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I. BY THE COMMISSION

A. Statement

1. On April 20, 2018, Public Service Company of Colorado (Public Service or Company) filed an Application for Extension of its Pipeline Safety Integrity Adjustment (PSIA) program (Application), and filed an Amendment on April 25, 2018.  This Application seeks a two-year extension of its current PSIA program, which is set to expire at the end of 2018.  The Company states that it is filing this PSIA application in compliance with Decision No. R15-1204 in Proceeding No. 15AL-0135G
 – Public Service’s last gas rate case, which extended the PSIA through 2018 and set forth requirements for any further PSIA extension. 

2. On May 22, 2018, the Office of Consumer Counsel (OCC) filed its notice of intervention.  OCC requests a hearing, and lists the following issues that it plans to address:  

a.
Whether the Company’s PSIA cost recovery mechanism should be extended for two additional years through December 31, 2020; [and if extended:]
***

1.)
Whether projects for which the Company seeks accelerated cost recovery should be prioritized to demonstrate the ranking each project has in relation to all proposed projects;

2.)
Whether the Company should explain in detail why the Company makes any deviations from its planned projects identified in its November filing compared to those it actually performs and reports in its subsequent annual report;

3.)
Whether to continue excluding O&M costs from the Company’s PSIA cost recovery mechanism;

4.)
Whether the Company’s PSIA cost recovery mechanism should only be authorized for capital expenditures (“CapEx” or “CAPEX”) for projects associated with new PHMSA, federal or State of Colorado requirements;

5.)
Whether the Company’s PSIA cost recovery mechanism should 
be limited to “highest risk” CapEx projects as defined by 
PHMSA in then Administrator Cynthia L. Quarterman’s letter dated 
March 31, 2011, to state commissioners, and subsequently defined 
in a December 19, 2011 letter to state commissioners by Ms. Quarterman[;] and

6.)
Whether a total annual bill impact rate cap should be imposed such as that currently in effect for Atmos Energy of 2.5% per year.

OCC Intervention at pp. 6 and 7.  Footnotes 2, 3, 4, and 5 omitted.

3. On May 23, 2018, Staff of the Public Utilities Commission (Staff) filed its notice of intervention.  Staff requests a hearing, and lists the following issues that it plans to address:

a)
Whether Public Service has satisfied the requirements in Decision 
No. R15-1204 in Proceeding No. 15AL-0135G;  

b)
Whether O&M costs should be included in the PSIA;
c)
Whether the Company’s application appropriately provides risk ranking of the PSIA projects, with projects are sorted into high and medium priority; and 

d)
Staff also raises concerns that the existing PSIA program and tariff do not have procedures for winding down and truing up amounts once the PSIA has actually ended.

4.  Being fully advised in the matter we deny the Application without prejudice.

B. Background

5. The Company first requested approval of the PSIA rider to recover integrity program capital and Operation and Maintenance (O&M) costs in its 2010 Phase I gas rate case, Proceeding No. 10AL-963G.  The Commission approved the PSIA program through December 31, 2014 as a temporary measure to address the new pipeline safety programs by adopting the parties' settlement agreement with modifications.  The Commission extended the PSIA term for one year, through December 31, 2015, in the Company's 2012 Phase I rate case, Proceeding No. 12AL-1268G.  The Commission granted a second PSIA extension for an additional three years, through December 31, 2018, in the Company's 2015 Phase I gas rate case, Proceeding No. 15AL-0135G. 

Decision No. R15-1204
 approving the PSIA extension in the 2015 gas rate case explicitly required that any request for further extension of the PSIA is to include a plan stating 

6. how the PSIA will be terminated in the future, including: 1) a thorough analysis of all projects to be included in an ongoing PSIA; 2) the criteria used to determine whether future projects qualify for PSIA treatment; 3) a timeline for all PSIA projects to be completed; and, 4) a plan stating how remaining projects in the PSIA and other future pipeline replacements or significant safety expenditures will be addressed through the ordinary course of business when the PSIA is terminated.

