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I. BY THE COMMISSION

A. Statement

1. This Decision addresses the filed exceptions to Decision No. R17-0337 (Recommended Decision) that granted, with modifications, the Application for Authorization to Implement a Revenue Decoupling Adjustment Mechanism filed by Public Service Company of Colorado (Public Service or Company) on July 13, 2016.

2. As discussed below, we grant, in part, and deny, in part, the exceptions filed jointly on May 22, 2017 by Public Service, the Colorado Energy Office (CEO), the Southwest Energy Efficiency Project (SWEEP), Vote Solar, and Western Resource Advocates (WRA) (collectively, the Joint Parties).  We also grant the exceptions filed by Staff of the Colorado Public Utilities Commission (Staff) and grant in part and deny in part the exceptions filed by the Colorado Office of Consumer Counsel (OCC). 

3. We approve a Revenue Decoupling Adjustment (RDA) Mechanism for Public Service’s residential rate class (Schedule R) consistent with the form of the mechanism adopted by the Recommended Decision.  However, we modify the Recommended Decision by also approving an RDA for the Company’s small commercial rate class (Schedule C).  We cap the annual adjustments to revenues caused by an RDA at 3 percent.  We further extend the period in which the RDAs shall operate through 2023.

B. Discussion

4. In its Application filed on July 13, 2016, Public Service seeks Commission approval to implement separate RDA mechanisms for residential and small commercial customers for the period June 1, 2018, to May 31, 2023. The proposed RDA mechanisms for Schedule R and Schedule C are intended to address the decline in energy use per customer in each rate class, which Public Service argues is leading to revenue erosion in that the Company recovers less revenue from these customers than the approved fixed costs that have been allocated to their associated rate classes. Public Service based the calculation of the annual RDA amount on a comparison of the weather-normalized use per customer in each year in which the RDA mechanism is in effect to the weather-normalized use per customer approved by the Commission in the Company’s most recent rate case. 
5. Public Service argues that the RDA Mechanism is necessary to provide assurance the Company will recover its Commission-approved fixed costs from its residential and small commercial customers.  Public Service further argues that the proposed RDA mechanism would better align the Company’s financial interest with public policies, including the promotion of energy efficiency and distributed generation pursuant to Colorado statutes.  
6. On September 7, 2016, by minute order, the Commission referred this matter to an Administrative Law Judge (ALJ).
7. On September 8, 2016 by Decision No. R16-0841-I, ALJ Robert I. Garvey established the parties to this Proceeding to include: Staff, the OCC, CEO, SWEEP, the City of Boulder, the City and County of Denver, Energy Outreach Colorado, Vote Solar, WRA, Colorado Solar Energy Industries Association, and the Energy Freedom Coalition of America.  
8. On May 2, 2017, ALJ Garvey issued the Recommended Decision.  
9. On May 17, 2017, by Decision No. C17-0403-I, the Commission stayed the Recommended Decision on its own motion, in part due to the fact that this Proceeding is 
closely integrated with provisions associated with the Company’s proposed advanced metering infrastructure and Integrated Volt-VAr Optimization (IVVO) investments at issue in Proceeding No. 16A-0588E.
 

10. Exceptions to the Recommended Decision were timely filed by the Joint Parties, Staff, and OCC.
11. The Joint Parties, Staff, and OCC timely filed responses to the filed exceptions.
C. Recommended Decision

