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I. STATEMENT
A. Background
1. On February 23, 2015, Public Service Company of Colorado (Public Service or Company) filed Advice Letter No. 1686-Electric with supporting testimony and exhibits pursuant to the Commission’s decision approving the Company’s 2014 Renewable Energy Standard Compliance Plan (RES Plan).
  The Company proposed an effective date of March 26, 2015 for the Recycled Energy tariffs (Schedule RE) in the Advice Letter.
2. Public Service proposes a Recycled Energy Service Schedule (RE Service Schedule) for customers installing projects through the Company’s Recycled Energy Program (RE Program). Public Service introduced its RE Program as part of the Company’s RES Plan in Proceeding No. 13A-0836E.  Included with the Advice Letter filing was the direct testimony and attachments of Public Service witness Mr. Scott B. Brockett.
3. Notably, and relevant here, in Decision No. C14-1505, the Commission recognized that a requirement to take standby service may affect offers to participate in the RE Program, but determined that the record in Proceeding No. 13A-0836E did not support the request of Western Resource Advocates (WRA) to direct the Company to remove the standby service requirement from its proposed tariff. The Commission instead directed Public Service to file a new tariff and to include in that filing evidence of why recycled energy projects should be required to take standby service.
4. On March 20, 2015, WRA filed a protest of Advice Letter 1686 and requested the Commission set the matter for hearing.  WRA argued that the requirement for recycled energy projects to take standby service might adversely impact the economics of those projects.  WRA also raised a concern that the Company’s Advice Letter introduces changes to the RE Program. WRA suggested that, since these aspects of the program were not part of Public Service’s proposal in Proceeding No. 13A-0836E, the Commission did not properly approve them.
5. By Decision No. C15-0268 issued March 24, 2015, the Commission suspended the effective date of the tariff pages for 120 days from the proposed effective date pursuant to 
§ 40-6-111(1), C.R.S.  In addition, the Commission set a 30-day intervention period from the effective date of Decision No. C15-0268 or until April 23, 2015 for parties to request to intervene in this Proceeding.  The Commission also referred the matter to an Administrative Law Judge (ALJ) for disposition.  The matter was subsequently assigned to the undersigned ALJ.

6. On April 23, 2015, Trial Staff of the Commission (Staff) filed its Notice of Intervention as of Right, Entry of Appearance and Notice Pursuant to Rule 1007(a) and Rule 1401.  Staff represented that it was generally supportive of Public Service’s RE Service Schedule.  Staff did not request a hearing; however, Staff believed that if a hearing was held, its participation would assist the Commission in its decision making process.

7. On April 23, 2015, WRA filed its Petition for Leave to Intervene.  WRA filed an Amended Petition to Intervene as well.  It was WRA’s position that the Advice Letter filing would directly impact WRA’s substantial, tangible interest in reducing the environmental impact from electricity generation.  WRA stated that a decision in this Proceeding would directly impact its tangible interests, including health, air quality, water quality and the health and beauty of Colorado’s lands and ecosystems.  In its Amended Petition to Intervene, WRA requested a hearing on the proposed tariffs attached to the Advice Letter.

8. By Interim Decision No. R15-0378-I, issued April 27, 2015, the intervention of right of Staff was noted, and the Petition to Intervene of WRA was granted.  In addition, a prehearing conference was scheduled for May 7, 2015. 

9. On May 12, 2015, Public Service filed Amended Advice Letter No. 1686-Electric in which it extended the effective date of its proposed tariffs from March 26, 2015 to April 6, 2015, which resulted in an extension of the suspension period. 

10. By Interim Decision No. R15-0470-I, issued May 15, 2015, a procedural schedule was adopted which, among other things, scheduled an evidentiary hearing for July 31, 2015.  In addition, Interim Decision No. R15-0470-I extended the suspension period an additional 90 days through November 2, 2015, pursuant to § 40-6-111(1)(b), C.R.S.

11. On May 29, 2015, Ormat Technologies Inc. (Ormat) filed a Motion for Leave to Intervene Out of Time (Motion).  By Interim Decision No. R15-0526-I, issued June 4, 2015, good cause was found to grant Ormat’s Motion and allow it to intervene in this Proceeding.

12. As indicated above, Public Service filed the direct testimony of its witness Mr. Brockett with its Advice Letter (Hearing Exhibit No. 1).  In addition, Public Service filed the rebuttal testimony of Mr. Brockett (Hearing Exhibit No. 2), as well as the rebuttal testimony of its witness Mr. Ted L. Niemi (Hearing Exhibit No. 3).

13. Ormat filed the answer testimony of its witness Mr. Colin Duncan (Hearing Exhibit No. 4). 

14. WRA filed answer testimony from its witness Ms. Gwendolyn Farnsworth (Hearing Exhibit No. 5) and from its witness Mr. Neil Kolwey (Hearing Exhibit No. 7).  Ms. Farnsworth also filed cross-answer testimony (Hearing Exhibit No. 6), as well as Mr. Kolwey (Hearing Exhibit No. 8).  

