 76 of that stipulation, Source Gas Distribution shall make a filing in this docket to inform the Commission and the Parties of the date on which the stipulation in Docket No. 06A-538G is no longer in effect pursuant to the provisions of ¶¶ 22 and 76 of that stipulation.
26. As a condition of the authority granted in this Decision, the President of the Colorado Utilities shall come before the Commission at least annually in each of the first two calendar years following the sale of assets, to discuss (a) corporate presence, status, plans, and commitments and (b) customer service issues.  In addition, senior executives of the Colorado Utilities shall arrange to meet at least annually in each of the first two calendar years following the sale of assets, with the Commission's Staff and the OCC to discuss regulatory and customer service issues, including the issues discussed at the meetings between the President of the Colorado Utilities and the Commission.
27. As a condition of the authority granted in this Decision, on or before December 31, 2009, but in no event later than its first annual report filed with the Commission, Source Gas Distribution shall make an informational compliance filing in which it reports to the Commission its transaction costs associated with the Asset Sale.
28. As a condition of the authority granted in this Decision, on or before December 31, 2009, but in no event later than its first annual report filed with the Commission, Rocky Mountain shall make an informational compliance filing in which it reports to the Commission its transaction costs associated with the Asset Sale.
29. As a condition of the authority granted in this Decision, on or before December 31, 2009, but in no event later than its first annual report filed with the Commission, KN Wattenberg shall make an informational compliance filing in which it reports to the Commission its transaction costs associated with the Asset Sale.
30. As a condition of the authority granted in this Decision, on or before December 31, 2007, but in no event later than 30 days following its receipt of a credit rating, Source Gas LLC shall make an informational compliance filing which informs the Commission of the credit rating which Source Gas LLC obtains initially from each credit rating agency.
31. The requested waiver of Rule 4 Code of Colorado Regulations (CCR) 723-4-4104(b)(II) is granted.
32. The Motion for Waiver of Commission Rule 4002(b)(IX) Related to Applicants' Financial Information is granted.
33. The financial information and filings submitted as appendices to the Application are accepted in lieu of the Colorado-specific financial data required by Rule 4 CCR 723-4-4002(b)(IX).
34. The Joint Applicants shall comply with all terms of the Stipulation, as clarified.
35. The Joint Applicants shall comply with all terms and conditions of this Decision.
36. The Joint Applicants shall comply with the terms of the Compliance Appendix to this Decision.
37. This Order is effective upon its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ DELIBERATIONS MEETING
March 26, 2007.

	(S E A L)

[image: image1.png]



ATTEST: A TRUE COPY


[image: image2.wmf] 

 

 


Doug Dean, 
Director
	THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO


RON BINZ
________________________________


POLLY PAGE
________________________________


CARL MILLER
________________________________

Commissioners




G:\Commission draft orders\06A-533G_032607.doc:MSC






�  This Decision refers to Kinder Morgan, Inc. (KMI or Kinder Morgan), Rocky Mountain Natural Gas Company (Rocky Mountain), KN Wattenberg Transmission LLC (KN Wattenberg), Kinder Morgan Retail Utility Holdco, LLC (KMRUH), and Source Gas Distribution LLC (Source Gas Distribution), collectively, as the KMI Utility Businesses.  


�  This Decision refers to Source Gas Holdings LLC, Source Gas LLC, Source Gas Merger Co., and Source Gas, Inc., collectively, as the Source Gas Businesses.  


�  The Application and its appendices are Hearing Exhibit No. 4.  On January 23, 2007, Joint Applicants filed a Verified Supplement to the Application, which is Hearing Exhibit No. 3.  Unless the context indicates otherwise, reference in this Decision to the Application is to the Application as supplemented.  


�  Cabot's counsel was granted permission to appear pro hac vice by Decision No. R06-1334-I.  


�  This Decision refers to A M Gas, Cabot, CHLA, OCC, Public Service, Seminole Energy, and Staff, collectively, as the Intervenors.  This Decision refers to the Joint Applicants and the Intervenors, collectively, as the Parties.  