12. The Recommended Decision approves the proposed RDA mechanism, with modifications, for Public Service’s entire set of residential classes. The ALJ concludes that adoption of the proposed RDA for residential customers is necessary, as it aligns the interests of the Company and public policy goals. The ALJ stated there was ample evidence in the record to show that an RDA not only aligns the interests of the utility with public policy, but that an RDA can help a utility meet the goals stated in those policies. In addition, as approved in the Recommended Decision, the RDA will align these interests without rate shock. 
13. The Recommended Decision calls for the implementation of the residential RDA to begin after the Company’s next anticipated Phase I electric rate case.  The ALJ further establishes a “sunset date” for the RDA mechanism of 2021.
14. The Recommended Decision rejects weather normalization in favor of what is called “full decoupling.”  Full decoupling uses actual sales information for calculating the RDA (i.e., no weather normalization).  Because it does not require the development of coefficients or of regression models, full decoupling is simpler than the partial decoupling favored by Public Service. The ALJ cites all of the intervenors that full decoupling is an easier to understand method for calculating the RDA and therefore is more transparent.  Public Service does not argue that full decoupling is unfair to the Company, that it would thwart the goals of implementing an RDA, or that full decoupling in any way results in an unreasonable result and contends that partial decoupling results in less volatility and that this stability is better for the ratepayers.  The ALJ states that given that this stability results in a forecasted surcharge for residential customers in each of the five years that the RDA is in effect, this is not a persuasive reason to adopt partial decoupling.
15. The Recommended Decision also imposes a 3 percent cap on the annual RDA amount. The cap is intended to limit rate increases from an RDA and therefore protect customers. The ALJ states that a hard cap recommended by Public Service may not remove the throughput incentive and therefore may continue to put the Company’s financial interests in conflict with state policy goals.  The ALJ states that a soft cap will be adopted and Public Service may seek to recover amounts that exceed the cap, but the Company must show that the lost revenue is attributable to implementing public policies.

16. The ALJ agrees with Staff and adopts its proposed adjustments to the RDA formula to account for growth in the number of residential customers.  The ALJ is persuaded that allowing the Company to retain any net revenue above what is necessary for fixed cost recovery is beyond the intent of the proposed RDA and is unreasonable.  The ALJ is convinced by Staff’s demonstration that the Company’s proposed approach to calculating the RDA adjustment could result in recovery for the residential class above fixed costs. 

17. The Recommended Decision also requires the implementation of the “Tucson Model” that is intended to reduce the impact of decoupling on low energy use residential customers.  Specifically, the Tucson Model applies any decoupling charges to the upper blocks of usage, and any decoupling credits to the initial block of usage, thereby ensuring that low-users are never harmed by decoupling, and high-users are never advantaged by increased usage.

18. With respect to the Company’s proposed RDA mechanism for small commercial customers, the ALJ concludes that Public Service did not show any decline in the usage 
per customer in the associated rate class during the period that the RDA would be in effect. 
The Recommended Decision thus denies the request to implement an RDA mechanism for Schedule C customers.

D. The Joint Parties’ Exceptions

1. Total Revenue Versus Revenue Per Customer

19. In their exceptions, the Joint Parties argue that the form of the RDA as adopted by the Recommended Decision would use “total revenues” rather than “revenue per customer,” as a result of the ALJ’s adoption of adjustments that account for customer growth.  The Joint Parties argue that the adopted form of the RDA defeats the goal of recovering the Company’s fixed costs, because it accounts the revenues collected from new customers as excess revenues as compared to the total amount of fixed costs approved in the last rate case. According to the Joint Parties, the resulting refunds are inequitable and should be avoided because the Company: (1) has no opportunity to recover the fixed costs attributable to new customers; and (2) would be precluded from benefitting from any growth in revenue from the Residential class and left with no reasonable way to compensate for normal cost increases after the test year. The Joint Parties also argue that the “total revenues” approach undermines the public policy reason for which the Recommended Decision recommends adopting decoupling, that is, to align energy efficiency public policy interests with the interests in maintaining the financial viability of the utility. 
20. The Joint Parties further argue that there is ample evidence in the record to support a factual finding that the Company incurs additional costs to serve each new customer on its system. The Joint Parties also disagree with the Recommended Decision’s conclusion that a windfall for the Company is possible, arguing that even if there were potential for a windfall, the Commission has tools to guard against that outcome such as an earnings sharing mechanism.  
In addition, the Joint Parties argue that nearly every regulatory authority that has adopted a decoupling mechanism has approved a revenue per customer approach. 

