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I. statement  

1. On July 5, 2006, Colorado Natural Gas, Inc. (CNG), filed Advice Letter No. 32-Gas.  Tariff sheets accompanied that Advice Letter.  The Commission suspended the proposed tariffs for investigation and hearing.  Decision No. C06-0841.  

2. On August 9, 2006, CNG filed Amended Advice Letter No. 32-Gas.  By Decision No. C06-0996, the Commission extended the suspension period.  By Decision No. C07-0011, the Commission further extended the suspension period until April 9, 2007.  

3. By Decision No. C06-0841, the Commission established an intervention period.  

4. The Staff of the Commission (Staff) timely intervened of right and contested the proposed tariffs.  
5. The Colorado Office of Consumer Counsel (OCC) timely intervened of right and contested the proposed tariffs.  
6. The Parties in this matter are CNG, Staff, and OCC.  

7. By Decision No. R06-1050-I, the Administrative Law Judge (ALJ) established a procedural schedule and scheduled hearing dates.  

8. The hearing commenced as scheduled on December 13, 2006; continued on December 14, 15, and 20, 2006; but was not concluded.
  During the December hearings, the ALJ heard the testimony of CNG witnesses Timothy R. Johnston,
 Robert M. Garretson,
 James M. Anderson,
 Bob Manning,
 and Kent D. Taylor.
  
9. By Decision No. R06-1497-I, the ALJ scheduled additional hearings for January 8 and 12, 2007.  On motion of the Parties, these hearing dates were vacated to permit the Parties to pursue settlement.  An all-party, all-issue settlement was reached.  At the request of the Parties, a hearing on the settlement was scheduled for January 16, 2007.  
10. The hearing reconvened as scheduled.  All Parties were present and participated.  By agreement of the Parties, the following testimony was admitted:  the testimony of CNG witness David N. Moody;
 the testimony of OCC witnesses Cory Skluzak,
 PB Schechter,
 and Robert L. Trokey;
 and the testimony of Staff witnesses Bridget A. McGee-Stiles,
 Mary Ellen Friedman,
 and Billy Kwan.
  
11. The Stipulation and Agreement in Resolution of Proceeding (Stipulation)
 was admitted.  The ALJ heard testimony in support of the Stipulation from Messrs. Johnston and Taylor on behalf of CNG, from Mr. Skluzak on behalf of OCC, and from Mr. Kwan on behalf of Staff.  
12. During the course of the hearing, Hearing Exhibits No. 1 through No. 38 were marked and offered.  Hearing Exhibits No. 1 through No. 23, No. 25 through No. 31, No. 33, and No. 35 through No. 38 were admitted.  

13. At the conclusion of the hearing, the evidentiary record was closed.  The ALJ took the matter under advisement.  

14. On February 21, 2007, CNG filed an Unopposed Motion to Substitute Attachment C to the Stipulation and Agreement in Resolution of Proceeding (Motion).
  Attachment C contains the tariff sheets which the Parties proffer in lieu of the proposed tariff sheets submitted with Advice Letter No. 32, as amended.  The substitute for Attachment C was filed to correct errors found after the Stipulation was submitted.  The Motion states good cause.  As it is unopposed, granting this Motion will not prejudice any Party.  The Motion will be granted, and Attachment C to the Stipulation will be substituted.  Unless the context indicates otherwise, reference in this Decision to Attachment C to the Stipulation is to the version filed on February 21, 2007.  
II. findings and discussion  
15. Colorado Natural Gas is a corporation in good standing and is a wholly-owned subsidiary of CNG Holdings, Inc.  CNG is a public utility which, as pertinent here, owns and operates facilities used in the provision of regulated natural gas service to its customers in Colorado.  CNG's certificated service territory is shown on Hearing Exhibit No. 27.  
16. 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 with that representation, the specific interests of residential consumers, agricultural consumers, and small business consumers.  

17. Intervenor Staff is litigation Staff of the Commission as identified in the Notice of Intervention and in the First Amended Notice filed in this proceeding.  

