Before the Public Utilities Commission of the State of Colorado

Decision No. R08-0820
Docket NoS. 08S-108G & 08A-127G


R08-0820Decision No. R08-0820
BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

08S-108GDOCKET NO. 08S-108G
RE:  INVESTIGATION AND SUSPENSION OF TARIFF SHEETS FILED BY SOURCEGAS DISTRIBUTION LLC WITH ADVICE LETTER NO. 228.
DOCKET NO. 08A-127G

IN THE MATTER OF THE VERIFIED JOINT APPLICATION OF SOURCEGAS DISTRIBUTION LLC AND SOURCEGAS WATTENBERG LLC FOR APPROVAL OF MERGER OF SOURCEGAS WATTENBERG LLC INTO SOURCEGAS DISTRIBUTION LLC.
RECOMMENDED DECISION OF 
ADMINISTRATIVE LAW JUDGE 
G. HARRIS ADAMS 
APPROVING STIPULATION AND AGREEMENT
IN RESOLUTION OF PROCEEDINGS
Mailed Date:  August 7, 2008
TABLE OF CONTENTS

4I.
STATEMENT, FINDINGS, AND CONCLUSIONS

A.
Procedural History
5
1.
Rate Case
5
B.
Merger Proceeding
7
C.
Consolidated Proceeding
8
II.
SETTLEMENT ISSUES
9
A.
Revenue Requirement
9
1.
The Parties’ Initial Positions
9
2.
Settlement Resolution
10
3.
ALJ Findings and Conclusion
10
B.
Rate of Return on Equity
11
1.
The Parties’ Initial Positions
11
2.
Settlement Resolution
11
3.
ALJ Findings and Conclusion
11
C.
Cost of Debt
12
1.
The Parties’ Initial Positions
12
2.
Settlement Resolution
12
3.
ALJ Findings and Conclusion
13
D.
Capital Structure and Weighted Average Cost of Capital
13
1.
The Parties’ Initial Positions
13
2.
Settlement Resolution
13
3.
ALJ Findings and Conclusion
14
E.
Depreciation Rates
15
1.
The Parties’ Initial Positions
15
2.
Settlement Resolution
15
3.
ALJ Findings and Conclusion
15
F.
Settled Rate Base Methodology
16
1.
The Parties’ Initial Positions
16
2.
Settlement Resolution
16
3.
ALJ Findings and Conclusion
16
G.
Rate Case Expense
16
1.
The Parties’ Initial Positions
16
2.
Settlement Resolution
17
3.
ALJ Findings and Conclusion
17
H.
Weather Normalization
17
1.
The Parties’ Initial Positions
17
2.
Settlement Resolution
18
3.
ALJ Findings and Conclusion
18
I.
Inflation Adjustment
19
1.
The Parties’ Initial Positions
19
2.
Settlement Resolution
19
3.
ALJ Findings and Conclusion
20
J.
Meter Testing Software
20
1.
The Parties’ Initial Positions
20
2.
Settlement Resolution
20
3.
ALJ Findings and Conclusion
20
K.
Base Rate Area Consolidation
21
1.
The Parties’ Initial Positions
21
2.
Settlement Resolution
21
3.
ALJ Findings and Conclusion
21
L.
Thermal Billing Implementation
22
1.
The Parties’ Initial Positions
22
2.
Settlement Resolution
22
3.
ALJ Findings and Conclusion
23
M.
Customer Classification
23
1.
The Parties’ Initial Positions
23
2.
Settlement Resolution
24
3.
ALJ Findings and Conclusion
24
N.
Customer Charges
25
1.
The Parties’ Initial Positions
25
2.
Settlement Resolution
26
3.
ALJ Findings and Conclusion
26
O.
Classification of Transmission Plant and Distribution Plant
27
1.
The Parties’ Initial Positions
27
2.
Settlement Resolution
27
3.
ALJ Findings and Conclusion
28
P.
Distribution Transportation Administrative Charge
29
1.
The Parties’ Initial Positions
29
2.
Settlement Resolution
29
3.
ALJ Findings and Conclusion
29
Q.
Merger of SourceGas Wattenberg into the Company
30
1.
The Parties’ Initial Positions
30
2.
Settlement Resolution
30
3.
ALJ Findings and Conclusion
31
R.
Construction Allowances
32
1.
The Parties’ Initial Positions
32
2.
Settlement Resolution
32
3.
ALJ Findings and Conclusion
32
S.
Bad Debt and Pipeline Integrity Cost Adjustment Mechanisms
33
1.
The Parties’ Initial Positions
33
2.
Settlement Resolution
34
3.
ALJ Findings and Conclusion
34
T.
Colorado-Specific Accounting Data
35
1.
The Parties’ Initial Positions
35
2.
Settlement Resolution
35
3.
Findings and Conclusion
35
U.
Whitewater Service Territory
35
1.
The Parties’ Initial Positions
35
2.
Settlement Resolution
35
3.
ALJ Findings and Conclusion
36
V.
Uncontested Terms of Filed Case
36
III.
ADDITIONAL REVIEW OF SETTLEMENT TERMS
36
A.
Staff
37
B.
OCC
38
C.
Seminole and A M Gas
39
D.
Telluride
40
IV.
ORDER
41
A.
The Commission Orders That:
41


I. STATEMENT, FINDINGS, AND CONCLUSIONS
1. This matter comes before the Commission upon the Joint Motion for Approval of Stipulation and Agreement in Resolution of Proceedings (Joint Motion) filed on July 23, 2008 in the rate case initiated by SourceGas Distribution, LLC’s (SourceGas or Company) Advice Letter No. 228, in Docket No. 08S‑108G (Rate Case), and the request for approval of the merger of SourceGas Wattenberg, LLC (SourceGas Wattenberg) into SourceGas, in Docket No. 08A‑127G (Merger Proceeding).  The Joint Motion and the related Stipulation and Agreement in Resolution of Proceedings (Stipulation), attached hereto as Appendix A, are signed by SourceGas, SourceGas Wattenberg, the Staff of the Public Utilities Commission of the State of Colorado (Staff), the Colorado Office of Consumer Counsel (OCC), A M Gas Transfer Corp. (A M Gas), Seminole Energy Services, LLC (Seminole), and the Town of Telluride, Colorado (Telluride) (collectively the Parties and individually a Party).  The Stipulation was signed by all intervenors in the consolidated proceeding and is unopposed.

2. Now, being fully advised in the matter, the Administrative Law Judge (ALJ) finds that the resolution of the proceedings achieved by the Stipulation is just and reasonable and in the public interest, and that the Stipulation results in just and reasonable rates for the utility service provided by the Company in Colorado.  For the reasons set forth below, the ALJ approves the resolution of the proceedings adopted by the Parties in the Stipulation, since it is consistent with the standards of § 40-3-101, C.R.S. 

A. Procedural History
1. Rate Case

3. On March 4, 2008, SourceGas filed Advice Letter No. 228, along with proposed tariff sheets and pre-field testimony in support of the Advice Letter (Filed Case), proposing to increase non-gas base rates and charges for the services that SourceGas renders in its five Colorado service areas.  SourceGas also proposed, among other things, to consolidate its five service areas for non-gas base rates, calculate bills on a thermal basis, combine assets owned and operated by SourceGas Wattenberg into SourceGas’ cost of service, update its schedule of special charges, update its construction allowances, and implement bad debt and pipeline integrity cost adjustment mechanisms.  According to the Company’s statement in its Filed Case, the non-gas base rates and charges in each of the Company’s service areas in Colorado have not been adjusted in 14 to 18 years.  The Company also reported that its overall return on rate base, on a pro forma basis, had fallen to minus 0.56 percent.  

