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I. STATEMENT  
1. On April 1, 2016, Public Service Company of Colorado (Public Service or Company), filed a Verified Application that seeks Commission approval of a revised depreciation rate for its Electric and Common Utility Plant and its proposed plan to amortize and recover the regulatory assets associated with 13 (now 14) recently retired or soon-to-be retired electric generating plants (Retired Generating Units).
  That filing commenced this proceeding.  

2. On April 4, 2016, the Commission issued its Notice of Application Filed (Notice).  That Notice established an intervention period, which expired on May 4, 2016.  In addition, the Notice contained a pro forma procedural schedule.  
3. On April 8, 2016, the Colorado Office of Consumer Counsel (OCC) filed its Notice of Intervention of Right, Entry of Appearance, and Request for Hearing.  The OCC is an intervenor as of right and a party in this proceeding. 

4. On April 14, 2016, the Colorado Energy Consumers (CEC) timely filed its Motion to Intervene through counsel. CEC states the above captioned proceeding will have a direct and substantial impact on CEC’s interests and the charges paid by CEC’s members for electricity and may substantially affect the pecuniary or tangible interests of CEC’s members.  CEC is a party in this proceeding
5. On April 19, 2016, Trial Staff of the Commission (Staff) timely filed its Notice of Intervention as of Right, Entry of Appearance, Notice Pursuant to Rule 1007(a) and Rule 1403(b), and Request for Hearing.   The intervention is of right, and Staff is a party in this matter.    

6. On May 4, 2016, Western Resource Advocates (WRA) filed its Motion for Leave to Intervene. WRA states that the above captioned proceeding impacts WRA’s substantial, tangible interest in reducing the environmental impact from electricity generation and will directly impact the tangible interests WRA works to protect. WRA a party in this proceeding
7. On June 20, 2016, by Interim Decision No. R16-0556-I, a procedural schedule was adopted in light of Public Service’s waiver of the statutory timeframe for a Commission decision under § 40-6-109.5, C.R.S. 

8. On September 1, 2016, the OCC filed its Unopposed Motion to Extend Certain Filing Dates and Request for Waiver of Response Time.  

9. On September 2, 2016, by Interim Decision No. R16-0818-I, the Motion to Extend Certain Filing Dates was granted.

10. On September 14, 2016, Public Service filed its Unopposed Motion to Modify Procedural Schedule and Request for Waiver of Response Time. The request was made due to the need to amend the Application.

11. On September 15, 2016, by Interim Decision No. R16-0854-I, the Motion to Modify the Procedural Schedule was granted.

12. On September 20, 2016, Public Service filed its Unopposed Motion to Amend its Application.

13. On November 1, 2016, after conferral with the parties, by Decision 
No. R16-1011-I, the first two days of the evidentiary hearing, scheduled for November 7 and 8, 2016  were vacated 

14. On November 4, 2016, Public Service filed its Unopposed Motion to Modify Procedural Schedule and Request for Waiver of Response Time (Unopposed Motion). In the Unopposed Motion, Public Service stated that the parties had reached a settlement and requested the evidentiary be vacated, the settlement agreement would be filed by November 10, 2016, and requested any hearing on the settlement be held on November 18, 2016.  

15. On November 7, 2016, by Decision No. R16-1029-I, the Unopposed Motion was granted

16. On November 10, 2016, Public Service filed its Joint Motion to Approve Unopposed Depreciation Settlement Agreement (Joint Motion) and Unanimous Comprehensive Settlement Agreement (Settlement).

17. On November 18, 2016, a hearing was held on the Settlement. Mr. Scott Brockett testified for Public Service, Mr. Gene Camp testified for Staff, and Mr. Cory Skluzak testified for the OCC. Hearing Exhibits 100 through 114, 200, 300 through 301, and 400 through 401 were admitted by stipulation.   

II.
DISCUSSION

A. Initial Proposal and Testimony

18. Pursuant to the terms of § 40-4-112, C.R.S., and the provisions of the Settlement approved by the Commission in Decision No. C15-0292, issued March 31, 2015 in Public Service’s last Phase I electric rate case in Consolidated Proceeding Nos. 14AL-0660E and 
14A-0680E, the Company submitted its Application for a Commission decision approving proposed revised depreciation rates for its Electric and Common Utility Plant and its proposed plan to amortize and recover the regulatory assets associated with 13 recently retired or 
soon-to-be retired electric generating plants (Retired Generating Units).

19. In Public Service’s initial application filing, Public Service proposed changes to depreciation and amortization expenses based on the depreciation rates recommended by Mr. Dane Watson, a Managing Partner of the Alliance Consulting Group which was retained by Public Service to conduct a depreciation study of the Company’s electric and common utility plant.  Mr. Watson sponsored the Company’s Depreciation Rate Study.
20. Mr. Watson performed a depreciation reserve reallocation based on theoretical reserves encompassing all operating production units within a functional class as well as the estimated regulatory asset balances, including the cost of removal, attributable to the Retired Generating Units.

