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I. STATEMENT

1. On March 17, 2008, Public Service Company of Colorado (Public Service or Company) filed an application requesting authorization to continue, on a permanent basis after September 30, 2009, its Monthly Gas Cost Adjustment (GCA) Tariffs with one modification.  The Company is proposing symmetrical interest treatment (with no tolerance band) on the deferred balances of over- and under-recovered gas costs.
  

2. In addition, Public Service requests an extension for four years, commencing July 1, 2009, for its annual Gas Price Volatility Mitigation (GPVM) Plan approval procedures that are currently in place for gas sales customers.  The Company is proposing to change the approach to establishing the hedging cost budget from a percentage basis to a fixed dollar amount.

3. The Colorado Office of Consumer Counsel (OCC) and Staff of the Colorado Public Utilities Commission (Staff) timely intervened of right.

4. Public Service, OCC and Staff are the only parties to this proceeding.

5. By Decision No. C08-0467, the Commission deemed the application complete on its auto deem date of May 2, 2008.

6. By Decision No. R08-0557-I, a procedural schedule was established and the matter was scheduled for hearing.

At the assigned place and time, the undersigned ALJ called the matter for hearing.  During the course of the hearing, testimony was presented by Scott B. Brockett, Kurtis J. Haeger, 

7. Timothy J. Carter, And Jon Landrum, on behalf of Public Service; Dennis J. Senger on behalf of the Office of Consumer Counsel, and Bridget McGee-Stiles, Dr. Scott E. England, and Billy Kwan on behalf of Staff.  Exhibits 1 through 15, 17, and 20 through 31 were identified and offered into evidence.  Exhibits 1 through 15, 17, and 21 through 31 were admitted.  Exhibit 2A was identified, offered and admitted as a Highly Confidential Exhibit subject to protective provisions ordered in Docket No. 02A-267G.  Exhibits 7, 14, 15 were admitted as Confidential Exhibits.  

8. Post-hearing, the ALJ requested, and was provided, electronic versions of Exhibit SBB-2 to Hearing Exhibit 4 and Exhibit SBB-4.5 to Hearing Exhibit 5 in Microsoft Excel format.  To stay within the evidentiary record, the values in the spreadsheet of the exhibit were extracted to a new spreadsheet for consideration and analysis.

9. After extensions, all parties filed closing statements of position.

10. Pursuant to § 40-6-109, C.R.S., the record and exhibits of the proceeding and a written recommended decision are transmitted to the Commission.

II. FINDINGS AND CONCLUSIONS

A. Procedural Posture

11. Public Service currently utilizes a monthly GCA mechanism approved by the Commission in Decision No. C04-1112.  That decision approved the Stipulation and Agreement in Resolution of Proceeding, Hearing Exhibit 2.  By its terms, the Monthly GCA program and GPVM Plan under the Commission-approved stipulation shall expire.  Hearing Exhibit 2 at 13.

12. Applicant, as the proponent, bears the burden of proof by a preponderance of the evidence as to requested relief in the Application.  Section 13-25-127(1), C.R.S.; Rule 4 Code of Colorado Regulations 723-1-1500.  The preponderance standard requires the finder of fact to determine whether the existence of a contested fact is more probable than its non-existence.  Swain v. Colorado Department of Revenue, 717 P.2d 507 (Colo. App. 1985).  A party has met this burden of proof when the evidence, on the whole and however slightly, tips in favor of that party.  

13. The Commission may order modifications, continuance in the current form, or the Commission-approved stipulation will expire under its terms reverting to the Commission’s GCA Rules as in effect.  No party advocates returning to an annual GCA.

B. Monthly GCA 

14. Mr. Brockett is the Director of Regulatory Administration for Xcel Energy Services, Incorporated.  He is responsible for overseeing the gas thermal and electric pricing and regulatory administration functions.

15. Public Service recovers 100% of its prudent gas costs through any GCA.  This case addresses the timing of recovery, including recovery of the deferred balance that accumulates over time.  Customers and shareholders have an interest in minimizing deferred balances and mitigating interest expense associated with over and under recoveries of gas costs in the GCA.  

16. Public Service contends that the current monthly GCA process should be extended with modifications because it improves the timeliness of recovery of gas costs and sends better price signals to customers.  These modifications provide more equitable recovery of gas costs among customers having different seasonal requirements.  

17. Mr. Brockett contends that monthly price changes, rather than annual price changes, have allowed the company to better reflect current market conditions in rates and to reduce the balance in Account 191 adjusted for unbilled revenues.  Exhibit SBB-2 to Hearing Exhibit 4 compares the cumulative deferred balance under the historical monthly GCA to an annual GCA for the year ended September 2006.  Mr. Brockett assumed no interim GCA filings.  He also acknowledged that the monthly GCA was in effect for 46 months, but he chose only a twelve month period to analyze the deferred balance.  

18. Mr. Brockett prepared Exhibits SBB-3 and SBB-4.5 to estimate efficiency gains as a basis for calculating or estimating gains from better price signals.  Exhibit 4.5 attempts a comparison between a monthly and quarterly GCA.  Mr. Brockett concludes that the monthly GCA commodity cost was $1.16 per dekatherm closer to the actual commodity index than the quarterly GCA commodity cost for November 2004.  Of the 46-month period analyzed, February and March 2006 dramatically differ from the remaining periods.  Disregarding these two months initially, the remaining months vary between $1.53 positive and $1.21 negative.

19. Summing the relative difference from actual index for all 46 periods, Mr. Brockett contends that a monthly GCA is $19.64 closer to the actual index price, or $.43 per month.  Of that amount, almost half of the total variance was attributable to February and March 2006 ($8.97).

20. Mr. Brockett states that the price of natural gas is volatile.  Any GCA mechanism captures the volatility over a period of time that is aggregated into rates that customers pay.  The more timely rates adjust, the more timely they reflect the actual costs of service.

21. Mr. Brocket also points to the potential for distortions in price signals that can occur from recovery of deferred balances.

22. Mr. Brockett acknowledged that customers may respond to the price on a recently received bill while others may respond based on the current month's price submitted by the Company.  

23. The OCC supports continuation of the GCA in its current form, pending resolution of Docket No. 08A-113G (a comprehensive investigation by the Commission into regulatory and rate incentives).  Acknowledging that Public Service demonstrated that the monthly GCA reduced deferred balances over an annual GCA, Mr. Senger points out that Public Service failed to demonstrate that a monthly GCA should be adopted as opposed to filing on a quarterly or semi-annual basis, or any other time period.

24. The OCC also challenges Mr. Brockett’s price signaling assumptions. Mr. Senger contends that the Commission must be realistic regarding the effectiveness of efforts to inform customers about monthly price changes.  Despite published notice, Mr. Senger points out that it is at least as likely that customers view prices based upon their most recent bill (i.e. based in part upon the prior month's GCA rate). He also contends that customers may better understand less frequent changes, resulting in better responsiveness.

