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I. By the Commission

A. Background

1. This matter comes before the Commission upon the Application of SourceGas Distribution, LLC (SourceGas) for an order approving its Natural Gas Demand Side Management (DSM) Plan (Application), filed on September 29, 2008.  To correct some deficiencies identified in Decision No. C08-1179, SourceGas supplemented its Application on November 21, 2008.

2. During the December 3, 2008 Commissioner’s Weekly Meeting the Application was deemed complete by Minute Entry.

3. On October 30, 2008, the Colorado Office of Consumer Counsel (OCC) filed its Notice of Intervention of Right, Entry of Appearance, and Request for Hearing of the Office of Consumer Counsel (Intervention).  In its Intervention, OCC states that it is concerned about the discount rate SourceGas proposes to offer in its DSM programs.  OCC hopes this concern may be resolved and a hearing will not be needed.  The OCC notes that if a resolution is not achieved, OCC would intend on litigating this issue.  At the end of OCC’s pleading, OCC requests a hearing.  Based on the somewhat conflicting language in the pleading, we concluded that OCC is not specifically requesting a hearing at this time.  See Decision No. C08-1318.

4. On December 19, 2008, SourceGas filed a Petition of SourceGas Distribution, LLC for an Expedited Declaratory Order Authorizing the use of its Proposed Societal Discount Rate for Performing the Modified TRC Test for its DSM Plan (Petition).  In this Petition, SourceGas requested an order authorizing it to use its proposed discount rate for performing the Modified Total Resource Cost (TRC) Test.  SourceGas also requested that the Commission waive response time to the Petition.

5. In Decision No. C08-1318, we denied the request for waiver of response time, requested OCC to discuss its concerns regarding the discount rate and respond to the Petition and Application in the form of a written brief submitted to the Commission no later than December 29, 2008 at 4:00 p.m.  In that same Decision, we noticed a meeting for December 30, 2008 to deliberate on the merits of the Application and Petition, along with OCC’s concerns.

B. Black Hills Motion to Intervene

6. On December 29, 2008, Black Hills/Colorado Gas Utility Company, L.P. (Black Hills) filed a Motion to Intervene and to Waive Response Time.  Black Hills argued that it “has pecuniary and tangible interests in the instant proceeding sufficient to satisfy the Commission’s rules for intervention.”  Black Hills contended that the December 30, 2008 deliberation regarding the proper discount rate to be used in the SourceGas DSM program will impact Black Hills, specifically its DSM application pending before Administrative Law Judge Dale E. Isley (Docket No. 08A-431G).  Black Hills argued that its intervention “will not unduly broaden the issues in this proceeding since Black Hills only intends to file a response to SourceGas’ petition for declaratory order.”  On December 29, 2008, Black Hills also filed a Response to the SourceGas Petition.

7. We find that Black Hills presents a convincing argument for its intervention to be granted out of time.  We waive response time and grant the Motion.

C. Natural Gas Demand Side Management Plan

8. Appendix 2 of SourceGas’ Application contains the SourceGas Distribution 2009-2010 DSM Plan (DSM Plan).  The DSM Plan was supplemented by the “Detailed Portfolio Pro Outputs” and “Detailed Measure Assumptions” filed on November 21, 2008, in response to Decision No. C08-1179.  Together this documentation constitutes the “DSM Plan” that the Applicant desires the Commission to approve.

9. The DSM Plan presents four program areas, program plans supporting each area, budget detail, dekatherm savings estimates and cost effectiveness estimates, as well as background information.  The DSM Plan also contains attachments addressing the Avoided Cost Methodology, Detailed Measure Assumptions, and Detailed Program Cost-Effectiveness Results.

10. As noted previously, only one party (OCC) intervened in this Docket to express objections.  OCC expressed in its Notice of Intervention only one area of concern as the basis for intervening: “the discount rate SourceGas proposes to offer with is DSM programs.”

