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I. BY THE COMMISSION

A. Statement

1. On December 12, 2012, Public Service Company of Colorado (Public Service or the Company) filed an Application seeking a Certificate of Public Convenience and Necessity (CPCN) to construct new production facilities for its steam utility.  The Application also sought approval of a regulatory plan related to the expected costs of the new package boilers that would increase rates for both natural gas and steam services (Regulatory Plan).   

2. Being duly advised in the matter, we deny the Application without prejudice.  We also require Public Service to file, within 180 days of the effective date this Decision, a future needs assessment of its steam system and a plan to meet those needs, as described in detail below.

B. Introduction

3. Public Service requests a CPCN for the construction and operation of a new Sun Valley Steam Center (SVSC), which would include two package boilers with steam production capacity of 300 thousand pounds per hour (pph) as well as supporting water treatment facilities, a boiler feedwater system, a control system, electrical equipment, and a building to house both the equipment and the operating, maintenance, and management personnel for the plant.  The new facility would replace the steam capacity being provided by Zuni Electric Generating Station (Zuni Station) following its expected retirement at the end of 2015.  The SVSC would be located on a portion of the Zuni Station property and would cost between $26 and $29 million.
4. The proposed Regulatory Plan would allow Public Service to combine certain distribution pipeline costs of its gas and steam departments for ratemaking purposes beginning in January 2016.  The intent of the Regulatory Plan is to mitigate rate impacts on steam customers caused by the investment in the proposed production facilities at SVSC.  Public Service states in the Application that its willingness to install the new boilers is conditioned upon the Commission’s approval of the Regulatory Plan.

5. The Company argues that, without some means of mitigating the rate impact associated with the investment in the new package boilers, steam rates could rise to a point where at least some steam utility customers would opt to switch to natural gas utility service.  As customers leave the steam utility, the remaining customers would be faced with higher rates for steam service, because the fixed costs of the system would be recovered from fewer customers with lower overall usage.  
6. Under the Regulatory Plan, Public Service’s gas utility customers initially would absorb approximately $3.2 million of steam system costs, to be recovered as an increase in annual gas department revenue requirements.
  
7. As of September 2012, the Company had 133 metered steam customers representing a variety of customer types.  Public Service provides steam utility service to commercial office buildings; residential buildings; hotels; retail establishments; restaurants; city, state, and federal governmental buildings (including the State of Colorado's Capitol Complex); the City and County of Denver (including the Colorado Convention Center, Denver Art Museum, Webb Municipal Office Building, and the new Denver Justice Center); and the campus of the Auraria Higher Education Center.  
8. Public Service asserts that, because public facilities comprise approximately 30 percent of the Company's steam customer base, a significant portion of rate increases attributable to construction of the SVSC will be borne by citizens who are both Public Service steam utility customers and taxpayers.  

C. Procedural Background
9. The parties in this proceeding are Public Service, Staff of the Colorado Public Utilities Commission (Staff), the Colorado Office of Consumer Counsel (OCC), the Colorado Energy Consumers Group (CEC),
 Climax Molybdenum Company (Climax), the Division of Housing within the Colorado Department of Local Affairs, and the Colorado Energy Office (CEO). 
10. By Decision No. C13-0979-I, mailed August 9, 2013, the Commission determined that Public Service was a public utility in its provisioning of steam services, within the meaning of § 40-1-101, et seq., C.R.S., and Article XXV of the Colorado Constitution.
11. The Commission held an evidentiary hearing en banc on October 15 and 16, 2013.  Public Service, Climax, CEO, OCC, Staff, and CEC filed post-hearing Statements of Position (SOPs).

12. Public Service, as the proponent of a Commission order granting approval of a CPCN, bears the burden of proof by a preponderance of the evidence.
  The evidence in support of the proposition must be “substantial evidence,” defined as “such relevant evidence as a reasonable person’s mind might accept as adequate to support a conclusion.”
  The preponderance of the evidence standard requires the finder of fact to determine whether the existence of a contested fact is more probable than its non-existence.
  
13. To meet its burden of proof for approval of a CPCN to construct and operate a facility, a utility must establish the following by preponderance of the evidence: (a) a present or future need for the facility;
 (b) existing facilities are not reasonably adequate and available to meet that need;
 and (c) the utility has evaluated alternatives to the proposed facility.
  The impact on utility rates, and the magnitude of underlying operating, maintenance, and capital costs, also is relevant to the public interest analysis.

D. Positions of the Parties
Public Service contends the SVSC project is needed to meet its utility obligation to serve customers and, without the facility, the Company will not have sufficient capacity to meet customer load requirements.  Public Service explains it would not be economical to extend the life of Zuni Station solely for steam production.  Public Service initially estimated the cost of the SVSC facility to be in the range of plus or minus 20 percent of $29 million.  In response to the OCC, the Company reduced the building costs and lowered its total estimate to $26 million.  

14. As a concession to the OCC, Public Service proposed in its rebuttal case a $29 million cost cap for the project, before escalation and the Allowance for Funds Used During Construction. 