18. This proceeding is a combination Phase I and Phase II rate case which addresses only base rates.
  CNG seeks determination of a revenue requirement (Phase I) and seeks new rates based on that revenue requirement (Phase II).  In addition, CNG seeks to consolidate its Bailey, Conifer, and Cripple Creek service areas into one service area for the purpose of determining base rates (rate area consolidation).  
19. Both OCC and Staff initially opposed CNG's proposed revenue requirement and rate increases, and each offered a revenue requirement and a rate design of its own.  In addition, both OCC and Staff initially opposed CNG's proposed rate area consolidation.  
20. As discussed below, the Parties have settled their differences and now ask the Commission to approve the Stipulation and to grant CNG relief consistent with the Stipulation.  

A. Burden of Proof.  

21. The Parties have the burden of proving by a preponderance of the evidence that the Stipulation is just and reasonable.
  In reviewing the terms of the Stipulation (Hearing Exhibit No. 37), the ALJ applied the Commission's direction and policy with respect to review of settlement agreements as found in, e.g., Decision No. C06-0259.  

22. Section 40-3-101, C.R.S., contains the standard against which the Commission judges proposed rates and charges:  All rates and charges must be "just and reasonable."  In addition, the Colorado Supreme Court lists these factors:  

Those charged with the responsibility of prescribing rates have to consider the interests of both the investors and the consumers.  Sound judgment in the balancing of their respective interests is the means by which a decision is reached rather than by the use of a mathematical or legal formula.  After all, the final test is whether the rate is "just and reasonable."  And, of course, this test includes the constitutional question of whether the rate order "has passed beyond the lowest limit of the permitted zone of reasonableness into the forbidden reaches of confiscation."  

Public Utilities Commission v. Northwest Water Corporation, 168 Colo. 154, 173, 451 P.2d 266, 276 (Colo. 1969) (Northwest Water) (citations omitted).  Further, the Commission must consider whether the rates and charges, taken together, are likely to generate sufficient revenue to ensure a financially viable public utility, which is in both the ratepayers' interest and the investors' interest.  Finally, the Commission must consider the ratepayers' interest in avoiding or minimizing rate shock because the monopoly which a utility enjoys cannot be exerted, to the public detriment, to impose oppressive rates.  Northwest Water, 168 Colo. at 181, 451 P.2d at 279.  The Commission balances these factors and considerations when reviewing proposed rates and charges.  

23. CNG bears the burden of proving by a preponderance of the evidence that the proposed rates meet this standard.  CNG also bears the burden of proving by a preponderance of the evidence that the proposed rate area consolidation is just, is reasonable, is non-discriminatory, and should be approved by the Commission.  

B. Stipulation.
24. The Stipulation (Hearing Exhibit No. 37) consists of the primary document and four attachments.
  In the Stipulation, the Parties have reached agreement on the issues raised in this proceeding:  CNG's revenue requirement, CNG's rate design, and rate area consolidation.  As is usually the case in a settlement, nothing in the Stipulation "constitute[s] a settled practice or otherwise ha[s] precedent-setting value in any future proceedings."  Stipulation at 18-19.  
1. Revenue requirement.  

25. Section II.A of the Stipulation at 5-12 addresses the revenue requirement.  
26. The settled revenue requirement is $6,590,362 using a 12-month test period ending March 31, 2006 and based on the resolution of issues raised by OCC and by Staff.
  The settled revenue requirement is 18.87% below CNG's originally filed case and is above the revenue requirement advocated by OCC and that advocated by Staff.  With respect to the revenue requirement, "to the extent an issue is not specifically addressed in [the] Stipulation or detailed in the supporting revenue requirement study in Stipulation Attachment A, the Parties agree to implementation of [CNG's] proposal as to that issue, as reflected in [CNG's] rate case as originally filed on July 5, 2006."
  Stipulation at 6.  
27. In CNG's last rate case, the Commission accepted a settlement which contained a 12% rate of return on equity (ROE).  The Parties agree that a 12% ROE should apply in this case as well.  
28. For determination of the weighted average cost of capital, the Parties used CNG's actual cost of debt of 6.77%, which was calculated as of June 29, 2006.  