25. Hearing Exhibit 21, reflects monthly GCA rates from November 2004 through July 2008.  Exhibit 22 calculates the relative difference in cost per dekatherm, month to month.
  

26. Staff criticizes Mr. Brockett’s selection of the period reflected in SBB-3 and contends that Public Service’s arguments based upon efficiency gain are not verifiable or persuasive in meeting their burden of proof in the Application.

27. Several Staff witnesses suggest that Public Service’s comparison of its proposal in the Application to an annual GCA without any consideration of interim GCA filings is unrealistic and perhaps misleading.  Mr. Kwan summarized:  “The deferred can be created as a result of company's inaction to file a more updated GCA, to the extent gas prices have changed from the embedded rate.”  Tr. II at 30, ll 1-4.  Of course, variations in market price will also impact the deferred balance.

28. The longest consecutive string of negative monthly changes in the price of natural gas during the 46 months of the monthly GCA (February through June, 2006) is included in the 12 months selected by Mr. Brockett for analysis.  See Hearing Exhibit 22.  Staff contends that two price spikes during the winter following hurricanes Katrina and Rita were outliers.  Staff also points out that Public Service disregards the possibility of filing an interim GCA, if deemed necessary or beneficial to do so.
29. Staff also addresses concerns as to the validity and accuracy of price signals.  First, price signals lag due to the Company’s billing cycle.  Then, rates are incorporated for billing on a weighted average basis.  To the extent consumption is affected by price, such reaction to billing is based at least in part upon the prior month’s price.  

30. Illustratively, the monthly GCA is based upon commodity pricing on the seventh business day of the month prior to which the rate is effective (i.e., the February 1 rate is based upon the price of natural gas on the seventh business day of January).  The price is effective as a pricing component on the first of the month following the date of the index price and is applied to estimated volumes delivered to customers.  Public Service has approximately 20 billing cycles.
   Bills are mailed to customers.
  Payment is then due 15 days thereafter.  Assuming a billing cycle that hypothetically closes on the 1st of the month, the signaling information based upon the commodity price is approximately 38 days old at the payment due date.  Further, if a billing cycle closes on the 20th of the month, the signaling information based upon the commodity price is approximately 58 days old at the payment due date. 

31. Staff advocates that the monthly GCA be changed to a quarterly filing.  Staff contends that quarterly modifications will allow Public Service to meet its goals.  In any event, the Commission’s GCA rules do not prohibit GCA filings to change rates upon any schedule more frequent than annually.  Such interim filings provide Public Service a means to manage deferred balances within a quarter, as needed.  Public Service seeks a unique GCA filing that will allow more streamlined and expedited consideration.

32. Dr. England attempts to analyze the efficiency gains advocated by Public Service.   He concludes that any marginal efficiency improvement cannot significantly differ by implementing a quarterly GCA that would represent a more fair compromise for customers.

1. Discussion

33. Public Service’s advocacy that the monthly GCA results in more accurate price signals to customers is unpersuasive.  Mr. Brockett posits that pricing is an effective mechanism for allocating or rationing scares resources efficiently.  “Economic theory suggests that a customer will continue consuming a good or service until the value or utility (to the customer) of the last unit consumed is equal to its price.”  Exhibit 4 at10-11.  However, Public Service failed to demonstrate applicability based upon elasticity of demand.  Further, though Public Service publishes its monthly price, there has been no showing that customers are aware of the cost of units decidedly consumed and have timely knowledge of the cost of the next unit to be consumed.  OCC makes a valid argument that customers may indeed be more influenced by their last bills than by published monthly rates.

34. Mr. Brockett assumes a beneficial attribute of price signals to be that changes in use are induced by a change in price.  Illustratively, he assumes that customers would use more gas when the price charged substantially decreases.  Notably, in his illustration the rate has no reflection whatsoever based upon the cost or timing that Public Service paid for the gas.  Rather, his illustration is based upon customer price.  Further, the simple illustration ignores other factors impacting demand.  For example, it is highly unlikely that such a change in natural gas prices would have any impact upon demand by a residential customer in the heat of summer that uses electricity to heat their water.  Further, would a residential customer using natural gas to heat their home raise their thermostat from 70 degrees to 85 degrees because the price of natural gas decreased?  Even if the illustration were to apply in a more favorable situation, no evidence was presented demonstrating that a significant change in consumption would result from the change in price.  In isolation, it is without foundation in the record to assume any impact of the proffered price change upon demand.  Public Service showed no foundation that the application of the price change to customer accounts for any portion of the change in demand. 

35. Building upon the false foundation, Mr. Brackett performs an admittedly imprecise estimation of “efficiency gain” for the residential class by comparing the reduction in consumption assumed to be caused by a change in pricing to an assumed average value of foregoing use.  See Exhibit SBB-3 to Hearing Exhibit 4.

36. To the extent that customers react to the price signal based upon their monthly bill, such signal is disparate in time to the monthly GCA price.  Particularly based upon billing cycle, the relative timeline of the signal can vary.  As noted by Mr. Senger, monthly frequency of changes may cause customers to act on inaccurate information, or even to decide it's not worth the trouble to try monitoring price changes. 
37. Mr. Brocket’s attempt to quantify efficiency gains of price signals also fails to consider the impact of potentially conflicting changes in the price of components upon the total rate.  Although some deferred is necessary under Public Service’s utility operations, the deferred potentially distorts the pricing signal of market changes upon customer rates.  Illustratively, if the deferred component increases and the gas cost component decreases, what signal will be sent to customers?  What is the accuracy or benefit thereof?  What signal is sent of increasing and decreasing prices when commodity prices are trading in a relatively narrow range (i.e., signal volatility when prices are relatively flat)?

38. Additionally, implementation of monthly changes can have perverse impacts in transition month billing. Although the appropriate GCA rate is assessed on customer usage, a question remains as to whether the respective GCA charges reflect the cost imposed during that billing period because volumes are necessarily estimated.  Illustratively, assume a given customer’s billing cycle occurs half in Month 1 and half in Month 2.  Further, assume the price of natural gas under a monthly GCA decreases from Month 1 to Month 2.  Public Service notifies the customer of the Month 2 rate on the first day of the month.  To reflect the change in price, Public Service estimates usage and applies both rates accordingly.  The price reduction on the first should signal to the customer that the price is decreasing, theoretically increasing his/her consumption during the second half of the billing period when the rate is lower.  However, increased consumption in the second half of the billing period results in higher rate of Month 1 being retroactively applied (based upon the estimated allocation) to higher volumes consumed while the lower rate is in effect, because Public Service has no way of knowing if a customer increased consumption in response to the price signal.  Even if the customer understands the monthly price signal and reacts appropriately, the customer will not be billed correctly due to cycle billing.  There is no benefit to imposing a price signaling mechanism on the customer when the Company cannot properly bill based upon an intended response.  In a quarterly GCA, such effects would not occur every month.

