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I. STATEMENT

A. Summary of Proceeding

1. This Interim Decision addresses Advice Letter No. 912-Gas (Advice letter) to increase rates for all natural gas sales and transportation services by implementing a General Rate Schedule Adjustment (GRSA), filed by Public Service Company of Colorado (PSCo, Public Service, or Company) on June 2, 2017, with supporting testimony and attachments including tariff sheets (Advice Letter).  In the Advice Letter, PSCo proposed a multi-year rate plan (MYP) consisting of forecasted future test years (FTYs) covering calendar years 2018 through 2020.  The operating and maintenance (O&M) expenses in the FTYs were derived using a historic test year (HTY) for calendar year 2016 as a baseline, with the application of an index.  Due to the expiration of the Pipeline System Integrity Adjustment (PSIA) on December 31, 2018, the Company also proposed to roll $93.9 million in PSIA mechanism costs into base rates in 2019, and further committed to file a Phase II rate proceeding to address rate-cost allocation and rate design, at, or near the beginning of 2019.  

2. The parties’ approach to this proceeding has been disappointing, particularly given that the Commission requested a thorough policy analysis of the relative merits of different test periods and MYPs when it set the Advice Letter for hearing.
  Almost without exception, PSCo and the Intervenors each asserted and maintained maximalist positions from which they refused to yield in this proceeding.  For example, PSCo has focused its arguments on its MYP.  While PSCo provided an HTY for calendar year 2016, it only did so because the Commission ordered it and because the O&M expenses in the FTYs were derived from the HTY.  Otherwise, PSCo for the most part has not engaged with the HTY.  

3. PSCo also did not request an extension of the PSIA rider that expires on December 31, 2018, instead arguing that the costs covered by the PSIA should be rolled into the MYP.  Yet, PSCo has conceded that the extension of the PSIA is necessary if the Commission decides to derive the revenue requirement from the HTY, rather than the MYP.  By refusing to formally request the extension of the PSIA in this proceeding in accordance with the requirements in Proceeding No. 15AL-0135G, PSCo has denied the Commission the opportunity to analyze the interaction of the HTY and [image: image3.emf][image: image4.emf]PSIA to determine whether the PSIA must, in fact, be extended if the Commission chooses the HTY over the MYP.  The foregoing strongly suggests that PSCo’s approach to this proceeding has been to create the circumstances that place the maximum pressure on the Commission to accept its MYP.  

4. For their part, the Intervenors have advocated in favor of the HTY and spent little time addressing the particulars of PSCo’s proposed MYP.  Instead, the Intervenors have limited their evidence to alleged problems with MYPs generally.  Further, the Intervenors have argued that the PSIA should be permitted to expire at the end of 2018, even if the Commission adopts the HTY.  The Intervenors have advanced this position in spite of the largely undisputed evidence establishing that the PSIA has been an important factor in mitigating PSCo’s under-earning in recent years during which the revenue requirement has been determined by HTYs.  And, their support for allowing the PSIA to expire has largely consisted of generalized statements; for example, it is “time” for the PSIA to end because the Commission originally intended it to be of limited duration.  No in-depth analysis has been provided explaining why now is the “time” to let the PSIA expire. 

5. Finally, the undersigned Administrative Law Judge (ALJ) ordered the parties to address in their Statements of Position (SOPs) the circumstances in which the use of an MYP and an HTY are appropriate.  The parties did not answer the question completely, instead repeating their arguments for their favored test year type and against the competing test year type in this proceeding.  Most of the parties seemed to concede that there may be circumstances favoring their non-favored test year type, but they did not identify them in any detail.
  The Office of Consumer Counsel (OCC) appears to be the exception to this characterization, stating (somewhat ambiguously) that “there is no particular set of circumstances that makes an MYP appropriate.”
  The end result is that the record is not as fulsome as it could have been on the critical question of the circumstances favoring the use of an HTY versus an MYP.  

B. Analytical Approach 

6. In rendering this Decision, the ALJ has carefully reviewed and considered all the evidence introduced by the Parties during the hearing, including the testimony and hearing exhibits, even if this Decision does not specifically address all of the evidence presented, or every nuance of each party’s position in each issue.  Moreover, the ALJ has considered all the legal arguments set forth in the SOPs, even if the Decision does not explicitly address every legal argument.  In rendering this Decision, the ALJ has weighed the evidence and evaluated the credibility of all the witnesses and hearing exhibits.
 

C. Background

1. Advice Letter 

7. On June 2, 2017, PSCo filed the Advice Letter with supporting testimony and attachments including tariff sheets.  PSCo originally sought to increase its base rate revenues by $232.9 million during the three-year MYP period.  PSCo estimated that, if the tariff sheets attached to its Advice Letter go into effect, the impact to a typical residential customer will be an increase of 6.08 percent in 2018, 4.58 percent in 2019, and 3.49 percent in 2020.  PSCo further estimates the impact to a typical small commercial customer will be an increase of 5.67 percent in 2018, 3.43 percent in 2019, and 3.31 percent in 2020.
  

8. Public Service stated that the proposed increase in base rates will result in a GRSA rider of 33.64 percent for 2018; 65.93 percent for 2019; and 76.46 percent for 2020.  Further, the Company calculated its revenue requirement based on a proposed return on equity (ROE) of 10.0 percent, which results in an overall rate of return (ROR) of 7.49 percent in 2018.  Public Service proposes the same ROE for years 2018 and 2019, but, due to small changes in the cost of long-term debt, the ROR in 2019 is 7.47 percent, and increases to 7.49 percent in 2020.
9. Public Service asserts the proposed increase in revenues will allow it to recover capital costs that are increasing due to significant integrity and non-integrity initiatives related to its gas transmission and distribution systems.  

10. With its Advice Letter, PSCo filed the direct testimony and attachments of 17 witnesses in support of the Company’s proposals and proposed tariffs.  Those witnesses are: Steve Berman, Scott Brockett, Timothy Brossart, Cheryl Campbell, Adam Dietenberger, David Harkness, Sharon Koenig, Luke Litteken, Mark Lowry, Jannell Marks, Melissa Ostrom, John Reed, Gregory Robinson, Mary Schell, Rick Schrubbe, Paul Simon, and Gene Wickes.   

11. Additionally, the following two additional Company witnesses filed rebuttal testimony and attachments including: David Eves and Brian Van Abel.  

12. On June 21, 2017, by Decision No. C17-0507, the Commission set this Proceeding for hearing and suspended the Advice Letter for a period of 120 days, or until October 31, 2017, the effective date of the proposed tariffs that accompanied the Advice Letter.  The Commission also set July 21, 2017 as the deadline for intervening in this proceeding and referred this Proceeding to an ALJ.  The Proceeding was subsequently assigned to the undersigned ALJ.  

13. The following entities filed Notices of Interventions as of Right before the deadline established in Decision No. C17-0507:  The OCC on June 9 and 27, 2017,
 and Staff on June 16, 2017.   

14. In addition, the following entities filed Motions or Petitions to Intervene in this proceeding before the deadline: International Brotherhood of Electrical Workers, Local No. 111 on July 5, 2017 (Local No. 111); Atmos Energy Corporation (Atmos) on July 10, 2017; Colorado Natural Gas, Inc. (CNG) on July 11 and 21, 2017;
 WoodRiver Energy, LLC (WoodRiver) on July 13, 2017; Energy Outreach Colorado (EOC) on July 20, 2017; Laborers’ International Union of North America, Local 720 on July 20, 2017 (Local 720); AARP on July 21, 2017; and Climax Molybdenum Company (Climax) on July 21, 2017.   

15. Finally, on August 9, 2017, the Federal Executive Agencies (FEA) filed a Petition to Intervene.  FEA filed its petition after the deadline for intervening, but did not state any facts justifying its late filing. 