21. The Joint Parties request that the Commission modify the Recommended Decision by approving RDA calculations based on revenues per customer. They argue this will better align the Company’s financial incentives with the State’s public policy goals of promoting energy efficiency and distributed generation.

2. Small Commercial (Schedule C) Decoupling

22. The Joint Parties argue in their exceptions that, in the absence of decoupling for the small commercial rate class, Public Service will face a financial disincentive to expanding programs that promote energy efficiency and distributed generation for those customers. For example, they argue that by adopting decoupling for the residential customers but not the small commercial class, the Company may focus its energy efficiency and distributed generation programs on residential customers and reduce the opportunities for small commercial customers. They further argue that if implementation of IVVO is approved by the Commission in Proceeding No. 16A-0588E, the decline in usage for the small commercial class is likely to be greater than the amount forecasted in the Company’s testimony.  The Joint Parties also argue that there is no reason to reject decoupling for the small commercial class.  They state that the rejection of decoupling for small commercial customers will deprive them of the benefit of a refund. 

23. Notably, the Joint Parties argue that a particular level of reduction in use per customer should not be a pre-requisite for decoupling for the small commercial class.   They suggest that while usage levels may be relatively stable for the small commercial class today (and thus there cannot be a showing at this time of actual reductions in usage per customer), the Commission should not wait to implement decoupling until usage per customer drops.  They argue that the goal of decoupling is to align the Company’s incentives with the public policy initiatives to promote energy efficiency and distributed generation. Denying decoupling for the small commercial class works against those legislative mandates.

3. Cap on the RDA

24. The Joint Parties request that the Commission modify its finding of a 3 percent soft cap by increasing the soft cap to 4 percent for the years in which IVVO is deployed, should the Commission approve IVVO.  The Joint Parties recommend that the Commission modify this finding by increasing the soft cap to 4 percent for the years in which IVVO is deployed. They argue IVVO is expected to decrease the average use per customer for both Residential and Small Commercial classes by 1.4 percent by 2022, resulting in annual lost fixed cost recovery of approximately $8.2 million alone. The Joint Parties state that by increasing the 3 percent soft cap to a 4 percent soft cap in the years that IVVO is deployed, the Joint Parties believe the potential of triggering the recovery mechanism in the AGIS Settlement Agreement is minimized.
4. Extension of the RDA through 2023

25. The Joint Parties request that, in light of the Joint Motion to Approve the Unopposed Comprehensive Settlement Agreement in Proceeding No. 16A-0588E, which would enable significant energy savings from the proposed IVVO infrastructure and a longer timeline for the deployment of advanced meters, if approved, the end date of the decoupling mechanism should coincide with the full integration of IVVO in 2022.  Therefore, the Joint Parties request that the Commission extend the “sunset date” for the RDA through December 31, 2023, with the final base of 2023 applied to customers’ bills from mid-2024 through mid-2025.

5. Staff’s Response to the Joint Parties’ Exceptions

26. Staff requests that the Commission deny the Joint Parties’ exceptions on the revenue-per-customer approach.  Staff argues that the Commission’s line extension rules and 
the Company’s line extension tariffs will cause the customer growth adjustment to the RDA calculation to have no impact on the Company’s ability to recover costs incurred to interconnect and serve new customers. Staff argues that the central rationale behind line extension rules is to provide an equitable way to not burden new or existing customers with all of the extension costs and to keep utilities whole regarding costs incurred to serve new customers. Staff further explains that the RDA calculation with the customer growth adjustment is based only on the number of customers, average electricity usage, and the portion of variable energy rates designed to recoup fixed costs. Because the RDA calculation adopted by the Recommended Decision is based on the fixed cost rate embedded in variable energy charges, Staff claims that it ignores the contribution to the Company’s fixed cost recovery that the monthly customer Services & Facilities (S&F) Charge, the Energy Charge, and line extension tariffs provide. Therefore, Staff concludes that the Company will continue to have an opportunity to recover fixed costs associated with connecting and serving new customers through monthly customer S&F charges and line extension tariffs. 
6. OCC’s Response to the Joint Parties’ Exceptions

27. In response to the Joint Parties’ contention that “the incremental revenue from customer growth is necessary to cover the incremental fixed costs the Company incurs,”
 the OCC states that there is no evidence in the record to support this contention, as found by the ALJ. 