4. By Decision No. C08-0359 (mailed April 3, 2008), the Commission suspended the proposed tariff sheets for investigation and hearing.  In addition, Decision No. C08-0359 established the intervention period and certain other procedural dates governing this proceeding and stated that the Commission would conduct an investigatory docket to evaluate the theory and practice of utility incentive mechanisms, including cost adjustment mechanisms such as the proposed bad debt and pipeline integrity cost adjustment mechanisms.  The Commission requested that the ALJ take notice of these parallel Commission proceedings, request that the parties address how the Commission’s larger inquiries affect this case, and incorporate these considerations into the ALJ’s recommended decision in this case.

5. The OCC filed a Protest and Request for Hearing on March 27, 2008.  

6. Staff filed its Notice of Intervention, Entry of Appearance, Notice Pursuant to Rule 1007(a) and Rule 1403(b) and Request for Hearing on April 8, 2008, with an amendment filed on April 9, 2008. 
7. The OCC filed its Notice of Intervention of Right and Entry of Appearance on April 14, 2008. 

8. A M Gas, Seminole, and Telluride filed timely petitions to intervene. 
9. On May 7, 2008, the ALJ issued Decision No. R08-0475-I, establishing a procedural schedule calling for the filing of answer testimony on June 10, 2008; rebuttal and cross-answer testimony on July 9, 2008; and a hearing on July 21 through 25, 2008. 

10. On June 2, 2008, the ALJ issued Decision No. R08-0550-I, modifying the procedural schedule and rescheduling the hearing.  Decision No. R08-0550-I called for the filing of answer testimony on July 11, 2008; filing of rebuttal and cross-answer testimony on August 1, 2008; and hearing on August 11 through 15, 2008. 
11. By Decision No. R08-0525-I, the ALJ granted all petitions to intervene on May 23, 2008.  

12. By Decision No. C08-0782, the Commission further suspended the proposed tariff sheets for an additional 90 days through October 31, 2008, or until further order of the Commission.

B. Merger Proceeding

13. On April 17, 2008, SourceGas and SourceGas Wattenberg filed a Verified Joint Application in Docket No. 08A-127G seeking approval and authorization to merge SourceGas Wattenberg into SourceGas. 
14. On April 25, 2008, the Commission issued a Notice of Application Filed regarding the Merger Proceeding, establishing the intervention period and other procedural deadlines. 

15. Staff filed its Notice of Intervention, Entry of Appearance, Notice Pursuant to Rule 1007(a) and Rule 1403(b) and Request for Hearing on June 3, 2008.

16. No other party intervened in the Merger Proceeding. 

17. Pursuant to Rule 4 Code of Colorado Regulations 723-1-1303(b)(III), the Verified Joint Application was automatically deemed complete on June 9, 2008. 

18. The Merger Proceeding was referred to the same ALJ presiding over the Rate Case, Judge G. Harris Adams, who has asked the parties to propose a pre-hearing schedule for the Merger Proceeding.  

C. Consolidated Proceeding

19. On July 2, 2008, SourceGas, SourceGas Wattenberg, and Staff jointly filed a motion to consolidate the Merger Proceeding into the Rate Case, with the consolidated proceeding to be governed by the procedural schedule set for the Rate Case. 
20. On July 23, 2008, the Parties filed the Stipulation and their Joint Motion for Approval of Stipulation and Agreement in Resolution of Proceedings.  

21. By Decision No. R08-0773-I, Docket No. 08S-108G and Docket No. 08A-127G were consolidated.  
22. By Decision No. R08-0775-I, a hearing was scheduled to consider the Joint Motion.  In anticipation of that hearing, the parties were informed of several questions regarding the Joint Motion.

23. On July 31, 2008, the Submission in Response to Decision No. R08-0775-I was filed by Applicants on behalf of the parties.  
24. By Decision No. R08-0805-I, the response of the parties was acknowledged and the scheduled hearing was vacated.

25. Pursuant to § 40-6-109, C.R.S., the ALJ transmits to the Commission the record of this proceeding, this recommended decision containing findings of fact and conclusions thereon, and a recommended order. 

II. SETTLEMENT ISSUES
26. The Parties agree that all pre-filed testimony and exhibits filed in this docket shall be admitted into evidence without cross-examination.
27. The Stipulation reflects the culmination of extensive work and negotiation by the Parties to arrive at a just and reasonable settlement.  The Stipulation reveals that each Party negotiated vigorously on the issues it felt most strongly about.  Notwithstanding the Parties’ agreement to resolve the Rate Case and the Merger Proceeding as set forth in the Stipulation, it is the Commission’s independent obligation to review the Stipulation to ensure that it is just and reasonable, especially in light of ratepayers’ interests.  Having reviewed the Stipulation, the ALJ finds and concludes that it is just and reasonable and adopts the following findings of fact and approves the Stipulation. 

28. The application now being uncontested, it is eligible for processing under modified procedure pursuant to § 40-6-109(5), C.R.S., and Rule 1403 of the Rules of Practice and Procedure, 4 Code of Colorado Regulations 723-1, without a formal hearing.
A. Revenue Requirement

1. The Parties’ Initial Positions

29. In its Filed Case, SourceGas originally sought a settled non-gas revenue requirement of $42,432,864, which would increase non-gas base rates by $17,741,141.  The basis for this revenue requirement is detailed in the Direct Testimony and Exhibits of SourceGas witness Mr. James M. Elliott.  Since the Parties reached an Agreement in Principle as to this settlement before the Intervenor’s Answer Testimony was due, no other Party filed testimony or exhibits regarding the Company’s revenue requirement.

2. Settlement Resolution 

30. In Paragraph II.A of their Stipulation, the Parties have agreed upon a settled non-gas revenue requirement of $39,400,743 based upon a test year ending August 31, 2007, resulting in an increase in jurisdictional base rate revenues of $14,867,967.  The Parties have agreed to the specific resolution of certain issues concerning the revenue requirement, as set forth in Sections II.A.1 through II.A.9 of the Stipulation.  A summary of the revenue requirement impact of the specific settled issues is reflected in Appendix B to the Stipulation and supplemented by the Submission in Response to Decision No. R08-0775-I.  
3. ALJ Findings and Conclusion

31. In approving the $14,867,967 rate increase proposed in the Stipulation, the Commission is required to analyze both the legal and policy implications of a rate proceeding.  Legally, the Commission looks to the evidence in the record to arrive at a just and reasonable determination of the rates.  In re Public Service Co. of Colo., Decision No. C07-0568 at 6 (mailed July 3, 2007).  In making this determination, the Commission’s goal is to set rates at a level whereby the utility can recover its legitimate costs and expenses, garner a reasonable rate of return, and maintain the utility’s financial stability for creditor and investor confidence.  Public Service Co. of Colo. v. Public Utils. Comm’n, 26 P.3d 1198, 1204-05 (Colo. 2001).  In this case, the Parties maintain that a significant amount of testimony and other evidence supports the settled $39,400,743 non-gas revenue requirement.  The ALJ finds that this revenue requirement is adequately supported by the uncontested evidence provided in Appendix A to the Stipulation, “Settled Revenue Requirement.”  The information presented demonstrates that an authorized revenue requirement of $39,400,743 will allow SourceGas an opportunity to recover its legitimate costs and expenses, garner a reasonable rate of return, and maintain its financial stability.  The ALJ therefore finds, based on the evidence in the record, that the settled non-gas revenue requirement of $39,400,743 and the resulting $14,867,967 rate increase are just and reasonable.  The ALJ approves the settled non-gas revenue requirement of $39,400,743 and the associated $14,867,967 rate increase without modification. 