15. Public Service developed an average payback analysis to estimate the highest rate increase where significant customer erosion would not occur.  The results of this analysis were the basis for the amount of proposed cross-subsidies in the Regulatory Plan.  Even accounting for the proposed cross-subsidy paid by gas customers, the Company estimates that base steam rates will increase by 35 percent due to the costs of the SVSC.
16. In contrast to the projected range of $26 to $29 million of SVSC investment, Public Service estimates that the cost for all steam customers to convert to gas utility service would be approximately $90 to $110 million.  Public Service argues that these higher conversion costs and their public policy impact justify the Regulatory Plan. 
17. The intervening parties generally argue that Public Service has not met its burden of proof for Commission approval with respect to the CPCN for the SVSC plant.

18. Staff contests the CPCN application, due to the risk of a significant amount of steam customers switching from steam to natural gas utility service even with the Regulatory Plan.  Staff argues that potential alternatives to the proposed SVSC plant require further analysis and comparison.  Staff also estimates the costs to convert all customers from steam to natural gas to be only $26 million, assuming the installation of package boiler systems.  However, Staff acknowledges its estimated costs may not represent conversion costs for all customers. 

19. The OCC contests approval of the SVSC plant due to its costs, risks, and resulting rate increases.  The OCC argues that Public Service’s original and revised estimates of costs for the SVSC are excessive.  

20. CEC argues that the SVSC is not a reasonable proposal, due to its costs and resulting customer attrition, and Public Service has not performed an adequate investigation of alternatives.  

21. CEO recommends granting the CPCN and approving the Regulatory Plan as proposed.  CEO asserts that the survival of the steam utility and the redevelopment of the Sun Valley neighborhood near Zuni Station are essential for the State of Colorado. 
E. Findings and Conclusions

22. We agree with Staff, the OCC, and CEC that Public Service has not met its burden of proving, by a preponderance of the evidence, that the granting of a CPCN for the proposed SVSC project satisfies the applicable criteria, including promoting the public interest.  Public Service has not shown that there is a present or future need for the proposed size of the facility, particularly given the uncertainty of the viability of the steam utility in the future.  SVSC’s proposed costs and potential rate increases for steam customers, even accounting for a subsidy under the Regulatory Plan, are material and not supported by the purported benefits of the new facility.  Public Service also has not demonstrated an adequate substantive analysis of the options available to both the Company and its customers, and we conclude that a more informed assessment of the needs of its steam customers is needed to support a project of this scale.
23. Customer attrition could be significant, and the departure of even a small amount of customers off the steam system could result in unreasonably high rate impacts upon remaining steam customers.  For example, if Public Service constructs the $29 million plant under the proposed Regulatory Plan and the projected 35 percent rate increase occurs, further attrition of only 10 percent of system throughput would cause the overall base rate to increase 50 percent. 

24. Although some customers may choose not to convert to gas utility service, others may find it economic or otherwise beneficial to switch, particularly given the uncertainty of future steam rates dependent on cross-subsidies.  CEO notes that some state facilities already have chosen to convert from steam to natural gas or other technologies.  Public Service acknowledges the wide range and differing characteristics and economic models of its steam customers, which indicates payback periods for individual customers varying materially from the average period used in the Company’s payback cost analysis.  Also, Public Service did not investigate the details of customer sites.  Some customers may have complex or inflexible systems and building layouts, making a replacement facility expensive.  Other customers may have available space and simplified infrastructure, allowing less expensive package boiler installation.  Similarly, customers with a load profile favorable to a small package boiler may benefit from higher energy efficiencies and could avoid the energy inefficiencies associated with Public Service’s more extensive steam distribution system and non-recirculating water supply.  Because commodity costs are significant in commercial applications, small efficiency gains may have a large cost impact and could drive customers to convert to gas. 

25. We agree with CEC that the proposed SVSC plant may be oversized to meet reasonable system requirements.  Zuni Station has a steam production capacity of 280,000 pph, and the replacement boilers would have a capacity of 300,000 pph.  Based upon record evidence, CEC advises only 180,000 pph are needed to meet current peak load.
  Further, system capacity needs are expected to decrease if rates increase 35 percent, and the costs attributable to an excessive plant could compound customer attrition.  We find that additional analysis of the efficacy of a smaller plant or facilities is required. 

26. Public Service has not presented a business plan to facilitate future system growth.  Potential growth opportunities are limited if rates increase 35 percent.  Further, several customers have left the steam system under current rates, portending the departure of additional customers upon the implementation of higher rates.

27. Finally, customers are at risk for paying stranded costs under Public Service’s proposals.  In response to the Commissioners’ questions at the hearing, the Company stated that, if investments in its steam plant become stranded, it is not willing to waive stranded cost recovery from steam customers in the future.
  Whether the Company is entitled to recover stranded costs from steam customers (and, if so, which steam customers) is not at all clear.  It also is not clear whether the Company is entitled to recover from its gas customers any stranded costs associated with its steam operations.  To the extent any such determination will be impacted by the relief sought in this proceeding, this issue needs to be addressed in any future filing of a regulatory plan similar to the one filed in this proceeding. 
28. We therefore find Public Service has not adequately justified the costs and capacity of the proposed SVSC facility and has not demonstrated that the project will be economically feasible, even with the proposed subsidization from gas customers under the Regulatory Plan.  We therefore deny the CPCN without prejudice. 