2. Procedural Schedule and Provisional Rates
16. On July 24, 2017, the undersigned ALJ issued Decision No. R17-0599-I scheduling a prehearing conference for August 11, 2017 at 9:00 a.m.

17. On August 10, 2017, counsel for Staff emailed to the undersigned ALJ (and copied counsel for the other parties) the parties’ proposal to hold the hearing on December 11 through 15 and 18 through 19, 2017 based on Intervenors’ agreement that PSCo be permitted to institute provisional rates on January 1, 2018 and PSCo’s agreement to extend or waive the statutory deadline.  The provisional rates sought by PSCo were the rates for 2018 sought in the Application, subject to refund with interest calculated at the average bank loan prime rate report by the Federal Reserve during the refund period if the final rates approved by the Commission are lower than the provisional rates.  Currently, the referenced interest rate is 4.50 percent.
   
18. On August 11, 2017, the undersigned ALJ held the prehearing conference.  All of the parties except Local 720 attended the prehearing conference.  At the prehearing conference, the undersigned ALJ discussed with the parties, among other things, the parties’ proposal for scheduling the proceeding, instituting provisional rates, and waiving or extending the statutory deadline.  As to the provisional rates, the undersigned ALJ noted that the proposed increases in 2018 were not insignificant and then asked whether PSCo would consider:  (a) starting the interim rates on either January 29, 2018 (the expiration of the current 210-day period) or February 1, 2018; and/or (b) charging interim rates that are less than those requested in the Application for 2018.

19. At the end of the prehearing conference, the undersigned ALJ ordered PSCo to file an Unopposed Motion explaining in detail the parties’ proposal and the justification for instituting provisional rates equal to the full amount of the rates sought in the Application, which was memorialized in Decision No. R17-0663-I that issued on August 15, 2017.  Decision No. R17-0663-I also granted the petitions and motions for intervention of Local No. 111, Atmos, CNG, WoodRiver, EOC, Local 720, AARP, Climax, and FEA, and acknowledged Staff and the OCC as intervenors as well.    

20. On August 16, 2017, PSCo filed its Unopposed Motion for Provisional Rates (Unopposed Motion).  In its Unopposed Motion, PSCo did not revise its proposal to start the provisional rates on January 1, 2018 at the full amount requested in the Application for 2018.  

21. On September 1, 2017, the ALJ issued Decision No. R17-0723-I that expressed reservations about allowing PSCo to institute provisional rates equal to the full amount of the rates sought in the Application in return for PSCo’s agreement to extend the statutory deadline, but nevertheless granted PSCo’s Unopposed Motion based on the representations of the parties that their agreement was in the public interest.  Decision No. R17-0723-I also established a procedural schedule; scheduled public comment hearings for September 19, 21, and 25, 2017 in Grand Junction, Pueblo, and Denver, respectively; and scheduled the hearing for December 11 through 15 and 18 through 19, 2017.  

22. On September 15, 2017, PSCo filed an Amended Advice Letter and Amended Tariff Sheets with an effective date of October 27, 2017 (Amended Advice Letter).  In all other respects, the proposed tariffs filed on September 15, 2017 were identical to the proposed tariffs filed on June 2, 2017.  Filing the Amended Advice Letter and proposed tariffs with a modified effective date was part of the negotiated package of agreements that resulted in the Parties’ proposed procedural schedule in this Proceeding.  The Amended Advice Letter and accompanying proposed tariffs superseded in their entirety the original Advice Letter filing and accompanying proposed tariffs.  The Amended Advice Letter extended the 120-day statutory deadline to February 24, 2018.  

23. As discussed below, PSCo filed a Second Amended Advice Letter extending the statutory deadline to January 1, 2019.  PSCo also filed an Advice Letter and accompanying tariff sheets that put into effect reduced provisional rates on March 1, 2018.

3. Public Comments

24. The public comment hearings scheduled in Decision No. R17-0723-I took place as scheduled.  Due to questions concerning the notice provided by the Commission of the original public comment hearings, on October 6, 2017, the ALJ issued Decision No. R17-0817-I scheduling three new public comment hearings for October 17, 2017, October 23, 2017, and November 2, 2017 in Denver, Pueblo, and Grand Junction, respectively.  At those public comment hearings, members of the public offered their opinions and comments regarding the proposed rate increases as a result of the increase in revenue requirements proposed by PSCo.

25. In addition to the scheduled public comment hearings, members of the public were invited to submit written comments regarding the proposed rate hikes associated with this gas rate case.  Thirty comments were submitted to the Commission through e-mail or through U.S. Mail.  

26. The comments at the public comment hearings, as well as the written comments submitted to the Commission are made part of the record and are considered in reaching the decision points discussed below.

4. Hearing

27. The hearing took place as scheduled on December 11 through 15, and 18, 2017.  The following Intervenors offered answer testimony in this proceeding: Staff, the OCC, 
AARP, EOC, FEA, Local 111, Local 720, and WoodRiver.  Staff submitted the testimony 
of Gabe Dusenbury, Charles Hernandez, Sandi Kahl, Karlton Kunzie, Cathy Lopez, Erin O’Neill, Jason Peuquet, Marianne Ramos, Richard Reis, and Fiona Sigalla.  The OCC submitted 
the answer testimony of Ronald Fernandez, Cindy Schonhaut, and Cory Skluzak.  Answer testimony from the following witnesses was also filed: Nancy Brockway (AARP), Sanders Arnold (EOC), William Marcus (EOC), Michael Gorman (FEA), Dennis Leturgez (Local 111), Epifenio Martinez (Local 111), Anthony Trujillo (Local 720), Pedro Solis (Local 720), and Don Krattenmaker (WoodRiver).  

28. At the outset of the hearing, the ALJ denied PSCo’s outstanding Motion to Strike Portions of the Revised Answer Testimony of Local 111’s Witnesses Epifenio J. Martinez and Dennis Zane LeTugez (Motion to Strike).  The reasons for the denial are addressed below.  

29. During the hearing, Hearing Exhibits 1-2, 3, 3A, 4, 4A, 5, 5A, 6, 6A, 7-10, 13-36, 38-39, 42-50, 52-58, 61-62, 64-66, 100-129, 300-302, 400-409, 500, 700-701, 800, 1000, 
1100-1102, 1200-1201, 1300, and Confidential Hearing Exhibits 11, 37, 103C, 107C, 109C, 111C, 115C, 302C, 403C, 406C were admitted into the evidentiary record.  The ALJ took administrative notice of Exhibits 40 (Decision No. R11-0743), 41 (Decision No. R13-1307), 59 (Decision No. C13-1568), 60 (Decision No. C93-1346), and 63 (Decision No. C16-0707).
30. At the end of the hearing, the undersigned ALJ closed the evidentiary record.  

31. After closing the evidentiary record, counsel for the OCC raised the possibility of reopening the evidentiary record in the event the federal tax laws changed in a way that materially impacts this proceeding.  During the hearing, numerous news reports addressed the then-pending legislation before Congress that addressed significant proposed changes to the nation’s tax laws, including a substantial decrease in the corporate tax rate.  However, by the end of the hearing, the legislation had not become law.  The undersigned ALJ responded that if any tax legislation became law that materially impacts the outcome of this proceeding, any party could file a motion stating as much and requesting relief.      

5. Federal Tax Cuts and Jobs Act

a. The OCC’s Motion to Reopen the Evidentiary Record

32. On December 22, 2017, President Trump signed into law the Federal Tax Cuts and Jobs Act (TCJA).  Among other things, the TCJA reduced the federal corporate tax rate from 35 percent to 21 percent on January 1, 2018.  