B. Rate of Return on Equity 
1. The Parties’ Initial Positions

32. SourceGas originally sought an authorized rate of return on equity (ROE) of 10.75 percent.  SourceGas witness Dr. Charles Moyer presented Direct Testimony and Exhibits supporting this proposed ROE, using each of three different approaches to determine the cost of equity capital:  the prospective comparative earnings model, the capital asset pricing model, and the discounted cash flow analysis.  Dr. Moyer’s testimony recognized, however, that the Commission has recently approved a Public Service Company of Colorado settlement with an ROE of 10.50 percent (reduced to 10.25 percent as the basis for an earnings sharing agreement), and an Atmos Energy settlement with an ROE of 10.25 percent.  

33. Staff and the OCC negotiated with SourceGas for an ROE lower than the proposed ROE of 10.75 percent.  A M Gas and Seminole took no position on this or any other of the revenue requirement issues.

2. Settlement Resolution

34. For purposes of settlement, the Parties agree that 10.25 percent is a fair and reasonable ROE, as stated in Paragraph II.A.1 of their Stipulation. 

3. ALJ Findings and Conclusion

35. The terms of the Stipulation provide that the proposed ROE for SourceGas is 10.25 percent.  The ALJ recognizes that the Stipulation represents compromises on behalf of all of the Parties, and that the 10.25 percent ROE represents but one element of those compromises.  The ALJ further recognizes that those compromises are interrelated and that the Parties consider them inextricably tied to one another.  See In re Public Service Co. of Colo., Decision No. C06-1379, at ¶ 34 (Colo. P.U.C. Dec. 1, 2006).  Dr. Moyer’s testimony supports an ROE of 10.25 percent.  Moreover, an ROE of 10.25 percent is a fair rate of return according to the criteria to which Dr. Moyer testified, i.e., “(1) permitting a company to maintain its financial integrity, (2) achieving a level of returns comparable to that earned by investors in other enterprises of corresponding risk and uncertainty, and (3) attracting capital on reasonable terms.”  Additionally, the proposed ROE falls within the range of ROEs recently approved by the Commission.  See, e.g., Public Service Co. of Colo., Decision No. C07-0568 at ¶ 26 (mailed July 3, 2007).  Therefore, the ALJ finds that the Stipulation’s proposed ROE of 10.25 percent is just and reasonable and approves it without modification. 

C. Cost of Debt

1. The Parties’ Initial Positions

36. SourceGas witness Mr. Ben Breland in his Direct Testimony identified SourceGas LLC’s average cost of debt as 6.01 percent.  No Party took exception to the use of this percentage for purposes of developing rates in this proceeding.

2. Settlement Resolution

37. For purposes of the Stipulation, the Parties agree that the Company shall use a cost of debt of 6.01 percent to determine the weighted average cost of capital, as stated in Paragraph II.A.2 of their Stipulation. 

3. ALJ Findings and Conclusion
38. No party opposed this provision of the Stipulation, and no party objected to the Company’s treatment of its cost of debt in the Filed Case.  The ALJ finds that SourceGas LLC’s average cost of debt is 6.01 percent.  This cost of debt is within the range of, and slightly lower than, costs of debt approved in recent Commission decisions.  See Public Service Co. of Colo., Decision No. C07-0568 at ¶29 (mailed July 3, 2007) (approving cost of debt of 6.29 percent); In re Colo. Natural Gas, Inc., Decision No. R07-0154 at ¶¶ 28, 37 (mailed Feb. 22, 2007) (approving cost of debt of 6.77 percent); In re Eastern Colo. Util. Co., Decision No. R06-0564 at ¶ 13 (mailed May 15, 2006) (approving hypothetical cost of debt of 6.50 percent).  The ALJ finds that it is just and reasonable to set rates in the Rate Case using SourceGas, LLC’s cost of debt of 6.01 percent.  Therefore, the ALJ approves this portion of the Stipulation without modification.
D. Capital Structure and Weighted Average Cost of Capital

1. The Parties’ Initial Positions

39. The Company used the capital structure of its parent company, SourceGas, LLC, for its filing.  SourceGas witness Mr. Breland testified that SourceGas, LLC’s actual capital structure (excluding short-term debt) as of August 31, 2007 consisted of 53.13 percent common equity and 46.87 percent long-term debt.   

2. Settlement Resolution

In Paragraph II.A.3 of their Stipulation, the Parties agree that the Company shall use SourceGas, LLC’s capital structure as of August 31, 2007 to calculate the Company’s 

40. revenue requirement in this proceeding.  The following table reflects the weighted average cost of capital to which the Parties have agreed:

	Weighted Average Cost of Capital

	
	Weight
	Rate
	Wtd. Avg. Cost

	Long-Term Debt
	46.87%
	6.01%
	2.82%

	Equity
	53.13%
	10.25%
	5.45%

	Total Cost
	100%
	
	8.26%


3. ALJ Findings and Conclusion
41. No party opposed this provision of the Stipulation, and no party objected to the Company’s use of SourceGas, LLC’s actual capital structure and weighted average cost of capital in the Filed Case.  The Commission has previously suggested that the Company might use the capital structure and cost of debt of its parent company, SourceGas, LLC, see In re Kinder Morgan, Inc., Decision No. C07-0247 (mailed March 27, 2007); and Colorado precedent supports this decision, see Peoples Natural Gas Div. of Northern Natural Gas Co. v. Public Utils. Comm., 193 Colo. 421, 424-26, 567 P.2d 377, 378-80 (1977).  Based on Mr. Breland’s testimony, the ALJ finds that SourceGas, LLC’s actual capital structure (excluding short-term debt) as of August 31, 2007 consisted of 53.13 percent common equity and 46.87 percent long-term debt.  This capital structure falls within the range of capital structures approved in recent Commission decisions.  See Public Service Co. of Colo., Decision No. C07-0568 at ¶ 32 (mailed July 3, 2007) (approving capital structure of 39.83 percent long-term debt, 60.17 percent equity); Colorado Natural Gas, Decision No. R07-0154 at ¶¶ 29, 37 (mailed February 22, 2007) (approving pro forma capital structure of 60 percent debt, 40 percent equity); Eastern Colo. Util. Co., Decision No. R06-0564 at ¶ 13 (mailed May 15, 2006) (approving hypothetical capital structure of 45 percent debt, 55 percent equity).  Accordingly, it is just and reasonable to use this capital structure for setting rates in the Rate Case.  Based on this 53.13 percent equity ratio, and given the authorized ROE of 10.25 percent and average cost of long-term debt of 6.01 percent established above, the proposed return on rate base is 8.26 percent.  Therefore, the ALJ approves this portion of the Stipulation without modification.
E. Depreciation Rates
1. The Parties’ Initial Positions

42. In its Filed Case, the Company used the depreciation rates set forth in Exhibit 3, Schedule 10, included with the Advice Letter.  Staff preferred that the Company use the depreciation rates recommended by Black & Veatch in its “Report of Depreciation Accrual Rates for Kinder Morgan, Inc. Retail Distribution Natural Gas Properties in Colorado, Nebraska, and Wyoming,” dated February 2006, with certain exceptions.  

2. Settlement Resolution

43. For purposes of the revenue requirement in this settlement, the Parties agree, as stated in Paragraph II.A.4 of their Stipulation, that the Company shall use the depreciation rates recommended by Black & Veatch in its “Report of Depreciation Accrual Rates for Kinder Morgan, Inc. Retail Distribution Natural Gas Properties in Colorado, Nebraska, and Wyoming,” dated February 2006, with certain exceptions set forth in Appendix E of the Stipulation. 

3. ALJ Findings and Conclusion
44. No Party opposed this provision of the Stipulation, and no party raised any issue concerning the depreciation rates used in the Rate Case.  The ALJ finds that the use of the depreciation rates set forth in Appendix E is adequately supported by the evidence of Black & Veatch’s recommendation, and is just and reasonable.  As a result, the ALJ approves this portion of the Stipulation without modification. 
F. Settled Rate Base Methodology
1. The Parties’ Initial Positions

45. In its Filed Case, the Company used a year-end rate base to develop its revenue requirement with a rate base amount of $120,293,677, as described in the Direct Testimony and Exhibits of SourceGas witness Mr. Elliott.  Staff and the OCC preferred that the Company’s revenue requirement be calculated using a 13-month average rate base. 

