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I.
BY THE COMMISSION
A. Statement

1.
This matter comes before the Commission for consideration of the issues raised by Concentric Energy Advisors, the Independent Evaluator in this case (IE), and Public Service Company of Colorado (Public Service) at the Technical Conference held on March 16, 2009 at 1:30 p.m.
  Now, being fully advised in the matter and consistent with the discussion below, we invite the parties to comment on specific issues listed below on or before Monday, March 23, 2009 at 12:00 p.m.  
B.
Background

2.
The following topics were discussed at the March 16, 2009 Technical Conference: 

Whether the 3.5 percent escalation rate for construction cost estimates for generic resources, which was set by Decision No. C08-0929 (Phase I Decision) is appropriate, given the recent economic downturn;

Whether the Commission should address the capital structure that the IE and Public Service use to model company-owned resources and, if so, what capital structure should be used;

Whether the recent communications issued to potential bidders by Public Service regarding capital lease treatment are consistent with the Phase I Decision; 

The general criteria that Public Service and the IE should use when addressing an issue that is not directly addressed in the Phase I Decision; and 

Transmission System Information submitted by Public Service on March 13, 2009 pursuant to Decision No. C09-0268.  

3.
We request that the parties provide comments on the issues identified below.  For each issue, we request that parties identify any modifications that they believe the Commission should make to its Phase I Decision pursuant to § 40-6-112(1), C.R.S.
  We wish to address these issues in a ruling in time for bidders to factor our decision into their bids.   Therefore, we require parties to file their comments on or before 12:00 p.m. on Monday March 23, 2009.  We will rule on the merits of these issues at the next Commission Weekly Meeting.
C.
Escalation Rate of Construction Cost Estimates

4.
In the Phase I Decision, we directed the modelers to assume that the construction cost estimates for generic resource options used in the Phase II analysis will escalate at the rate of 3.5 percent annually from year 2008.
  During the Technical Conference, the IE voiced a concern that this escalation rate is no longer appropriate given the dramatic economic downturn 

that occurred since we issued the Phase I Decision.  The IE opined the assumption that costs of materials increase faster than the general inflation rate may no longer be correct.  

5.
Section 40-6-112(1), C.R.S., states that the Commission may, at any time, rescind, alter, or amend any decision made by it.  Rescission, alteration, or amendment of a Commission order requires a notice to the public utility affected and an opportunity to be heard.  We therefore invite the parties in this case to comment on whether, in light of the recent economic downturn, it would be appropriate to amend the portion of the Phase I Decision which requires the two modelers to assume the 3.5 percent annual escalation rate.  We request comment on whether the escalator applied to generic resources should be revised downward to 2.5 percent, so that there is no real increase in these prices (above inflation).
  

6.
In addition, the IE recommended that the IE and Public Service be given the flexibility to decrease the expected generic representation of future solar costs, since a real decrease in these costs over time for this emerging technology is anticipated.  We invite the parties to comment on this matter as well.

D.
Capital Structure to Model Utility Rate Based Proposals


7.
In the Phase I Decision, we directed Public Service and the IE to use Public Service’s Weighted Average Cost of Capital (WACC) of 7.88 percent as the discount rate in the STRATEGIST model.  The modelers use the discount rate to calculate the net present value of revenue requirements of each portfolio, which allows portfolios with different 

generation investments and different dynamics of construction and operation to be evaluated on a common basis.
,
  

8.
During the Technical Conference, Public Service clarified that it proposes to use a ratio of 51 percent equity to 49 percent debt to model competing utility rate-based proposals.  This ratio is described by Public Service as its “economic” target, which is an adjusted value calculated by rating agencies and used by the capital markets.  Public Service stated that its current ratio (which is the value determined by the Commission in the last rate case) is approximately 60 percent equity to 40 percent debt.  The difference is the imputed debt factor used by Standard & Poor.  We discussed the imputed debt factor at length in the Phase I Decision.  Presumably, a 51/49 capital ratio will yield a lower WACC than 60/40 since the cost of equity is higher than the cost of debt.
9.
We invite the parties to comment on whether we should direct the IE and Public Service to assume a capital structure to model company-owned resources and, if so, what capital structure should be used.  With respect to this issue, we request comment on the following questions:
· Should we require Public Service and/or the IE to model the competing utility rate-based proposals using a WACC value of 7.88 percent, which is based on an approximate 60/40 capital structure? 