33. Later on December 22, 2017, the OCC filed a Motion to Reopen Evidentiary Record, Vacate the Date to File Statements of Position, and Establish Procedural Schedule (Motion to Reopen).  In the Motion to Reopen, the OCC requested that: (a) the evidentiary record be reopened to take additional evidence on the issue of the impact of the TCJA on this proceeding; (b) a procedural schedule be established to do so; and (c) the deadline for the SOPs be vacated “until the effect of the TCJA has been addressed by the Parties.”
  As to the procedural schedule, the OCC requested that deadlines be established for supplemental direct, answer, and rebuttal testimony, as well as for discovery on the supplemental testimony.  The testimony and discovery would be limited to the impact of the TCJA upon the revenue requirement in the 2016 HTYs proposed by Intervenors, and the FTYs for 2018, 2019, and 2020 proposed by PSCo.   

34. On January 5, 2018, PSCo and Atmos filed separate responses to the Motion to Reopen.  Both opposed the motion.

35. On January 11, 2018, the undersigned ALJ issued Decision No. R18-0036-I scheduling oral argument on the Motion to Reopen for January 22, 2018.  

b. PSCo and Staff’s Joint Motion for Approval of Settlement Agreement

36. On January 19, 2018, PSCo and Staff filed a Joint Motion for Approval of Settlement Agreement (Joint Motion).  The Joint Motion presented a settlement agreement (Settlement Agreement) entered into by PSCo and Staff that, the Joint Motion contends, “best address[ed] the impacts of the TCJA in this proceeding while ensuring that customers ultimately receive the full net benefit of the legislation.”
  The Joint Motion and Settlement Agreement proposed a four-step process that purported to provide “an immediate rate reduction” to the existing provisional rate “based on [PSCo’s] preliminary estimates of the impacts of the TCJA” on rates in this proceeding, while also providing a longer, but expedited, procedure for finally determining and implementing the TCJA’s impact on PSCo’s rates.
  By entering into the Settlement Agreement and jointly filing the Joint Motion with PSCo, Staff indicated its preference for the Joint Motion over the Motion to Reopen.

37. The Settlement Agreement attached to the Joint Motion proposed a four-step process.  The first step required “a $20 million reduction to Public Service Gas Department provisional rates for the benefit of customers” effective March 1, 2018.
  This is a “preliminary estimate” that is “conservative [] to ensure customers will not be surcharged in the event the ultimate reductions to the Company’s costs turn out to be less than the preliminary estimates.”
  PSCo arrived at the conservative estimate by calculating a preliminary $29 million reduction of the revenue requirement resulting from the TCJA and then reducing this preliminary estimate by 30 percent to eliminate the risk that it overestimated the impact of the TCJA, which would require ratepayers to pay a surcharge after higher final rates are installed.  

38. The second step involves further adjusting the provisional rates based on this Decision.  The revenue requirement resulting from this decision (following appeal to the Commission) would be “reduce[d] . . . by $20 million to carry forward the preliminary tax reform adjustment.”
  Based on this calculation, the provisional rates would be further adjusted and then put into effect after the Commission rules on the appeal of this Decision.
  

39. The third step involves a second evidentiary hearing to determine the final impact of the TCJA on PSCo’s revenue requirement.  Whereas the first and second steps were designed to return as much of the tax cut to ratepayers as fast as possible through a necessarily preliminary calculation of the TCJA’s impact on PSCo’s revenue requirement, this third step will determine the final impact of the TCJA on PSCo’s rates.  In addition, the final rates will be calculated to include any necessary “true-ups” “to ensure customers receive the full benefit of the TCJA beginning January 1, 2018.”
  This means that any the final rates will be applied retroactively to January 1, 2018, and any differences between the final rates and the provisional rates paid by ratepayers since January 1, 2018 will be returned to the ratepayers.  As PSCo and Staff stated, “[t]o the extent this adjustment results in a refund of a portion of provisional rates to customers, the refund will be provided with interest at the same rate established in this proceeding for other provisional rate refunds.”
  This third step involves “direct, answer[,] and rebuttal/cross-answer testimony, discovery, and a hearing,”
 followed by a recommended decision from the ALJ.   
40. The fourth and final step involves implementing the final rates determined in the third step.  

41. At 1:30 p.m. on January 22, 2018, the undersigned ALJ held the previously scheduled oral argument.  The oral argument addressed both the Motion to Reopen and the Joint Motion.  All the parties except the OCC supported the Joint Motion.  The OCC requested an evidentiary hearing on the Joint Motion.
 

c. Decision No. R18-0114-I

42. On February 14, 2018, the ALJ issued Decision No. R18-0114-I that granted the Joint Motion and denied the Motion to Reopen.  The ALJ found and concluded that the settlement reached by PSCo and Staff, and supported (or not opposed) by all of the parties except the OCC, is the best outcome under the circumstances because it provides both immediate benefits to ratepayers in the form of lower provisional rates starting on March 1, 2018, and a fair process for reaching a final determination of the TCJA’s impact on rates.  It also included a commitment from PSCo to provide the full benefit of the TCJA to the ratepayers retroactive to January 1, 2018.  

43. Decision No. R18-0114-I established that this Decision would be an interim decision that would be certified for immediate appeal to the Commission.  This accommodates the parties' intent not to file for judicial review until all of the steps in the Settlement Agreement are completed.  Pursuant to the Settlement Agreement, once the appeal to the Commission of this interim decision is completed, the proceeding is to be remanded to the ALJ for completion of steps two, three, and four outlined above.   

Decision No. R18-0114-I suspended the effective date of the proposed tariffs filed with Amended Advice Letter No. 912-Gas for an additional 90 days (until May 25, 2018) 

44. pursuant to § 40-6-111(1), C.R.S.  In addition, the ALJ made the grant of the Joint Motion contingent upon PSCo filing a second amended advice letter and related filings with an effective date no earlier than June 5, 2018, which would extend the statutory suspension period to January 1, 2019.  This contingency was based on the statement in the Joint Motion and Settlement Agreement that PSCo and Staff believe that the four steps they proposed can be completed, and final rates that take into account the impacts of the TCJA will be in effect, by January 1, 2019.  

45. On February 20, 2018, PSCo filed a Second Amended Advice Letter and tariff sheets with an effective date of June 5, 2018.  The Second Amended Advice Letter and accompanying proposed tariffs superseded in their entirety the Amended Advice Letter filing and accompanying proposed tariffs filed on September 15, 2017.  The Second Amended Advice Letter had the effect of extending the statutory deadline to January 1, 2019. 

46. On February 26, 2018, PSCo filed an Advice Letter and accompanying tariff sheets that incorporated the preliminary calculation of the TCJA’s impact on the provisional rates.  The Advice Letter and tariff sheets decreased the GRSA from 33.64 percent to 28.41 percent.  As a result, the $20 million reduction in provisional rates went into effect on March 1, 2018, as proposed in the Joint Settlement and approved in Decision No. R18-0114-I.  

6. Statements of Position

47. PSCo, Staff, OCC, AARP, Atmos, Climax, EOC, FEA, Local 111, and WoodRiver filed SOPs addressing the current evidentiary record and the decision points based on that record.  

II. MOTION TO STRIKE

48. As noted above, the ALJ ruled on PSCo’s Motion to Strike.  In that Motion, PSCo sought to strike testimony from Mr. Martinez concerning statements made in the context of collective bargaining negotiations between PSCo and Local 111, and the amounts included in cost of service studies in previous rate cases for the prepaid medical asset (addressed below).  The Motion to Strike also sought to strike Mr. LeTurgez’s testimony relating to PSCo’s history in meeting projected “core work force needs” included in the previous collective bargaining agreement. 