11. Concerning all aspects of the DSM Plan excluding the discount rate, there are no objections on the record to Commission approval.  Thus we find that all aspects of the DSM Plan excluding the discount rate can be approved without further discussion.

D. Discount Rate: Positions of Parties

1. SourceGas

12. SourceGas proposed a Discount Rate for use in the Modified TRC test of 4.35 percent.
 The Application states that this is “(b)ased on the value of a thirty-year treasury bill (as of April 14, 2008).”

13. SourceGas noted in its December 19, 2008 Petition that “the DSM Rules and enabling statute do not specify the methodology for calculating the appropriate discount rate that is used for performing the modified TRC test.”  SourceGas also contended that the modified TRC test required by Commission rules is analogous to the California Societal Test described in the “California Standard Practice Manual – Economic Analysis of Demand-Side Program and Projects” (California Manual).  SourceGas further noted that the California Societal Test calls for the use of a “societal discount rate” and that the 30-year Treasury bill rate is “widely accepted as a market estimate of long-term, relatively risk-free capital.”

14. SourceGas also argued that “there is little capital investment that the typical natural gas company is avoiding, delaying or planning in a gas DSM program.”  Further, SourceGas contended that since there are little or no capital costs being avoided by its DSM program, the weighted average cost of capital is inappropriate for use in calculating DSM cost effectiveness.

2. Office of Consumer Counsel

15. In its December 29, 2008 Response to the SourceGas Petition, OCC contended that a primary purpose of a discount rate is to compare demand side resources with supply side alternatives.  OCC argued that the discount rate should be the utility’s after tax weighted average cost of capital, stating that this best defines the time value of a utility’s money.

16. OCC also contended that the statutory language regarding discount rates, set forth in the statutory definition of “net present value of revenue requirements” [§ 40-1-102(9), C.R.S.]
 is relevant to gas resource planning as well as electric.  Further, OCC argued that the lack of gas resource planning rules combined with the statutory language cited above supports use of weighted average cost of capital as the discount rate since the purpose of conducting the DSM cost-effectiveness analysis is to compare resource options.

17. OCC cited a concern with a “societal discount rate” noted in the California Manual, where it states that use of such a rate will make it difficult to compare DSM and other investments, since other investments will use a market discount rate.  OCC contended that “cost-effectiveness of a DSM program is, by definition, a comparison of its costs(s) with the cost(s) of alternative (supply side resources)” and that “using a discount rate that makes comparison ‘difficult’ is analytically problematic.”

18. OCC also argued that in the future gas and electric DSM may be partnered together, and that gas and electric DSM should thus use the same discount rate to avoid analysis problems.

19. OCC further argued that a Modified TRC Test is not equivalent to a Societal Test, since the “purpose of a Societal Cost Test is to value all of the societal avoided costs, and to consider them in evaluating the cost effectiveness of DSM programs.”  OCC contended that the 5 percent factor for societal (externality) benefits set forth in the Commission’s gas DSM rules [Rule 4 Code of Colorado Regulations (CCR) 723-4-4753(I)(I)] was not intended to capture all societal benefits.  Thus, OCC contended that SourceGas’ comparison of the Commission’s Modified TRC Test and the California Manual’s Societal Cost Test is flawed.

3. Black Hills

20. Black Hills argued that the relevant statutory language concerning discount rate [§ 40-2-102(9), C.R.S.] was intended for use in electric utility planning, not gas DSM cost-effectiveness calculations.  It further argued this distinction between electric and gas calculations, pointing out that the statutory language concerning a discount rate is part of the definition of the term “net present value of revenue requirements” and that term is only used in the electric DSM statute (§ 40-3.2-104, C.R.S.).  Black Hills also cited the reasons put forth in the SourceGas Petition as further supporting this argument.

21. Black Hills also argued that the statutory definition of “cost-effective” [§ 40-2-102(5), C.R.S.] does not require use of a utility’s weighted average cost of capital as the discount rate and gives latitude to the Commission regarding what is to be included in the calculation through the phrase “shall include, but not be limited to.”