C. Application

7. Public Service proposes a two-year extension of its current PSIA program if the Commission does not grant the multi-year plan (MYP) that the Company proposed in its ongoing gas rate case in Proceeding No. 17AL-0363G.
  

8. Public Service states that it has completed three of the six Commission-approved integrity programs.  The projects within the remaining three programs are in process and require additional time to complete over the next several years.  The Company adds that a two-year extension will also accommodate the pending federal Pipeline and Hazardous Materials Safety Administration (PHMSA) Transmission Rule that is likely to impose additional and ongoing requirements for some of the projects, potentially beginning in 2018.  Though O&M costs were removed from the PSIA in the 2015 gas rate case, Public Service requests to include incremental O&M costs associated with the pending PHMSA Transmission Rule.

9. Public Service states that the Application, with testimony of witnesses Campbell and Wishart, provides a detailed description of its current PSIA program, and establishes that there is current and future need for a gas pipeline integrity management program.  The Company asserts that it responds to each of the Commission's PSIA extension requirements contained in Decision No. R15-1204.

D. Discussion, Findings, and Conclusions

10. We find that Public Service did not provide adequate responses to the PSIA extension requirements in Decision No. R15-1204.  In Decision No. R15-1204, and Decision No. C16-0123 affirming the Recommended Decision, the Commission denied the Company’s proposal to use a MYP in place of the PSIA, and authorized extension of the PSIA accordingly.  However, the decisions had a clear intent that the “extraordinary”
 cost recovery in the PSIA is not intended to be permanent, and must revert back to recovery under the ordinary course of business.  

11. Regarding the directive to include a plan for terminating the PSIA, Public Service proposes to extend the PSIA for two years, but the Company clearly proposes to extend the extraordinary pipeline replacement for many years beyond.  For example, Public Service’s Application states:

Mr. Wishart's testimony establishes that, if the Commission agrees that continued investment in pipeline safety is warranted, then the revenue requirements for such programs will continue to grow and the Commission must establish some type of mechanism to allow the Company to recover those prudently incurred investments in pipeline safety. 
Application p. 6.
The important safety work on the Public Service system is not yet complete. While some major projects have been finished, (i.e., CAB, Edwards, and West Main), there is still work that needs to be completed over the coming years. 
Id. at p. 10.
12. Rather than providing a plan to terminate the PSIA as required by Decision 
No. R15-1204, Public Service essentially proposes to replace the PSIA cost recovery with a MYP rate case after two years, continuing its extraordinary increases in pipeline investment without any plan for how these perpetual rate increases could end.  The five-year plan established under the current PSIA reporting requirements, attached to Campbell’s testimony as Exhibit CFC-3, indicates continued PSIA investment through 2022.  The Company does not address potential PSIA investments beyond the five-year plan, but does not commit that the PSIA will end in 2022.  In fact, Campbell’s testimony mentions some project completions in 2023 and 2024.
  We find that Public Service failed to provide an adequate plan to terminate the PSIA, and did not provide a timeline for all PSIA projects to be completed, as required by Decision No. R15-1204.  Any future proposal to extend the PSIA must include a plan to complete all PSIA projects and terminate the PSIA, without replacing the rate recovery of the PSIA with another mechanism to implement continued rate increases for pipeline safety initiatives.
13. Decision No. R15-1204 also required Public Service to present a plan showing how future pipeline replacements or significant safety expenditures can be addressed through the ordinary course of business when the PSIA is terminated.  However, Public Service’s proposal for the ordinary course of business appears to be continued rate increases through MYP or HTY rate cases with continued extensions of the PSIA.  We find that Public Service does not present an adequate plan showing how future pipeline replacements or significant safety expenditures can be addressed through the ordinary course of business when the PSIA is terminated, as required by Decision No. R15-1204.  Any future request to extend the PSIA must include a plan explaining the process for future pipeline replacements or significant safety expenditures that can be addressed through the ordinary course of business, without replacing the rate recovery of the PSIA with another mechanism to implement continued rate increases for these expenditures, when the PSIA is terminated.   
14. Decision No. R15-1204 requires Public Service to present criteria to determine whether future projects qualify for PSIA treatment.  However, the Company failed to provide such criteria, instead, simply referring to its current PSIA ranking criteria.  