15. Staff filed the corrected answer testimony (Hearing Exhibit No. 9) and corrected cross-answer testimony (Hearing Exhibit No. 10) of its witness Mr. William J. Dalton.

16. An evidentiary hearing in this Proceeding was held on July 31, 2015.  Appearances were entered by Public Service, WRA, Ormat, and Staff.  Testimony was received from Mr. Brockett and Mr. Niemi on behalf of Public Service; Ms. Farnsworth and Mr. Kolwey on behalf of WRA; Mr. Duncan on behalf of Ormat; and Mr. Dalton on behalf of Staff.  In addition to the above listed pre-filed testimony, Hearing Exhibit Nos. 11 through 16 were also offered and admitted into evidence.

17. The parties filed their respective Closing Statements of Position on August 7, 2015.

18. Pursuant to § 40-6-109, C.R.S., the ALJ transmits to the Commission the record of this Proceeding, and this Recommended Decision containing findings of fact and conclusions therefore.

II. FINDINGS OF FACT
A. Parties’ Positions
1. Public Service’s Direct Case
19. Public Service first proposed a RE Program in its RES Plan in Proceeding 
No. 13A-0836E.  Public Service’s proposal would allow it to acquire generation attributes from recycled energy projects for the purpose of compliance with the RES.  In that proceeding, the Company proposed a total program size of 5 megawatts (MW) in 2014 with no single project being larger than 2 MW.  At that time, Public Service estimated that it would only receive three or four proposals in 2014, due to the complexity of developing such projects, and because the Company claimed that it had only received modest interest from its customers.

20. In approving the RE Program in Decision No. R14-0902, the ALJ determined that the program provided an opportunity for new customer types to participate in the RES.  In addition, the ALJ found that recycled energy projects provide energy that is base load or less intermittent than other forms of distributed generation that may provide additional benefits to customers and to the grid.  The ALJ concluded that as such, in approving an acquisition of up to 20 MW in 2014 through the RE Program,
it was reasonable to provide greater incentives to establish or support that new market segment similar to the approach taken with other eligible programs.  

21. Ultimately, Public Service was authorized to acquire up to 20 MW of recycled energy projects per year for 2015 and 2016, with individual projects limited to 10 MW in size.  Additionally, it was found reasonable to provide an incentive level of $500 per kilowatt hour (kW) over a 10-year period, while Public Service will be allowed to claim Renewable Energy Credits (RECs) over a 20-year period.

22. Although the terms and conditions of Public Service’s standby tariff were not at issue in Proceeding No. 13A-0836E, the ALJ nonetheless found that Public Service had not demonstrated that recycled energy projects have outage rates warranting the level of standby charges under the Company’s standby tariffs. 

23. By Decision No. C14-1505, issued December 26, 2014, the Commission upheld the ALJ’s findings and required Public Service to file a new tariff to support the RE Programs within 60 days of the effective date of that Decision.  The Commission stated that the “tariff filing shall address why recycled energy projects should be required to take Standby Service.”  Id. at ¶ 61.
24. Public Service timely filed its Schedule RE.  As proposed in the Company’s direct case, Schedule RE requires all recycled energy facilities to also take service under the appropriate standby service tariff.  Schedule RE also specifies the Commission approved incentive payments that recycled energy facilities would receive. 

25. In its direct case, Public Service explained its proposed Recycled Energy Service tariff which specified the requirements a customer must meet to be eligible for service under the tariff, as well as explaining that a customer on the tariff would also be subject to the rates, terms, and conditions of other applicable tariffs, including the applicable standby tariff.  The Renewable Energy Incentive section of the proposed RE Service tariff would govern the payments of incentives based on energy generated from Recycled Energy Generation (RE Generation).  

26. Mr. Brocket explained that the standby service tariff recovers the Company’s costs of providing the capacity and energy required to back up a customer’s self-generation, including the cost to the Company of delivering the backup generation service.  Mr. Brockett described the function of the standby service tariff as recovering Public Service’s cost of providing the capacity and energy required to back up a customer’s self-generation, including the cost of delivering that back up generation service.

27. Recycled energy customers are a good fit for standby service because a typical RE Generation facility will probably provide energy at a reasonably high capacity factor, and recycled energy will be the customer’s primary source of power, according to Mr. Brockett.  However, Mr. Brockett argues that exempting recycled energy customers from the requirement to take standby service would not eliminate the need to develop an alternative means of charging those customers for the utility services they will continue to demand.  Mr. Brockett argues that if the costs of these services were not collected from recycled energy customers, those costs would be shifted to other customers causing subsidization.  