28. The OCC states that the ALJ’s findings and decision to deny Public Service’s proposal to implement an RDA for the small commercial class customers is supported by the evidentiary record and should be upheld by the Commission. Specifically, the OCC argues that the Company failed to show that average use per small commercial customer will decline between 2017 and 2021.

29. The OCC also argues that there is no evidentiary basis to support modifying the ALJ’s 3 percent soft cap for the RDA because of IVVO cost recovery issues. According to the OCC, if the residential RDA is approved, the evidentiary record supports adoption of a 1 percent hard cap for the five-year term of the mechanism.

30. Finally, the OCC argues that there is no other evidence or rationale in the record to support another sunset date other than 2021, based upon the terminations of the rate trial 
and pilot programs approved by Decision No. C16-1075 in Proceeding No. 16AL-0048E on November 23, 2016, the Company’s most recent Phase II electric rate case.

E. Staff’s Exceptions

1. Tucson Model for Residential Customers on Time-of-Use Rates

31. In its exceptions, Staff argues that the Recommended Decision’s directive to isolate a subset of residential customers taking service on the Residential Energy Time-of-Use rate (Schedule RE-TOU) to examine the impact of the Tucson Model would disrupt the ongoing study of that new trial rate. Staff argues that carving out a portion of Schedule RE-TOU trial participants to study the Tucson Model would imperil the statistical validity of the current trial and would likely not yield statistically valid results. 

2. Customer Growth Adjustment in RDA Formula

32. Staff also seeks clarification on how a customer growth adjustment to a 
revenue-per-customer formula will be calculated in accordance with the Recommended Decision. Staff proposes that the Commission approve the formula set forth in Staff’s exceptions filing.

3. Joint Parties’ Response to Staff

33. The Joint Parties agree with Staff that the Recommended Decision should be modified with respect to the application of the Tucson Model for customers taking service on Schedule RE-TOU. They argue that there would be insufficient time to create a new subgroup (and related control participants) and to gather the data necessary to perform a study (if there is sufficient data to collect) to comply with the ALJ’s directive to study the impact of the Tucson Model.  The Joint Parties also argue that refunds and surcharges should be applied uniformly throughout the residential rate classes, which will avoid confusion and simplify billing.   Therefore, rather than studying the application of the Tucson Model on some subset customers, as contemplated by the Recommended Decision, the Joint Parties recommend that the Tucson Model should be applied to all residential customers including those taking service on Schedule RE-TOU. 

F. OCC’s Exceptions

1. Rejection of Decoupling

34. In its exceptions, the OCC requests that the Commission overturn the Recommended Decision where it approves an RDA for all of Public Service’s residential customers, arguing that the ALJ’s decision is not based on sufficient evidence in the record. The OCC contends that the evidence in this Proceeding instead demonstrates the Company has been and is currently over-earning and recovering all of its residential and small commercial customer class fixed costs.  According to the OCC, approval of an RDA is not just and reasonable, cannot result in fair rates, and is thus not in the public interest. 

35. The OCC concedes that Public Service’s testimony may support implementation of an RDA on a sub-class basis, or specifically for the residential and small commercial customers with rooftop solar taking net-metered service.  However, the OCC states that a better solution is for such net-metered customers to pay for the distribution, transmission, and production resources they actually use.

2. Tucson Model

36. The OCC further argues that if the Commission adopts the Tucson Model, the Commission should exempt customers with on-site solar taking service under Schedule PV.  The OCC also agrees with Staff that the customers taking service under Schedule RE-TOU should be exempted from the Tucson Model to maintain the integrity of the study results.