49. As to Mr. Martinez’s testimony that PSCo contends addresses the collective bargaining negotiations, some of that testimony does not, in fact, address those negotiations.  For example, Mr. Martinez testified about: (a) the attrition rate of bargaining unit members from January to June 2017; and (b) the calculations of the years of experience lost through that attrition.  In addition, PSCo sought to strike the latter testimony (about the calculations), but not the former (about the attrition rate).  Because this testimony does not address the negotiations and the basis for the lines drawn by PSCo between putatively admissible and inadmissible testimony was not clear, the ALJ denied the Motion to Strike as to this testimony.  

50. As to Mr. Martinez’s testimony concerning the prepaid medical asset, the ALJ denied the Motion to Strike because the asset is an issue in the proceeding. 

51. Finally, as to Mr. LeTurgez’s testimony concerning PSCo’s core work force needs, the ALJ denied the Motion to Strike because the testimony had some limited general relevance to an issue in the proceeding.  The ALJ directed the parties that the collective bargaining negotiations were not relevant to the issues in the proceeding and they should thus avoid eliciting any substantive testimony concerning them.  Finally, the ALJ also advised the parties that the proper weight, if any, would be accorded to the testimony at issue in the Motion to Strike.     

III. LEGAL PRINCIPLES AND BURDENS OF PROOF

A. Commission Jurisdiction and the Rate Setting Process 

52. The Commission’s authority to regulate PSCo’s gas utility rates, services, and facilities derives from Article XXV of the Colorado Constitution.  The Commission is charged with ensuring the provision of safe and reliable utility service at just and reasonable rates for customers pursuant to §§ 40-3-101, 40-3-102, 40-3-111, and 40-6-111, C.R.S.

53. Pursuant to § 40-3-101(1), C.R.S., “[a]ll charges made, demanded, or received by any public utility for any rate, fare, product, or commodity furnished or to be furnished or any service rendered or to be rendered shall be just and reasonable.”  In interpreting that statute, 
the Colorado Supreme Court has held that the primary purpose of utility regulation is to ensure that the rates charged are not excessive or unjustly discriminatory.
  

54. Further, § 40-3-102, C.R.S., states that “[t]he power and authority is hereby vested in the public utilities commission of the state of Colorado and it is hereby made its duty to adopt all necessary rates, charges, and regulations to govern and regulate all rates, charges, and tariffs of every public utility of this state to correct abuses; to prevent unjust discriminations and extortions in the rates, charges, and tariffs of such public utilities of this state.”

55. The decision to establish rates that will be charged by public utilities is a legislative function that has been delegated to the Commission.
  The Commission must adopt rates and rate structures that are fair and reasonable.
  Setting rates “is not an exact science but a legislative function involving many questions of judgment and discretion.”
  

56. In setting rates, the Commission must consider the interests of both the utility’s investors and its consumers.  Sound judgment in the balancing of their respective interests is how the ratemaking decision is reached rather than by use of a mathematical or legal formula.
  Consequently, the Commission “may set rates based on the evidence as a whole” and “need not base its decision on specific empirical support in the form of a study or data.”
  In setting 
rates, the Commission must balance “the investor’s interest in avoiding confiscation and the consumer’s interest in prevention of exorbitant rates,”
 and for setting rates that “protect both:  (1) the right of the public utility company and its investors to earn a return reasonably sufficient to maintain the utility’s financial integrity; and (2) the right of consumers to pay a rate which accurately reflects the cost of service rendered.”
  
57. The Commission establishes rates to recover the utility’s revenue requirements using a test year selected by the Commission.  The revenue requirement is the total revenues required by the utility to cover both its expenses and to have a fair or reasonable opportunity to earn a fair ROR.  While the utility has a reasonable opportunity to realize the ROR set by the Commission, the ROR is not guaranteed.  
58. In an appeal from a Commission rate case decision, the Colorado Supreme Court “reiterated that ‘it is the result reached, not the method employed, which determines whether a rate is just and reasonable.’”
  Moreover, the Colorado Supreme Court has consistently held that the doctrine of stare decisis does not apply to Commission decisions, and that the Commission’s prior decisions cannot be applied as binding precedent in future proceedings involving the same utility or to any other utility.  The Commission’s decision in each new proceeding must be based upon new, substantial evidence in the record of the new case.
  Consistent with this principle, the Colorado Supreme Court has noted that:
[s]ince rate setting is a legislative function which involves many questions of judgment and discretion, courts will not set aside the rate methodologies chosen by the PUC unless they are inherently unsound.  
CF&I Steel, L.P. v. Pub. Utils. Comm’n., 949 P.2d 577, 584 (Colo. 1997)[.]  ...  
Indeed, 
the [PUC] is not bound by a previously utilized methodology when it has a reasonable basis, in the exercise of its legislative function, to adopt a different one.”  
CF&I Steel, 949 P.2d at 584.
 

B. Derivation of the Revenue Requirement

59. The revenue requirement formula is:  

Revenue requirement = E + r(RB)  

WHERE:

E
=
Expenses = O + D + T  




O
=
Operating expenses, including wages and 






salaries, administrative expenses, taxes other 





than income taxes, fuel costs, and various 






maintenance expenses  




D
=
Annual depreciation expenses  




T
=
Income taxes (state and federal)  

 


r
=
Rate of return (return on bonds, preferred 
 




stock, and common stock (equity))  



 
RB
=
Rate base = v - d  




v
=
(1)
Plant in service plus:  






(2)
Working capital (cash working 
 






capital + materials and supplies)  




d
=
Accumulated depreciation and accumulated 





 
deferred income taxes  

60. In past rate cases and as discussed below, the Commission has established regulatory principles and methods to use to determine a utility’s revenue requirement.   

C. Test Year

61. The rate setting process begins with the selection of a test year that is used to evaluate and to adjust (as necessary) the interrelationships of a utility’s revenue, expense, and capital investment to determine whether the utility has a revenue excess or deficiency.  These components should correspond to each other over the same time period or according to the same operating conditions.  This is known as the “matching principle” and it is designed to ensure “that the cost of service reflects the operational relationships and interplay between rate base, expenses, and revenues in a manner that is representative of the period when the resulting rates will be in effect.”

62. It is the interaction of the component parts of a test year and how they are affected by a utility’s operations that is important for purposes of rate-setting.  Obviously, the absolute quantities of these components will change when the test year has ended and the new rate year arrives.  Accordingly, the key to test year integrity is to make the interrelationship of revenue, expense, and capital investment as representative of future operations as possible.  

63. As noted, the parties disagree over whether the test year used in this proceeding should be an HTY or multiple FTYs.  An HTY uses revenues, expenses, and rate base from an identified historical period, as adjusted, to determine the utility’s revenue requirement.  An FTY is forward-looking and determines the utility’s revenue requirement through the use of forecasts and estimates that project a utility’s revenues, expenses, and rate base in a future period.
D. Burden of Proof and Burden of Going Forward

64. Except as otherwise provided by statute, the Administrative Procedure Act imposes the burden of proof in administrative adjudicatory proceedings upon “the proponent of an order.”
  The party bearing the burden must prove its case by a preponderance of the evidence.
  The evidence must be “substantial evidence,” which is 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.”
  This standard requires that evidence of the existence of a contested fact outweighs the evidence to the contrary.
  That is, the finder of fact must find that the existence of a contested fact is more probable than its 
non-existence for a party to carry its burden.
  

65. As previously required in Decision No. R13-1307, PSCo provided a 
2016 calendar-year HTY for informational purposes and as the starting point for the development of the FTYs that are the basis for PSCo’s requested rate increase.  PSCo’s 2016 HTY was therefore required to contain all of the pro forma adjustments PSCo would have made to its booked numbers if it had relied on the HTY as the basis for its revenue requirement in this Proceeding.  The 2016 HTY is available for any Intervenor to use either as the Intervenor’s advocated HTY or as the starting point for that Intervenor’s advocated HTY.
  