2. Ormat’s Position

28. Ormat opposes Public Service’s proposal to limit Schedule RE to 100 percent of the annual energy capacity or consumption of the customer, which Ormat views as contrary to the Commission decisions in the RES Plan proceeding.  Ormat also argues that Public Service’s proposal will hamper the development of recycled energy.
29. Ormat also takes issue with the proposed Schedule RE requirement that the owner of a recycled energy generator transfer the recycled energy, as well as the associated benefits of generation to Public Service in order to receive the $500 per kW incentive.  Ormat notes that in exchange for the incentive, Public Service is entitled to the RECs; but it is not entitled to claim the energy generated by the recycled energy facility.  Ormat maintains that energy is owned by the facility or customer.  If excess energy is not needed, or if the recycled energy facility and Public Service are unable to execute a power purchase agreement, Ormat is of the opinion that the excess energy belongs to the owner of the recycled energy generator, and the recycled energy facility should be entitled to dispose of the excess energy at wholesale if necessary.  

30. Ormat also seeks to modify Schedule RE to provide clarification regarding the interconnection process.  Ormat points to Public Service witness Mr. Niemi’s testimony as to the process of when a customer seeks to interconnect generation to Public Service’s system.  Mr. Niemi testified that first, an interconnection request is made; second, a study of the potential impacts to the system and costs to protect the study is conducted; third, a presentation of the study is made; and finally, a conversation occurs between the Company and the customer regarding the costs associated with the interconnection.

31. Ormat points out however, that despite Mr. Niemi’s testimony, Schedule RE describes a unilateral decision made by Public Service as follows: “In the event the customer’s RE Generation generates more energy than the customer consumes, including any energy provided under the power purchase agreement, both the recycled energy and the renewable attributes are transferred to the Company.”
  Ormat states that the tariff is inconsistent with Mr. Niemi’s and Mr. Brockett’s testimonies and could become an additional hurdle for entities looking to construct and interconnect recycled energy generators in Colorado.  

3. WRA’s Position

32. WRA suggests several changes to Schedule RE which it argues better align the proposed tariffs with its understanding of the Commission’s goal of encouraging customer participation in the RE Program.  For example, WRA recommends that the Commission modify Schedule RE to exempt small recycled energy  generators under 500 kW from the requirement to take standby service, and instead, allow those generators to be served on the appropriate general service tariff.  WRA is concerned that requiring small recycled energy generators under 500 kW to take service on existing standby tariffs may discourage small businesses from participating in the program due to the complexity of being subject to both Schedule RE, and the necessary standby tariff.  WRA believes that Public Service’s general service tariff is simpler; is sufficient for the purpose of allowing the utility to recover its costs of serving recycled energy generators under 500 kW; and, does not result in additional incentives to the potential RE system customer.

33. WRA witness Mr. Kolwey stated in his answer testimony that switching small recycled energy systems less than 500 kW in size, to standby rates would result in a 33 percent bill increase for a hypothetical customer with a 500 kW recycled energy system.  However, Mr. Kolwey observes that the costs imposed on Public Service by those customers with small recycled energy systems are negligible.  Additionally, Mr. Kolwey argues that Public Service would incur no direct costs of providing standby services to recycled energy generators below 500 kW because any fluctuations in demand are blended together with those of other customers, and as a result, do not require dedicated standby energy or capacity as provided by the standby tariff.  Mr. Kolwey also expresses doubt that multiple 500 kW or smaller recycled energy generators would go offline simultaneously as Public Service argues, diversifying the Company’s risk of providing standby service.  

34. WRA takes the position that smaller recycled energy customers are better served utilizing existing Public Service general tariffs.  For example, WRA indicates that the primary, secondary, and transmission general tariffs include demand charges that recover the capital costs to operate Public Service’s system, including generation, transmission, and distribution costs.  Those costs are charged to customers based on their peak load during any 15-minute period of each month.  According to WRA, under its general tariffs, Public Service would charge a customer with a small recycled energy generator, a demand charge for the customer’s full load whenever the recycled energy system is down.  In addition, WRA emphasizes that other Public Service customers on the primary general tariff have demand fluctuations of 500 kW or more, which are recovered through the general tariff’s monthly demand charges.  WRA argues that Public Service is in agreement that its existing general service tariff can be modified to allow customers to operate recycled energy generators in parallel with the utility’s system.

35. Like Ormat, WRA advocates to allow customers with recycled energy systems that generate more than 100 percent of the customers’ annual electricity consumption to be included in Schedule RE and the recycled energy incentive program.  WRA proposes that the Commission adopt its redline edits to Attachment SBB-1 of Hearing Exhibit No. 2, which allows net-export recycled energy facilities to participate in the incentive program and take service under Schedule RE.

36. In addition to allowing net-exporting recycled energy customers to participate in the incentive program or receive service under Schedule RE, WRA also encourages amendment of Schedule RE in order to provide that Public Service will purchase any excess energy generated from recycled energy systems on Schedule RE at a fair price.  

