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I. By the Commission
A.
Statement

1. This matter comes before the Commission for consideration of Applications for rehearing, reargument, or reconsideration (RRRs) filed by the Colorado Office of Consumer Counsel (OCC); CF&I Steel, L.P. (CF&I); and Public Service Company of Colorado (Public Service).  The parties timely filed their Applications for RRR on September 11, 2008 and request reconsideration of Decision No. C08-0891, mailed August 22, 2008.     

1. Discussion and Findings – Clarifications of Tariff Language

2. In its Application for RRR, Public Service requests that the Commission clarify its support for using the median of a customer’s maximum daily one-hour Integrated Demands occurring between 12:00 p.m. and 8:00 p.m. Monday through Friday (excluding federal holidays) during the months of June through September, less the Contract Firm Demand.  This clarification would be for calculating the portion of the Interruptible Service Option Credit (ISOC) credit paid to less-than-ten-minute notice customers. 

3. Additionally, Public Service requests, for purposes of calculating that portion of the credit associated with the less-than-ten minute notice customers’ contribution to operating reserves, the Commission clarify that the average of the customers’ one-hour Integrated Demands shall be used.   

4. In its Application for RRR, CF&I suggests that the Commission adopt the clarifying language presented below regarding how the Contract Interruptible Load and Integrated Demand should be calculated for purposes of the operating reserves part of the ISOC credit for ten-minute notice customers.

Contract Interruptible Load for Operating Reserves (CILOpr)

The average of the customer’s daily one-hour integrated kW demands occurring between the hours of 12:00 noon and 8:00 p.m. Monday through Friday, excluding federal holidays, during the period June 1 through September 30 of the prior year.

Interruptible Demand for Operating Reserves (IDOpr)

The average of the customer’s one-hour integrated kW demands occurring during the month between the hours of 12:00 noon and 8:00 p.m. Monday through Friday, excluding federal holidays, less the Contract Firm Demand, if any, but not less than zero.

5. We agree with the clarifications requested by both Public Service and CF&I.  While using slightly different wording “median” versus “average”, we believe the parties are in agreement.  The language set forth above in paragraph 4 correctly reflects the ruling of the Administrative Law Judge (ALJ), the positions of Public Service and CF&I as stated in the record, and the Commission’s intent in Decision No. C08-0891.

2. Discussion and Findings – Levelization Method
6. In its Application for RRR, the OCC discusses its concerns regarding our decision to affirm the ALJ’s ruling on what is the appropriate levelization method to be used in calculating the payments to be made to interruptible customers.  The OCC argues that the record clearly shows that the ALJ’s decision, approved by the Commission, will result in millions of dollars in overpayments to the existing interruptible customers. 

7. The OCC further argues that this overpayment will result in a subsidy to a select few of Public Service’s largest customers, paid by the general body of ratepayers.  In addition, the OCC opines that this subsidy cannot be justified on the basis that the appropriate method “is interesting but not simple enough.” 

8. The OCC does agree with the finding that the record in this case shows a range of options in levelization methods that can be used in structuring payments which will be made to ISOC customers.  However, the OCC represents that the ALJ misinterpreted the testimony in this case by finding that the method proposed by the OCC is more complex because it alone requires a “choice of the relevant period over which the payments will be made.” 

9. The OCC also represents that the ALJ’s findings fail to recognize that each of these methods must be accompanied by a corresponding payment structure.  Therefore, the OCC concludes the ALJ erred in finding that its proposed method is more complex.

10. Additionally, the OCC advocates that its position reflects reality, in that payments to interruptible customers will increase over time with each new rate case filed by Public Service.  As represented by the OCC, its claim is based on the record as well as reflected in the ALJ’s decision that the levelization method underlying the existing ISOC credits is the method that assumes the payments will remain in place for 30 years.  The OCC argues that this assumption is not reasonable because this case failed to have a serious proposal that existing customers should continue to receive the old credits for the remaining 27 years of the original term.

11. The OCC also offers an alternative for our consideration.  The OCC states that, if the Commission believes that the levelization method accepted by the ALJ is appropriate, then it should find that all existing customers will continue to receive this level of credit for the remainder of the 30-year term and will not be eligible for any increased payments due to subsequent finding of the Commission that new avoided costs have increased.

12. In preparation for our ruling on the OCC’s Application for RRR, we have reviewed the record in this docket and we find it to be a well-developed record.  We find that the ALJ’s ruling on this issue of which levelization method should be used in the calculation of the carrying charge is well-founded and falls within the range of options advocated by the various parties in this docket.

13. Our review of the record indicates that on July 16, 2008, the OCC filed Exceptions to Recommended Decision No. R08-0621 regarding the ALJ’s ruling on “Carrying Charges”.  In its Exceptions, the OCC disagreed with the conclusion reached by the ALJ regarding the levelization method to be used in the calculation of the carrying credit charge to be paid to interruptible customers.  
14. In order to clarify the basis for our ruling on the appropriate levelization method in Decision No. C08-0891, we will now turn to the specifics of Decision No. R08-0621.