2. Settlement Resolution

46. For purposes of settlement, the Parties agree to a settled rate base of $114,168,128, as stated in Paragraph II.A.5 of the Stipulation.  With the consolidation of rate areas described in Section III.K, infra, this rate base consists of $95,444,965 for Base Rate Area 1 and $18,723,163 for Base Rate Area 2. 

3. ALJ Findings and Conclusion
47. No party opposed this provision of the Stipulation.  The ALJ finds that the parties’ compromise represents a just and reasonable resolution of the issue of the amount of the Company’s rate base.  Therefore, the ALJ approves this portion of the Stipulation without modification.

G. Rate Case Expense

1. The Parties’ Initial Positions

48. In its Filed Case, the Company proposed to amortize its $520,000 estimated rate case expense over three years and to recover the annual amortized amount as part of its revenue requirement, as described in the Direct Testimony and Exhibits of SourceGas witness Mr. William H. Meckling.  Staff preferred that this expense be decreased because the settlement would reduce expenses related to a hearing of the entire case.  The OCC preferred that the amount be amortized over five years instead of three.  Both Staff and the OCC preferred that the amortization be based on actual rate case expenses incurred to date rather than estimates.

2. Settlement Resolution

49. For purposes of settlement, the Parties agree in Paragraph II.A.6 of the Stipulation that the total rate case expense shall be reduced to $451,830 to reflect actual rate case expenses incurred to date (as of the date of the Parties’ agreement), amortized over five years, which incorporates both Staff’s and the OCC’s positions.  As a result, the Parties agree that the Company shall include $90,366 in its annual revenue requirement as its amortized annual rate case expense. 
3. ALJ Findings and Conclusion
50. No party opposed this provision of the Stipulation.  The Parties have stipulated that the Company has actually incurred rate case expenses of $451,830, which amount the ALJ finds just and reasonable.  The Commission has previously approved amortization of rate case expenses over multiple years.  See In re Colo. Natural Gas, Decision No. R06-0194 at ¶ 54 (mailed March 1, 2006).  Therefore, the ALJ finds that amortizing the actual rate case expense of $451,830 over five years is just and reasonable.  The ALJ approves this portion of the Stipulation without modification.
H. Weather Normalization
1. The Parties’ Initial Positions

51. In the Filed Case, the Company weather-normalized natural gas volumes by first using a weighted average of the actual heating degree days (HDDs) on a monthly basis reported for the five-year period ended August 31, 2007, as described in the Direct Testimony and Exhibits of SourceGas witness Mr. Larry W. Loos.  The resulting adjusted monthly HDD normals were then used in the weather normalization regression analysis described in SourceGas witness Mr. Thomas J. Sullivan’s Direct Testimony and Exhibits to determine weather-normalized usage.  Staff and the OCC preferred that the weather normalization adjustment be calculated using the 30-year normals published by the National Oceanic and Atmospheric Administration (NOAA) adjusted to reflect more recent data using the Public Service Company of Colorado methodology approved by the Commission in Docket No. 98S-518G, Decision No. C99-579 (mailed June 8, 1999).

2. Settlement Resolution

52. For purposes of settlement, the Parties agree in Paragraph II.A.7 of the Stipulation that the HDD normals shall be calculated using NOAA 30-year normals adjusted to reflect more recent data using the Public Service Company of Colorado methodology from Docket No. 98S-518G, Decision No. C99-579 (mailed June 8, 1999), applied on a monthly basis.  Specifically, monthly NOAA normals for the period 1971 through 2000 shall be adjusted using the ratio of the 30-year average of HDDs for the period 1978 through 2007 to the 30-year average of HDDs for the period 1971 through 2000.  The resulting adjusted monthly HDD normals shall be used in the weather normalization regression analysis described in SourceGas witness Mr. Thomas J. Sullivan’s Direct Testimony and Exhibits to determine weather-normalized usage.  Staff and the OCC are not opposed to this regression approach to calculate the billing determinants. 

3. ALJ Findings and Conclusion
53. No party opposed this provision of the Stipulation.  The ALJ finds that calculating HDD normals by using NOAA 30-year normals adjusted to reflect more recent data using the Public Service Company of Colorado methodology from Docket No. 98S-518G, Decision No. C99-579, applied on a monthly basis, is a just and reasonable methodology for calculating HDD normals.  See Public Service Co. of Colo., Decision No. C07-0568 at ¶72 (mailed July 3, 2007) (ratifying continued use of methodology).  In approving the precedent Public Service Company of Colorado methodology, the Commission reasoned that weather normalization adjustments should be calculated using the most recent data, so NOAA normals should be adjusted to reflect data following the end of the period represented by the most recent NOAA normals (i.e., now since 2000).  This reasoning for adjusting NOAA normals to account for recent data applies equally to the present case.  The ALJ further finds that Mr. Sullivan’s testimony adequately supports use of the regression analysis described therein for determining weather-normalized usage, and this regression analysis results in just and reasonable weather-normalized usage.  Therefore, the ALJ concludes that the methodology for weather normalization set forth in the Stipulation can be approved without modification.
I. Inflation Adjustment

1. The Parties’ Initial Positions

54. The Filed Case included an inflation adjustment of $344,803 to account for an anticipated 3.5 percent annual increase in the Company’s expenses due to inflation, as detailed in Exhibit 3, Schedule 17, of the Filed Case, sponsored and incorporated into the Direct Testimony and Exhibits of SourceGas witness Mr. Meckling.  The OCC preferred that the Company not include an inflation adjustment in its calculations.
2. Settlement Resolution

55. In Paragraph II.A.8 of their Stipulation, the Parties agree that the Company’s proposed inflation adjustment shall not be included in its revenue requirement.  

3. ALJ Findings and Conclusion
56. No party opposed this provision of the Stipulation.  The impact of excluding an inflation adjustment is a $344,803 decrease from the revenue increase sought in the Filed Case.  Since the Company has consented to the exclusion of its proposed inflation adjustment as part of the overall settlement, the ALJ approves this portion of the Stipulation without modification.
J. Meter Testing Software

1. The Parties’ Initial Positions

57. The Filed Case inadvertently included the entire test year cost of meter testing software within the Company’s Colorado jurisdictional plant, rather than allocating this cost proportionately across the three states in which the Company renders service. 
2. Settlement Resolution

58. Paragraph II.A.9 of the Stipulation reflects the Parties’ agreement that the Company’s settled revenue requirement includes an adjustment to reduce its plant to account for meter testing software by $39,990 that was fully assigned to the Colorado jurisdiction erroneously. 
3. ALJ Findings and Conclusion
59. An adjustment to exclude erroneously included costs is proper, and the Parties agree that the non-Colorado portions of the test year cost of meter testing software should not have been included in the Filed Case.  Therefore, the ALJ recommends that the Commission approve this portion of the Stipulation without modification.

K. Base Rate Area Consolidation 

1. The Parties’ Initial Positions

60. The Company’s Filed Case proposed to consolidate the Company’s five Colorado rate areas into a single rate area to provide for uniform rates by class.  SourceGas witness Mr. Watson explained that consolidating rate areas would increase administrative efficiency and avoid unnecessary customer confusion.  Staff opposed the Company’s consolidation proposal.  The OCC was not opposed to the consolidation.

2. Settlement Resolution

61. For the purposes of settlement, the Parties agree that the Company’s five rate areas in Colorado will be consolidated into two rate areas, as set forth in Paragraph II.B.1 of the Stipulation.  Base Rate Area 1 shall consist of the rate areas currently known as Western Slope and North Central.  Base Rate Area 2 shall consist of the rate areas currently known as North East, Arkansas Valley, and Southwestern. 