3. The Joint Parties’ Response to the OCC

37. The Joint Parties argue that the RDA mechanism is completely consistent with fair, just, and reasonable rates. They argue that the very purpose of the RDA mechanism is to ensure that Public Service recovers the revenue per customer amounts the Commission has already determined to be fair, just, and reasonable. They argue that, by approving the RDA mechanism, the Commission ensures that customers are paying rates that have been found just and reasonable—no more and no less. The Joint Parties state that the outcome advocated by the OCC creates a risk that the Company may not recover the revenue per customer amounts found to be just and reasonable by the Commission. 

38. In addition, the Joint Parties argue that the OCC takes inconsistent positions in the Proceeding. For instance, the OCC contends that an RDA mechanism is unnecessary because the forecasts of declining usage per customer may be wrong.  But the OCC also argues that the RDA mechanism should be denied because it will have a detrimental effect on customers. The Joint Parties conclude that if there is no need for decoupling (i.e., the usage per customer does not decline), the effect on customers will be de minimis, as the Recommended Decision correctly notes. On the other hand, customers may actually receive refunds under the RDA mechanism; and if the effect of decoupling on customers is more than de minimis, usage per customer is in fact declining, which deprives the Company of a reasonable opportunity to recover its fixed costs absent a decoupling mechanism. 

39. Responding to the OCC’s focus on rooftop solar, the Joint Parties point out that the record shows that rooftop solar is just one of many reasons for the decline in usage per customer and that these other factors have a greater impact on the Company’s fixed cost recovery. They also urge the Commission should reject the OCC’s attempts to characterize the RDA mechanism as a tool to subsidize rooftop solar customers.

G. Findings and Conclusions

1. Residential Decoupling

40. The OCC raised important issues during this Proceeding, and we appreciate that it has provided important context with respect to Public Service’s recent earnings and existing rates as we consider the merits of the Company’s proposed RDA mechanism
41. However, we agree with the Joint Parties that an RDA mechanism is consistent with fair, just, and reasonable rates and that Commission approval of any RDA mechanism should not be constrained to a showing of actual financial harm to Public Service as a result of public policies that lead to declining usage per customer.  We are confident that there are sufficient protections in our regulatory processes to protect consumers from unreasonable rates that can result in overearnings that benefit only the Company’s shareholders.  We note that no party has filed an application alleging that Public Service has “over earned” and requesting that those amounts be refunded.  
42. Consistent with the Recommended Decision, we approve the Company’s proposed RDA for residential customers as modified by the ALJ.  OCC’s request that we set aside the ALJ’s decision to approve an RDA for all residential classes is thus denied.

2. Total Revenue Versus Revenue Per Customer

43. We deny the Joint Parties’ request that we reject the total revenues approach adopted for the RDA by the Recommended Decision. We agree with the ALJ that customer growth results in added electric energy sales and these new sales should be included in any calculation of potential lost revenue. As Staff points out, the RDA calculation is based on the fixed cost rate embedded in variable energy charges and ignores the contribution to the Company’s fixed cost recovery provided through other means, such as the monthly customer S&F Charge and its line extension tariffs. 

44. We further agree with the ALJ that the focus of any RDA mechanism should be on providing the Company an improved opportunity to recover its fixed costs.  We conclude that the adjustments for customer growth adopted by the Recommended Decision are reasonable.  Allowing the Company to retain revenues above what is necessary for fixed cost recovery is beyond the intent of the proposed RDA.  
3. Small Commercial (Schedule C) Decoupling

45. The same market forces and public policy goals of increased energy efficiency and distributed generation exist for both residential and small commercial customers. The design of the base rates for Schedule R and Schedule C is also substantially similar, such that the impacts on Public Service’s fixed cost recovery from energy efficiency and distributed generation are the same for the two rate classes.

46. While Public Service’s forecasts show relatively flat usage for the small commercial rate class between now and 2021, it is possible that actual usage per customer will be different. If actual usage per customer is greater than what is presently forecasted, we agree with the Joint Parties that rejection of decoupling for small commercial customers will deprive them of the benefit of a refund. If actual usage per customer is instead less than what is forecasted as a result of energy efficiency and distributed generation, we agree with the Joint Parties that the Company may be deprived of a means to recover its Commission-approved fixed costs.  