We noted that in Decision No. R08-0621, the ALJ found that there are three methods one can use to calculate carrying charges: 1) real levelized carrying cost (RLCC), which escalates over time; 2) nominally levelized carrying cost, which remains constant over time; and 3) the traditional revenue requirement, which declines over time.
  As stated above, the OCC 

15. does not dispute this finding of fact.  Therefore, these three methods produce a zone of reasonableness which establishes a range for the Commission to consider in deciding the appropriate level of the ISOC credit.

16. As noted in Decision No. R08-0621, the ALJ’s findings of fact discussed the direct testimony of Public Service witness Taylor, in which he uses the levelization carrying charge approach (that is, he applied an annual escalation rate of zero percent).  See Recommended Decision, ¶127.  The ALJ states that Mr. Taylor selected this approach because it is simple, it is the method now used to calculate the ISOC avoided costs, and it is a commonly used method.  The ALJ also noted that Mr. Taylor observed that it is an acceptable method to use to “approximate the costs experienced by utility customers in a hybrid market where there is a mix of rate-based utility projects and contract power purchases form independent power producers: Public Service is such a hybrid market.  The use of the levelized carrying charge yields a levelized annual revenue requirement that “approximates the annual levelized cost to utility’s customers if PSCo were to construct a Frame CT and [to] rate base its investment.” 
  Id. at ¶127.

17. We also find that the ALJ fully discussed and analyzed in paragraph 129, the proposal made by the OCC for the use of the real levelized carrying cost RLCC, which escalates over time.  

We further find that the ALJ discussed in paragraph 128, the testimony of Colorado Energy Consumers’ (CEC) witness Iverson.  In her testimony, Ms. Iverson states, that although the use of a levelized carrying charge to calculate the foundation value results in a 

18. lower credit than does the use of traditional revenue requirement, CEC agrees with Public Service witness Taylor that the use of a levelized carrying charge is reasonable in the context of determining interruptible credits.  Ms. Iverson also points out that using the levelized approach "actually understates the costs ratepayers would be expected to pick up in the first several years if PSCo were to ratebase the Frame CT." Recommended Decision, at ¶128 (emphasis in original).  Ms. Iverson observed that a traditional revenue requirement carrying charge would be high in the early years and would decline over time.
  

19. In summary, CEC opposed the use of the RLCC proposed by the OCC and adopted by Public Service in Mr. Taylor’s rebuttal testimony.  CEC cites three concerns with the use of RLCC:  1) there is no guarantee that the ISOC rates will be reset in three or five years and, without the presumed resetting, ISOC customers will be systematically underpaid; 2) the assumption in the use of RLCC is that the value of the avoided resource (i.e., the CT will remain capped at its net present value over the 30-year life, and this is an unreasonable assumption); and 3) the use of the levelized carrying charge more closely approximates the traditional revenue requirement.
  

20. In Decision No. R08-0621, the ALJ found that the levelized carrying charge was the preferable approach.  The ALJ found that it is a simple approach and is the one now used in the calculation of avoided costs for the ISOC credit.  Although the RLCC concept is interesting, the choice of the relevant period over which the payments will be made is problematic.  Neither the OCC nor Public Service provided a persuasive argument in support of its choice as to the number of years each.  The ALJ was persuaded by the arguments offered by Public Service in support of its direct case and finds that the disagreements and complexities of implementing an escalating charge rate are, in this case, more trouble than the escalating carrying charge is worth.  

21. We also find that the ALJ struck a balance between holding ratepayers harmless, keeping the ISOC program cost-effective, and adhering to the Commission's instruction to make the ISOC program as attractive as possible.  In addition, we find that the ALJ was mindful that there can be a range of avoided costs even if those costs are calculated using the correct method.  Based on the record in this proceeding and given the zone of reasonableness, we find the ALJ’s decision to adopt the levelized carrying charge was well founded and balanced all the competing interests. 

22. We find that the ALJ’s decision maintains the status quo and sets a rate that is neither too low to attract ISOC participants nor too high for the general body of ratepayers to unduly subsidize the ISOC participants.  

23. In conclusion, we find, based on our discussion above, that the record supports the ALJ’s ruling approving the levelization method in Decision No. R08-0621, which we affirmed in Decision No. C08-0891.  Therefore, we deny the OCC’s Application for RRR in its entirety on this issue.

II.
ORDER

A.
The Commission Orders That:

 
1.
The applications for rehearing, reargument, or reconsideration filed by CF&I Steel, L.P., and Public Service Company of Colorado to Decision No. C08-0891 are granted consistent with the discussion above.
2.
The application for rehearing, reargument, or reconsideration filed by the Office of Consumer Counsel to Decision No. C08-0891 is denied, consistent with the discussion above.


3.
This Order is effective upon its Mailed Date.

B.
ADOPTED IN COMMISSIONERS’ WEEKLY MEETING
October 22, 2008. 
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Doug Dean, 
Director
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JAMES K. TARPEY
________________________________

Commissioners
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� Decision No. R08-0621, ¶126, page 38.


�  Hearing Exhibit No. 4 at 24:17-20. in Docket No. 07S-521E.


�  Public Service witness Taylor discusses the traditional revenue requirement at May 6 Tr. at 68-69.  


� Decision No. R08-0621, ¶135, page 41
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