39. Public Service also attempts to rebut Staff’s recognition of the billing-cycle impact by pointing out that customers are billed the current month’s rate based upon allocated volumes of usage during the current month.  This argument is particularly not persuasive based upon the potential for disparate customer impact based upon billing cycle.  Further, the allocation method is only correct if one assumes that customers continue under normal consumption, without reacting to the price change.  To the extent of elasticity, the relative accuracy of any price signal value in billing would be greater for customers having billing cycles later in the month, not to mention the inability to accurately determine usage for allocation of pricing during the price-transitioning month billing.  If quarterly GCA rates were used, at least for two out of three months under a quarterly GCA (assuming no interim filing) customer bills would provide a correct “price signal,” and would capture the benefits, to the degree that any such benefits exist.

40. As a price signal, some gas is potentially priced after gas is consumed under the monthly GCA due to the bill cycle issues discussed above.  Preference is to provide information to make an informed decision before consumption.  Illustratively, it would be ridiculous for the price at the gasoline pump to change after the gas is in the tank.

41. Decreasing the frequency of filings from monthly to quarterly, excluding any interim GCA filings, will substantially reduce the number of filings.  Fewer filings will improve the Commission’s administrative efficiency to an unspecified degree.  The monthly GCA process necessarily requires expedited Commission consideration of each monthly filing, under less than statutory notice.  Although no intervention in opposition has been filed regarding a monthly filing, any Commission action must be extremely expedited, affecting other Commission matters without regard to responsibility, materiality, or priority.

42. The uncontradicted testimony of Public Service demonstrates that the monthly GCA has successfully avoided the large deferred balances that historically accrued under the annual GCA process.  See Exhibit SBB-2 to Hearing Exhibit 11.  Public Service has demonstrated that the unopposed request for a waiver of the Commission’s rules should be granted, though the question remains as to whether a monthly or quarter filing process should be used in place of the annual filings prescribed in the rules.  As a result of this success, prices to customers currently change monthly and a variety of potentially price-conflicting signals are sent to customers, including their monthly bill and notifications of price changes.  

43. Turning to the appropriate frequency, it must next be determined whether filings should be made on a monthly basis.  In considering the appropriate GCA frequency, the Commission must consider application of the argued term, volatility, in terms of the frequency and magnitude as to customer rates and as to a necessary supply cost.  

44. We have seen operations under an annual GCA and the significant effects of recovering deferred balances.  Historic volatility of gas prices has been significant.  Although deferred balances have been more reasonably maintained, operation of the monthly GCA increased significant price variability.

45. With a monthly GCA and numerous monthly bill cycles, it is not clear that customers are being provided an accurate, or timely, price signal.  There is no showing whatsoever as to the effectiveness of current notice procedures and whether customers react to them, to bills, or otherwise.  Further, there is no indication as to the effectiveness of publishing information regarding the average customer and whether individual customers have any understanding as to their relationship to the average customer.  Thus, there is no indication as to the relative strength of signaling between a bill and a published rate element.  

46. Under a monthly GCA the potential for volatility resulting from the recovery of a deferred balance is mitigated.  It is more likely than not that operations under a quarterly GCA would fall between the monthly and annual periods.

47. The frequency of price changes is greater under a monthly GCA than under a quarterly GCA.  This comes at a cost to customers because prices often change.  The frequency of change can be a frustration and cause confusion to customers, hampering their ability to understand, plan, and budget for utility services.  As Staff notes, a multiplier effect can also occur based upon price volatility during the winter season as a result of higher usage or demand.

48. The attempt to quantify the superiority of a monthly GCA to a quarterly GCA in Exhibit No. SBB-4.5 is not persuasive.  Derivation of the hypothetical quarterly GCA is only generally explained.  Public Service’s analysis continues to assume no interim filings are made.  Finally, by only considering the absolute value of differences, the potential for offsetting changes of the monthly GCA within quarters is ignored and there is no showing as to the impacts of the differences upon the deferred balances in Account 191.  For example, in the first three months of the GCA, the price increased $.93 and decreased $.92.  While appearing insignificant, the impact of the alternatives upon the Account 191 balance was not presented.

49. Appendix A, attached hereto, is a graphical representation of the monthly and quarterly commodity costs relative to index price in Exhibit SBB 4.5 to Hearing Exhibit 5.  Quarterly rates appear to track index pricing fairly well.  Two time frames are of particular note.  First, from the summer of 2006 through the summer of 2007, the quarterly GCA smoothes pricing fluctuation when markets vacillated.  Secondly, the quarterly GCA would have maintained a peak rate for the first quarter of 2006 when market prices were dramatically falling, though an interim filing would be expected in this situation, as discussed below.  However, the difference of the sums for the entire 46 months between the monthly and annual is only $2.99 (the difference between “Actual Price Minus Monthly Cost” and “Actual Price Minus Quarterly Cost”).  

50. As pointed out by Staff, providing for timely and efficient interim filings would allow Public Service to have reduced rates in light of information available at the time.  Notably, this is not solely a hindsight analysis.  The index price at January 1, 2006 was approximately 30% lower than the quarterly GCA rate.  At the time, under the monthly GCA, Public Service was substantially over-recovered.  Thus, it is reasonable to expect that Public Service would make an interim filing under those circumstances if the streamlined process under the quarterly GCA was in place.  Again, at February 1, 2006 the index price was approaching 40% lower than the quarterly GCA rate.  At the time, under the monthly GCA, Public Service was more over-recovered than the month before.  Thus, it is reasonable to expect that Public Service would make another interim filing in light of the material disparity between price and cost, particularly in a situation where they would already be substantially over-recovered.  

51. Assuming implementation of interim rates for February and March 2006 (the only occurrences in 46 months when the quarterly GCA rate was more than two dollars higher or lower than the monthly GCA rate), the graphical appearance is as set forth in Appendix B to this Recommended Decision.  With this interim filing, the quarterly rate tracks the index prices in a reasonable manner, with less rate volatility than the monthly GCA.  Further, comparing the sum of the “actual price minus monthly cost” to the “actual price minus quarterly cost,” with these two interim filings, one now finds that the quarterly GCA is $7.68 closer to the actual index price.

52. There is a disappointing vacuum in the evidentiary record as to gas volumes and cumulative deferred balances, beyond that included in Exhibit SBB-2 to Hearing Exhibit 4.  No party has made any quantitative analysis as to the impact upon the Account 191 balance of any alternative other than a monthly GCA and all arguments relate solely to rates.