21. Public Service proposed depreciation rates, based on projected plant balances 
as of January 1, 2018, before allocation to the retail jurisdiction result in an increase 
of $47.3 million in the Company’s annual depreciation and amortization expense. Based on January 1, 2018, regulatory asset balances, the estimated change to annual amortization expense for the Retired Generating Units, after the reserve reallocation and based on a four-year amortization period, was a decrease of $1.8 million.
22. The initial total estimated increase in annual depreciation and amortization expense resulting from Public Service’s proposals in this proceeding, based on January 1, 2018 balances, was $45.5 million.  This amount was later corrected to $46.5 million.

23. On September 20, 2016, Public Service filed Supplemental Direct Testimony, to incorporate the announcement of the anticipated early retirement of Craig Unit 1, in which Public Service is a minority owner.
24. The estimated overall increase in annual depreciation and amortization expense based on the resulting depreciation and amortization rates and projected January 1, 2018, balances was $44.3 million. 
B. Intervenors Testimony/Rebuttal Testimony


25. On October 3, 2016, the OCC, WRA, and the CEC each filed Answer Testimony.

26. OCC witness Mr. James Garren analyzed the Company’s depreciation study with an emphasis on average service lives and net salvage data.  He proposes to increase the average service life for five accounts, relative to Mr. Watson’s proposal. Further, OCC recommended reducing the negative net salvage ratio for three accounts. The total dollar impact of these adjustments is to reduce the Company’s proposed depreciation expense by an additional $6.53 million (Attachment JSG-3).

27. WRA, through its witness Mr. Uday Varadarajan, advocates for the alignment of the Company’s financial proposals with a more rapid transition to a cleaner energy future.  WRA proposes to make this transition in three steps.  First, WRA suggests that the Commission reject the Company’s proposal to reallocate value from regulatory assets to operating coal plants and  to reject the five-year extension in the terminal retirement date of Hayden Unit 1. Second, WRA suggests that the Commission reject the Company’s use of a “highly compressed” five-year period for amortization of the regulatory assets associated with the Retired Generating Units. Third, WRA suggests that the Commission avoid increasing the accounting value of older, more polluting coal units.  Finally, WRA introduces ratepayer-backed bond securitization as a “future policy option.” 

28. CEC witness Mr. Jacob Pous recommends adjustments to the following depreciation issues: (1) requested life spans for production plant; (2) requested decommissioning cost for production plant; (3) amortization of intangible plant; (4) mass property average service life; (5) mass property net salvage; (6) book reserve for intangible plant regarding fully accrued software systems; and (7) the Company’s proposed early retirement of Craig Unit 1.  These proposals result in a reduction of $65.3 million.  
29. In the course of the proceeding, Public Service adopted the following proposals contained within the Answer Testimony filed by various Intervenors:

a.
Limit the shifting of depreciation reserve amounts through the reserve reallocation from the operating Steam Production units to the Retired Generating Units to $78.6 million, or one-half of the amount reflected in Public Service’s Supplemental Direct Case;

b.
Extend the proposed amortization period for the regulatory assets associated with Retired Generating Units and Craig Unit 1, reflecting balances resulting after the above-mentioned reserve reallocation, from five years to six years;
c.
Lengthen the average service life for Electric and Common Account 391, Computer Equipment, from five to six years; and
d.
Change the net salvage percentage for Electric and Common Account 392, Transportation Equipment, except for Account 392.3, Trailers, to positive 10 percent and Account 392.3, Trailers, to positive 20 percent.
30. In its Rebuttal Testimony Public Service requested a total increase in depreciation and amortization expense of $42.8 million, which was $1.5 million lower than the $44.3 million increase proposed in the Supplemental Direct Case.
C. Terms of the Settlement
31. The Settlement, attached to this Decision as Attachment A, explains that the parties propose a negotiated resolution of the disputed issues in the case.  It further explains that the agreements are all compromises of the filed positions of the parties, are in the public interest, and provide a balanced approach to intergenerational equity. Based on the Settlement, 
the total increase in annual depreciation and amortization expense is $27.2 million.  Below is a summary of the terms agreed to by the parties.
I. Net Salvage Percentages for Certain Mass Property Accounts
32. The parties agree the net salvage percentages for mass property accounts should be approved except for Federal Energy Regulatory Commission (FERC) Transmission Account 352, Structures and Improvements; Transmission Account 354, Towers and Fixtures; and Transmission Account 358, Underground Conductors & Devices.