29. The Parties used a pro forma capital structure consisting of 60% debt and 40% equity.  Although this does not reflect CNG's actual capital structure as of March 31, 2006, the Parties chose the pro forma capital structure for two reasons.  First, CNG Holdings, Inc. (CNG's parent company), is in negotiations with a potential equity investor.  If those negotiations are successful, CNG's actual capital structure will move close to a 60% debt to 40% equity ratio.  Second, the Parties continue to support the following statement from § II (3) of the stipulation accepted by the Commission in Docket No. 05S-412G (CNG's last rate case):  "the Parties believe as a general principle that a reasonable debt to equity ratio for CNG to utilize as a target is a 60% debt to 40% equity ratio at the time of its next rate case filing."
  
30. Using the 12% ROE, the 6.77% cost of debt, and the pro forma capital structure yields an authorized return on rate base (ROR) of 8.86%.  
31. There are important ratepayer/customer protections found in the Stipulation at 8 & n.10:  CNG agrees "the Colorado customers will not bear any increased capital costs or operating expenses as a result of the activities of CNG Holdings, Inc."  CNG specifically agrees to a continuation of, and to be bound by, ¶¶ 13-16 of the Stipulation and Agreement accepted by the Commission in Decision No. R05-1109.  Those provisions are:  
[13.]
CNG agrees that Colorado customers shall not bear any increased capital costs or operating expenses as a result of CNG Holdings, Inc.'s activities.  CNG agrees that it shall bear the burden of proof on this issue, should it become an issue.  

[14.]
In order that Colorado customers may be insulated from the activities of CNG Holdings, Inc., CNG agrees that is [sic] shall be owned and operated as a separate subsidiary of CNG Holdings, Inc.  In addition, CNG Holdings, Inc. and CNG shall not, without Commission approval, directly or indirectly allow any debt of CNG Holdings, Inc., or any of its affiliate or subsidiary companies, to be recourse to CNG nor pledge CNG equity as collateral or securities for the debt of CNG Holdings, Inc., or any of its affiliate or subsidiary companies.  CNG further agrees that itshall [sic] not, directly or indirectly, enter into any "make-well" agreements, or guarantee the notes, debentures, debt obligations or other securities of CNG Holdings, Inc., or any of its affiliate or subsidiary companies, without having obtained in advance any required Commission approval.  Likewise, CNG shall not adopt, indemnify, guarantee or assume responsibility for payment of[,] either directly or indirectly, any of the current or future liabilities of CNG Holdings, Inc., or any of its affiliate or subsidiary companies, without having obtained in advance any required Commission approval.  

[15.]
CNG further agrees that CNG Holdings and CNG shall not, directly or indirectly, give, transfer, invest, contribute or loan to CNG Holdings, Inc., or any of its affiliate or subsidiary companies, any equities or cash without having obtained in advance any required Commission approval.  CNG Holdings and CNG shall not transfer to CNG Holdings, Inc., or any of its affiliate or subsidiary companies, directly or indirectly, assets necessary and useful in providing service to CNG's Colorado customers without having obtained in advance any required Commission approval.  

[16.]
CNG Holdings shall not, either directly or indirectly through an affiliate or subsidiary, expand its activities with respect to the operation of an energy marketing and trading business without approval from the Commission.  These requirements shall apply until the Commission determines that the requirements are no longer needed.  

Decision No. R05-1109, entered in Docket No. 05A-225G, at Appendix A at 5-6.  
32. The settled rate base used to determine CNG's revenue requirement is $33,829,135 and is calculated using a simple average method:  adding the rate base at the beginning of the test period (i.e., April 1, 2005) to the rate base at the end of the test period (i.e., March 31, 2006) and then dividing the sum by two.  This is a departure from the Commission's usual method of determining average rate base but is appropriate on the unique facts of this case due to the substantial amount of Construction Work in Progress (CWIP) which was moved into Utility Plant In Service (UPIS) during the later portion of the test period.  Using the Commission's usual average rate base method likely would under-report UPIS and, thus, produce rates which would under-recover on rate base going forward.  The settled simple average method for calculation of rate base avoids this potential difficulty.  
33. The Parties derived the settled weather-normalized sales volumes of 698,379 Dt from the actual test period volumes.  The Parties settled on an average customer count of 6,536 sales customers; this was based on a weighted average through the year, as proposed by the OCC.  See Stipulation at Attachment A; see also Hearing Exhibit No. 38.  
34. CNG agreed to certain OCC-proposed adjustments and to certain Staff-proposed adjustments.  These are discussed in the Stipulation at 10-11 and, in total and based on the agreed-upon treatment, reduce CNG's revenue requirement by approximately $253,198.  The Parties agreed to treat customer deposits in accordance with the OCC's method, as shown in Attachment A to the Stipulation at Schedule 3.  
35. The amount of, and the treatment of, rate case expenses are discussed in the Stipulation at 11.  

