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I. By the Commission
A. Statement

1. This matter comes before the Commission for consideration of a Joint Motion to Adopt Stipulation and Agreement and Grant Application, as Amended (Joint Motion), filed on March 12, 2010 by Public Service Company of Colorado (Public Service or Company) and Staff of the Colorado Public Utilities Commission (Staff).  Being fully advised in the matter and consistent with the discussion below, we grant the Joint Motion, and the Verified Application filed by Public Service on January 19, 2010, as amended by the Stipulation and Agreement.

B. Background

2. On January 19, 2010, Public Service filed a Verified Application seeking approval of its proposed Gas Price Volatility Mitigation Plan (GPVM Plan) for its Electric Department for the period from May 1, 2010 through April 30, 2011. This is an expedited filing made pursuant to the terms of the settlement agreement between Public Service, Staff, and other parties, which the Commission approved in Decision No. C03-0670 (2003 Settlement).  Public Service has filed both a public and a highly confidential version of the Verified Application.  The Commission granted Public Service’s request for extraordinary protection in Decision No. C10-0160, mailed February 23, 2010.

3. The Electric Department GPVM Plan details the circumstances under which Public Service plans to use natural gas storage, fixed price contracts, and Commission-authorized financial instruments in hedging natural gas prices as part of its portfolio for acquiring natural gas supplies to fuel electric generation facilities owned by the Company and electric generation facilities owned by others for which the Company is responsible to supply natural gas fuel under various tolling agreements.

4. Staff filed a Notice of Intervention and requested a hearing on February 11, 2010.  The Commission noted the intervention in Decision No. C10-0160.  The Commission established a procedural schedule and set this matter for a hearing on March 11, 2010.

5. The only parties in this proceeding are Public Service and Staff.

6. On February 23, 2010, Staff filed a Motion for Extension of Time to File Answer Testimony (Motion).  The Commission granted that Motion and waived response time thereto by Decision No. C10-0217.  The Commission granted Staff an extension of time until March 4, 2010 to file answer testimony.  

7. On March 8, 2010, Public Service filed a Notice of Settlement and a Motion to Vacate Hearing (Notice and Motion) with respect to its Verified Application for the approval of its GPVM Plan for its Electric Department for the period from May 1, 2010 through April 30, 2011.  

8. In its Notice and Motion, Public Service stated that the parties had entered into a stipulation and an agreement in principle.  Public Service explained that, despite diligent efforts to file an executed Stipulation and Agreement on March 8, 2010, the parties need additional time to complete and file the Stipulation and Agreement, along with exhibits and any accompanying motions.  The parties recognized that the Commission would need time to review the materials in advance of holding a hearing and moved to vacate the hearing previously set for March 11, 2010.  The Commission granted that request by Decision No. C10-0219, mailed March 10, 2010.

9. On March 12, 2010, Public Service and Staff filed a Stipulation and Agreement, a non-confidential copy of which is attached to this Order as Attachment A.  The Stipulation and Agreement applies to the GPVM Plan for Public Service’s Electric Department for the three annual hedging periods beginning May 1, 2010 and ending April 30, 2013. The Stipulation and Agreement largely applies to long-term hedging (beyond the current year), but also contains new price floors and annual gas hedging budgets that apply to current year hedging as well.

10. The Stipulation and Agreement represents an agreement between the parties on several key areas:

a.
Long-Term Strategy and Use of Over-the-Counter Based fixed-for-Float and Costless Collar Instruments:  Public Service believed that the Commission had approved GPVM plans that allowed it to target up to 25 percent of its seasonal electric and heating gas requirements for hedging long-term gas supplies. It further noted that it had implemented long-term hedges as part of a 2 to 5 year strategy under previous GPVM plans.  Staff did not believe that Public Service had transacted for any hedges out that far and that previous authority approved such long-term hedging. In the Stipulation and Agreement, the parties agree that Public Service may enter into long-term hedges of 2 to 3 years when gas prices are at or below the floor price on the date of hedge purchase.

b.
Implementation Strategy and Prudence Reviews:  Staff believed that Public Service’s position that it could execute long-term hedges out as far as a fourth or fifth year would have those agreements lie outside of prudency review periods. The Stipulation and Agreement provides that Public Service is limited to long-term hedges out 2 to 3 years.  It also provides that the actual prices and quantities of gas acquired in the long-term strategies would be reviewed in ECA prudence reviews in the applicable GPVM plan hedging period, in which the hedges actually settle. Further, total hedged quantities will not exceed more than 25 percent of either the forecasted electric generation or gas heating seasonal requirements. The hedged quantities will also be filed in a format similar to Exhibit A to the Stipulation and Agreement and that the long term hedges will be reported as mark-to-market.