37. WRA characterizes a “fair price” as a price that is equivalent to Public Service’s long-run avoided costs.  WRA specifies the export price as being equal to long-run avoided energy costs which would include the base energy rate or “Energy Charge” in the relevant tariff, plus the Electric Commodity Adjustment (ECA), and the long-run avoided generation capacity value.

38. WRA establishes that Public Service’s payment for excess recycled energy and the payment by the recycled energy customer for grid energy are not equal and balanced.  WRA contends that while Public Service pays the customer less than half of one cent for excess energy generated by the recycled energy system, the customer pays not only the Energy Charge (the base energy rate) on the applicable standby tariff, but also the ECA for each kW of electricity received from Public Service.  WRA further contends that a customer on the primary standby tariff pays a total of about 3.8 cents per kWh while receiving less than half a cent in exchange for excess energy from a recycled energy generator.
  WRA concludes that a customer producing exported recycled energy receives less than one-tenth the amount it pays to Public Service per kWh.

39. WRA also argues that in addition to the Energy Charge plus the ECA, a component of a fair price the Company should pay for excess recycled energy it acquires from Schedule RE customers is a long-term avoided generation capacity cost.  WRA takes the position that since recycled energy generators operate as base load generation, they can displace the need for conventional fossil fuel generation on the utility system.  In order to qualify as fair compensation, WRA makes the case that Public Service’s excess power purchases from recycled energy systems should be based on the Company’s avoided costs associated with the acquisition and use of new generation capacity, evaluated over a 20-year period.  WRA makes note of the fact that Public Service did not refute WRA’s recommendation to acquire export recycled energy at a fair price including the base energy charge, the ECA, and long-run avoided capacity costs.

40. WRA agrees with Public Service and other parties that recycled energy generators above 500 kW should be required to take standby service, but contends that the existing standby tariffs
do not fairly allocate the Company’s costs of providing standby service to recycled energy customers.  WRA argues that the high capacity factor of recycled energy generators makes those customers different from other customers on standby tariffs.  WRA recommends the Commission modify Schedule RE to change the way the existing standby tariffs apply to recycled energy generators of 500 kW to 10 MW in size, including: reducing the annual grace energy and the monthly reservation charge; replacing the monthly demand charges with a daily demand charge; and, ensuring customers with a recycled energy system are permitted to take demand response actions that would allow them to avoid any daily demand charges.  WRA suggests its recommended changes will encourage recycled energy customers to manage their generators in ways that benefit the utility system.

4. Staff’s Position

41. Staff argues that the recycled energy tariff proposed by Public Service and as modified through the Rebuttal Testimony of Company witnesses Scott Brockett and Ted Niemi, is the appropriate rate treatment for customers who install recycled energy generators and is just and reasonable.

42. Staff further recommends that the Commission reject the modifications to Schedule RE proposed by WRA and Ormat that were not already adopted by Public Service in Schedule RE as modified in the Company’s Rebuttal case.

43. Despite Staff’s acceptance of the Company’s proposal and its recommendation to reject the suggestions of WRA and Ormat to amend the tariff, Staff advances in its Statement of Position (SOP) a new argument that the Commission should exempt customers with what it terms “very small” recycled energy generators, which Staff considers to be 100 kW or smaller, from having to take standby service.

5. Public Service’s Rebuttal Case

44. The focal point of Public Service’s position is that the Intervenors have failed to provide “substantial evidence” to meet their burden of proof for their respective positions.  Public Service also focuses on its position that a Phase II rate case is necessary in order to make changes to the rates, terms, and conditions of standby service, such as exempting recycled energy customers below 500 kW from taking standby service.
  According to Public Service, it has “serious concerns” that to the extent certain customers taking standby service are allowed to avoid costs under the Company’s General Service tariff, while others are not, other such standby service customers could make an argument that they are being discriminated against.

45. Public Service argues that recycled energy customers are taking standby service, and the generation technology utilized by the customer is irrelevant to the analysis of whether a customer is taking standby services and should be on standby tariffs.  Rather, Public Service’s position is that the relevant issue is whether the generator is primarily relied on to serve the customer’s load and has a high capacity factor.  Public Service distills its position as follows: “Recycled Energy customers should take service under the Company’s Standby tariffs because that is the nature of the service they are requesting from the Company.”

46. The test in this Proceeding, according to Public Service, for assessing the reasonableness of a given tariff (whether it is Standby or General Services tariffs) should not be whether customers would pay more or less than they would under alternative tariffs.  Rather, Public Service believes that the test should be whether rates are in line with the cost of service being provided.  

47. The Company argues that this Proceeding is supposed to be about the appropriateness of recycled energy customers taking service under its standby tariffs, as well as determining the tariff to implement the RE Program.  The Company expresses concern that the “special treatment” for customers generating recycled energy under 500 kW will create additional incentives and subsidies that will be hidden in rate design.  Public Service takes the position that allowing Schedule RE customers under 500 kW to be on General Service tariffs would allow customers to avoid paying costs necessary to provide the Standby Service the Company is being asked to provide.  Additionally, Public Service states that serving recycled energy customers on General Service tariffs “devolves” into net metering from an economic standpoint.