36. Concerning the treatment of meals and training costs incurred in conjunction with construction projects undertaken during the test period, the Parties agreed that, in this case, there will be no disallowance of these costs.  On a going forward basis, however, CNG will discontinue the capitalization of meals and training costs in rate base where those costs are incurred in conjunction with construction projects undertaken by CNG.  Stipulation at 12.  
37. The record supports this aspect of the Stipulation.  

2. Rates and charges.
38. Section II.A of the Stipulation at 12-13 addresses the Monthly Service and Facilities Charges (i.e., fixed charges), which are part of CNG's rate design.  These charges are assessed each month, regardless of natural gas usage, and apply across all service areas.  The settled Monthly Service and Facilities Charge for residential customers is $12.50, which is an increase over the existing charge of $10.  The settled Monthly Service and Facilities Charge for commercial customers is $25, which is an increase over the existing charge of $20.  
39. The Distribution Charges (i.e., variable charges) to which the Parties agreed assume the consolidation of the existing three rate areas (or Divisions) into two rate areas for ratemaking purposes.
  The settled Distribution Charge, which will be multiplied by natural gas usage as part of the calculation of a ratepayer's monthly bill, is $0.7872 per therm in the Bailey Division and is $0.7325 for the Cripple Creek Division.
  These charges apply to both the residential and the commercial classes in each Division.  
40. The record establishes that the settled Monthly Service and Facilities Charges combined with settled Distribution Charges are cost-based.  

41. Transportation rates for non-discounted transportation customers (i.e., those transportation customers who take service pursuant to tariff and not pursuant to an individual, discounted contract) are the same as the distribution rates for commercial customers.  At this time, CNG has no non-discounted transportation customers.  

42. As discussed above, the Distribution Charge in each Division is the same for residential customers and for commercial customers.  It may be, however, that the costs to serve these two customer classes differ and that, assuming they exist, the differences ought to be reflected in the rate structure.  To date, however, CNG has not performed a load research study to investigate this question.  To remedy this, CNG "agrees to prepare a load research study to enable the execution of a more proper cost allocation and rate design between customer classes reflective of their uses of the system."  Stipulation at 17.  The particulars and the timing of the load research study are discussed below.  
43. Having determined that the rates are cost-based, the next issue to consider is the impact which the stipulated rates will have on CNG's ratepayers (i.e., the question of rate shock).
  
44. The Commission addresses the issue of rate shock on a case-by-case basis.  Based on the ALJ's research, the Commission has not established a "bright line" which differentiates a rate increase which constitutes rate shock from one which does not.  Each case turns on its facts.
45. In this case, the average bill impact of the settled rates, while large, does not rise to the level of rate shock.  First, the Parties have taken steps to mitigate possible rate shock by settling at less than CNG's filed case and by agreeing to the filing of a rate case no later than June 30, 2009.
  Second, further mitigation (e.g., implementing the Distribution Charge increases over time), in all likelihood, would prove to be counter-productive:  it may harm CNG's ability to provide service because CNG, historically, has grossly under-earned and, as a result, needs the revenue to maintain service levels.  Third, the OCC is charged by statute to consider and to protect ratepayers' interests; and Staff considers and balances ratepayers' interests as one aspect of its charge.  OCC's and Staff's agreement to the settled rates is an indication that either there is no rate shock or, to the extent it may exist, rate shock has been mitigated.  Fourth, while the Distribution Charge increases, stated as a percentage, constitute the lion's share of the rate increases, a customer is in a position to lessen (that is, mitigate as to her) the effects of the Distribution Charge increase by reducing consumption.  Fifth and finally, the area which will experience the largest increase in Distribution Charges is the Conifer Division (which will be consolidated into the Bailey Division).  This area has not had a rate increase since CNG began service there in November 2004; the area was not affected by the rate increases which resulted from CNG's 2005 rate case.  With the Distribution Charge increases, Conifer ratepayers will pay their fair share of the cost of service.  The evidence establishes that the cost-based settled rates, although an increase over existing rates, do not result in rate shock to ratepayers.  
46. The settled rates are to be paid by all members of each customer class to which the rates apply.  In addition, as noted, the settled rates are cost-based.  The evidence establishes that no undue discrimination exists.  