66. The parties agreed at the prehearing conference that those Intervenors 
that advocate for the use of an HTY bear the burden of proof as to that issue.  In addition, PSCo cited Decision No. R15-0512-I as a correct statement of the burdens concerning the FTY versus HTY issue.
  The relevant part of Decision No. R15-0512-I cites and relies on Decision 
No. C13-0064.
  

67. Based on the foregoing, the undersigned ALJ stated in Decision No. R17-0723-I that, Decision Nos. C13-0064 and R15-0512-I establish that:  (a) PSCo bears the burden of proof (comprised of the burden of going forward and the burden of persuasion) as to the numbers and pro forma adjustments in the 2016 HTY that serve as the foundation for its FTYs; (b) PSCo bears the burden of proof as to the FTYs; (c) each Intervenor bears the burden of going forward on any adjustment it proposes to any FTY proposed by PSCo; (d) Intervenors bear the burden of proof to establish that PSCo should use an HTY (as opposed to FTYs) to determine PSCo’s revenue requirement; (e) each Intervenor bears the burden of proof as to any adjustment it proposes to PSCo’s 2016 HTY; and (f) each Intervenor bears the burden of proof as to any HTY it proposes as a substitute for PSCo’s HTY.  

68. The ALJ also allowed Intervenors who advocate that PSCo’s revenue requirement be determined based on an HTY to file sur-rebuttal testimony limited to addressing the previous round of testimony on that issue.  The ALJ’s decision was based on the consensus among the parties (including PSCo) that intervenors bear the burden of proof on this issue and the historical practice of the Commission, as reflected in Decision No. R15-0512-I.  However, while four of the Intervenors argue that PSCo’s revenue requirement must be determined based on an HTY, none of them filed sur-rebuttal testimony.  
69. In reaching his decision in this matter, the ALJ is mindful of these principles and of the Commission’s duty under the Colorado Public Utilities Law.  

IV. TEST YEAR 

A. Standard for Selecting a Test Year 

70. Previous Commission decisions provide guidance on the basis for selecting the appropriate test year.  First and foremost, the selection of a test year is a policy decision that depends on the circumstances that exist at the time the record is made in the rate case.
  However, it is “just one tool the Commission may use to ensure the Company’s continued financial viability. . . .[T]he Commission understands the merit of regulating in a fashion that allows an efficient utility to maintain strong financial health and garner favorable analyst ratings.”
  The Commission has also warned that 

Analysis of an FTY requires an evaluation of criteria different from those historically used to examine HTYs. Because an FTY is a reflection of future business plans and performance, rather than an accounting of costs and revenues incurred, viewing an FTY through the lens traditionally used for an HTY will not advance consideration of an FTY in future cases where its adoption may be appropriate.

71. While the Commission in Decision No. C13-1568 did not provide specific criteria for determining whether to use an MYP or an HTY as the test year, two guiding principles from previous Commission decisions can be discerned.  First, “[t]he purpose of a test year is to provide, as closely as possible, an interrelated picture of revenue, expense, and investment reasonably representative of the interrelationships that will be in place during the time the newly proposed rates will be in effect.”
  This is consistent with PSCo’s position that the choice 

depends largely on which will result in a test year that is more representative of the reasonable and likely revenues, expenses, and rate base that the Company will experience while rates are in effect, and that best provides the Company with a reasonable opportunity to earn a fair return on its investments.

Second, the goal of the ratemaking process is to generate just and reasonable rates that best balance the interests of the utility’s shareholders and ratepayers.
  

B. PSCo’s Arguments

72. PSCo’s MYP consists of FTYs in 2018, 2019, and 2020.  PSCo has included the projected expenses that are currently recovered through the PSIA in its FTYs.  If the MYP is approved, PSCo will not seek to renew the PSIA, which is scheduled to expire at the end of 2018.  PSCo has also committed to file a Phase II rate case to readjust class cost responsibilities in the beginning of 2019 if the MYP is approved.  
PSCo derived the numbers in its FTYs from forecasts and benchmarks.  PSCo used forecasts to determine the future expenses of its Enhanced Emergency Response System and its pension and benefits because both tend to be volatile and forecasts are allegedly more accurate for volatile expenses.  PSCo used indexing for its other O&M expenses because they are less volatile.  For these expenses, PSCo used the numbers in the 2016 HTY as the baseline and 

73. then “escalated” them using an index developed by Pacific Economics Group Research, LLC (PEG) to arrive at the numbers in the 2018, 2019, and 2020 FTYs.
  Finally, PSCo used forecasts to develop its capital costs and projected revenues.  Neither are volatile, but PSCo contends that capital costs do not tend to follow trends in input costs and customer growth (which is the basis for indexing), and revenues would need to be decoupled if their value was determined through indexing.
  
74. PSCo asserts that its FTYs are more likely to accurately reflect the revenues, expenses, and rate base of PSCo in 2018, 2019, and 2020 because “cost growth driven by reasonable investments” has exceeded revenue growth in recent years, and will continue to do so in the future.
  According to PSCo, the cost categories of rate base, property taxes, O&M expenses, and capital expenditures (CAPEX) have been growing.
  Conversely, average annual gas use has been static or declining
 and sales growth has been “tepid or flat.”
  Under these circumstances, PSCo contends that an HTY cannot accurately reflect the interrelationship of revenue, expense, and capital investment of future operations.
  

75. As evidence of this trend, PSCo points to the fact that its actual earnings have been lower than its authorized earnings in 9 of the last 11 years.  PSCo’s earnings over the last 11 years are shown in the following chart:   

	
	2006
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015
	2016

	Authorized
	10.5
	10.25
	10.25
	10.25
	10.25
	10.1
	10.1
	9.72
	9.72
	9.5
	9.5

	Earned
	  7.79
	10.14
	11.37
	10.77
	  9.16
	  8.78
	  7.23
	9.01
	7.59
	  6.04
	7.34

	Delta*
	-271
	-11
	112
	52
	-109
	-132
	-287
	-71
	-213
	-346
	-216


* Stated in basis points.

PSCo states that “[t]hese very low returns could arguably be justified if there were any evidence that the Company did not operate efficiently or provide high-quality service, or if the Company’s history of using forecasts did not accurately predict likely future outcomes.  But the record here demonstrates just the opposite on all points.”

As to the record on those issues, PSCo states that: (a) “no party offered evidence that the Company’s forecasted specific capital investments, or sales forecast for the 
2018-2020 MYP are not reasonable;”
 (b) “Company witness Ms. Marks’ sales forecasting has a long record of reliability”;
 (c) “Staff acknowledged that the Company has managed its O&M expenses well;”
 and (d) “no party addressed Dr. Lowry’s specific benchmarking [studies]”
 purporting to show that PSCo’s non-fuel O&M revenue and non-gas revenue proposed in the FTYs rank in the top half to the top quartile when compared to the operations of other utilities in 

76. the U.S.
  PSCo concludes that the record establishes that “the Company’s very low returns for the Gas Department have arisen despite the Company’s operational excellence, and show that continuously utilizing HTYs is not supporting just and reasonable rates.”
  

77. PSCo also asserts that an MYP provides to ratepayers several advantages over an HTY.  These are: (a) “better rate certainty” because ratepayers know what their rates will be over the years covered by the MYP; (b) “rate smoothing” because PSCo can mitigate the impact of a significant expense by spreading it over all the years of the MYP; (c) greater incentives for utilities to pursue cost reductions because an MYP has longer regulatory lag (assuming that an MYP leads to a lower frequency of rate cases); (d) reduced regulatory expense (again, assuming that an MYP leads to a lower frequency of rate cases); (e) lower utility financing costs because an MYP allegedly will lead to better credit metrics;
 and (f) more transparent utility planning because an MYP requires a utility to explain and justify capital expenditures for multiple years in the future.
  PSCo concludes that “the great weight of the evidence in the record supports the Company’s proposed MYP.”
  