�  By Decision No. C07-0169, we accepted the stipulation filed in the Buy-Out Docket and granted the application in that docket as modified by the stipulation and subject to conditions.  The interaction between the stipulation accepted in the Buy-Out Docket and the Stipulation in this proceeding is discussed infra.  


�  Joint Applicants made this request in the Application at 9, 10, and 21.  The Application also seeks a waiver of Rule 4 CCR 723-4-4104(b)(II), which is discussed below.  


By their List of Requested Rule Waivers filed on December 1, 2006, Joint Applicants state that waiver of Rule 4 CCR 7323-4-4002(b)(IX) and waiver of Rule 4 CCR 723-4-4104(b)(II) are the only waivers which they seek.  This statement sets the parameters of the relief requested in the Application at ¶ (5) on 21.  


�  The Stipulation and its three attachments are Hearing Exhibit No. 1 and are attached to this Decision as Appendix A.  


�  If the Application is granted, Source Gas Holdings will be the indirect parent corporation of Source Gas Distribution, KN Wattenberg, and Rocky Mountain.  Hearing Exhibit No. 1 (Stipulation) at Attachment A. 


�  A transcript of that hearing has been filed in this docket.  


�  Cabot is a signatory to the Stipulation and, thus, has no objection to approval of the Stipulation.  


�  Public Service, although not a signatory, has no objection to approval of the Stipulation.  Stipulation at 2 & n.2.  


�  Mr. Breland is Vice President of Regulatory Affairs for Kinder Morgan.  His oral testimony is found in the transcript (tr.) at 10-109.  With respect to the Stipulation, Mr. Breland was the principal negotiator on behalf of the Joint Applicants.  


�  Mr. Shepherd is a Managing Director of General Electric Energy Financial Services (GEEFS).  He adopted the written testimony of Mr. James F. Burgoyne (Hearing Exhibit No. 2), and his oral testimony is found in tr. at 109-40.  


�  Mr. Watson is President of Kinder Morgan's retail business and is President of Source Gas Distribution LLC.  His written testimony is Hearing Exhibit No. 5, and his oral testimony is found in tr. at 141-62.  


�  With the exception of the OCC and Staff, no Intervenor offered to present a witness in support of the Stipulation.  


�  "A judicial admission is a formal, deliberate declaration which a party or his attorney makes in a judicial proceeding for the purpose of dispensing with proof of formal matters or of facts about which there is no real dispute.  …  Judicial admissions are conclusive on the party making them, … and generally continue to have effect for a subsequent part of the same proceeding.  …  Such admissions need not be written when made in court, nor must they be made by a party as his counsel is impliedly authorized to make them."  Kempter v. Kurd, 713 P.2d 1274, 1279 (Colo. 1986) (citations omitted).  


�  See note 17, supra.  


�  At the conclusion of the hearing, the Joint Applicants offered to provide a draft initial Commission decision to assist the Commission.  They provided that draft in late February, 2007.  





�  The Commission's determinations that it has jurisdiction over KN Wattenberg and that KN Wattenberg is a public utility are, at present, under judicial review in a proceeding pending before the Colorado Supreme Court.  


�  On March 5, 2007, pursuant to Decision C07-0169, SGD filed its certificate of good standing.  


�  Among those conditions is the requirement that Source Gas Distribution adopt Kinder Morgan's tariffs.  


�  This Decision refers to Rocky Mountain, Source Gas Distribution, and KN Wattenberg, collectively, as the Colorado Utilities.  


�  The Internal Transfer was also the subject of the Buy-Out Docket.  We approved this transfer in Decision No. C07-0169.  


�  Section 13-25-127(1), C.R.S., and Rule 4 CCR 723-1-1500 establish the burden of proof for a party which asks the Commission to adopt its advocated position.  Decision No. C06-0786 at ¶ 40 & n.23.  


�  GEEFS has existed for approximately 30 years and has an investment portfolio of approximately $13 billion.  


�  GEEFS's investment strategy involves investing GE's money in very stable, very reliable cash-flowing enterprises in the energy arena.  