33. The Parties agree to the following net salvage ratios for these accounts:


Account 


Net Salvage Ratio


352



-5%


354



-20%


358



0%
II. Average Service Lives for Certain Mass Property Accounts
34. The parties agree the asset lives for mass property accounts should be approved except for FERC Transmission Account 352 Structures and Improvements; Transmission Account 353, Station Equipment; Transmission Account 354, Towers and Fixtures; Distribution Account 364, Poles, Towers and Fixtures; Distribution Account 373, Street Lighting and Signal Systems; and Electric and Common General Plant Account 390, Structure & Improvements.

35. The Parties agree to the following net salvage ratios for these accounts:

Account 


Asset Lives
352



88/S2

353



58/R2

354



81/R4

364



54/S0

373



41/R0.5

390 


45

III. Account 303 – Intangible Plant (Computer Software)
36. The Parties agree that routine software be amortized over seven years.

37. Further, in its next electric Phase I rate case, for Intangible Plant - Account 303, the Company will determine which asset(s) should be physically retired prior to setting the beginning balance in the 2018 rate case. With respect to the term “physically retired,” the FERC Uniform System of Accounts defines “property retired:” “as applied to electric plant, means property which has been removed, sold, abandoned, destroyed, or which for any cause has been withdrawn from service.” For software that is physically retired, the Company agrees that it will establish and support which portions and corresponding costs of the individual software assets have been replaced by later additions either fully or partially and will retire the portion that has been replaced and is no longer in use. The retired portions of the asset would include those portions replaced due to subsequent upgrades to current systems, replacement of current systems with new ones, or the removal of a system from our computer hardware assets.
Also, in its next electric Phase I rate case, for Intangible Plant - Account 303, the Company will present and provide supporting data for:  (1) the Company’s current accounting method for software, which amortizes software individually; and (2) a group method of accounting for the amortization of software. The Company and any intervenor in the next 

38. Electric Phase I rate case are free to advocate for their preferred accounting method for software in Intangible Plant - Account 303.

IV. Decommissioning Costs for Production Plant
39. The Parties agree that Public Service’s estimated decommissioning costs for Production Plant, as set forth in the 2016 Decommissioning Cost Study should be approved except as modified below.
a.
Contingency costs, which represent unspecified but expected additional costs to be incurred by Public Service during the execution of decommission and demolition activities be set at 15 percent of direct costs;

b.
Indirect costs which represent costs expected to be incurred by Public Service during the decommissioning process in addition to the direct costs paid to a demolition contractor, be set at 10 percent of direct costs.

c.
Scrap metal pricing included in the decommissioning cost estimates 
will be the average of the heavy metal price composite values for October 2014, 2015, and 2016 after removal of transportation costs on a per ton basis.

V. Retired Generating Units and Craig Unit 1 Regulatory Assets
40. The Parties agree none of the $157 million of depreciation reserve from the Steam Production units will be reallocated to the regulatory asset for Retired Generating Units.

41. The Parties also agree on a seven-year amortization period for the resulting balances of the Retired Generating Units regulatory assets, as well as the Craig Unit 1 regulatory asset.
42. The parties have also requested a number of approvals.

II. STANDARD OF REVIEW

43. The parties have the burden of proving by a preponderance of the evidence that the Settlement is just and reasonable.
  In reviewing the terms, the ALJ applied the Commission’s direction and policy with respect to review of settlement agreements as found in, e.g., Decision No. C06-0259.
  

44. Section 40-3-101, C.R.S., contains the standard against which the Commission judges proposed rates and charges:  All rates and charges must be “just and reasonable.”  In addition, the Colorado Supreme Court lists these factors:  

Those charged with the responsibility of prescribing rates have to consider the interests of both the investors and the consumers.  Sound judgment in the balancing of their respective interests is the means by which a decision is reached rather than by the use of a mathematical or legal formula.  After all, the final 
test is whether the rate is "just and reasonable."  And, of course, this test includes the constitutional question of whether the rate order "has passed beyond the lowest limit of the permitted zone of reasonableness into the forbidden reaches of confiscation."  

Public Utilities Commission v. Northwest Water Corporation, 168 Colo. 154, 173, 451 P.2d 266, 276 (Colo. 1969) (Northwest Water) (citations omitted). 

45. Further, the Commission must consider whether the rates and charges, taken together, are likely to generate sufficient revenue to ensure a financially viable public utility, which is in both the ratepayers' interest and the investors' interest.  Finally, the Commission must consider the ratepayers' interest in avoiding or minimizing rate shock because the monopoly which a utility enjoys cannot be exerted, to the public detriment, to impose oppressive rates.  Northwest Water, 168 Colo. at 181, 451 P.2d at 279.  The Commission balances these factors and considerations when reviewing proposed rates and charges.  

46. Public Service bears the burden of proving by a preponderance of the evidence that the proposed rates meet this standard. 