53. Though Public Service demonstrated that the monthly GCA is better than the annual GCA prescribed in the rules, the Company has failed to demonstrate that the Commission should order a monthly GCA over a quarterly GCA.  No material difference is shown based upon relative comparisons of rates to commodity market prices.
  Lacking the ability to fully consider the comparison of monthly and quarterly GCA filings, a decision must be reached upon the evidence of record.  On this basis, the quarterly GCA is found to be superior to the monthly GCA.
Public Service should have an opportunity to manage gas costs throughout the year.  Considering the cumulative deferred balance in light of projected volumes and pricing, the Company can evaluate whether modifications are material and necessary to manage gas costs.  Interim modifications can be fashioned upon streamlined monthly filing procedures while streamlined quarterly filings can decrease the frequency of price changes to customers and balance interests concerned.  As discussed above, Appendices A and B demonstrate the result of applying two interim filings to a quarterly GCA procedure over the four year period discussed in the record.  These two points represent a difference of over $2.00 between the calculation of a monthly GCA rate and the rate that would have been in place at the time under a quarterly GCA.  

54. All other such differences are approximately $1.00 or less throughout the four-year analysis period.  Therefore, it could be appropriate to set a threshold where Public Service could only make an interim filing to the quarterly GCA when this difference exceeds $2.00.  However, conditions may change in the future, and any such threshold could have unintended consequences.  Under the expectation that Public Service will not abuse its discretion, this order will allow the Company to make interim filings without imposing conditions.  However, it is expected that Public Service will only make interim filings that are consistent with the direction in this decision, and parties can raise this issue in subsequent proceedings if necessary.   

55. In consideration of the evidence of record, it appears more likely than not that a quarterly GCA, with permitted streamlined interim filings based upon the current monthly GCA process, best balances the interest of all concerned.  In times of lesser commodity volatility, or lesser demand, a quarterly GCA will smooth price variations and allow Public Service to manage deferred balances.  Customers will see fewer rate changes and may have a better understanding of their rates.  On the other hand, in times of greater commodity market price volatility and higher demand, Public Service will have tools available for an efficient interim filing.  Interim filings will allow an opportunity for timely adjustments for events having a more significant impact upon deferred balances.

C. Interest/Tolerance Band

56. Despite the viewed success of the monthly GCA, Public Service proposes a modification to the treatment of interest accumulated on Account 191 balances by eliminating the tolerance band that adjusts over time.  The Company also proposes symmetrical treatment of interest on under-and over-recoveries.

57. On June 30 of each year, the Company credits customers any interest on over-recoveries in excess of the tolerance band.  Alternatively, any interest on under-recoveries in excess of the tolerance band is written off.  The tolerance band adjusts annually and accumulated interest within the tolerance band is carried over year to year.  See Exhibit 2 at 30.  In June 2006 and 2007, Public Service wrote off $491,263 and $1,594,720, respectively, and the tolerance band adjusted accordingly.

58. Although not opposed to elimination of the tolerance band, Staff opposes elimination of asymmetrical interest as well as permanent waiver of the GCA rules.  The thrust of Staff’s advocacy is that the Commission should adopt a quarterly GCA.

59. In the event that the Commission imposes interest on over and under recoveries, Staff recommends that the Commission impose rates based upon respective borrowing costs.  For customers, Staff proposes a credit card rate.  

60. Public Service argues that, no matter how prudent its actions may be, there is no practical possibility of eliminating over and under-recoveries due to variations in gas prices as well as projected sales.  It is a necessary part of the utility business.  Based upon this reality, Public Service argues that the current GCA unfairly apportions risks and rewards and proposes elimination of the tolerance band.  Accrued interest would be credited to or charged to customers in June of each year.

61. Dr. England contends that the Company has been made whole under prior Commission decisions, although Public Service has written off interest over the past three years.  Notably, historic adjustments to the tolerance band may alleviate the need to write off interest in future years.

62. Despite Staff’s assertion to the contrary, the tolerance band is an integral part of the stipulation regarding interest provisions.  Hearing Exhibit 2 at 30, ¶55.  Public Service only requests elimination of the tolerance band in connection with its request for symmetrical interest.  Staff supports elimination of the band, but did not perform any calculation as to the impacts thereof.

63. Staff contends that the Company already receives preferential treatment regarding gas costs, as compared to general utility practice, and summarizes several decisions considering this issue.  Public Service has not demonstrated any change of circumstance that should change prior Commission rulings on the matter. 

64. Aside from supporting efforts to minimize deferred balances and implement the tolerance band, the Commission has uniformly rejected Public Service’s request for symmetrical interest beyond the tolerance band.  Based upon the Commission’s prior decisions and considering the balance of compromises reached in establishing the monthly GCA, no new information has shown any new basis upon which such consideration should change.  While it is true that Public Service cannot fully control the deferred balance, the tolerance band provides some accommodation and it remains true that Public Service has drastically more potential to manage deferred balances than customers.

65. The tolerance band implemented by Decision C04-1112 shall continue, at the current level, pursuant to the waiver granted herein.

D. Gas Price Volatility Mitigation Plan

66. Mr. Haeger’s testimony focuses upon the Company’s request to extend the use of the GPVM Plan for natural gas delivery operations for an additional four years.  Under current requirements, Public Service files a GPVM, a Gas Purchase Plan (GPP), and Gas Purchase Report (GPR) each year.  

67. Mr. Haeger broadens the background regarding the Company’s history of filing GPVM plans since 1997.  The effort began following dramatic increases in natural gas prices during the 1996-1997 winter season, and consistent with a Commission rulemaking.  A GPVM plan has been part of the GPP since that time.  There is a history of broad support for diversifying Public Service’s supply portfolio among the Company, the Commission, and Staff. 

68. The goal of Public Service’s GPVM plan is to reduce the exposure to, and magnitude of, gas price spikes to Public Service’s gas sales customers at a reasonable cost.  As currently implemented, certain specific aspects of Public Service’s GPVM plan are approved by the Commission prior to implementation, as provided for in paragraph 22 of Hearing Exhibit 2. 

69. Currently, Public Service caps the program based upon the estimated maximum cost of a percentage of the projected annual gas cost.  Exhibit KJH-2 shows the net historical hedging costs, including the original costs for any hedging as well as any settlement costs.  

70. Highly Confidential Exhibit No. KJH-1 is the 2008-2009 GPVM Plan filed in Docket No. 08A-012G and approved by Decision No. C08-0314.  See Highly Confidential Exhibit KJH-1 to Hearing Exhibit 6.  Schedule, PVM-3, shows how the budgeted amount will be expended based upon various hedging instruments (fixed price, at-the-money call, and out-of-the-money call) that the company plans to use for various pricing scenarios.  

