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I. STATEMENT
1. On October 3, 2017, Rocky Mountain Natural Gas LLC, doing business as Black Hills Energy (Rocky Mountain or Company) filed Advice Letter No. 106 with supporting testimony and attachments.  The proposed effective date of the tariffs filed with Advice Letter No. 106 is November 3, 2017. 
2. By Decision No. C17-0844, issued October 20, 2017, the Commission suspended the effective date of the tariffs for 120 days pursuant to § 40-6-111(1), C.R.S., and referred the matter to an administrative law judge (ALJ) for disposition.
3. On October 20, 2017, the Colorado Office of Consumer Counsel (OCC) filed its Protest, Notice of Intervention of Right, Entry of Appearance, and Request for Hearing.  OCC is an intervenor as of right and a party in this proceeding.

4. On October 24, 2017, Staff of the Colorado Public Utilities Commission (Staff) filed its Notice of Intervention as of Right, Entry of Appearance, Notice Pursuant to Rule 1007(a) and Rule 1401, and Request for Hearing.  As required by Rule 4 Code of Colorado Regulations 723-1-1007(a) of the Rules of Practice and Procedure, in that filing Staff identified the Trial Advocacy (litigation) Staff and the Advisory Staff.  Staff is an intervenor as of right and a party in this proceeding.

5. On October 25, 2017, AM Gas Transfer Company (AM Gas) filed its Petition to Intervene. AM Gas states that it operates a gas transportation business in the service area served by Rocky Mountain and the proposed advice letter and tariff will substantially affect its pecuniary and tangible interests. 
6. On October 31, 2017, by Decision No. R17-0894-I, a prehearing conference was scheduled for December 7, 2017.

7. On November 17, 2017, Rocky Mountain filed its Unopposed Motion for Protective Order Affording Extraordinary Protection for Highly Confidential Individual Employee Salary and Other Compensation-Related Information and Highly Confidential Customer/Shipper Information (Extraordinary Protection Motion I). 

8. On November 29, 2017, Rocky Mountain filed its Unopposed Motion for Protective Order Affording Extraordinary Protection for Highly Confidential Forward-Looking Corporate Financial Information (Extraordinary Protection Motion II).  

9. On December 6, 2017, the parties filed their Unopposed Joint Motion to Adopt Proposed Procedural Schedule, Discovery Procedures, Confidentially Procedures, to Vacate Prehearing Conference, and for Waiver of Response Time.

10. On December 8, 2017, by Decision No. R17-1020-I, a procedural schedule was adopted.

11. On December 15, 2017, by Decision No. R17-1044-I, Extraordinary Protection Motion I, Extraordinary Protection Motion II, and the intervention of AM Gas were granted.

12. On January 4, 2018, Rocky Mountain filed its Unopposed Motion for Protective Order Affording Extraordinary Protection for Highly Confidential Material Non-Public Corporate Financial Information (Extraordinary Protection Motion III).

13. On January 11, 2018, by Decision No. R18-0038-I, Extraordinary Protection Motion II was granted.

14. On February 7, 2018, Rocky Mountain filed its Unopposed Motion for Protective Order Affording Extraordinary Protection for Highly Confidential Gas Storage Integrity Management Plan Information (Extraordinary Protection Motion IV).

15. On February 9, 2018, by Decision No. R18-0106-I, Extraordinary Protection Motion IV was granted.

16. On February 16, 2018, the parties filed their Notice of Settlement and Joint Motion to Vacate Procedural Schedule (Motion). 

17. On February 20, 2018, by Decision No. R18-0129-I, the Motion was granted. 

18. On March 2, 2018, the Parties filed their Joint Motion for Approval of Settlement Agreement and Settlement Agreement. 

19. On March 15, 2018, by Decision No. R18-0183-I, a hearing on the settlement was scheduled for April 5, 2018.
20. At the scheduled time and place, a hearing on the settlement was held.  At 
the hearing, the ALJ heard the testimony of Rocky Mountain witnesses Mr. Fred Stoffel 
and Mr. Michael Clevinger; OCC witnesses Dr. Scott England; and Staff witness 
Mr. Gabe Dusenbury.  The admission of Hearing Exhibits No. 1 through No. 25 were stipulated to by the parties and admitted by the ALJ. 