78. PSCo also proposes two customer protection programs.  First, PSCo includes an “Earnings Test” as part of its MYP to protect ratepayers from excessive overearning by PSCo.  The ESM is calculated by estimating the ROE earned in the prior year, and then applying a sharing formula prospectively.  Beginning with rates from August 1, 2019, and each of the next two years thereafter, the estimated prior year ROE would be compared to the following schedule:

	
	Sharing Percentages

	Earned Return on Equity
	Customers
	PSCo

	≤ 10.0%
	  0%
	100%

	10.01% to 12.0%
	 50%
	50%

	> 12.0%
	100%
	0%


For each MYP year (2018, 2019, and 2020): (a) PSCo would absorb all under-earnings below the authorized return of 10.0 percent; (b) PSCo and customers would share equally any earned returns from 10.01 percent to 12.0 percent; and (c) any returns above 12.0 percent would be returned to customers.
  

79. PSCo’s proposed Earnings Test is similar to the ESM adopted in Proceeding No. 11AL-947E and continued with modifications to the “bands” in Proceeding 
No. 14AL-0660E.  The ESM in Proceeding No. 14AL-0660E addressed underearnings and overearnings as follows:

	
	Sharing Percentages

	Earned Return on Equity
	Customers
	PSCo

	≤ 9.83%
	 0%
	100%

	9.84% to 10.48%
	 50%
	 50%

	> 10.48%
	100%
	  0%


Mr. Brockett states that PSCo has extended the second “band” from 65 to 200 basis points to increase PSCo’s incentive to achieve savings when it is overearning.  Under the ESM in Proceeding No. 14AL-0660E, Mr. Brockett testified that PSCo has “a muted incentive to achieve savings if [PSCo is] in an overearnings position.”
  By expanding the second band in which PSCo retains 50 percent of any overearnings, Mr. Brockett testified that PSCo will have “greater efficiency incentives.”
  

80. Second, PSCo also proposes to extend the Quality of Service Plan (QSP) that is currently in effect for the gas department.  Under that plan, total manual meter reading errors must remain below 0.007484 percent of the manually read meters and average time to permanently repair a reported leak must be under 9.77 days.  PSCo is subject to financial penalties of up to $1 million total if these metrics are not met.  

81. PSCo proposes a $5 million materiality threshold for changes to expenses justifying the adjustment of rates during the MYP period.  The threshold established in the alleged MYP in place in Proceeding No. 14AL-0660E is $10 million.  The lower threshold proposed in this proceeding is a “recogni[tion] that the gas department operates on a smaller scale than the electric department.”
  The change must be precipitated by certain events such as changes in Generally Accepted Accounting Principles or laws impacting PSCo.
  

82. If an HTY is used as the basis for determining PSCo’s revenue requirement, PSCo states that it will file a request to extend the PSIA through 2020.
  PSCo also states that, while it will file a Phase II case after this proceeding is concluded if its MYP is adopted, if an HTY is adopted PSCo will postpone the Phase II case and instead file another Phase I rate proceeding soon after the current proceeding concludes.
  PSCo does not believe that it should be ordered to file either a combined Phase I and Phase II proceeding or separate proceedings concurrently.
  

83. Finally, Mr. Brockett summarized that the circumstances that make the use of MYPs particularly compelling are “increases in input costs (inflation), the need for significant levels of new investment (additions to rate base), and tepid or flat sales growth.”
  

C. Intervenor Arguments

1. Staff

84. Staff advocates for a 2016 HTY with pro forma adjustments through 2017, arguing that this methodology will provide the Commission with “unmatched confidence” that the rates will be based on PSCo’s actual costs.  According to Staff, if the MYP is accepted, “PSCo will be able to collect the dollars estimated for the FTYs regardless of whether the projects and programs initially identified are implemented. . . . Authorizing the MYP is effectively ‘pre-approving’ individual projects and programs, along with the corresponding capital expenditures and O&M costs.”
   Staff concludes that accepting the MYP would result in the Commission “forfeit[ing] its authority to review projects and programs and the associated costs after the fact.”
  Staff suggests that, while PSCo listed the CAPEX projects it plans to undertake during the duration of the MYP and thereby gave Staff the opportunity to review and comment on them, Staff does not have sufficient human resources to conduct a prudency review of such a large number of projects at once.  
85. Staff also argues that the record establishes PSCo does not have a good track record in forecasting its balances for gas plant, rate base, O&M expenses, and its revenue requirement.  For example, Staff presented testimony comparing PSCo-forecasted balances for, among other things, rate base made in support of its requested MYPs in the last two gas Phase I rate cases (Proceeding Nos. 12AL-1268G and 15AL-0135G), to actual numbers for the same category as reported in the Company’s annual Appendix A filings.   The data establishes that in each instance, PSCo’s forecasted balances for rate base were materially wide of the mark by approximately $197 million in 2013, $328 million in 2014, and $512 million in 2016.
   

86. Further, PSCo made two forecasts for 2015 rate base in separate proceedings (Proceeding Nos. 12AL-1268G and 15AL-0135G).  Rate base was forecasted at $1,426,444,990 and $1,263,537,433 in each proceeding, respectively.  The actual rate base balance in 2015 
was $1,845,499,327, a difference of approximately $419 million from the forecast in the 2012 proceeding and a difference of approximately $582 million from the forecast in the 2015 proceeding.
  PSCo filed the MYP containing the 2015 forecast in Proceeding 
No. 15AL-0135G on March 3, 2015.  Therefore, this forecast was submitted in the same year that spending pertaining to the same forecast was taking place.  Staff underscores the magnitude of the difference between the forecasts and actual rate base in 2015 as further evidence of PSCo’s inability to accurately forecast.
  
87. PSCo has a similar record with respect to its projections of its gas plant-in-service and net revenue requirement in the PSIA rider.  Mr. Reis compared PSCo’s projections made in November 2014 and November 2015 of the 2015 and 2016 gas plant-in-service and net revenue requirement, respectively, versus the actual 2015 and 2016 gas plant and net revenue requirement.  Obviously, PSCo made these projections (for purposes of the PSIA) much closer in time to the actual year being projected.  The result is that PSCo’s gas plant projections for 2015 and 2016 were off by $37.2 million and $8.2 million, respectively.  PSCo fared better with its projections of the PSIA net revenue requirements; they were off by $7.0 million and $0.6 million in 2015 and 2016, respectively.
    

88. Staff also contends that the evidence establishes that at least one of PSCo’s forecasts in this proceeding is significantly wide of the mark.  Specifically, Staff contends that PSCo’s “roll-forward process is already over estimated by nearly $153 million at the end of August 2017 to per books.”
  In its MYP, PSCo estimates the date of completion and in-service dates of planned plant additions, as well as the value of these additions for each year of the FTYs, which is called a “roll forward process.”  Under the “traditional” regulatory framework, utilities can only recover such CAPEX costs when a gas plant is “in service” and “used and useful.”  PSCo’s “roll forward process” is designed to satisfy this standard in the context of an MYP.  

89. In her testimony submitted on June 2, 2017, PSCo witness Ms. Ostrom estimated that PSCo’s plant-in-service as of August 2017 would be $4,511,244,760.  During discovery in this proceeding, Staff requested an update of, among other things, PSCo’s plant-in-service as of August 2017.  According to Mr. Reis, PSCo’s response stated that PSCo’s actual plant-in-service as of July 2017 was $4,358,494,726, which was $152,750,034 less than the original estimate submitted two months before.
  In his rebuttal testimony, Mr. Berman stated that “the Company’s forecast is within $70 million of actuals,” rather than the $153 million identified by Staff.
  Regardless of whether it is $153 million or $70 million, Staff maintains that the difference underscores that PSCo’s forecasts contained in the MYP are unreliable.  