71. The Company uses 5 percent of the estimated total gas cost to derive a budget, then the proposed volumes are determined.  The combination of those two components makes up the hedging budget, or premium that the Company is willing to pay.

72. The Company meets with Staff and the OCC before the January 15th GPVM filing to discuss the Company’s proposed filing.  Public Service’s plan provides for a budget amount that it will attempt not to exceed, reflecting an intended maximum amount to spend to mitigate volatility as described in the plan.  Actual costs are subject to a prudence review and are recovered from customers after the GCA costs are reviewed and approved.

73. Mr. Haeger illustrated the timing of recovery for several types of instruments.  The costs of a hedging instrument purchased in June for a March month of delivery, will be included in the GCA costs for the month of delivery.  He also described how use of the mitigating effect of storage is an integral part that of Public Service's gas acquisition plan.

74. The Company can modify a GPVM plan; however, Mr. Haeger contends that this has not been necessary due to the robustness of plans approved.  The results of the GPVM plan are still detailed and reviewed in connection with the annual GPR filings, after the plan is implemented and completed.

75. Despite the hierarchical structure of the GPVM plans, Staff states that until the current year, Public Service’s only hedging activity since implementation of the monthly GCA has been to purchase call options.  This year, some fix-for-float swaps have been implemented. 

76. Mr. Haeger summarizes the hedging instruments used historically:  “Public Service used fixed price contracts for its entire hedging program until 2002. In 2002, the Company used costless collars and fixed price purchases to implement the GPVM plan for the winter of 2002-03. In 2003, when the forward gas price curve started to outpace the approved floor price, the Company shifted to using call options in its GPVM plan. It was not until this past year that the relationship between the approved floor price and the forward price curve allowed the Company the opportunity to use a fixed price instrument again.”  Hearing Exhibit 8 at 39. 

77. In the Application, Public Service proposes to set a fixed dollar amount to budget for annual hedging costs, rather than basing the budget on a percentage of the forecasted annual gas commodity costs.  The proposed modification reflects concerns among the Company, OCC, and Staff that the annual budget cost of the plan may be too high.

78. Because the minimum budget under the original settlement was based upon 5 percent of the projected annual cost of gas, the cost of the program has increased with the price of gas from $30 million to approaching $50 million per year. See Hearing Exhibit 6 at 9.

79. Based upon the price of natural gas over the past few years, fixing the annual plan budget at $30 million per year will necessarily result in less price protection under the plan. Effectively, the spread between the current market price and the price in the plan will increase. Mr. Haeger analogizes the level of protection to be similar to catastrophic insurance coverage. While customers will be exposed to higher market pricing, there will also be a savings in the annual hedging costs.

80. Public Service proposes a similar procedure for additional review of the program after four more years. On or before March 15, 2012, Public Service proposes to file an application requesting that the Commission determine that the GPVM Plan program be continued for one or more additional gas purchase years, or that it be modified or terminated.

81. Public Service requests continued preapproval of aspects of the GPVM plan to establish a safe harbor.  Preapproved elements of the plan avoid hindsight evaluation of each program.  Simply stated, is to be evaluated based upon information available at the time, not in terms of whether the plan “beat the market.”  To the extent Public Service implements such a plan, as approved, the associated hedging costs should not be subject to disallowance in any subsequent gas cost prudence review proceedings.  

82. There are significant benefits for all concerned in the preapproval process because the plan is vetted for comment.  Any concerns or questions can be addressed before the plan is implemented, while Public Service can react.  Mr. Haeger explained that it is virtually impossible to re-create a situation, after-the-fact, on a scenario that never occurred.  Illustratively, “[t]he gas market is simply too complex to undo all of the variables that affect gas prices.  To go back and neutralize the effects of changing weather, the economy, competing commodity prices, etc, and apply those neutralized variables to the information known at the time the decision was made would be pure speculation.”  Hearing Exhibit 8 at 28.

83. Mr. Senger points out that customers are the sole beneficiaries of mitigating price volatility.  He recognizes that customers’ ability to avoid volatility impacts setting and managing budgets.  Because price volatility is passed on to customers on a dollar-for-dollar basis, Mr. Senger suggests that customers should dictate the management of risk tolerance.

84. Mr. Senger further points out that lower income individuals and businesses will have a lower risk tolerance as they are less able to afford the consequences of unexpectedly high natural gas bills. Because the GPVM plan affects all customers, the level of risk tolerance must be managed on an average basis.

85. With enough hedging, the OCC originally supported approval of the monthly GCA as a means to mitigate volatility of market pricing beyond Public Service’s control.  

86. Mr. Senger suggests that the long-term strategy for risk tolerance in the GPVM plan has been unworkable. Regarding seasonal strategies, Mr. Senger attempts an illustration on the use of storage. He contends that reliability determines acceptable risk tolerance, not cost. Further, because all hedging occurs between April and October, the design of the program exposes hedging to cost sensitivity from unusual events such as hurricanes Katrina and Rita. He suggests that hedges placed over a longer period of time would mitigate the impact of such isolated events.

87. Public Service’s hedging program is intended to reduce volatility in GCA rates as a result of spikes in natural gas prices.  Because of higher demand, price increases during periods of high use in winter can have a relatively large customer bill impact.

88. The OCC contends that the stated goal of the GPVM Plan is too vague.  Mr. Senger believes that the risk tolerance, established in 2004 does not necessarily apply any longer.  Rather, the OCC contends that risk tolerance should be considered in light of the experience learned of the last four years as well as customer needs.

89. Mr. Senger attempts to quantify the benefits of the GPVM Plan in Exhibit DJS-2 to Hearing Exhibit 11.  The 2008-2009 GPVM Plan will cost the average residential customer $3.07.  Mr. Senger estimates the impact upon the average residential customer of targeted hedging if the price of gas increases by $2.50, $5.00, and $10.00.  Customers will perceive the value of this bargain based upon their individual circumstances.

90. To improve the program, the OCC proposes establishing risk tolerance without regard to cost, expanding the long-term strategy such that hedges are placed over a 22 month period (i.e., begin ratably hedging for the winter of 2010-2011 in January 2009), and establishing a method for customers to elect participation in the hedging program based upon individual needs.  OCC acknowledges that there is a higher risk premium associated with longer-term hedges.

91. Staff criticizes GPVM Plans as a list of alternatives, rather than a plan.  However, Staff fails to recognize that the list of alternatives will be implemented based upon facts and circumstances present at the time of implementation – when the hedge is placed.  It is clear that the plans do not authorize speculation and Public Service does not strive to “beat the market.”  Rather the plan, after opportunity for input, is implemented.  Staff contends no preapproval is necessary and that Public Service could implement hedging in the exercise of its discretion that would be considered as part of a prudence review proceeding like any other gas cost.