47. The evidence and CNG's agreement to the Stipulation establish that the settled rates will generate sufficient revenue to ensure that CNG remains a financially viable entity.  The settled rates provide a solid basis upon which CNG can move forward to provide utility natural gas service to its customers.  

48. The evidence and CNG's agreement to the Stipulation establish that the settled rates fall within the zone of reasonableness.  Consequently, there is no confiscatory rate.  

49. The record supports this aspect of the Stipulation.  

3. Rate area consolidation.  

50. Rate area consolidation is discussed in the Stipulation at 15-17.  
51. At present, CNG has three Divisions:  Bailey, Conifer, and Cripple Creek.  The Bailey Division and the Conifer Division are located in Clear Creek, Gilpin, Jefferson, and Park Counties and take gas from a Xcel Energy upstream pipeline through a common transportation agreement.  The Cripple Creek Division is located entirely in Teller County, a significant distance to the south of the Bailey Division and the Conifer Division, and takes natural gas from a Peoples Natural Gas upstream pipeline.  The natural gas supply for all three Divisions comes from Colorado Interstate Gas.  
52. The Bailey Division and the Conifer Division are treated as one service area for Gas Cost Adjustment (GCA) purposes.  The Cripple Creek Division is treated as one service area for GCA purposes.  This has been the case since the inception of CNG.  

53. The Parties have agreed that the Bailey Division and Conifer Division should be consolidated into one service area (i.e., the Bailey Division), principally because:  (a) CNG plans physically to connect these two service areas;
 (b) the rate disparity between residential customers in the two service areas is small; and (c) the potential exists for efficiencies and associated cost savings if these two areas are consolidated.  
54. The Parties have agreed that Cripple Creek should remain a separate Division as it will not be physically interconnected with the other two service areas.  

55. The record supports this aspect of the Stipulation.  

4. Other matters.
a. Rate case and studies.  

56. The rate case to be filed and the studies to be conducted in conjunction with that rate case filing are discussed in the Stipulation at 13-14.  

57. CNG agrees to file a Phase I (revenue requirement) and Phase II (cost allocation and rate design) rate case no later than June 30, 2009.  The rate case will have a 12-month test period ending either December 31, 2008 (a calendar year) or March 31, 2009 (CNG's fiscal year).  The agreement to file a rate case as set out in the Stipulation "supersedes the rate case filing requirements found in § II.(b) of the Stipulation and Agreement in Resolution of Proceeding entered into in Docket No. 05S-412G."
  Stipulation at 14.  
58. In the Stipulation, CNG has agreed to prepare a load research study
 and a depreciation study.  CNG will provide copies of these two studies to Staff and to OCC at least 60 days in advance of filing its 2009 rate case (that is, not later than the end of April, 2009).  The Parties have agreed that the reasonable costs incurred in preparing these studies
 will be recoverable expenses in the 2009 rate case.  At the hearing on the Stipulation, CNG witness Johnston testified that whether the final, actual costs were "reasonable" was an issue which could be raised in the 2009 rate case.  