· Should we permit the modelers to model the competing utility rate-based proposals using a WACC based on a capital structure that may exist after adjusting for utility ownership facilities and a change in the level of imputed debt due to decreased IPP ownership? 

· What will be the likely value of the "regulatory" WACC assuming completion of the proposed utility assets? 

· Should the WACC used to evaluate the utility rate-based proposals also be used for the discount rate in the modeling?

· Are there other approaches to this issue that the Commission should consider?

E.
Disqualification of Bids Based on Transmission Limitations


10.
In Decision No. C09-0268, we directed Public Service to file a summary of its Open Access Transmission Tariff information to better inform bidders of its transmission limitations. Public Service filed this document on March 13, 2009 and the IE discussed some of the items listed at the Technical Conference.  At the Technical Conference, Public Service also provided additional clarification of timing and availability of specific lines.  Public Service proposes to reject bids (which are required to be proposed for a certain year) if transmission is not available in that year.  Further, bidders would enter a separate bid for each proposed start year, with a separate bid fee in order for a bid to be considered with different in-service dates. Now that we have better information about Public Service’s proposed treatment of bids in view of transmission limitations, we invite the parties to comment on bid rejections due to these reported transmission limitations. We also request comments on whether we should re-open any aspects of this issue, or whether it was adequately addressed in Decision No. C09-0268.  


F.
General Clarification Items

1. General Working Relationship Between the IE, Public Service, and the Commission


11.
During the Technical Conference, we discussed the relationship between the two modelers and the general topic of how much latitude the IE should have in asserting a position. We also discussed what types of issues Public Service and the IE should be interpreting themselves, and which issues should be brought to the Commission for clarification. We invite comments on these issues.

2. Capital Lease


12.
During the Technical Conference, the IE indicated that, due to updated accounting information, Public Service intends to significantly alter the model contracts to avoid capital lease treatment.  This raises the question of the extent to which Public Service and/or the IE should make changes in the model contract at this stage without Commission approval.  For example, we had accepted model contracts that contained a reduction in the payment for energy in excess of 115 percent of a bidder’s proposed peak energy level.  We now clarify that our "acceptance" carries all the impact of approval except that the Commission does not endorse any specific provision for use in another proceeding.  Public Service and the IE therefore must obtain Commission permission before changing any specific material terms in the model contract. To reiterate our previous decision, we directed Public Service and the IE not to reject a bid if a bidder proposes to change a term, and to address the issue in negotiations instead.
  
II. ORDER

A. The Commission Orders That:

1. We invite the parties to comment on the issues listed above on or before Monday, March 23, 2009 at 12:00 p.m.  

2. This Order is effective on its Mailed Date.

B.
ADOPTED IN COMMISSIONERS’ WEEKLY MEETING
March 18, 2009.
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� See Decision No. C09-0262, mailed March 11, 2009 (Order Setting Additional Technical Conference).


� As used here, "Phase I Decision" includes the decisions on Rehearing, Reargument, or Reconsideration, including Decision Nos. C08-1153, C08-1337, C09-0004, and C09-0216.   


� See Decision No. C08-0929, mailed September 19, 2008 (Phase I Decision), at ¶292(c).


� See Id., at ¶292(a) (directing the modelers to assume the 2.5 percent annual general inflation rate).


� See Id., at ¶¶280, 287.


� Weighted average cost of capital is calculated by multiplying the percentage of debt to the total capital and the cost of debt as well as by multiplying the percentage of equity to the total capital and the cost of equity.  The two values are then added.  In this case, the 7.88 percent WACC was calculated by applying an approximate 60/40 equity/debt ratio.   


� The proposed changes in contact terms with respect to capital lease issues are shown on Public Service's bidder website at:


� HYPERLINK "http://www.xcelenergy.com/SiteCollectionDocuments/docs/PSCO_3-4_CommunicationtoPotentialBidders.pdf" ��http://www.xcelenergy.com/SiteCollectionDocuments/docs/PSCO_3-4_CommunicationtoPotentialBidders.pdf�
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