92. Staff contends that the GPVM plans are not sufficiently defined to allow proper evaluation and that there is no mechanism to measure benefits.  Staff questions whether the goals of the GPVM Plan are achievable.     

93. Staff contends that available analysis shows that the goals have not been achieved and that Public Service failed to quantitatively demonstrate that the GPVM Plans have reduced price volatility more with hedging than without.    

94. Staff suggests that customers seeking to avoid volatility are better served by Public Service’s bill averaging methodologies, rather than the GPVM program. 

95. Dr. England attempts to analyze the success of the GPVM Plan.   He first observes that the year chosen by Mr. Brockett for analysis should highlight the plan’s intended benefit of protecting against price spikes in light of two spikes occurring with hurricanes Katrina and Rita.  However, he concludes the program still was not cost justified.

96. Staff characterizes the GPVM Plan a valuable public relations program for Public Service to insulate against customer complaints in the event of a catastrophic event and to avoid budgetary impacts of cost savings from elimination of the program.  Staff suggests that public reaction toward the Commission resulting from price spikes from catastrophic events would be of minimal concern to Staff. 

97. If the Commission extends the GPVM Program, Staff proposes measurement metrics (See Exhibit 17 at 18) and a better cost-to-payout ratio requirement.  The Company welcomes a discussion as to appropriate metrics.  See Hearing Exhibit 8 at 41.  

98. Public Service’s GPVM plan is intended mitigate the volatility of large price swings.  Such price spikes, while substantial, are infrequent.  Considering a hypothetical based upon a point in time during the 2008-2009 GPVM budget, customers would potentially be exposed to the current market plus 2.50 or 3.50 before any hedging protection.  Staff contends that the program lacks value because a price spike of $5 for 30 days is extremely unlikely and a $10 price spike is unheard of in Colorado.

99. Staff further attempts to distinguish homeowner insurance from hedging as a lender requirement of the company holding the mortgage.  Mr. Kwan suggests that insurance protects the mortgage company not the homeowner.  This attempt fails on several levels.  First, he would infer that homeowners without mortgages would not insure their property.  Secondly, he ignores the benefits the homeowner receives from coverage in relation to their loan obligations.  No foundation is shown for the position.

100. Mr. Kwan contends that the Company's GPVM plans do not protect against the risk of large price swings for natural gas because, in addition to price increases, costs increase due to the premiums paid.  By entering into hedging activity, Public Service achieves some degree of price certainty by paying someone else to accept some pricing risk.  Comparing Exhibits TJC-1 and BK-6, Mr. Kwan denies the customer benefits of the hedging program and contends that customers are assuming unnecessary costs.

101. Based upon operations under the monthly GCA, Staff’s concludes that the GPVM Program has turned out to be an experiment that is too costly to customers when compared to the benefits achieved.

102. Staff attempts to analyze the value of the hedging program based upon historical natural gas prices.  This is akin to looking at the value of insuring property based upon historical claims, rather than the level of insurance.  Public Service attempts to reduce the volatility of winter prices by effectively locking in some protection during the prior summer.

103. It the event that the Commission decides to continue the hedging program, Staff suggests outsourcing the program, making it more prescriptive or eliminating pre-approval aspects, or offering a fixed price option to customers.

104. The NYMEX strip is published forward market price for gas trading on a future date.  Public Service used that price (i.e., gas purchased in advance) in Exhibit TJC-1.  Staff points out that the strip is not the market price of gas at delivery.  Rather, that price fluctuates based upon the market until the time of delivery.


105. In Exhibit BK-5, Mr. Kwan suggests a “reduction in gas price volatility can be measured in retrospect by examining the difference between the actual gas price at the time of delivery and the fixed price or fixed cap price that was purchased at an earlier date.”  Mr. Kwan contends that no gain or loss can be determined when the hedge is entered because there is no way to knowing the price in the future relative to the strike price.

106. Dr. England analyzed the GPVM program gas prices during the fall/early winter of 2005/2006.  Although price spiked upward in December, prices did not increase 200 percent to 300%. The GPVM plan in effect at that time cost ratepayers more than if they paid market prices.  Dr. England contends that ratepayers would have been better off over the 12 month period without any hedging effort.  He contends this was equally true in all GPVM program years under the stipulation.

107. Dr. England contends that Colorado, as a net natural gas exporter, is sufficiently supplied.  Further, his review of the price of natural gas at the Henry Hub and CIG Mainline fails to change more than $5.84 for a monthly change.  He contends that the cost of hedging efforts is more expensive the statistical protection provided. See Exhibit SEE-4 to Hearing Exhibit 13.  Dr. England's analysis concludes that a gas price spike of up to $1.44 per dekatherm has a 31.4 percent chance of occurring.

108. Mr. Haeger points out that the hedging program is currently implemented six to nine months before the winter season.  He demonstrates the inability to predict future gas price movements based upon experiences in 1996, 2000, and 2005. Changes in historical pricing provide no predictive value whatsoever as to future risks of price spikes.  He also suggests that the key consideration is how forward prices for the upcoming winter season are trading six to nine months ahead.

109. Mr. Landrum states that based upon the historical CIG monthly index (Exhibit JTL-3), there have been at least four price spikes where monthly prices have risen in excess of the 2.5 times the rolling twelve month average.  Historically, they lasted approximately two months.  While not predictive of pricing, Mr. Landrum contends it is unrealistic to assume a large spike could not occur.

110. Mr. Landrum criticizes Dr. England’s statistical analysis as applied to the present circumstances.  Public Service defines winter delivery for gas purchases as November through March.  He contends only delivery months under the program should be considered.  Inclusion of the remaining months of the year distorts the standard deviation calculation.  Second, through the hedging program a portion of the gas price exposure is fixed prior to the delivery month.   He suggests the more relevant characterization is the expected winter prices at the time of hedging versus the actual price paid.  He prepared Exhibit JTL-1 compares index price to the expected price six to nine months in advance.   

1. Discussion 

111. The dispute in testimony regarding the GPVM plan is irreconcilable because the parties are measuring different things.  

112. In summary, Staff’s analysis is based upon hindsight, while Public Service’s analysis is based upon observations at the time the hedge was made.  Staff compares the cost of natural gas paid for by customers to the market cost that would have been paid if there was no hedging plan at all.  Staff contends that a reduction in gas price is a proxy for the measurement of the gas price volatility.  Staff is evaluating the benefit of a plan existing in comparison to a market price that actually occurred at delivery without regard to any plan.

113. Public Service is evaluating the benefit of the plan in relation to strip pricing information available at the time the hedge was placed.  Mr. Haeger criticizes Staff’s approach because it ignores the “insurance” benefit of hedging.  See Hearing Exhibit 8 at 31-33. Public Service analyzes the benefit of the GPVM Plan against the projected costs at the time hedges were placed and contends a reasonable measure of price volatility is to compare the market price at delivery to the strip price at the time of the hedge. 