59. The Parties have not agreed to the general approach for the load research study or to the method for the depreciation study, but they have agreed to meet to discuss these matters.  The lack of specificity is troubling because of the potential importance of these two studies in the next rate case.
  Accordingly, the ALJ will order that CNG make a compliance filing (in this docket) to inform the Commission when the Parties reach agreement on the general approach for the load research study and that CNG make a compliance filing (in this docket) to inform the Commission when the Parties reach agreement on the method for the depreciation study.  The compliance filing will be ordered to be made on or before December 31, 2007 but in no event later than 30 days after each agreement is reached.  
60. The record supports this aspect of the Stipulation.  

b. Treatment of 2001 accounting letter.  
61. This is discussed in the Stipulation at 14-15.  

62. CNG's original filing was based, in part, on its transferring main and distribution investment from Construction Work in Progress (CWIP) to Utility Plant in Service (UPIS) in accordance with the method outlined in two documents which were referred to in this proceeding as the 2001 accounting letter.
  As relevant here, the 2001 accounting letter permitted CNG to transfer the referenced investment from CWIP to UPIS  
in proportion to the number of customers taking service.  Thus, if 20% of the expected customers hook up each year for five years, then 20% of the investment will be added each year to plant in service.  The amount not yet transferred will remain in construction work in progress.  CNG proposes that 100% of the investment will be transferred to plant in service at the end of 5 years regardless of how much customer penetration has occurred by that point in time.  
Hearing Exhibit No. 2 at Exhibit TRJ-2 at letter dated November 2, 2001 at 2.  Staff agreed to the proposed accounting method, with the caveat that "an accounting letter does not bind the Commission in a future proceeding."  Id. at letter dated November 6, 2001 at 2.  Use of this method resulted in significant amounts of CWIP being transferred to UPIS in the last month of the test period ending March 31, 2006.  
63. CNG's use of this method and its reliance on the 2001 accounting letter came to light when CNG filed its rebuttal testimony.  As a result, the 2001 accounting letter and its impact on CNG's year-end rate base were the subjects of extensive cross-examination of CNG's witnesses by OCC and Staff and were contentious issues at hearing.  
64. In the Stipulation, CNG agrees to discontinue its reliance on the 2001 accounting letter on April 1, 2007 relative to new investment on a going-forward basis.  On that date, CNG will revert to the method prescribed in the Federal Energy Regulatory Commission's Uniform System of Accounts for transferring investment from CWIP to UPIS.  Notwithstanding this change in accounting method, CNG will not be required to restate its books and records as a result of the change.  
65. The impacts of the 2001 accounting letter have already been felt because virtually all of the CWIP affected by the 2001 accounting letter
 has been moved to UPIS.  In addition, if CNG's next rate case is filed in 2009, then the effects of the 2001 accounting letter should be zero because the remaining service lines subject to the 2001 accounting letter should be in UPIS before the beginning of the test period to be used for the 2009 rate case.  

66. The record supports this aspect of the Stipulation.  

c. Construction allowance update.  
67. This is discussed in the Stipulation at 17.  
68. CNG agrees to file an advice letter to revise its construction allowance available to new customers.  This advice letter filing will be made within 120 days of the effective date of the settled rates.  
69. The record supports this aspect of the Stipulation.  

5. General findings regarding Stipulation.  

70. Based on the entire record, the ALJ finds that the Parties have established by a preponderance of the evidence that the Stipulation is just, is reasonable, and should be accepted by the Commission.  

71. Based on the entire record, the ALJ finds that CNG has established by a preponderance of the evidence that the Monthly Service and Facilities Charges in combination with the Distribution Charges are cost-based, are just, are reasonable, are not unduly discriminatory, and should be accepted by the Commission.  

72. Based on the entire record, the ALJ finds that CNG has established by a preponderance of the evidence that the draft tariffs filed in the Stipulation at Attachment C are just, are reasonable, are not unduly discriminatory, and should be accepted by the Commission.  

73. Based on the entire record, the ALJ finds that CNG has established by a preponderance of the evidence that the rate area consolidation, as described in the Stipulation, is just, is reasonable, is not unduly discriminatory, and should be approved by the Commission.  

III. conclusions  

74. The Commission has jurisdiction over the subject matter of this proceeding (§ 40-3-102, C.R.S., and Rule 4 Code of Colorado Regulations 723-4-4109) and over the Parties.  