90. According to Staff, additional evidence of alleged unreliability in PSCo’s forecasts is found in PSCo’s predictions of gas demand based on benchmarking.  Specifically, Ms. O’Neill testified that “[i]n Proceeding No. 12AL-1268G, the Company’s forecast of total gas throughput for the MYP period [encompassing 2013, 2014, and 2015] was below the actual gas demand by 12 % to 13 % depending on the year.”
  According to Ms. O’Neill, PSCo would have received more than $35 million in additional revenues as a result of its faulty forecasting of gas demand if the Commission had adopted the MYP in that proceeding.
   

91. Staff also argues that inaccuracies in forecasts early in the MYP get compounded throughout the remainder of the MYP.  For example, Staff states that an overestimation of the value of the plant-in-service in 2018 gets “magnified because future values (i.e. 2019 plant in service) rely on the values of closed projects in 2018.”
  As a result, if an FTY early in an MYP is incorrect, then the subsequent FTYs are virtually guaranteed to be incorrect. 

92. In addition, Staff asserts that the use of HTYs in the past has not compromised PSCo’s ability to raise capital and remain financially sound.  As evidence of this fact, Staff points to testimony by PSCo witness Ms. Schell who stated that “[t]hroughout numerous regulatory proceedings over the last several years, the Commission[‘s] . . . actions have allowed us to improve and now sustain a credit rating that gives us strong access to capital markets at a reasonable cost.”
  Staff concludes that PSCo’s recent underearning is the result of factors other than the use of HTYs, and should serve as the basis for rejecting PSCo’s proposed use of 
MYP-based rates in favor of HTY-based rates.
  One of the factors causing PSCo’s recent underearning has been significant capital expenditures that could have been spread out over more years.  In this sense, Mr. Reis and Mr. Hernandez believe that PSCo’s earnings erosion has been somewhat “self-inflicted.”
  

2. OCC

93. The OCC argues that “PSCo’s three FTYs (as contained in the MYP) are speculative, unreliable and unreasonable bases for establishing base rates.”
  Instead, “[a] recently completed HTY, adjusted for known and measurable changes is a more accurate, reliable and verifiable indicator or PSCo’s average unit cost of service than rates based on an FTY because a 12-month HTY more accurately captures the proper relationship between revenues, expenses and investments.”
  The OCC concludes that in this proceeding an HTY best balances the interests of PSCo and its ratepayers. 

94. The OCC agrees with Staff that PSCo has not proven that it can accurately forecast costs or revenues.  As support, the OCC points to the settlement in Proceeding No. 11AL-947E, which was an electric rate case.
  There, the parties reached a settlement that resulted in what the OCC characterizes as an MYP based on “forecasted information” (but not on “a fully forecasted test year”).
  The OCC asserts that the overearning of $181 million from 2012 through 2015 by PSCo’s Electric Department was a direct result of the use of the “MYP” and its forecasts in that proceeding.
  According to the OCC, this history in the electric proceeding provides further evidence of PSCo’s inability to accurately forecast costs and revenues.   

95. The OCC contends that PSCo has a similar record with respect to its projections of its rate base in the PSIA rider.  Mr. Skluzak compared actual gross plant in service (retail) from 2012 to 2015 to projections that were made by PSCo in 2010 for purposes of the PSIA.  The data establishes that PSCo’s forecasts for each year were materially over-stated.  For example, actual costs significantly exceeded PSCo’s projections between $135 million and $281 million from 2012 to 2015.
 

96. In addition, the OCC agrees with Staff that the recent underearning by PSCo’s Gas Department is a result principally because of PSCo’s capital investment in recent years and not the use of HTYs as the basis for setting its revenue requirement.  The OCC believes that PSCo could slow down its capital spending and spread it out over more years with no impact on safety.  If PSCo did so, its underearning would be decreased and perhaps eliminated.   

97. The OCC also argues that PSCo is in good financial health, its credit is “stellar,” its stock has enjoyed superior performance over the past five years and has outperformed its fellow utility stocks over that period, and it has succeeded in garnering favorable analyst ratings.
  This result has occurred during a period in which HTYs have been the sole basis for determining PSCo’s revenue requirement.  As a result, and contrary to PSCo’s contentions, the OCC concludes that the record demonstrates that an MYP is unnecessary to ensure PSCo’s financial health.

98. The OCC also agrees with Staff that approving the MYP would effectively approve the numerous capital projects contained therein and necessarily forego the traditional prudency review of those projects.  Mr. Skluzak testified that he is unaware of any mechanism by which the Commission can review the prudency of the costs of any capital project once it is approved in the context of an MYP.
  He also testified that, while PSCo listed the CAPEX projects it plans to undertake during the duration of the MYP and thereby gave the OCC the opportunity to review and comment on them, the OCC does not have sufficient human resources to conduct a prudency review of such a large number of projects at once.
  As a result, Mr. Skluzak implied that the “opportunity” provided by PSCo to review these projects in advance is not a real one.  
99. Finally, the OCC provided testimony rejecting the advantages identified by PSCo of using an MYP.  Specifically, Mr. Skluzak stated that the only rate certainty provided by an MYP is that rates will increase over three successive years, the MYP will not significantly reduce regulatory costs, and the MYP will not provide an incentive to improve efficiency and productivity and thereby reduce O&M costs.
  On this last point, the OCC noted that the Earning Sharing Mechanism Reports that PSCo was required to file with respect to the “MYP” adopted in Proceeding No. 11AL-947E did not “describe or even suggest that any of the [$181 million in] overearnings that resulted [in 2012 through 2015] were the result of improved productivity or efficiencies by the Company.”
 

3. AARP

100. AARP recommends that the Commission reject the MYP/FTY, and base the revenue requirement on an HTY adjusted for one-time events and known and measurable changes.  AARP argues that the traditional method of regulation based on an HTY is better able to balance risk and reward.  In contrast, the proposed MYP unbalances the risk/reward relationship, shifting a reward to PSCo and the risk to ratepayers.
  It also locks in incentives based on forecasts, which are themselves subject to uncertainty.
  The MYP hinders the Commission in its statutory oversight obligations, and ability to respond to changing circumstances and priorities.
 Traditional regulation provides a fairer balance between risk and reward, as well as rate certainty and transparency.
 

101. As to the alleged advantages of MYPs identified by PSCo, AARP states, among other things, that: (a) MYPs provide certainty only that rates will go up, not stay stable or decrease, and given that gas commodity costs are not covered, rates may vary substantially;
 (b) traditional regulation drives efficiency better than MYPs and, in any event, the converse conclusion is unsupported by the evidence;
 (c) traditional regulation balances the interests of consumers and utilities over time, which means that utilities will underearn and overearn in certain periods but should earn at or close to the authorized ROR over time.
  AARP concludes that PSCo has not proven that the alleged advantages of an MYP over an HTY will actually occur.  

102. In addition, AARP argues that PSCo has not proven a compelling justification for foregoing traditional regulation in favor of an MYP.  In particular, AARP argues that annual gas usage in Colorado since 2001 “has changed by large amounts, up and down.”
  In addition, AARP points to PSCo’s favorable financial metrics as evidence that changing to an MYP is justified at this time.
  AARP concludes that the revenue requirement should be based on an HTY.  

D. Analysis

103. The undersigned ALJ finds and concludes that PSCo has not satisfied its burden of establishing that the revenue requirement should be based on the proposed MYP.  Conversely, the undersigned ALJ concludes that Staff, the OCC, and AARP have satisfied their burden of establishing that the revenue requirement should be based on an HTY.  Therefore, the 2016 HTY, with known and measurable adjustments through 2017 will be adopted in this Proceeding.   