114. Mr. Haeger contends that “after-the-fact knowledge is not useful or fair in the evaluation of the [hedging] decision.”  As to the Company’s prudence implementing a plan, he is correct.  However, as to whether the program is of value, he is not wholly correct.  While Staff may have failed to consider all historical information available, the approach is reasonable in the consideration of whether the cost of the program (assumed prudently or even perfectly implemented) provides an acceptable value to customers. While the pre-approved hedging process determines that the costs of hedging at that time are prudent, Staff’s hindsight analysis is appropriate in this forum, using the actual costs and benefits of the past to guide the future design of hedging policies.  However, it is also important to recognize that the hedging plan provides a variety of benefits, which may not be recognized in Staff’s highly specific analysis.  For example, the hedging plan provides benefits akin to insurance from catastrophic price spikes, and it also provides benefit in reducing the overall variance in rates.  Neither of these benefits are easily quantified.

115. The Commission must be concerned with the ability to evaluate the success of GPVM plan as well as the benefit of embarking upon a plan for its intended purpose.

116. For enough money, and with a viable counterpart, it is theoretically possible to fix the price of gas public-service purchases for heating season.  However, because of the risk such a plan would entail, the cost of doing so would be prohibitive.  The GPVM attempts to strike a balance to insure customers against price volatility for a reasonable premium and pricing.  The Commission previously found that hedging a portion of the gas supply is consistent with prudent gas portfolio management.  As such, it has historically applied to all customers.

117. Since 2005, the cost of natural gas to customers would have been less if the hedging program did not exist.  However, it is helpful to consider Staff’s argument in light of the ongoing insurance analogy.  Are current GPVM practices like a homeowner complaining that insurance premiums were too high because the house did not burn down, as Public Service criticizes?  Alternatively, is the risk of loss so little relative to cost that the insurance premium is not justified (i.e., insuring against either a Denver blizzard in July or that annual snowfall will not be ten times greater than an annual average), as Staff argues.  Stated another way, have the “insurance” premiums proven sufficiently reasonable for the level of protection afforded.

118. As recognized by Mr. Haeger, when markets trade in a range accepted as normal, questions tend to surface as to the benefits of hedging.  However, significant price spikes result in calls for mitigation.  The Commission must consider the value of the level of protection afforded by the proposed hedging.  Mr. Haeger properly suggests that abandoning the GPVM program because the costs under the program have not lessened after-the-fact costs and purchasing 100 percent at index would be foolish in the unstable energy environment of today.

119. Mr. Haeger points to the failure of historical gas prices as a predictor of future gas prices.  Because of the failures observed particularly in 1996 and 2000, the Company and the Commission moved away from this approach to hedging strategy.

120. Mr. Haeger also provides testimony regarding volatility concerns addressed since 1997.  There is a substantial history of support to mitigate price volatility by the Company, OCC, Staff, and the Commission.  Cited statements supporting original approval of the monthly GCA are relevant to the consideration of whether the GPVM plan should exist at all; however, it has little relevance to actual experience after approval.  Further, having supported the original stipulation in no way obligates Staff to support continuation of that program.

121. Staff advocates a departure of more than ten years of Commission policy based solely upon analysis of gas prices during the tenure of the monthly GCA currently in effect.  Public Service has shown that such policy should not be abandoned based upon such a narrow view.  

122. The estimated value of the proposed continuation of the GVPM program becomes clearer based upon the information provided in Highly Confidential Exhibit KJH-1 to Hearing Exhibit 6.  The current GVPM plan is based upon a significantly higher budget than Public Service proposes in this proceeding.  However, as an estimate, proportionately reducing the budget may reasonably be anticipated to proportionately provide hedging benefit.  Thus, the total price volatility quantities under the plan clearly remain significant.  Schedule PVM-2 projects hedged quantities based upon the included budget.  Reducing the 2008-2009 GPVM budget from $48.5 million to $30 million reasonably will more likely than not provide for a corresponding reduction in hedged quantities projected in PVM-2 by approximately 40%.  Incorporating such reduction, the total price volatility mitigation quantities remain as a material protection against future price spikes.  Public Service customers are not insuring against snow in July, so to speak.  

123. Further, it is clear that the switch from the annual GCA to the monthly GCA significantly increased price volatility, and is one of the primary drivers of the current GPVM program.  Any continuation of the variance from the annual GCA rule requirements without a continuation of the GPVM plan, as Staff suggests, should be considered with a high level of scrutiny.  However, Appendices A and B show that the quarterly GCA generally provides a smoothing of the GCA rate when compared to the monthly GCA.  One of the objectives of a volatility mitigation plan is to reduce the volatility or changes in gas rates.  Therefore, it is appropriate to consider the balance of impacts from switching to a quarterly GCA when considering the appropriate level of volatility mitigation.  Public Service’s proposal to reduce the budget level from previous years results in an increase in exposure to price volatility, but this impact is likely mitigated in part by the reduced volatility of the quarterly GCA.

124. Valid concerns are raised regarding availability of objective measures to evaluate the benefit or success of the hedging program.  Public Service welcomes further discussion regarding measurement metrics.  Being unsure whether such measures can be derived, and none being proposed, none will be adopted in this proceeding.  Rather, the parties will be ordered to confer regarding same prior to evaluation of the hedging program following the period approved herein.  Public Service will be required to address the same in a future filing.

125. Finally, continuing preapproval of specific components should continue.  It is not appropriate to considering hedging costs under the GPVM plan as any other gas cost because the objective differs.  If Public Service embarks upon purchasing gas at minimum cost over time, no party necessarily advocates that any significant hedging efforts would be made.  Rather, the plan is implemented more in the nature of insurance to shave price spike peaks arising from unforeseen events.  Because the Commission is inducing and encouraging price volatility mitigation outside of traditional utility practices, it is reasonable for the Commission to reduce the Company’s risk thereof in some amount through pre-approval.

2. Confidentiality concerns.

126. Responding to Commission concerns, the company has worked with Staff and the OCC to explore designation of highly confidential information and future plans. Particularly, whether such information could be subject to the Commission's confidentiality rules or treated as public. Based upon these efforts, Public Service believes a large portion of the plan could be disclosed without compromising the ability to implement it. Over the past four years, there has been a significant increase in the number of counterparties in the marketplace. Thus, the likelihood of harm to Public Service’s competitive position has been reduced. While some potential remains, Public Service, proposes filing a non-confidential version of the plan of highly confidential information redacted. Exhibit KJH-1 to Hearing Exhibit 6 is an example contemplated. After further modifications to the redacted information to maximize the disclosure of information that is not confidential. The Company will then file both the public and confidential version of the file.