48. In Company rebuttal testimony, Public Service agrees to three amendments to Schedule RE.  First, in response to WRA’s and Ormat’s recommendations that Public Service eliminate the restriction on the size of a customer’s recycled energy generator, thus allowing generators to be sized above 100 percent of the customer’s load, Public Service agrees to this unopposed modification to Schedule RE.

Second, Public Service proposes to require a customer seeking to install a recycled energy generator in excess of their load to submit a written installation request.  The Company states that it will determine if any system upgrades are necessary and if those upgrades can be completed. Public Service expects to implement any necessary upgrades after the customer advances the cost of these modifications as a non-refundable contribution in aid of 

49. construction (i.e., the customer installing the recycled energy generator will be required to cover the cost of the system upgrades).  
50. Third, Public Service proposes to further modify Schedule RE to ensure the Company receives the environmental attributes associated with any net energy provided to the Company’s system by a recycled energy generator. 
51. In response to Ormat’s request that additional energy generated by a recycled energy customer and not used by them either be purchased by Public Service at its avoided 
long-term rates or negotiated rates with Public Service appropriate for the transaction, or allowed to be wheeled through a wholesale process, Public Service states that it has no disagreement with Ormat on those points, as long as Ormat goes through the Federal Energy Regulatory Commission and Public Service processes for conducting a wholesale of excess energy and/or capacity from its RE Generation system.  

52. Public Service takes exception to WRA’s proposal to modify the export power price paid to recycled energy customers that are on the Standby or General tariffs to a rate equivalent to the Company’s long run avoided costs.  Public Service argues that WRA is attempting to modify the rates, terms, and conditions of the Company’s Standby and General tariffs.  Depending on the factual circumstances of the recycled energy generator, Public Service argues that WRA’s proposal could require modification to the Company’s Small Power Production and Cogeneration Facility Policy tariff.  Public Service again argues that it is more appropriate to seek modifications to other tariffs in a Phase II proceeding and not here.  Public Service also raises again, the argument that WRA provided no “substantial evidence” as to how to calculate long run avoided costs 

III. BURDEN OF PROOF
53. As the party that seeks Commission approval or authorization, the applicant 
bears the burden of proof with respect to the relief sought; and the burden of proof 
is by a preponderance of the evidence.  Section 24-4-105(7), C.R.S.; § 13-25-127(1), C.R.S.; Rule 4 Code of Colorado Regulations (CCR) 723-1-1500 of the Commission’s Rules of Practice and Procedure.  The evidence must be “substantial evidence,” which the Colorado Supreme Court has defined as “such relevant evidence as a reasonable person’s mind might accept 
as adequate to support a conclusion ... it must be enough to justify, if the trial were to a jury, 
a refusal to direct a verdict when the conclusion sought to be drawn from it is one of fact 
for the jury.” City of Boulder v. Colorado Public Utilities Commission, 996 P.2d 1270, 
1278 (Colo. 2000) (quoting CF&I Steel, L.P. v. Public Utilities Commission, 949 P.2d 577, 585 (Colo. 1997)).  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.
IV. FINDINGS AND CONCLUSIONS
54. Public Service filed Advice Letter No. 1686-Electric for the purpose of providing Schedule RE for recycled energy customers to receive electric service under the applicable Standby Service rate schedule.  The Advice Letter adds recycled energy to Public Service’s standby tariff.  

55. Public Service argues that it is inappropriate for the Commission to order changes to the proposed Schedule RE in this Proceeding.
  The Company suggests that the appropriate venue for addressing proposed changes to Schedule RE is in the Company’s upcoming Phase II rate proceeding.
  In support of its position, Pubic Service maintains that there has not been sufficient input from all stakeholders in this Proceeding that might be interested in changes to standby rates and therefore, it is not possible to address changes to standby rates in a comprehensive manner. 
56. Public Service’s position is without merit.  It has long been acknowledged that the Commission has full authority over proposed changes to rates, terms, and conditions of a jurisdictional utility’s tariffs when filed.  This authority stems from Article XXV of the Colorado Constitution, §§ 40-3-102 and 103, C.R.S., § 40-6-111, C.R.S. and Rules 4 CCR 723-1-1210 and 1305, of the Commission’s Rules of Practice and Procedure, which require utilities to file changes in rates, terms and conditions for approval, and endow the Commission with full authority to modify or amend a filed tariff in order to ensure just and reasonable rates for customer, whether as part of a Phase I or Phase II rate case, or individually filed tariff provisions.  

57. Public Service’s position that it is more appropriate to wait until its next Phase II rate case to ensure that rates for the recycled energy generators are just and reasonable is also untenable.  As WRA points out, the recycled energy incentive program was authorized by the Commission through the end of 2016.  Public Service stated in this Proceeding that it will file its next Phase II rate case in approximately nine months.  Given the length of time it takes to complete a Phase II rate case, there is a high probability that the RE Program will be concluded before rates are approved in that Phase II rate case.  