�  GEEFS found the following aspects of KMI's distribution businesses to be attractive:  their high quality management team, their being well-run and stable, their being relatively environmentally clean, their stable regulatory and jurisdiction environment, and their potential for growth.  


�  Appendix 2 to the Application is the Purchase and Sale Agreement between Kinder Morgan, Inc., and Aircraft Services Corporation.  Aircraft Services Corporation is an indirect subsidiary of GE and is the funding vehicle through which investments are made.  Aircraft Services Corporation has assigned its rights under the Purchase and Sale Agreement to Source Gas LLC.


�  The boards of directors will report to the board of directors of Source Gas LLC.  


�  Alinda Infrastructure Fund I, L.P., and affiliates, invest in essential or critical infrastructure assets, many of them in the energy area, using funds raised from large institutions such as pension funds or insurance companies.  


�  Public Service does not object to the Commission's accepting the Stipulation.





�  In addition, while not technically principles to be applied in the next rate case, § II.I (preparation of baseline information) and § II.J (cost assignment and allocation manual) will likely prove useful in the rate case.


�  As used in the Stipulation, debt includes both long-term debt and short-term debt and excludes payables.


�  The Commission may authorize other treatment.  This would occur in a different proceeding.  


�  Section § II.D.a is the commitment to inform the Commission if SGD, Rocky Mountain, or KNW intends to transfer more that 90 percent of its earnings to Source Gas LLC over a six-month period.  The earnings referenced there is a net, current year number.  





�  Transaction costs, which are addressed in the Stipulation, must be distinguished from transition costs, which are not addressed in the Stipulation.  Transition costs are those which are incurred for implementation of the Asset Sale (i.e., moving the Colorado Utilities from Kinder Morgan into the stand-alone Source Gas structure).  Transition costs include, for example, the costs associated with adding new employees who are necessary to provide functions (e.g., legal, administrative services, information technology) previously provided by Kinder Morgan and the cost of the transition services agreement between KMI and Source Gas Distribution.  Joint Applicants' witness Watson acknowledged that the Colorado Utilities have no guarantee that transition costs will be recovered in rates.  He testified that, to be recoverable, these costs must be incurred in the test period; must be prudently incurred; and must be reasonable.  He also testified that it will be the burden of the Colorado Utilities to establish that any transition costs should be included in rates.  


�  KN Wattenberg is omitted from this requirement due to the pending judicial review of the Commission decision concerning Commission jurisdiction over KNW.  The Source Gas Businesses intend this provision to apply to KNW if and when the Commission's jurisdiction is affirmed.  Because the current plan is to have KNW operate informally and basically as part of SGD (see, e.g., tr. at 75:23-78:7), Source Gas Distribution considers providing the baseline data for KN Wattenberg to be part of SGD's obligation under this section.  The Source Gas Businesses acknowledge that Commission authorization is needed for SGD and KNW to be merged; they do not seek that authorization in this proceeding.  


�  These costs will include, but not be limited to:  utility plant, employee costs, costs related to corporate cost allocation for retail utility operations, and allocations of corporation cost to the Colorado-specific jurisdictional entities.  Corporate cost allocation to the jurisdictional operations include, but are not limited to, the following functions:  Human Resources, Transmission Operations, Information Technology, Financial Management and Services, Procurement/Administration, Legal, and Regulatory.  


�  KN Wattenberg is omitted from this requirement due to the pending judicial review of the Commission decision concerning Commission jurisdiction over KNW.  The Source Gas Businesses intend this provision to apply to KNW if and when the Commission's jurisdiction is affirmed.  See note 38, supra.  


�  Section 40-6-112(1), C.R.S., permits the Commission to alter or to amend a decision provided there is notice to the affected public utility and an opportunity for hearing.  


�  Rocky Mountain believes that there is sufficient time between the filing date and the beginning of the hearing season for a decision to be made and implemented.





�  For the reasons discussed above in notes 38 and 40, K N Wattenberg is omitted from this requirement.  The Source Gas Businesses intend KN Wattenberg to meet this commitment if and when the Commission's jurisdiction is affirmed.  
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