3. ALJ Findings and Conclusion

62. All Parties agreed to the consolidation of the Company’s current five rate areas into two, rather than one, rate area.  The Commission has previously identified the possibility of future physical connection, the absence of a substantial rate disparity, and the potential for efficiencies and associated cost savings from consolidation as factors supporting the consolidation of rate areas.  Colo. Natural Gas, Decision No. R07-0154 at ¶¶ 53-55 (mailed February 22, 2007).  While the Company initially wished to consolidate all five of its rate areas into one rate area, the Parties have instead agreed that the Company should have two rate areas in Colorado, with the differing rates described in Sections III.N and III.O, infra.  The ALJ finds that the Parties’ agreement to consolidate the Company’s Western Slope and North Central rate areas into Base Rate Area 1 reasonably reflects the absence of a substantial rate disparity between Western Slope and North Central.  Similarly, the Parties’ agreement on consolidation of the Company’s North East, Arkansas Valley, and Southwestern rate areas into Base Rate Area 2 reasonably reflects the absence of a substantial rate disparity among the North East, Arkansas Valley, and Southwestern rate areas.  The ALJ therefore finds that the agreed-upon consolidation into two rate areas is just and reasonable, and recommends that the Commission approve this portion of the Stipulation without modification. 
L. Thermal Billing Implementation

1. The Parties’ Initial Positions

63. The Company proposed to implement thermal billing with adjustments for altitude at each town border station and for Btu content within specified Btu zones, as described in the Direct Testimony and Exhibits of SourceGas witnesses Messrs. Douglas D. Whitefoot, Thomas J. Sullivan, and Gary J. Abbate.  Staff preferred that the altitude adjustment be made at the individual premise level. 
2. Settlement Resolution

64. The Parties agree in Paragraph II.B.2 of the Stipulation that the Company shall use thermal billing throughout its Colorado service territories as proposed in the Filed Case.  The Parties agree that Staff shall request that the Commission open a Miscellaneous Docket in which the Company has agreed to electronically submit monthly Btu reports reflecting the daily Btu content of each Btu zone.  

65. The Parties further agree that, in a separate docket, the Company shall file an application in a separate docket where the Company shall propose to change where the altitude adjustment component of its thermal billing is made from the town border station to the customer premise level, which change shall not reopen any other issue settled by the terms of this Stipulation.  The Parties agree that the Company shall file this application to modify its altitude adjustment within one year of the effective date of the rates set in the Rate Case, and shall therein develop and propose new billing determinants and rates based on altitude adjustments at the premise level (rather than the town border station level) designed to recover the settled revenue requirement set forth in paragraph A.1 of the Parties’ Stipulation and based on the cost allocation – rate design models used to develop the settled base rates in this Rate Case.  Except for the premise-level altitude adjustment and any resulting changes to the billing determinants, all other inputs to the cost allocation and rate design model used to develop the settled base rates in this case shall remain unchanged. 

3. ALJ Findings and Conclusion

66. The Commission has stated that it looks favorably upon the implementation of thermal billing because it results in equitable and consistent treatment of customers across rate classifications.  See In re Public Service Co. of Colo., 164 P.U.R. 4th 306, 311 (Colo. P.U.C. 1995).  No party opposed the Parties’ approach for implementing thermal billing, which the ALJ finds to be just and reasonable.  The ALJ approves this portion of the Stipulation without modification.

M. Customer Classification

1. The Parties’ Initial Positions

67. The Company’s Filed Case provided for Sales Service and Distribution Transportation Service for each of four customer classifications:  Residential, Commercial, Industrial, and Irrigation and Crop Drying.  Staff and the OCC negotiated for subdivision of the Commercial Class of Service into Small and Large Customer Classes.  

2. Settlement Resolution

68. The Parties agree in Paragraph II.B.3 of the Stipulation that the Company shall divide its proposed Commercial Class into Small and Large customer classes.  The Small Commercial Class shall consist of commercial customers whose estimated usage is 5,000 therms/year or less.  The Large Commercial Class shall consist of commercial customers whose estimated usage is more than 5,000 therms/year.

69. The Parties agree that the Company’s service classification shall consist of the following:  Residential Sales Service; Residential Distribution Transportation Service; Small Commercial Sales Service; Small Commercial Distribution Transportation Service; Large Commercial Sales Service; Large Commercial Distribution Transportation Service; Irrigation, Crop Drying, or Seasonal Sales Service; and Irrigation, Crop Drying, or Seasonal Distribution Transportation Service.  To be included in the Irrigation, Crop Drying, or Seasonal Class as Seasonal Customers, customers must not use natural gas from December 15 through March 15. 

70. As to those customers with Distribution Transportation Service contracts entered into prior to September 1, 2008 who notify the Company on or before November 1, 2008 that they desire to terminate those contracts and switch to Sales Service without payment of any termination fee, the Company agrees to request a waiver of tariff provisions to allow customers to make such a change. 
3. ALJ Findings and Conclusion

71. In approving the distribution of the revenue requirement among the various customer classes, the Commission must review the evidence in the record to determine that the revenue requirement has been allocated in a just and reasonable manner, recognizing the right of consumers to pay a rate that reflects the cost of service rendered.  Colo. Office of Consumer Counsel v. Public Service Co. of Colo., 154 P.U.R. 4th 512, 877 P.2d 867, 872 (Colo. 1994).  Here, Staff and the OCC achieved the modification to the Company’s customer classifications that they requested.  No party opposed the provision of the Stipulation regarding customer classifications.  Therefore, the ALJ approves this portion of the Stipulation without modification.

72. SourceGas will be ordered to notify affected customers of the option to terminate Distribution Transportation Service contracts. 
N. Customer Charges
1. The Parties’ Initial Positions

73. The Company’s rates contain both a Customer Charge component and a Volumetric Charge component.  The Customer Charge is a flat monthly fee that does not vary with the amount of natural gas a customer consumes.  In the Filed Case, the Company proposed to increase the Customer Charge component of its rates, as described in the Direct Testimony and Exhibits of SourceGas witness Mr. Meckling.  The Company proposed a Residential Sales Service Customer Charge of $12.00 per month, and a Commercial Sales Service Customer Charge of $22.00 per month. 

74. Staff preferred that the Residential Sales Service Customer Charge be set no higher than $11.00 per month.  The OCC believed that the increase in the Customer Charge was too dramatic and disagreed with the methodology used by the Company to calculate the Customer Charge, and therefore preferred a Customer Charge lower than $11.00 per month.  Seminole took the position that the Company’s Customer Charges should be equal between its Sales and Distribution Transportation Services. 

2. Settlement Resolution

75. For the purposes of settlement, the Parties agree in Paragraph II.B.4 of the Stipulation that, for each customer class, the Customer Charge shall be the same for Distribution Transportation Service as for Sales Service.  The Company has agreed to change its Customer Charges from its Filed Case to the following:

	Sales and Distribution Transportation Service

Monthly Customer Charge – Settled

	Class of Sales Service
	Base Rate Area 1

Customer Charge
	Base Rate Area 2

Customer Charge

	Residential
	$11.00
	$10.00

	Small Commercial
	$22.00
	$20.00

	Large Commercial 
	$100.00
	$100.00

	Irrigation, Crop Drying, or Seasonal
	$180.00
	$40.00


3. ALJ Findings and Conclusion

76. All Parties agreed to the Customer Charges provision of the Stipulation.  The ALJ finds that the agreed-upon rate design, including the stipulated Customer Charges, is just and reasonable.  First, between classes, the agreed-upon rate design is cost-based.  See Colo. Natural Gas, Decision No. R07-0154 at ¶ 40 (mailed Feb. 22, 2007).  Further, the Parties have negotiated the level of the monthly Customer Charge portion of the rate design to reasonably address any rate shock and other concerns expressed by the intervenors.  The expected customer bill impacts under the settled rates are shown in Appendix D to the Stipulation and supplemented by the Submission in Response to Decision No. R08-0775-I.  The OCC’s and Staff’s agreement to the settled rates would indicate that they believe that either there is no rate shock or that it has been mitigated through the design of the settled rates.  Id. at ¶ 45.  The ALJ also notes that A M Gas and Seminole identified as their grounds for intervention their concern of limiting the rate impact to transportation customers.  Since A M Gas and Seminole agreed to the settled rates, it appears that any rate shock to transportation customers has been adequately avoided or mitigated.  Therefore, the ALJ finds that the Customer Charges in the Stipulation are just and reasonable, and approves this portion of the Stipulation without modification. 
O. Classification of Transmission Plant and Distribution Plant
1. The Parties’ Initial Positions