21. At the conclusion of the hearing, the evidentiary record was closed.  The ALJ took the matter under advisement.
II. DISCUSSION
A. Testimony and Terms of the Settlement

22. On October 3, 2017, Rocky Mountain filed revised tariff sheets with Advice Letter No. 106 initiating this comprehensive rate review proceeding. The principal purposes of Rocky Mountain’s filing were to increase the rates for all rate schedules under the Company’s Colorado P.U.C. No. 4 Tariff for all services offered by the Company and to extend the System Safety and Integrity Rider (SSIR) beyond the current expiration date of May 31, 2018 to recover the costs of eligible safety and integrity projects for calendar years 2018 through 2022.
23. The proposed rate increase in the Company’s original filing, if approved, would have resulted in an increase of $5,025,953, or 20.96 percent to annual base rate revenues collected under then-effective base rates. This included the effect of the roll-in of costs of 
SSIR Projects for 2017 and earlier that are currently being recovered through the SSIR. The 
roll-in of these SSIR costs into base rates accounted for $3,049,108, or 12.72 percent, of the overall proposed increase.  Thus, the net proposed increase to annual base rate revenues after removing the effect of the roll-in of SSIR costs was $1,976,845, or 8.24 percent. The Company also proposed to reduce the SSIR to eliminate the costs being rolled into base revenues on the effective date of new base rates, or June 1, 2018.
24. 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. Below is a summary of  some of the terms agreed to by the parties. 
1. Test Year

25. The Company’s original proposed revenue requirement of $29,003,865 started with its per-book financial statements for the 12 months ending June 30 2017, with known and measurable adjustments, including capital additions expected to be placed in service by December 31, 2017, and revenues and capital structure determined as of December 31, 2017.
26. Staff recommended adjustments and proposing its alternative revenue requirement of $23,584,770. 
27. The OCC and AM Gas did not present an alternative revenue requirement study. 
28. The Settling Parties
 agree to continue to use the revenue requirement model developed by Rocky Mountain, with adjustments. The base rate revenue increase of $162,188 reflects a settled total revenue requirement of $24,141,761, or a reduction of $4,862,104 from the original proposal of $29,003,865.
2. Return on Equity

29. Rocky Mountain was authorized a Return on Equity (ROE) of 10.6 percent in its 2013 Rate Review and requested an increase to 12.25 percent.
30. Staff recommended an ROE of 9.60 percent.  The OCC recommended an ROE of 9.0 percent.  AM Gas did not recommend an ROE but argued it should be close to 9.0 percent.

31. The parties agreed to an ROE of 9.9 percent which is a 70 basis point reduction from Rocky Mountain’s current ROE.
3. Cost of Debt

32. The parties agreed to Rocky Mountain’s proposed cost of debt of 3.92 percent.

4. Capital Structure

33. The parties agreed to Rocky Mountain’s proposed capital structure of 46.63 percent equity and 53.37 percent long-term debt.
5. Tax Cuts and Jobs Act

34. On December 22, 2017, the President signed into law the Tax Cuts and Jobs Act (TCJA). The TCJA reduces the federal corporate tax rate from 35 percent to 21 percent.
35. The parties agree that 100 percent of the tax benefits resulting from the TCJA from January 1, 2018 forward should be passed on to Rocky Mountain’s shippers through a combination of the base rates which go into effect June 1, 2018, the revised SSIR that will go into effect on June 1, 2018, and credits applied in future filings under the Revenue Adjustment Mechanism. 
6. System Safety and Integrity Rider

36. Rocky Mountain’s SSIR, which was implemented as a result of the 2013 Rate Review, is currently set to expire on May 31, 2018. Rocky Mountain requested an extension of the SSIR through 2022.
37. The parties agreed to an extension through December 31, 2021, but that the SSIR process itself needs improvement. These areas of improvement are listed in the Settlement Agreement.
III. CONCLUSIONS AND FINDINGS

38. The parties have the burden of proving by a preponderance of the evidence that the Settlement is just and reasonable.
  In reviewing the terms of the Settlement (Hearing Exhibit No. 26), 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 in Proceeding No. 05S-264G issued March 20, 2006.  

39. 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).  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.  

40. Rocky Mountain bears the burden of proving by a preponderance of the evidence that the proposed rates meet this standard. 

41. 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.
IV. ORDER

A. The Commission Orders That:

1. The Unopposed Joint Motion to Approve Stipulation and Settlement filed by Rocky Mountain Natural Gas LLC, doing business as Black Hills Energy (Rocky Mountain) on March 2, 2018 is granted, consistent with the discussion above.

2. The Stipulation and Settlement Agreement filed by Rocky Mountain on March 2, 2018 and attached to this Decision as Attachment A, is approved, consistent with the discussion above. 

3. The tariff sheets filed on March 2, 2018 with Advice Letter No. 106 are permanently suspended.

4. After this Recommended Decision becomes the Decision of the Commission, 
if that is the case, Rocky Mountain shall file new advice letters and tariffs consistent with 
the directives above. The advice letters and tariffs shall be filed as new advice letter proceedings and shall comply with all applicable rules.  The advice letters and tariffs must comply in all substantive respects to this Decision in order to be filed as a compliance filing on shortened notice.
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. 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.  

7. Response time to exceptions shall be shortened to seven days.

8. 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.  

9. 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.  

10. 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.
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Doug Dean, 
Director
	THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO


ROBERT I. GARVEY
________________________________
                     Administrative Law Judge




� The Settling Parties are Rocky Mountain, Staff, OCC, and AM Gas.


�  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, Proceeding No 05A-072E issued July 3, 2006 at ¶ 40 and n.23.
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