75. The Stipulation is clarified as discussed above.  

76. The Commission should accept the Stipulation, as clarified.  

77. The Commission should approve the settled rates.  
78. The Commission should approve the service area consolidation, as described in the Stipulation.  
79. The Commission should approve the draft tariffs appended to the Stipulation as Attachment C and should order that they be filed with the Commission.  
80. The Parties should be ordered to abide by the terms and conditions of the Stipulation.   

81. To implement the Stipulation and to prevent the proposed tariff sheets which accompanied Advice Letter No. 32, as amended, from becoming effective by operation of law, the tariff sheets filed with Advice Letter No. 32, as amended, should be permanently suspended.  

82. The Motion filed on February 21, 2007 should be granted.  Response time for the Motion should be waived.  

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

IV. ORDER  

A. It Is Ordered That:
1. The Stipulation and Agreement in Resolution of Proceeding (Stipulation) is clarified as discussed above.  

2. The Stipulation, as clarified, is accepted.  

3. As clarified, the Stipulation, attached to this Decision as Appendix A, is incorporated here by reference to the extent that it is not inconsistent with this Decision.  

4. Paragraphs 13 to 16 of the Stipulation and Agreement accepted by Decision No. R05-1109, entered in Docket No. 05A-225G, as contained in Appendix A to that Decision at 5-6, and as set out in full above, are incorporated here by reference.  
5. The agreement to file a rate case as set out in the Stipulation in this proceeding supersedes the rate case filing requirements set out in § II.B of the Stipulation and Agreement in Resolution of Proceeding in Docket No. 05S-412G, as approved by the Commission in Decision No. R06-0194.  

6. The tariff sheets filed on July 5, 2006 with Advice Letter No. 32, as amended, are permanently suspended.  

7. The draft tariffs (including the Monthly Service and Facilities Charges and the Distribution Charges) contained in Attachment C to the Stipulation, which is attached to this Decision as Appendix A, are approved.  

8. Colorado Natural Gas, Inc., shall comply with the terms and provisions of the Stipulation, as clarified, which is attached to this Decision as Appendix A.  

9. Colorado Natural Gas, Inc., shall comply with this Decision.  

10. Colorado Natural Gas, Inc., shall comply with the Compliance Appendix to this Decision.  

11. The Parties shall abide by the terms of the Stipulation and of this Order.  

12. The Unopposed Motion to Substitute Stipulation Attachment C to Stipulation and Agreement in Resolution of Proceeding is granted.  

13. The Request for Waiver of Response Time to the Unopposed Motion to Substitute Stipulation Attachment C to Stipulation and Agreement in Resolution of Proceeding is granted.  

14. Response time to the Unopposed Motion to Substitute Stipulation Attachment C to Stipulation and Agreement in Resolution of Proceeding is waived.  
15. Docket No. 06S-394G shall remain open to receive compliance filings.  

16. 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.  

17. As provided by § 40-6-106, 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 recommended 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 a basic finding 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.  

18. If exceptions to this Recommended 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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�  Transcripts of the four days of hearing held in December have been filed in this docket.  


�  Mr. Johnston is the Chief Operating Officer and Executive Vice President of CNG Holdings, Inc.  Mr. Johnston is also the Executive Vice President for CNG.  His written direct testimony is Hearing Exhibit No. 1, and his written rebuttal testimony is Hearing Exhibit No. 2.  


�  Mr. Garretson is the Chief Financial Officer of CNG Holdings, Inc.  His written rebuttal testimony is Hearing Exhibit No. 2.  


�  Mr. Anderson is the Senior Vice President of Municipal Capital Markets Group, Inc.  His written direct testimony is Hearing Exhibit No. 3, and his written rebuttal testimony is Hearing Exhibit No. 4.  


�  Mr. Manning is the Managing Principal of M2P Capital, LLC.  His written rebuttal testimony is Hearing Exhibit No. 5.  


�  Mr. Taylor is the Chairman of KTM.  His written direct testimony is Hearing Exhibit No. 6, and his written rebuttal testimony is Hearing Exhibit No. 7.  