77. As described in the Direct Testimony of SourceGas witness Mr. William H. Meckling and in accordance with the allocation method recommended by SourceGas witness Larry Loos in his “SourceGas Distribution LLC Colorado Plant Use Study,” the Company’s Transmission Plant was classified 50 percent demand-related and 50 percent commodity-related, and the Company’s pooled Distribution Plant was classified 37.5 percent demand-related, 12.5 percent commodity-related (related to annual throughput), and 50.0 percent customer-related (related to the number of customers served).  Staff and the OCC were opposed to the Company’s method of allocation Distribution Plant and preferred that Distribution Plant be reclassified 50 percent demand-related and 50 percent commodity-related.

2. Settlement Resolution

In Paragraph II.B.5 of the Stipulation, the Parties agree for purposes of settlement that both Transmission Plant and pooled Distribution Plant shall be classified as 50 percent to 

78. demand and 50 percent to commodity.  The resulting settled base rate components of the Volumetric Charge are shown in the table below:

	Sales and Distribution Transportation Service

Base Rate Component of Volumetric Charge

	Class of Sales Service
	Base Rate Area 1

(per therm)
	Base Rate Area 2

(per therm)

	Residential
	$0.2267
	$0.2074

	Small Commercial
	$0.1866
	$0.1427

	Large Commercial 
	$0.1535
	$0.1167

	Irrigation, Crop Drying, or Seasonal
	$0.0925
	$0.0700


3. ALJ Findings and Conclusion

79. The Stipulation reveals that Staff and the OCC succeeded in persuading the Company to change its allocation methodology to reclassify its pooled Distribution Plant from 37.5 percent demand-related, 12.5 percent commodity-related, and 50.0 percent customer-related to 50 percent demand-related and 50 percent commodity-related, with the effect of increasing the volumetric component of the Company’s rate design.  As indicated above, the support of the OCC and Staff for a position suggests that it advances ratepayer interests.  No Party took issue with the allocation of Transmission Plant stated in the Filed Case.  The ALJ finds that the Parties’ agreement to classify both pooled Distribution Plant and Transmission Plant as 50 percent demand-related and 50 percent commodity-related is a just and reasonable resolution of this issue.  The ALJ further finds that the evidence supports the amount of the base rate component of the Volumetric Charge derived from these allocations, and that this amount is just and reasonable.  Accordingly, the ALJ approves this portion of the Stipulation without modification.

P. Distribution Transportation Administrative Charge

1. The Parties’ Initial Positions

80. Transportation customers are assessed a monthly Distribution Transportation Administrative Charge to recover the Company’s incremental cost of providing Distribution Transportation Service.  In the Filed Case, the Company proposed to modify the amount of its Distribution Transportation Administrative Charge to $370 per month per meter, as described in the Direct Testimony and Exhibits of SourceGas witness Mr. Jerrad S. Hammer.  

81. The Parties agree that the Distribution Transportation Administrative Charge should be based upon a reasonable determination of cost incurrence.  However, A M Gas and Seminole preferred that the Distribution Transportation Administrative Charge be substantially lower.

2. Settlement Resolution

82. In Paragraph II.B.6 of the Stipulation, the Parties agree, for purposes of settlement, to a Distribution Transportation Administrative Charge of $175 per month per meter for both rate areas. 
3. ALJ Findings and Conclusion

83. No party opposed the provision of the Stipulation regarding the Company’s Distribution Transportation Administrative Charge.  In accordance with the Parties’ Stipulation, the ALJ finds that the agreed-upon amount of the Distribution Transportation Administrative Charge is based upon cost incurrence.  The change in the Distribution Transportation Administrative Charge from the amount stated in the Filed Case to the settled amount reveals extensive and successful negotiation by A M Gas and Seminole, on behalf of transportation customers, with respect to the costs properly allocated to this charge.  The ALJ finds that the resolution achieved by this negotiation is just and reasonable.  Therefore, the ALJ approves this portion of the Stipulation without modification.

Q. Merger of SourceGas Wattenberg into the Company
1. The Parties’ Initial Positions

84. In the Merger Proceeding, the Company and SourceGas Wattenberg requested the Commission’s approval of their proposed merger into a single entity, with the Company as the surviving entity.  In contemplation of the merger, the Filed Case reflected costs and revenues associated with the service provided by SourceGas Wattenberg.  The Company and SourceGas Wattenberg explained, through the testimony of SourceGas witness Mr. Daniel E. Watson, that the decision to merge was a result of the Colorado Supreme Court decision in City of Fort Morgan v. Colo. Public Utils. Comm’n, 159 P.3d 87 (Colo. 2007), which established that SourceGas Wattenberg’s services are within this Commission’s jurisdiction rather than the Federal Energy Regulatory Commission’s jurisdiction.

2. Settlement Resolution

85. In Paragraph II.C.1 of the Stipulation, the Parties agree that the Verified Joint Application in the Merger Proceeding shall be granted.  The Parties agree that SourceGas Wattenberg, LLC and SourceGas Distribution, LLC shall be permitted to merge, with SourceGas Distribution, LLC as the surviving entity, such that the merging entities’ Colorado Certificates of Public Convenience and Necessity and all of their Colorado utility assets and properties shall vest in SourceGas Distribution, LLC upon consummation of their merger pursuant to their merger agreement and Colorado law.  The revenues and costs associated with service to customers of SourceGas Wattenberg shall be treated as proposed in the Company’s Filed Case, and included in Base Rate Area 2. 
3. ALJ Findings and Conclusion

86. No party opposed this provision of the Stipulation.  To grant an application for approval of a transaction under Rule 4104, the Commission must find that the proposed transaction is not contrary to the public interest.  In re Aquila, Decision No. C08-0204, ¶ 65 (February 29, 2008).  A determination of the public interest involves a balancing of the interests of the shareholders in a reasonable rate of return and the right of ratepayers to receive adequate service at a price that reflects the cost of service.  Id. ¶ 73.  Where the applicants for approval of the transaction are satisfied with its propriety, the public interest inquiry appropriately focuses on the ratepayer side of the public interest equation and is satisfied if there is “no net harm to customers.”  Id. at ¶ 74-75.  The Direct Testimony and Exhibits of SourceGas witness Mr. Elliott demonstrate that merging SourceGas Wattenberg into the Company satisfies this test.  Mr. Elliott testified that neither SourceGas Wattenberg’s nor the Company’s customers will be adversely affected by the merger.  Because SourceGas Wattenberg’s service brings in more revenues than costs, rolling SourceGas Wattenberg into the Company will allow the Company to offset some of the costs it incurs in serving its current customers.  At the same time, the contract rates to SourceGas Wattenberg’s only two customers will be unaffected by the merger.  The ALJ finds that the merger of SourceGas Wattenberg into the Company is not contrary to the public interest.  As a result, the ALJ approves this portion of the Stipulation without modification.  The authorization for the Company and SourceGas Wattenberg to merge, with the Company as the surviving entity, shall be effective concurrent with the effective date of the Company’s new tariff sheets.  