III. CONCLUSIONS AND FINDINGS
47. Based upon the recitations made in the Joint Motion and testimony presented in the hearing conducted on November 18, 2016, the undersigned ALJ finds that the Settlement is in the public interest.

48. Based on the entire record, the ALJ finds that the parties have established by a preponderance of the evidence that the Settlement is just, is reasonable, and should be accepted by the Commission.  The record supports each aspect of the Settlement without modification.

49. The following approvals have been requested by the parties and shall be granted:

a)
Approval of the depreciation rates as reflected in Exhibit A of the settlement agreement;
b)
Approval of the reserve reallocation within the functional classes that is derived from the approval of the individual lives, curves, and net salvage 
rates and amounts. The regulatory assets for the Retired Generating Units are excluded from this reserve reallocation;

c)
Except as modified above, a determination that it is reasonable to use estimated decommissioning costs from periodically updated decommissioning studies – such as the study sponsored by Mr. Kopp in this proceeding – to derive the net salvage component of Public Service’s depreciation rates for owned generating units;

d)
Approval of an effective date for these proposed depreciation rates as reflected in Exhibit A of the Settlement Agreement coincident with the date that new rates are implemented pursuant to the 2017 Rate Case;

e)
Approval of the amortization of the regulatory asset balances associated with the Retired Generating Units, as revised above, over seven (7) years for both accounting and ratemaking purposes;

f)
Approval of the amortization of the regulatory asset balances associated with the Retired Generating Units, as revised above, over seven (7) years for both accounting and ratemaking purposes;

g)
Approval to begin this amortization on the date that new rates are implemented pursuant to the 2017 Rate Case;

h)
Approval of a new 15-year amortization group for large backbone-type software systems and the inclusion of the Company’s new General Ledger and Work Asset Management software systems in this new amortization group;

i)
Approval to establish a regulatory asset to account for deferred accruals equal to the difference between (i) the depreciation expense for Craig Unit 1 
as required under Generally Accepted Accounting Principles beginning on September 1, 2016, and (ii) the depreciation expense under regulatory accounting based on the current depreciation rates previously approved by the Commission -- consistent with the deferred accounting authorized for certain of the Retired Generating Units in Decision No. C09-1446 in Proceeding No. 09AL-299E and Decision No. C10-1328 in Proceeding No. 10M-245E; and
j)
Approval to amortize and recover the resulting Craig Unit 1 deferred amounts over the same seven-year amortization period being proposed for the Retired Generating Units, commencing with the effective date of new general electric rates to be approved in the Company’s upcoming 2017 electric rate case

IV. ORDER  
A. The Commission Orders That:  
1. The Joint Motion to Approve the Unopposed Comprehensive Settlement Agreement is granted.

2. The Settlement Agreement, attached to and incorporated in this Decision is accepted. 

3. The Application of Public Service Company of Colorado filed on April 1, 2016 that seeks Commission approval of a revised depreciation rate for its Electric and Common Utility Plant and its proposed plan to amortize and recover the regulatory assets associated with 13 (now 14) recently retired or soon-to-be retired electric generating plants, is approved as modified by the Settlement Agreement.
4. 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.
5. As provided by § 40-6-106, C.R.S., copies of this Recommended Decision shall be served upon the parties, who may file exceptions to it.
6. Responses to exceptions shall be due within seven calendar days from the filing of exceptions.
7. If no exceptions are filed within 20 days after service or within any extended period of time authorized, or unless the recommended 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.
8. If a party seeks to amend, modify, annul, or reverse a basic finding 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.
9. If exceptions to this Recommended Decision are filed, they shall not exceed 30 pages in length, unless the Commission for good cause shown permits this limit to be exceeded.  
	
	THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO


ROBERT I. GARVEY
________________________________
                     Administrative Law Judge




 	� At the time Public Service’s Application was filed there were 13 Retired Generating Units, which included 11 generating facilities that have been retired – Cameo Units 1 and 2, Arapahoe Units 1 through 4, Cherokee Units 1 through 3, and Zuni Units 1 and 2 – and 2 additional facilities that are scheduled to be retired by December 31, 2017 – Valmont Unit 5 and the coal-related assets at Cherokee Unit 4.  During this proceeding it was announced that Craig Unit 1, in which Public Service is a minority owner, is to be retired by the end of 2025 which is 15 years earlier than previously scheduled.


�  Section 13-25-127(1), C.R.S., and Rule 4 Code of Colorado Regulations 723-1-1500 of the Commission’s Rules of Practice and Procedure, establish the burden of proof for a party which asks the Commission to adopt its advocated position.  Decision No. C06-0786 issued July 3, 2006 in Proceeding No. 05A-072E, at ¶ 40 & n.23.


� Decision No. C06-0259 was issued on March 20, 2006 in Proceeding No. 05S-264G.
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