�  Mr. Moody is Vice President of Operations for CNG.  His written rebuttal testimony is Hearing Exhibit No. 9.  


�  Mr. Skluzak is a Rate/Financial Analyst employed by the OCC.  His written answer testimony is Hearing Exhibit No. 10.  


�  Dr. Schechter is a Rate/Financial Analyst employed by the OCC.  His written answer testimony is Hearing Exhibit No. 11.  


�  Mr. Trokey is a Rate/Financial Analyst employed by the OCC.  His written answer testimony is Hearing Exhibit No. 12.  


�  Ms. McGee-Stiles is a Rate/Financial Analyst employed by the Commission.  Her written answer testimony is Hearing Exhibit No. 13.  


�  Ms. Friedman is a Rate/Financial Analyst employed by the Commission.  Her written answer testimony is Hearing Exhibit No. 14; the confidential portion of her answer testimony is Confidential Hearing Exhibit No. 14A.  


�  Mr. Kwan is an Energy Analyst employed by the Commission.  His written answer testimony is Hearing Exhibit No. 15.  


�  The Stipulation and its four attachments are Hearing Exhibit No. 37.  


�  The filing also contained a Request for Waiver of Response Time.  As the Motion is unopposed, the request will be granted;  Response time to the Motion will be waived.  


�  Base rates "are exclusive of any gas costs recovered through the gas cost adjustment recovery mechanism."  Stipulation at 2 & n.2.  


�  Section 13-25-127(1), C.R.S., and Rule 4 Code of Colorado Regulations 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.


�  Attachment A is the Settled Revenue Requirements Study and includes, for comparison purposes, CNG's case as originally filed.  Attachment B is the Summary of Settled Revenue Requirement Issues and includes the effects of the Stipulation.  Attachment C contains the Settled Revisions to Colorado PUC No. 1 - Gas Tariff.  Attachment D is the Rate Comparisons - Present and Settled; Bill Impacts and shows, by service area, the expected increase in the average monthly bill for a typical residential customer and for a typical commercial customer and the expected increase in the average peak winter bill for a typical residential customer and for a typical commercial customer.  


�  Attachment B to the Stipulation contains the numeric summary of the issue resolutions and the effect of those resolutions.  


�  Examples of the issues which are not addressed in the Stipulation are: method used for weather normalization of sales volumes; CNG's operation and maintenance expenses; CNG's labor costs; taxes other than income taxes; the amount of CNG's debt; and CNG's transportation revenues.  


�  The referenced "next rate case filing" is the present docket.  Section II (3) of the stipulation accepted by the Commission in Docket No. 05S-412G also provided that "the Parties further agree that nothing herein shall limit CNG's ability to initiate a rate case proceeding at any time, regardless of whether it has been successful in migrating its capital structure to one that includes a higher equity percentage."  The Parties in this matter also continue to support this statement.  


�  Rate area consolidation is discussed below.  


�  The derivation of the Distribution Charges is set out in Attachment A and in Attachment B to the Stipulation.  See also Hearing Exhibit No. 38.





�  The projected average annual bill impacts of the settled rates and the projected average peak winter month bills under the settled rates are provided in Attachment D to the Stipulation.  


�  This reduces the likelihood of "pancaked" rate cases.  


�  While this was a consideration for OCC's and for Staff's decision to settle this issue, neither OCC nor Staff views the physical connection of the Bailey Division and the Conifer Division as an implied condition of the Stipulation.  


�  That provision required CNG to file a rate case within six months of the close of a 12-month test period ending March 31, 2008, if other stated conditions were not met.  Hearing Exhibit No. 14 at Exhibit MEF-01 at 19.  


�  This is the same load research study referenced in the Stipulation at 17 and discussed supra.  


�  The Parties' present estimate is that the out-of-pocket costs will not exceed $30,000.  Stipulation at 14.  


�  The depreciation study could be important for the revenue requirement phase, and the load research study could be important for the cost allocation/rate design phase.  


�  The two documents are found in Hearing Exhibit No. 2 at Exhibit TRJ-2.  


�  At present, only a very small number of service lines subject to the 2001 accounting letter remain in CWIP.  
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