R. Construction Allowances

1. The Parties’ Initial Positions

87. In its Filed Case, with the support of Direct Testimony and Exhibits from SourceGas witness Mr. Hammer, the Company proposed to increase its Regular Construction Allowance, the portion of residential customers’ upfront connection cost that the Company bears, from $300 to $995 (plus $2.75 per therm of expected usage over 723 therms).  To further defray residential customers’ upfront connection cost, the Company proposed to offer customers an Extra Construction Allowance of up to $2,975, which the Company would then recoup over time through a $40 monthly charge in the customer’s bill.  

2. Settlement Resolution

88. In Paragraph II.C.2 of their Stipulation, the Parties explain that the agreed-upon reduction to the Company’s revenue requirement and creation of two rate areas has resulted in a modification of the appropriate amounts of the Construction Allowances from the amounts proposed in the Company’s Filed Case.  As a result of these modifications, the Parties agree that the Company shall offer Construction Allowances in the following amounts: 

	Construction Allowances – Settled Amounts

	Base Rate Area
	Regular Construction Allowance
	Extra Construction Allowance

	Base Rate Area 1
	$790 (plus $2.40 per therm over 757 therms)
	$3,010

	Base Rate Area 2
	$830 (plus $2.20 per therm over 760 therms)
	$3,010


3. ALJ Findings and Conclusion

89. No party opposed the provision of the Stipulation regarding the Company’s Regular Incentive Allowance and Extra Incentive Allowance.  Mr. Hammer’s testimony demonstrates that the Company’s proposed Construction Allowances are designed and set at a level to allow growth to pay its own way.  In other words, new customers who are connected to the Company’s distribution service with the benefit of the Construction Allowances will generate sufficient revenues to allow the Company to earn its allowed rate of return without subsidization from existing customers.  The ALJ finds that this approach to the construction of new main and service lines is just and reasonable.  Therefore, the ALJ approves this portion of the Stipulation.

90. In order to clarify the terms of settlement, Section 19.b.x.(2) of Colorado PUC No. 7 Tariff (First Revised Sheet No. 74),  Appendix C to the Stipulation and Agreement in Resolution of Proceedings, shall be modified to read as follows:

In addition to the other rates paid for service from the Company, the customer has agreed to reimburse the Company at a rate of $40 per month, until the cost of extending the amount of the connection costs exceeding the sum of the Regular and Additional Regular Construction Allowances up to $3,010 has been recovered, where such monthly payments shall not exceed a total reimbursement of $4,800.

S. Bad Debt and Pipeline Integrity Cost Adjustment Mechanisms

1. The Parties’ Initial Positions

91. In its Filed Case, the Company proposed to implement a Bad Debt Cost Adjustment rate mechanism and a Pipeline Integrity Cost Adjustment (PICA) rate mechanism.  The Bad Debt Cost Adjustment would recognize fluctuations in bad debt costs attributable to customers’ nonpayment of bills.  The PICA mechanism was designed to recover, inter alia, incremental costs incurred in pipeline integrity activities, such as complying with the Department of Transportation’s (DOT) new pipeline safety integrity management requirements for local distribution companies, set forth in the DOT’s Notice of Proposed Rulemaking, Pipeline Safety: Integrity Management Program for Gas Distribution Pipelines, 73 Fed. Reg. 123 (proposed Jun. 25, 2008) (to be codified at 49 Code of Federal Regulations pt. 192).  

92. In its April 2, 2008 Order Suspending Effective Date of Tariffs and Notice of Hearing, the Commission noted that the DOT order regarding pipeline integrity will affect all gas utilities regulated by the Commission.  The Commission indicated that it would evaluate the subject of utility incentive mechanisms such as the two mechanisms proposed by SourceGas in this case in an investigatory docket.  Staff preferred that neither rate adjustment mechanism be implemented in this docket. 

2. Settlement Resolution

93. For purposes of settlement of this docket, the Parties have agreed in Paragraph II.C.3 of their Stipulation that SourceGas will not implement the Bad Debt Cost Adjustment rate mechanism or the PICA mechanisms in this case.  The Parties agree that SourceGas may propose to implement either or both of these cost adjustment mechanisms in a separate docket.  In the absence of a Bad Debt Cost Adjustment rate mechanism, the Parties acknowledge that the Company is entitled to include its bad debt costs in its cost of service for ratemaking purposes. 

3. ALJ Findings and Conclusion

94. No party opposed this provision of the Stipulation, by which the Company has voluntarily agreed not to implement its proposed cost adjustment mechanisms at this time without foreclosing its ability to request such mechanisms through a later filing.  The ALJ finds this to be a reasonable outcome for these proposed cost adjustment mechanisms.  Therefore, the ALJ approves this portion of the Stipulation as a just and reasonable resolution with respect to the Company’s PICA and Bad Debt Cost Adjustment proposals.

T. Colorado-Specific Accounting Data

1. The Parties’ Initial Positions

95. Staff requested that the Company agree to maintain audited Colorado-specific accounting data.  The Company did not propose any such obligation.  
2. Settlement Resolution

96. In Paragraph II.C.4 of the Stipulation, the Parties agree that the Company shall continue to maintain audited Colorado-specific accounting data.

3. Findings and Conclusion

97. No party opposed this provision of the Stipulation.  The ALJ finds that the public interest will be furthered by having the Company maintain audited Colorado-specific accounting data. Therefore, the ALJ approves this portion of the Stipulation without modification. 

U. Whitewater Service Territory

1. The Parties’ Initial Positions

98. As explained in the Direct Testimony and Exhibits of SourceGas witness Mr. Elliott, the Company’s Filed Case excluded billing determinants, revenues, and expenses attributable to the Whitewater Service Territory in Mesa County, Colorado in calculating its proposed rates, pursuant to a binding election made by Kinder Morgan, Inc. (who owned the assets at that time) under Decision No. C05-0592 in Docket No. 04A-113G (effective as of May 19, 2005), approving Decision No. R05-269 as modified. 

2. Settlement Resolution

99. In Paragraph II.C.5 of the Stipulation, the Parties agree that the Company should develop its rates as proposed by excluding Whitewater billing determinants, revenues, and expenses and that the base rates in Base Rate Area 1 should apply to the Whitewater Service Territory. 

3. ALJ Findings and Conclusion

100. The Parties agree that the Company should exclude Whitewater billing determinants, revenues, and expenses in developing its rates and that the Base Rate Area 1 base rates should then apply to the Whitewater Service Territory.  The ALJ finds that this resolution comports with the decisions rendered and the binding election made in Docket No. 04A-113G, and remains a just and reasonable handling of the costs and revenues of the Whitewater Service Territory.  Therefore, the ALJ approves this portion of the Stipulation without modification.

V. Uncontested Terms of Filed Case

101. At Paragraph II.C.6, the Stipulation provides that to the extent an issue is not specifically addressed in the Stipulation or detailed in the settled revenue requirement in Appendix A to the Stipulation, the Parties agree to implementation of the Company’s proposal as to that issue as reflected in the Filed Case.  

III. ADDITIONAL REVIEW OF SETTLEMENT TERMS
102. In analyzing whether the agreed-upon terms of settlement set forth in the Stipulation are just and reasonable, the ALJ has reviewed the protests, public comments, and requests for, and notices of, intervention submitted to the Commission, and has determined that the Stipulation adequately addresses the concerns expressed therein to achieve a just and reasonable resolution.  

103. While the ALJ acknowledges that protests and requests for, or notices of, intervention do not fully identify all of a Party’s possible interests in a docket, nor do they in any way limit a Party from raising other issues in the course of a proceeding, such pleadings offer a broad basis for identifying a Party’s initial concerns, which are instructive for an analysis here.