E. Waivers

127. In the application, Public Service specifies the requested waivers of Commission rules.  See Hearing Exhibit 1 at 22.Generally arguing that the monthly GCA has proven itself and should be continued indefinitely, Public Service contends that a permanent waiver is appropriate.

128. The OCC and Staff raise substantial questions as to whether similar benefits of the monthly GCA for managing deferred balances can be achieved through a quarterly GCA filing.  The OCC contends that permanent rule waivers should not be granted because it has not been shown that monthly changes are better price signals to customers than quarterly or semiannual GCA changes.  In any event, the OCC contends that this docket should only address temporary waivers, with permanent waivers to be considered in other proceedings.

129. The Commission will not decline to act in this pending matter to defer to the subsequent investigatory docket.  The Commission explicitly rejected this approach in Decision No. C08-0640.

130. However, Mr. Senger nicely summarized how the Commission could address Public Service’s request for a permanent waiver of Commission rule.  If the largest utility in the state asking for a permanent waiver, one might consider whether the rule itself should be reviewed.  In fact, any permanent waiver might lead one to reconsider the rule.

131. Mr. Senger contrasts the situation at bar to where a specific reason might necessitate a temporary waiver.  If the circumstances persist, particularly for the largest utility in the state, one might consider a rulemaking. A permanent waiver has the effect of a rulemaking as to one company. Having implemented the rule through a comprehensive rulemaking, and based upon due consideration, the Commission should proceed cautiously in waiving those rules on a piecemeal basis.

132. Pure application of Mr. Senger’s approach would effectively deny that Public Service could ever seek a permanent waiver of Commission rules.  While the undersigned does not fully agree with the position, it is reasonable under the present facts and circumstances.

133. Staff reiterates concerns overlapping, in part, those raised by the OCC.  Staff suggests that a permanent waiver may impair the Commission’s ability from regulating Public Service based upon changes in market conditions and changes in regulatory structures and schemes.  In any event, Staff would only support temporary waivers to address unique situations.

134. Based upon concern regarding the potential impact of a quarterly GCA filing upon Account 191 balances, and the lack of evidence with regard thereto, a waiver of the Commission’s rules will be granted for four years.  During the third year, Public Service will be ordered to file a further application, including specified information as ordered below.

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

III. ORDER
A. It Is Ordered That:  
1. Public Service Company of Colorado’s (Public Service or Company) application filed March 17, 2008 requesting authorization to continue, on a permanent basis after September 30, 2009, its Monthly Gas Cost Adjustment (GCA) Tariffs, is granted in part consistent with the discussion above. 

2. The monthly GCA approved under Decision No. C04-1112 shall be modified to provide for quarterly, rather than monthly, adjustments.  Interim filings within a quarter will be permitted under the streamlined monthly filing process approved by Decision No. C04-1112. 

3. The Commission hereby grants a waiver of Rules 4600 through 4609 of the Rules Regulating Gas Utilities and Pipeline Operators, 4 Code of Colorado Regulations (CCR) 723-4 in order to allow Public Service to implement the Quarterly Gas Cost Adjustment mechanism approved herein, consistent with the discussion above.  This waiver will expire on September 30, 2014, unless extended by the Commission.  

4. Public Service’s application for a four year extension, commencing July 1, 2009, of its annual Gas Price Volatility Mitigation (GPVM) Plan approval procedures is granted, consistent with the discussion above. For such period, the annual hedging cost budget shall be capped at $30 million dollars per year, unless modified by separate Commission order. 

5. The GPVM Plan program approved by Decision No. C04-1112 shall be extended for an additional four Gas Purchase Years, as modified herein, through the Gas Purchase Year commencing July 1, 2012 and ending June 30, 2013.
6. On or before March 15, 2012, Public Service shall file an application requesting that the Commission make a determination either (i) that the quarterly GCA mechanism and GPVM Plan approval program approved herein should be continued for one or more additional periods, or (ii) that any part of such mechanism and/or program should be modified or terminated.  Prior to filing this application, Public Service shall confer with the OCC and Staff regarding measurement metrics of the GPVM plan program, as discussed above.

7. As part of the application described in Ordering Paragraph 6 above, Public Service shall include (at a minimum) the following information for the time period from January 1, 1998 through December 31, 2011:  
a. Monthly GCA commodity cost as if the monthly GCA approved by Decision No. C04-1112 had continued; 
b. Quarterly GCA commodity cost under the procedures approved by this Recommended Decision;
c. Actual Historical Monthly Index price as published in Inside FERC;

d. Actual monthly cumulative deferred gas cost balances and unbilled revenue amounts under the quarterly GCA approved herein;

e. Calculated monthly cumulative deferred gas cost balances and unbilled revenue calculated as if the monthly GCA approved by Decision No. C04-1112 had continued; 
f. Actual monthly volumes delivered that are subject to the GCA; and
g. An assessment of the quarterly GCA in terms of FERC Account 191 balances, smoothing of rate changes, and whether interim filings have been utilized to implement material modifications consistent with this Recommended Decision (e.g., considering magnitude of changes and trends in deferred balances).
8. Public Service is directed to file, within 45 days following the effective date of this Recommended Decision, revised tariff sheets in compliance with this Recommended Decision.
 Prior to making such filing, Public Service shall confer with Staff and OCC to ensure proper compliance.  Such revised tariff sheets shall be filed to become effective on not less than 14 days’ notice.  To the extent not covered above, any other waivers necessary for Public Service Company to place into effect these revised tariff sheets are hereby granted.

9. 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.  

10. 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.

11. 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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� Over-recovery of the GCA means that the Company paid less for gas purchases than customers were charged and under-recovery of the GCA means that the Company paid more for gas purchases than customers were charged.  The net cumulative effect over time is reported in FERC Account 191 and is referred to as the deferred balance.


� Illustratively, the price change between May 2008 and June 2008 was a positive 88 cents per dekatherm.  The number being bold indicates a positive change or an increase.  See Hearing Exhibit 22.


� Generally, cycles do not end on the weekend and are spread across the business days of the month.


� Mr. Hagar’s personal observations indicate it takes approximately 6 days after a meter is read that it will be received by the customer.


� Staff demonstrated that Public Service’s cited Average Monthly Improvement is cut in half ignoring two peaks associated with hurricanes Katrina and Rita.


� As included in Exhibit SBB-4.5 to Hearing Exhibit 5.


� See Exhibit No. SBB-2 to Hearing Exhibit 4.


� Because the stipulation approved by Decision No. C04-1112 will no longer govern Public Service’s GCA filings and GPVM plan, such compliance filing shall include any applicable portions of the stipulation effectively continued by this Recommended Decision, if any.
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