58. Despite Public Service’s arguments to the contrary, it is found that WRA’s proposals do not seek changes to the standby tariffs as a whole, but are limited to recommendations to amend Schedule RE and to change provisions of standby tariffs as they apply to recycled energy projects.
  In directing Public Service to file a proposed tariff for a recycled energy project, it is evident that the Commission intended to consider the extent to which standby tariffs were necessary for cost recovery or constituted a barrier to implementation of the recycled energy program.
  WRA’s proposals fit within this scope.

59. It is also agreed that had the Commission intended to evaluate the proposed Schedule RE in a Phase II rate case, there would have been no need to require Public Service to file a new Schedule RE tariff in this Proceeding.  As a result, it is found that it is preferable and appropriate to address Schedule RE in this Proceeding rather than waiting to assess it in a Phase II rate case.  

Regarding WRA’s proposal to exempt small recycled energy customers (less than 500 kW) from standby rates, WRA takes the position that the rationale for placing customers with independent generation on standby rates is related to the reliability inherent in that independent generation.  There is no doubt that independent generation customers will at some point require service from Public Service due to generator malfunctions or due to scheduled maintenance.  While switching to standby rates would result in higher rates for small recycled energy customers, the costs of such customers on Public Service’s system are marginal.  Notably, with current excess capacity along with the minute demand placed on the Company’s system of a small recycled energy customer for standby service, any direct costs incurred by the Company would be negligible.  It is preferable to provide service to those smaller recycled energy 

60. customers under Public Service’s existing Primary, Secondary, and Transmission general tariffs, which would allow the Company to charge a small recycled energy customer a demand charge for full load recovery whenever such a customer’s recycled energy generator system goes offline.  

61. In support of the requirement for all recycled energy generators to take standby service, Public Service states that the purpose of the Company’s Standby Service tariff is to recover the cost of providing backup energy or capacity to customer who install generation to serve all or part of their load.
The Company argues that all customer who operate generation that meets all or part of their load are similarly situated and therefore should be served under the appropriate standby tariff.

62. Staff appears, in several instances, to agree with Public Service that all recycled energy generators are similarly situated and should take standby service.  However, despite its recommendation that the Commission reject WRA’s proposal to exempt recycled energy generators smaller than 500 kW from having to take standby service, Staff’s position in its SOP suggest that it agrees in principal with WRA that some recycled energy projects are small enough that any impact they might have on the utility’s system is de minimis and therefore they should not be required to take standby service.
It is found that based on the evidence in this Proceeding, Public Service would incur limited direct costs of providing standby services to a recycled energy system below 500 kW.  WRA argues persuasively that for systems below 500 kW, a customer’s fluctuations in demand can be handled within the utility’s existing resources.
  In its response to Staff’s answer testimony, WRA calculates that if Public Service customers installed 40 MW of recycled energy, 

63. and if all 40 MW of that capacity were to suffer an outage at the same instant, the total capacity lost would represent merely 0.8 percent of Public Service’s total load.  Even in the aggregate, the amount of recycled energy that may be installed is minimal at best.

64. Therefore, it is found that Schedule RE should be amended to remove the requirement that customers operating recycled energy generators below 500 kW in size take standby service, as suggested by WRA in its Attachment A to its SOP.

65. All parties are in agreement here that recycled energy generators between 500 kW and 10 MW shall take standby service.  The remaining issue is whether the existing standby tariffs appropriately recover the cost to serve those customers and to the extent that they may not, what amendments should be made to the existing standby tariffs.  

66. Regarding payment by Public Service for excess energy generated from recycled energy customers, Schedule RE proposes to pay the “Energy Charge” for that excess energy.  WRA takes the position that a fair payment for exported recycled energy should include the base energy rate plus the ECA.  WRA notes that Public Service witness Mr. Niemi testified that the Company’s payments for excess energy from distributed generators is intended to equate the energy payment by Public Service and the energy payment by the customer.  However, as WRA points out, Public Service’s payment for excess recycled  energy is less than one half of one cent, while the recycled energy customer pays the Energy Charge on the applicable standby tariff, as well as the ECA for each kWh of electricity received from the Company, which is approximately 3.8 cents per kWh.