A. Staff

104. Staff stated in its notice of intervention in the Rate Case that it would address the following:  (1) whether the consolidation of five rate areas into a single statewide rate may result in cross-subsidies; (2) whether the proposed $17,741,141 increase is appropriate in light of the resulting 16.1 percent to 33.18 percent increase in rates to the average residential customer; (3) whether the proposed $17,741,141 increase is appropriate in light of the resulting 2.9 percent to 16.49 percent increase in rates to the average commercial customer; (4) whether implementation of the proposed Bad Debt Cost Adjustment mechanism is appropriate; (5) whether the proposed PICA is appropriate; and (6) whether the proposed rates are just and reasonable.  In its notice of intervention in the Merger Proceeding, Staff stated it would address whether the merger of SourceGas Wattenberg into the Company would harm the Company’s existing sales customers without appropriate adjustments or write-downs of SourceGas Wattenberg assets.  The ALJ finds that the Stipulation adequately addresses each of these concerns as follows.

105. First, Staff and the OCC successfully negotiated for two rate areas, rather than one, to address the concern regarding cross-subsidization.  The rates, by class, in Base Rate Area 1 are higher than those in Base Rate Area 2 to reflect the higher cost of service in Base Rate Area 1.  The ALJ finds that maintaining these two rate areas prevents customers in Base Rate Area 2 from subsidizing Base Rate Area 1.  

106. As to Staff’s second and third points, Staff successfully negotiated for a lower revenue requirement, resulting in less of an increase for both residential and commercial customers than proposed in the Filed Case.

107. As to Staff’s fourth and fifth points, the Company has agreed not to implement the proposed Bad Debt Cost Adjustment and PICA mechanisms at this time.

108. As to its sixth point, Staff negotiated to ensure that the rates enacted are just and reasonable.  Toward that end, the Stipulation reflects reductions in the Company’s revenue requirement, ROE, rate base, and rate case expense, as well as changes in the methodologies for amortizing the rate case expense and determining weather normalization which result in rate decreases.  Staff also achieved its goals with respect to just and reasonable rates by negotiating modifications to the Company’s rate design, including changes to its customer classifications, fixed monthly Customer Charges, and allocation of pooled Distribution Plant.  

109. With respect to the Merger Proceeding, Staff’s involvement enabled it to conclude that the Company’s existing sales customers would benefit from the merger of SourceGas Wattenberg into the Company, and therefore would not require adjustments or write-downs of SourceGas Wattenberg assets.
B. OCC

110. In both its protest and its notice of intervention of right, the OCC stated that it was concerned with the Company’s proposals on the ROE, two adjustment clauses, weather normalization, the classification of costs for rate design purposes, changes in the construction allowance, and the consolidation of rate areas.  The ALJ finds that each of these concerns has been adequately addressed by the Stipulation and results in a just and reasonable outcome for the identified issues.

111. First, the OCC achieved its objective in negotiating for a lower ROE.  

112. Second, the Company has agreed not to implement the two proposed cost adjustment clauses at this time.

113. Third, the OCC successfully negotiated for use of NOAA normals adjusted to reflect more recent data through the methodology approved in Docket No. 98S-518G in lieu of the weather normalization methodology based on the most recent five years of data as proposed by the Company. 

114. Fourth, the OCC successfully negotiated for changes in the Company’s classification of costs for rate design purposes, resulting in a proportionately lower allocation of costs to the fixed monthly Customer Charge, as opposed to the Volumetric Charge. 

115. Fifth, through its involvement in the Rate Case, the OCC was able to ensure that the Company’s Regular and Extra Construction Allowances are set at the appropriate levels.  The OCC concurs that the two Construction Allowances are set at amounts that support construction of new mains and service lines where such construction is consistent with the Company’s rate of return, while avoiding subsidization of new construction by existing customers.

116. Sixth, as noted above, the OCC successfully negotiated for two rate areas, rather than one, satisfying concerns as to appropriate cost allocation.  
C. Seminole and A M Gas

117. Seminole and A M Gas represented the transportation customer interests in the Rate Case docket.  Seminole’s petition for leave to intervene focused on the consolidation of rate areas and the adjustment in rate design to reflect more of the fixed costs of doing business in the monthly charge to customers.  The motion to intervene by A M Gas similarly focused on the changes in cost allocation and rate design whereby the Company would substantially increase the proportion of its revenues collected through fixed charge component of its rates.  A M Gas also expressed concern with the general base rate increases.

118. The Stipulation addresses Seminole and A M Gas’s mutual concern regarding the level of the fixed monthly charges facing transportation customers by decreasing the Distribution Transportation Administrative Charge from $370 in the Filed Case to $175 in the Stipulation.  The reclassification of the Company’s pooled Distribution Plant pursuant to the Stipulation also results in a lower portion allocated to fixed monthly charges, consistent with these intervenors’ preferences.  

119. The provision of the Stipulation that the Company shall have two rate areas, not one, appears to answer Seminole’s concern regarding the propriety of the consolidation of rate areas for the reasons noted above.

120. The provisions of the Stipulation which result in a decrease to the Company’s revenue requirement appear to answer A M Gas’s concern regarding the propriety of the general level of the base rate increases.
D. Telluride

121. Telluride’s motion to intervene identified its concerns as the amount of the bill increases and the proposed handling of bad debt costs and additional costs to meet federal regulatory standards.

122. In the Filed Case, the Company had proposed to increase the average residential monthly bill in the Western Slope area, which includes Telluride, by $17.79.  As a result of the Stipulation in this case, the increase in the average residential monthly bill in Western Slope will be $12.50, a 30 percent reduction from the increase proposed in the Filed Case.
123. As noted, the Company has agreed not to implement these cost adjustment mechanisms at this time.

124. Accordingly, each of the concerns identified in the Parties’ original protests and requests to intervene has been adequately addressed by the Stipulation to achieve a just and equitable resolution. 

IV. ORDER

A. The Commission Orders That:

1. Response time to the Joint Motion for Approval of Stipulation and Agreement in Resolution of Proceedings is waived.

2. The Joint Motion for Approval of Stipulation and Agreement in Resolution of Proceedings is granted.

3. The Stipulation and Agreement in Resolution of Proceedings is accepted and approved as modified by this Recommended Decision.  The Stipulation and Agreement in Resolution of Proceedings filed on July 23, 2008, a copy of which is attached hereto as Appendix A, is incorporated by reference and, as modified by this Recommended Decision, is made an order of the Commission as if fully set forth herein.
4. All pre-filed testimony and exhibits filed in this docket are admitted into evidence without cross-examination.
5. SourceGas Distribution, LLC (SoureGas or Company) shall provide reasonable notice to affected customers of the option to terminate Distribution Transportation Service contracts by mailing a letter to them in substantially the same form as Appendix B, attached hereto. 
6. The tariff sheets filed on March 4, 2008 with Advice Letter No. 228 are permanently suspended.

7. The proposed tariff sheets attached as Appendix C to the Stipulation filed on July 23, 2008, as modified by this Recommended Decision, are just, reasonable, and not unduly discriminatory.

8. SourceGas shall file with the Commission, on not less than one business day’s notice, proposed tariffs containing tariff sheets identical to the proposed tariff sheets attached as Appendix C to the Stipulation filed on July 23, 2008, as modified by this Recommended Decision.  Assuming timely filing, the Company’s new tariff sheets implementing the terms of this Stipulation shall take effect on September 1, 2008. 

9. The Parties shall abide by the terms and provisions of the Stipulation filed on July 23, 2008, as modified by this Recommended Decision.
10. The Parties shall abide by the terms and provisions of this Order.

11. The filing requirements and the remainder of the procedural schedule established in Decisions No. R08-0550-I are vacated.

12. 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.  

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

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

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

14. If exceptions to this Decision are filed, they shall not exceed 30 pages in length, unless the Commission for good cause shown permits this limit to be exceeded.
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