47. We therefore grant the Joint Parties’ request to approve an RDA for Schedule C.  The RDA for small commercial customers shall be in the same form, use the same type of formulas, and is subject to the same modifications as adopted by the Recommended Decision for the residential RDA except as further modified by this Decision.

4. Cap on the RDA

48. We deny the Joint Parties’ exceptions to the Recommended Decision regarding the 3 percent cap. We agree with OCC that there is no evidence in the record to support a different cap even as, at the same Commissioners’ Deliberations Meeting on June 21, 2017, we approved certain IVVO investments in Proceeding No. 16A-0588E. Consistent with the ALJ’s discussion in the Recommended Decision, the Company can petition for recovery of costs above the capped amount as part of the next year’s adjustment.  

5. Extension of the RDA through 2023

49. We grant the Joint Parties’ request to extend the RDA through 2023. Because at the same Commissioners’ Deliberations Meeting on June 21, 2017, we approved the Unopposed Comprehensive Settlement Agreement in Proceeding No. 16A-0588E, there will be a longer timeline for the deployment of advanced meters and the full implementation of IVVO may not begin until 2022.  Therefore, we find good cause to extend the “sunset date” for the RDA mechanisms to December 31, 2023, recognizing that a true-up may extend the mechanism on customer bills through mid-2025.
6. Tucson Model

50. We grant Staff’s request to reject the directive in the Recommended Decision that Public Service examine the impact of the implementation of the Tucson Model on customers taking service on the trial tariff Schedule RE-TOU.  Staff convinces us that, since the pace of enrollment in the residential time-of-use trial may be below target levels, adding the examination of the Tucson Model to that study could significantly weaken the reliability of the final results of the overall trial study.  

51. For clarity, we deny the Joint Parties’ request to apply the Tucson Model to all customers taking service under the trial Schedule RE-TOU.  The Tucson Model shall thus be applied exclusively to all residential customers taking service under Schedule R.

7. RDA Formula

52. We grant Staff’s request for clarification on the Company’s decoupling formula. We instruct Public Service to use the formula developed by Staff that combines Staff’s contingent formula with WRA’s revenue per customer approach that was adopted by the Recommended Decision.
  This formula should be produced on the updated tariff sheets filed by Public Service after its next Phase I rate case, when the Company implements its decoupling proposal, consistent with the Recommended Decision.

8. Other Requests in the Filed Exceptions

53. We deny all remaining requests to modify the Recommended Decision in the filed exceptions.

II. ORDER  
A. The Commission Orders That:  
1. The Exceptions to Decision No. R17-0037 filed jointly by Public Service Company of Colorado, the Colorado Energy Office, the Southwest Energy Efficiency Project, Vote Solar, and Western Resource Advocates on May 22, 2017, are denied, in part, and granted, in part, consistent with the discussion above.  

2. The Exceptions to Decision No. R17-0037 filed by Staff of the Colorado Public Utilities Commission on May 22, 2017, are granted, consistent with the discussion above.
3. The Exceptions to Decision No. R17-0037 filed by the Colorado Office of Consumer Counsel on May 22, 2017, are granted in part and denied in part consistent with the discussion above.
4. Decision No. R17-0037 shall become the decision of the Commission as modified by this Decision.  

5. The 20-day time period provided pursuant to § 40-6-114, C.R.S., to file an application for rehearing, reargument, or reconsideration shall begin on the first day after the effective date of this Decision.

6. This Decision is effective upon its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ DELIBERATIONS MEETING
June 21, 2017.
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� Public Service waived the statutory deadline for a Commission decision contained in § 40-6-109.5, C.R.S.


� Joint Exceptions at p. 6.


� Trial Staff’s Exceptions to Recommended Decision No. R17-0337, pp. 9-10
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