67. In addition to the Energy Charge plus the ECA, WRA argues that another component of a fair price Public Service should pay for excess recycled energy it acquires from Schedule RE customers is a long-term avoided generation capacity cost.  According to WRA, to qualify as fair and appropriate compensation, the Company’s excess power purchases from recycled energy systems should be based on the Company’s avoided costs associated with the acquisition and use of new generation capacity, evaluated over a similar time period (20 years).
68. Public Service argues that adopting WRA’s proposal would result in modifications to other tariffs such as the Company’s Small Power Production and Cogeneration Facility Policy tariff.  Public Service also argues that WRA has provided no substantial evidence as to how long-run avoided costs are to be calculated.
69. It is agreed that WRA has failed to provide substantial evidence as to how 
long-run avoided costs are to be calculated, or as to how such costs are appropriate for determining the price Public Service should pay for recycled energy customers’ excess energy.  However, WRA’s arguments regarding the inclusion of the Energy Charge and the ECA in the calculation for payments for excess energy are compelling and will be adopted.  As a result, Public Service will be required to modify its export power price paid to recycled energy customers on Schedule RE to include a price equal to the Energy Charge plus the ECA, for all recycled energy systems that may generate excess energy during a give billing period.

70. WRA contends that better price signals are necessary under Schedule RE in order to incentivize high-performing RE systems.  WRA represents that its proposals are revenue neutral in the sense that Public Service would still recover all of its costs, but would recover them in a different way.  WRA recommends that Schedule RE be used to modify its proposed provisions of the standby tariffs, similar to the way Schedule NM modifies application of the relevant general tariff for certain customers.

71. Specifically, WRA proposes reducing the annual grace energy periods and, in turn, lowering the monthly reservation capacity charges of the applicable standby tariff.  While Public Service’s Standby tariffs allow six weeks of scheduled maintenance or 1,008 hours, plus an additional 1,051 hours of Annual Grace Energy Hours for a total of 12.3 weeks of grace energy period, WRA suggests allowing Schedule RE customers six weeks of total grace energy, which would also include any planned maintenance.  

72. With the shorter grace energy period, WRA states that the Company should propose a new, lower value for the monthly capacity reservation fee that still allows it to recover its reasonable costs of providing standby capacity for recycled energy systems. WRA anticipates this value would be around $4.50/kW.  According to WRA, reducing the annual grace energy period and reducing the monthly capacity reservation charges would allow Schedule RE customers with reliably operated systems to reduce their total monthly charges, and would send appropriate price signals that incentivize superior system performance.
73. WRA also recommends replacing the existing monthly demand charges contained in the standby tariffs with daily demand charges for customers on Schedule RE.  WRA contends that these daily demand charges would recover costs incurred by the Company when it is required to provide service in response to unplanned recycled energy generation facility outages.  
74. Under the tariffs as proposed by the Company, WRA notes that a recycled energy customer would pay the same demand charge if its system was down 1 day in a month, or 30 days in a month.  However, daily demand charges would allow Schedule RE customers to only pay these charges for days during which the recycled energy generation system experiences an unplanned outage.  WRA believes that daily demand charges would send more accurate price signals, and incentivize Schedule RE customers to keep their systems in operation for as many days during the month as possible, which would reduce recycled energy customers’ monthly bills and reduce standby costs to Public Service.

75. Finally, WRA recommends that Schedule RE be modified to ensure that customers with recycled energy systems are able to utilize demand response to offset any increase in load that occurs due to the recycled energy generation being offline.  WRA states that under the current standby tariffs, a customer on Schedule RE would be charged additional monthly demand charges for any month in which its recycled energy system is down for more than 15 minutes after it has exceeded its allotted grace energy hours.  WRA proposes allowing Schedule RE customers to avoid monthly demand charges, if the customer is able to take demand response actions at the facility to mitigate the effects of the recycled energy system being shut down.
76. Public Service argues that costs are driven “in large part” by system planning needs and requirements, but provide no quantified analysis of the cost to system planning that would result from adding up to the 40 MW of recycled energy approved by the Commission.

77. Staff argues that there is not sufficient evidence in the record of this Proceeding for the Commission to establish new rates for customers who install recycled energy systems based on WRA’s recommendations.
78. The extent to which Public Service provides standby service, or steps in to backup a customer’s generator depends on the reliability or capacity factor.
  In addition, the Company’s assumption, as part of the design of the tariff, that all of the recycled energy generation may need to be backed up at the same instant is untenable given the high capacity factor of recycled energy generators.  Reducing the annual grace energy periods and, in turn, lowering the monthly reservation capacity charges of the applicable Standby tariff makes sense and provides appropriate price signals which should incentivize superior system performance as WRA suggests.  

79. Additionally, replacing the monthly demand charge with daily demand charges also makes sense in that Schedule RE customers will only have to pay demand charges for days during which the recycled energy generation system experiences unplanned outages, while allowing Public Service to recover its costs when it must provide service in response to unplanned outages.  

80. Therefore, WRA’s recommendation to amend Schedule RE to reduce the grace energy and monthly reservation charges and its recommendation that the monthly demand charge be reduced to a daily charge will be adopted.

81. However, WRA’s proposal to require Public Service to allow recycled energy generators to shed load will be rejected.  Given that customers are permitted to take action to reduce their load, it is found that this provision is unnecessary.  However, Public Service is directed to clarify that a standby charge is assessed on the customer’s actual load as measured by the Company. 