22. Black Hills also concurred with SourceGas’ argument in support of the Societal Cost Test, as supported by the California Manual, including the use of a 30-year treasury security as the appropriate Societal Discount Rate.

E. Discount Rate: Discussion and Findings

23. We are aware of, and concerned that, the Commission rules concerning gas DSM (4 CCR 723-4-4750 through 4760) do not define the term “discount rate.”  This is a matter we shall address subsequent to this Docket.

24. We find that there are two distinct impacts of the Discount Rate upon DSM Plans: (a) determining the cost-effectiveness of the DSM programs comprising the Plan (and thus the overall Plan cost-effectiveness); and (b) determining the net economic benefits resulting from each performance year, and thus, the size of the potential performance bonus.

25. It is our objective to see cost-effective gas DSM programs implemented as expediently as possible.  We are also cognizant of the need of the Applicant to know the values that will be used to evaluate performance prior to implementing a DSM Plan.

26. We find that the parameters bounding a reasonable discount rate are the 30-year Treasury bill rate and the utility’s average weighted cost of capital.  We find that all parties have made compelling arguments concerning the basis for establishing the discount rate within these parameters.

27. We are concerned that the discount rate selected can inadvertently yield a smaller DSM portfolio than desired, if the rate is set too high, and can also yield a higher financial incentive than we envisioned in the rulemaking, if the discount rate is set too low.

28. We are concerned that the 30-year Treasury bill rate is not fully representative of a societal discount rate.  We will permit the use of this rate at this time, but only for the purpose of determining the cost-effectiveness of SourceGas’ DSM programs and overall plan.  We anticipate determining a generally applicable gas DSM discount rate in a rulemaking proceeding in 2009 and state that the use of the Treasury bill rate to determine cost-effectiveness does not establish a precedent that will necessarily be followed in the future.

29. We support using the weighted average cost of capital at this time for the purpose of calculating the “net economic benefits”
 component of the 2009 performance bonus calculation.  If a rulemaking is concluded in 2009 that yields a lower discount rate for use in calculating the net economic benefits component in gas DSM Plans, SourceGas will be required to use such lower rate to calculate the 2009 bonus.

30. We find that the specific weighted average cost of capital value to be used by SourceGas is 8.26 percent, as set forth in Decision No. R08-0820
 in Docket No. 08S-108G.
II. order

A. The Commission Orders That:

1. Response Time to the Motion to Intervene filed by Black Hills/Colorado Gas Utility Company, L.P. (Black Hills), is waived.

2. The Motion to Intervene filed by Black Hills is granted.

3. The Discount Rate to be used in the SourceGas Distribution, LLC (SourceGas) DSM Plan for 2009 is 4.35 percent for purposes of calculating program and plan cost-effectiveness.

4. The Discount Rate to be used by SourceGas for purposes of calculating the net economic benefits and resulting bonus for 2009 is 8.26 percent, representing the weighted average cost of capital set forth in Decision No. R08-0820, Docket No. 08S-108G.

5. The SourceGas DSM Plan is approved.

6. The 20-day time period provided by § 40-6-114(1), C.R.S., to file an application for rehearing, reargument, or reconsideration shall begin on the first day after the effective date of this Order.

7. This Order is effective upon its Mailed Date.

B. ADOPTED IN COMMISSIONERS' DELIBERATIONS MEETING
December 30, 2008.
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� DSM Plan at p. 13; Table 5, Key Assumptions Used in Cost Effectiveness Calculations


� Ibid, footnote e, Table 5, p. 13


� Section 40-1-102(9), C.R.S., states that “a discount rate at the utility’s weighted average cost of capital shall be applied to the expected stream of future revenue requirement.”


� See Rule 4 CCR 723-4-4751(o) regarding the definition of “net economic benefits.”


� The weighted average cost of capital is also referred to in this Decision as the “return on rate base.”  See paragraphs 40 and 41 of Decision R08-0820.
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