15. An ongoing issue with the PSIA program is that the PHMSA rules at issue do not contain specific criteria for when a pipeline must be replaced.  Instead, the federal requirements are ill-defined in that they merely require the utility to assess its system risks and prioritize the facilities to be replaced.  While this works well to ensure the worst pipelines are replaced first, it does not set specific criteria to determine when the extraordinary rate recovery of the PSIA is no longer required.
    

16. However, without well-defined criteria of what level of risk warrants replacement of facilities, there is theoretically no end to the accelerated PSIA pipeline replacement program.  Public Service provides information demonstrating that it has worked with Staff to develop thorough and reasonable ranking criteria for existing PSIA projects; however, this ranking of existing projects does not establish the necessary criteria to determine whether future projects qualify for PSIA treatment.  We find that Public Service’s reference to its current PSIA ranking criteria does not meet the requirements set forth in Decision No. R15-1204.

17. We recognize that significant gas pipeline integrity issues must be addressed, and the high replacement costs present a challenging situation.  For example, as Public Service witness Wishart discusses, the small decreases in rate base from pipeline depreciation do not cover the very large cost of pipeline replacement, so the increased rate base from PSIA projects results in increased rates.  However, regardless of the challenges, Public Service must reasonably and effectively improve pipeline integrity to the point that it no longer requires continual rate increases for the indefinite future.
18. Therefore, given these numerous shortcomings in the Application, we find it appropriate to deny the Application without prejudice. Public Service may file a new application that specifically addresses the requirements contained in Decision No. R15-1204 at its pleasure.

II. ORDER

A. The Commission Orders That:

1. The Application for Approval to Extend the Company's Pipeline System Integrity Adjustment for an Additional Two Years, filed on April 20, 2018 by Public Service Company of Colorado (Public Service), as amended on April 25, 2018, is denied without prejudice, consistent with the above discussion.

2. Public Service may re-file to extend its Pipeline System Integrity Adjustment program, consistent with the above discussion.

3. The 20-day period provided for in § 40-6-114, C.R.S., within which to file applications for rehearing, reargument, or reconsideration begins on the first day following the effective date of this Decision.

4. This Decision is effective on its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ WEEKLY MEETING 
May 30, 2018.
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� Decision No. R15-1204 was mailed on November 16, 2015 in Proceeding No. 15AL-0135G.


� On February 16, 2016, Commission Decision No. C16-0123 in Proceeding No. 15AL-0135G, affirmed the Recommended Decision.


� Decision No. R15-1204 paragraph 111.


� We note that at the time Public Service filed this Application, the Administrative Law Judge (ALJ) in Proceeding No. 17AL-0363G had not yet issued a recommended decision in the gas rate case.  The ALJ has since issued the decision, which recommends denying the MYP and instead adopting a Historic Test Year (HTY), based in part on the past expedited rate recovery of the PSIA.


� See Decision No. R11-0743 issued on July 8, 2011 in Proceeding No. 10AL-963G – Recommended Decision of Hearing Commissioner Baker approving settlement that created the PSIA, PP. 16-20.


� Campbell Direct Testimony Table CFC-D-5, P. 64.


� For example, cast iron pipe had a very high number of leaks per mile, and under the established PSIA risk criteria it had the highest priority for replacement.  Public Service has now replaced all cast iron pipe in its system, and is now focusing on the next highest risk pipeline replacement.
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