82. As discussed in this Recommended Decision, the record in this Proceeding demonstrates that standby or backup support for recycled energy projects below 500 kW can be provided with existing utility resources.  The record also provides sufficient evidence that reducing the annual grace energy and monthly reservation charge and replacing the monthly demand charges with a daily demand charge will allow Public Service to adequately recover costs from customers who install recycled energy systems above 500 kW in size. 

83. This Recommended Decision approves, with the modifications discussed above, the Recycled Energy tariff Schedule RE, Advice Letter No. 1686-Electric, filed by Public Service on February 23, 2015.  The modified tariff exempts customers operating a recycled energy facility under 500 kilowatts (kW) in size from having to take service under Public Service’s standby tariffs as proposed by the Company.  The Recommended Decision also amends the requirements as to how Public Service’s Recycled Energy tariff applies to the existing standby tariff for a customer operating a recycled energy facility over 500 kW, including reducing the grace energy period, lowering the monthly reservation charge, and changing the monthly demand charge to a daily charge.  

84. In accordance with § 40-6-109, C.R.S., it is recommended that the Commission enter the following Decision.

II.
ORDER

A. The Commission Orders That:

1. The tariff sheets filed by Public Service Company of Colorado with Advice Letter No. 1686-Electric filed on February 23, 2015 as amended by this Decision are approved. 
2. The tariff sheets originally filed by Public Service Company of Colorado pursuant to Advice Letter No. 1686-Electric are permanently suspended.
3. Public Service Company of Colorado shall file, on not less than two days’ notice to the Commission, tariffs consistent with this Decision. 
4. Response time to any exceptions filed shall be limited to five calendar days.
5. 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. 

6. A provided in §40-6-109 C.R.S., a copy of this Recommended Decision shall be served on each party who may file exceptions to it. 

If not exceptions are filed within 20 days after the 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 a decision of the Commission and subject to provisions of §40-6-114, C.R.S.

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, of the parties may stipulate to portions of the transcript according to the procedure state 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. 

7. 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. 
	(S E A L)
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Director
	THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO


PAUL C. GOMEZ
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                     Administrative Law Judge




� Decision Nos. R14-0902 issued July 31, 2014 and C14-1505 issued December 26, 2014 in Proceeding No. 13A-0836E.


� Ormat identifies itself as a builder of renewable energy projects in the U.S. and Canada, including geothermal waste heat recovery, solar plants, other recycled energy generation facilities, and remote power plants.  


� See, Decision No. R14-0902 in Proceeding No. 13A-0836E


� Id.


� Citing, Hearing Transcript, p.43, line 7 – p. 44, line 25.


� Ormat’s Post-Hearing SOP at 5.


� Answer Testimony of Gwen Farnsworth Hearing Exhibit No. 5.


� See, WRA Hearing Exhibit No. 7, Kolwey Answer Testimony, and WRA Hearing Exhibit No. 15.


� WRA indicates that its Hearing Exhibit No. 15, and Attachment NK-5 to Hearing Exhibit No. 7 show that the Primary Standby customer pays $0.00461 per kWh from the Energy Charge, and an additional $0.03341 per kWh for the ECA – “Mandatory On Peak.”  


� See, WRA Hearing Exhibit No. 16.


� Secondary Standby Tariff, Primary Standby Tariff, and Transmission Standby Tariff.


� Answer Testimony of Neil Kolwey, 18:6-18:9.


� SOP of Staff at page 2.


� It is the Company’s position that only in a Phase II rate case can the costs to all customers relying on standby services appropriately be determined in order to ensure fair treatment of all in the rate class.


� Public Service SOP at 6.


� Staff originally opposed allowing generators larger than 100 percent of customer load, but changed its position at hearing.  See Hearing Transcript 126:4-126:12


� Rebuttal Testimony of Niemi 9:13-10:11.


� Hearing Transcript p.66, line 20 to p.67, line 1.


� Answer Testimony of Neil Kolwey, 22:4-22:6; Hearing Transcript 103:12:105:3.


� Public Service also understands that the Commission was directing the Company to justify or explain why customers with recycled energy generators should be required to take standby service.  See, Direct Testimony of Public Service witness Mr. Brockett at page 4.


� Direct Testimony of Scott B. Brockett, page 4. Hearing Transcript 46:10-46:20.


� Kolwey, Answer testimony 7:11-7:15. 


� Cross-Answer Testimony of Neil Kolwey, 4:6-4:12.


� WRA also indicates that the Regulatory Assistance Project conducted an assessment of Public Service’s standby rates as they would apply to combined heat and power of recycled energy systems, and concluded that recycled energy systems, similar to those that will take service under Schedule RE should be assessed daily, rather than monthly demand charges.  See, Hearing Exhibit No. 7, Attachment NK-12 and 24-27.


� SOP of Public Service, page 7.


� Hearing Transcript, 46:10-47:4.
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