29. A more thorough investigation of alternatives to the SVSC is also necessary. These alternatives, as suggested by the parties, may include: adding capacity at other existing facilities; investigating building lease options; working with the Denver Redevelopment Authority or other customers to provide space for a boiler; and potential distributed steam generation and co-location options.  We require Public Service to submit an analysis to determine the correct boiler sizes and capacities, and their associated costs, for a range of customer attrition and growth possibilities.  An assessment of how the steam system may operate at a substantially reduced level, perhaps utilizing only the remaining boilers at other Company facilities, after the Zuni Station is closed, should also be considered, as advocated by Staff.
  Public Service is directed to complete a future needs assessment and a plan to meet those needs.  The Company shall assess scenarios in which some steam customers transition to gas utility service and in which the Company exits from the steam business.  

30. The Company must provide the Commission a thorough analysis of the causal relationship between increased steam rates and customer erosion.  Therefore, as part of the required future needs assessment, Public Service shall conduct a detailed survey of its steam customers addressing their needs, options, and preferences for utility service.  The Company also shall assess the potential for stabilizing customer load through long-term commitments from customers in exchange for specific rate arrangements or other commitments.  We also require the Company to analyze the value of rate discounts and to recommend whether such discounts should continue or whether different discounts should be offered in the future.

31. The future needs assessment and plan to meet that need, as described above, shall be filed in this proceeding within 180 days of the effective date of this Decision.

32. Given our decision to deny the CPCN, we also deny the Regulatory Plan. Although we decline to address the merits of the proposal in this Decision.  We expect any future regulatory proposals regarding significant investments in the Company’s steam utility to address an equitable balance of risks and benefits among steam customers, other customers subsidizing steam rates, and Public Service’s shareholders, given the potential for customer attrition caused by associated rate increases for service.
II. ORDER  
A. The Commission Orders That:  
1. The Application for a Certificate of Public Convenience and Necessity to Construct Two Package Boilers for Its Steam Utility and for Approval of a Regulatory Plan Affecting Rates for Natural Gas and Steam Services Effective After the Boilers have been Placed in Service filed by Public Service Company of Colorado (Public Service) on December 12, 2012, is denied, without prejudice, consistent with the discussion above. 
2. Public Service shall file in this proceeding, within 180 days of the effective date of this Decision, a needs assessment of the steam system and its plan to meet those needs, consistent with the discussion above.
3. The 20-day period provided in § 40-6-114, C.R.S., within which to file applications for rehearing, reargument, or reconsideration, begins on the first day following the effective date of this Decision. 

4. This Decision is effective on its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ WEEKLY MEETING 
November 26, 2013.
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� Public Service projects the gas rate increase to be 14 cents per month, or a 0.26 percent bill impact, for a typical residential customer.  Public Service contends this rate impact is the result of combining the costs of steam and gas distribution piping and allocating costs, not an assignment of the costs of the SVSC itself to gas customers.


� In its January 17, 2013 Motion to Intervene, CEC states that for purposes of this proceeding, the membership of CEC includes the Denver Metro Building Owners and Managers Association (BOMA) and its constituent members.  CEC explains that many of BOMA’s members operate facilities within the service territory of Public Service and purchase steam and related energy services from Public Service.


� Sections 24-4-105(7) and 13-25-127(1), C.R.S.; Rule 1500 of the Rules of Practice and Procedure, 4 Code of Colorado Regulations 723-1.


� City of Boulder v. Pub. Utils. Comm’n, 996 P.2d 1270, 1278 (Colo. 2000) (quoting CF&I Steel, L.P. v. Pub. Utils. Comm’n, 949 P.2d 577, 585 (Colo. 1997)).  


� Swain v. Dep’t of Revenue, 717 P.2d 507, 508 (Colo. App. 1985).  


� Necessity does not mean the additional service is essential or absolutely indispensable, but that it would be an improvement justifying its costs.  See, 64 Am. Jur. 2nd Public Utilities § 164.    


� For criteria (a) and (b), see § 40-5-101, C.R.S.; Decision No. R10-1245, Proceeding No. 09A-324E issued September 19, 2010, at ¶ 447, Public Service SOP, p. 11; Pub. Serv. Co. of Colo. v. Pub. Utils. Comm’n, �142 Colo. 135, 350 P.2d 543, cert. denied sub nom. Union Rural Electric Ass’n, Inc. v. Pub. Serv. Co. of Colo., 364 U.S. 820 (1960).


� This means evaluation of feasible alternatives rather than all conceivable alternatives.  Decision �No. C11-0288, Proceeding No. 09A-324E issued March 23, 2011 ¶ 119.


� City of Boulder, 996 P.2d at 1277, 1279, n. 5.


� CEC SOP, footnote 69.


� Public Service SOP pages 27-28.


� Staff SOP, p. 14.


� Public Service SOP, p. 29.
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