c.
Accounting For Hedged Volumes Under Long-Term Strategies:  The parties agreed to the tenets listed above and further agree that any gas hedged for any other period other than the November 2010 through March 2011 period will be netted against remaining hedges to be transacted for the applicable years. These long-term hedge volumes cannot be counted against the total volumes of gas allowed to be hedged for the November 2010 through March 2011 hedging period.  

d.
Process For Mitigation of Risk Exposure:  Staff was concerned that long-term hedges will cause a higher default risk. Staff believes that FASB 157 requires Public Service to consider the default risk of the counterparty and make necessary calculation adjustments to quantify ongoing risk exposure to ratepayers. The parties agreed to use the safeguards listed in the Stipulation and Agreement as a routine part of conducting business and monitoring risk.   

e.
Hedge Budget and Floor Price:  One significant aspect of the Stipulation and Agreement established a new method for determining the floor price.  In prior GPVM applications, a simple dollar level was proposed for a floor price. Public Service and Staff now propose to use an average of the previous four years’ heating season index price to determine the floor price.  

The parties also agreed that Public Service will use the average of the monthly index prices as described above as a guide to reset the floor price in future GPVM filings.  However, if Public Service proposes an alternative floor price, it shall provide its rationale and a detailed explanation for such alternative floor price in its annual GPVM application, which shall be subject to Commission approval. The floor price and related premiums are detailed in Highly Confidential Revised Appendices A and B to the Application.  

The parties agreed that long-term hedges for future years initiated in the current Gas Purchase Year will have no impact on the current year’s budget. They agree that long-term hedges transacted will count against that particular year’s budget limit.

The annual budget for electric department operations is $15 million.

f.
Mark-to-Market Value in an Informational Filing with the Commission: Staff believes that it is appropriate for Public Service to file exception reports with the Commission if mark-to-market value exceeds $15 million. The resolution requires Public Service to file quarterly reports to the Commission in this docket, showing the mark-to-market value of the long-term hedges transacted under the 2-3 year strategy at the end of each calendar quarter. The reports are to be filed within 15 days of the end of the quarter.

g.
Workshops in Compliance with Decision No. R09-0211, Docket No. 08A-095G: There is also the matter of concern as to when measurement and evaluation of the Public Service’s hedging program, as ordered in Decision No. R09-0211, should begin. The parties have agreed to begin holding monthly meetings to discuss this issue as soon as practicable. They agreed that any agreement reached in those meetings would apply equally to Public Service’s hedging program for its Electric Department.

C.
Findings and Conclusions

11. We have discovered what appears to be typographical errors related to the exhibits and/or appendices and therefore require that Public Service correct these errors.  Public Service shall re-file the entire highly confidential and/or public versions of these exhibits or appendices, reflecting corrections in the areas we detail below:

(1) Highly Confidential Exhibit B, the title page states “Revision 5,” yet the header on all subsequent pages states “Revision 4.”

12. As a result of the Stipulation and Agreement, the Verified Application, as amended, is uncontested and may be processed without a formal hearing pursuant to § 40-6-109(5), C.R.S., and Rule 1403 of the Rules of Practice and Procedure, 4 Code of Colorado Regulations 723-1. 

13. We find that the Stipulation and Agreement strikes a reasonable balance between the interests of Public Service and its customers and therefore is in the public interest.  We therefore find good cause to grant the Stipulation and Agreement, the Joint Motion, and the Verified Application, as amended.  

II. order

A. The Commission Orders That:

1. The Joint Motion to Adopt Stipulation and Agreement and Grant Application, as Amended, filed on March 12, 2010 by Public Service Company of Colorado (Public Service) and Staff of the Colorado Public Utilities Commission is granted. 

2. The Verified Application seeking approval of its proposed Gas Price Volatility Mitigation Plan for its Electric Department for the period from May 1, 2010 through April 30, 2011, filed by Public Service on January 19, 2010 and as amended by the Stipulation, is granted. 

3. Public Service shall re-file the entire exhibits or appendices reflecting corrections to typographical errors detailed above, within seven days of the Mailed Date of this Order.  

4. 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.


5.
This Order is effective on its Mailed Date.

B. ADOPTED IN COMMISSIONERS' WEEKLY MEETING
March 17, 2010.
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