A decision approving an MYP can occur only if there is a high degree of confidence in the utility’s ability to forecast accurately the components of the revenue requirement over the term of the MYP.  In this proceeding, however, PSCo has not established the requisite degree of confidence and, as a result, the undersigned ALJ cannot conclude that the proposed rates in the MYP are just and reasonable.  As Staff and OCC have credibly established, 

104. PSCo does not have a record of predicting its expenses, rate base, or gas demand with a high degree of accuracy. PSCo did not persuasively rebut this evidence.  The ALJ is mindful of the potential harm that could be caused if rates are approved based on forecasts that are materially wide of the mark, with significant lag time before such harm could be resolved either through a future rate case or complaint proceeding.  Such a condition would not be in the public interest.

105. Nor has PSCo established that its recent underearning justifies adopting its proposed MYP.  In its SOP, PSCo attributes its underearnings to earnings attrition caused by revenue growth not keeping pace with the growth in costs.
  The Commission has defined attrition as “the erosion of a utility’s earning power through dramatic increases in costs and/or rate base far in excess of revenue increases due to factors beyond the utility’s control (e.g., rapid inflation).”
  A high rate of inflation, high interest rates, rapid expansion in utility facilities, and decreasing customer counts can be causes of attrition.

106. Here, there is no dispute that inflation and interest rates are historically low.  In addition, while PSCo’s sales have been growing only modestly, its customer counts have not been decreasing.  Finally, PSCo has experienced expansion of its facilities, but the PSIA has provided current recovery to PSCo of approximately half of its capital expenditures.
  And, even a modest growth rate should result in incremental revenues to help offset non-PSIA costs.  Further, the evidence suggests that PSCo may be able to spread out its capital projects and thereby slow the pace and lower the magnitude of spending on such projects, which will lower its annual expenses.
  PSCo’s witnesses testified convincingly that PSCo’s gas system is safe and, irrespective of whether the revenue requirement is based on its MYP or an HTY, PSCo will continue to spend the resources necessary to maintain the safety and reliability of the gas system.
  Accordingly, PSCo has not established the factors noted above as causes of attrition.  

107. The record demonstrates that PSCo has maintained strong financial health in spite of the recent underearning of its gas department.  PSCo is rated by the three main credit reporting agencies as A-, A3, and A- by Standard & Poor’s (S&P), Moody’s and Fitch, respectively.
  PSCo has not experienced a credit downgrade in this decade and there is a strong demand for its bonds.
  There is no credible dispute, therefore, that PSCo is in a strong credit position today.
  
108. Similarly, PSCo’s stock price has outperformed both the Dow Jones and S&P 500, almost doubling since 2010 and increasing by 27 percent since the last rate case.
  Because the Company has benefited from bonus depreciation in recent years, it is in a comparatively strong cash flow position.
  And, the beta measure of PSCo’s parent company (Xcel Energy, Inc. (Xcel)), which is an independently derived measure of volatility or systematic risk in comparison to the market as a whole, is among the lowest in the proxy groups used by Staff and the Company for determining the appropriate ROE.
   
109. The foregoing evidence strongly suggests that, while PSCo has experienced underearning in recent years, its financial health is strong and the use of HTYs to determine PSCo’s revenue requirement has largely worked in balancing the interests of PSCo and its ratepayers.  In any event, PSCo’s strong financial health and the other evidence summarized above supports continuing the Commission’s traditional reliance on HTYs as the basis for determining PSCo’s revenue requirement in this proceeding

110. The undersigned ALJ also finds that PSCo’s argument that an MYP provides greater incentives for utilities to pursue cost reductions is unpersuasive.  It is well-established that an HTY, “with its regulatory lag, actually provides incentives for efficiency between rate cases for regulated utilities such as PSCo.”
  The proposed MYP modifies the efficiency incentive inherent in the HTY model by switching to up-front recovery.  Moreover, as PSCo concedes, the Commission has taken steps to mitigate the effects of regulatory lag when PSCo has demonstrated the need for mitigation.  For example, as noted above, the PSIA, which has been in place since 2012, provides PSCo current recovery of approximately half of its capital expenditures.
  The Commission’s willingness to mitigate the effects of regulatory lag when such a need is demonstrated has created a reasonable balance between reducing regulatory lag and encouraging PSCo’s efficiency.
  Accordingly, based on the foregoing, PSCo has not established that it would act more efficiently under an MYP.  

111. Finally, PSCo has included 351 projects in the proposed MYP that PSCo forecasts will cost over $900 million during the MYP period.  As support, PSCo has provided a spreadsheet listing, among other things, a brief project description and the forecasted costs for 2017 through 2020 of each project.
  This is the sum and substance of the information provided in support of these projects in this proceeding.  No detail is provided addressing why each project is necessary, where it ranks in priority, the project timeline and/or milestones, how it relates to other projects if applicable, and why the forecasted cost of each project is reasonable and accurate.
  Even if PSCo had provided supporting information for the listed projects, the sheer number of them would make it difficult for the intervening parties and the Commission to meaningfully review them, or even a significant number of them, within the time constraints of a rate case.
  
112. In addition, the OCC has asserted that if the MYP were approved, PSCo may later argue that the decision was tantamount to pre-approval of the projects listed therein for cost recovery purposes.
  Specifically, the OCC contends that once the MYP containing these proposed projects is approved, there is no way for it or any other party to later challenge the prudency of the costs incurred in building those projects and thereby deny or limit recovery from ratepayers.
  In contrast, the Commission generally attaches no presumption of prudence to forward-looking PSIA revenue requirements provided by PSCo in a tariff filing that is allowed to go into effect by operation of law, which then allows PSCo to recover the PSIA revenue requirement through a rider on ratepayers’ bills.  In a later prudence review, parties are able to review and to challenge the Company’s PSIA activities and related costs.
  There is currently no after-the-fact prudence review of projects approved based on limited information provided in an MYP and PSCo has not proposed any changes to the Commission’s procedures to permit it.  As a result, PSCo has not persuasively rebutted this concern raised by the OCC, or carried its burden of proof as to the projects listed in the MYP.  

113. Based on the foregoing, the undersigned ALJ finds and concludes that PSCo has not satisfied its burden of establishing that its MYP: (a) provides an accurate “interrelated picture of revenue, expense, and investment [that is] reasonably [expected to be] representative of the interrelationships that will be in place during the time the newly proposed rates will be in effect;”
 or (b) generates rates that fairly balance the interests of PSCo and ratepayers and are just and reasonable.  On the other hand, Staff, the OCC, and AARP have satisfied their burden of establishing that the revenue requirement should be based on an HTY with known and measurable adjustments through 2017.  Accordingly, the 2016 HTY, with known and measurable adjustments, will be adopted in this Proceeding.

V. PSIA

A. Background

The PSIA allows Public Service to track and recover its capital investment 
and O&M costs associated with certain pipeline integrity initiatives.  The original 
Commission-approved programs for which Public Service can use the PSIA for cost recovery include:  the Transmission Integrity Management Program (TIMP); the Distribution Integrity 

114. Management Program (DIMP); the Accelerated Main Replacement Program; and the Cellulose Acetate Butyrate (CAB) Gas Service Replacement Program.  No other major pipeline projects are permitted to be included in the PSIA without obtaining prior Commission approval.

115. The PSIA took effect on January 1, 2012 as part of a settlement agreement approved by the Commission in Public Service’s gas base rate proceeding, Proceeding No. 10AL-963G.
  In approving the PSIA for three calendar years, the Commission characterized the PSIA as an “extraordinary cost recovery program.”
  If PSCo wanted to extend the PSIA, the Commission required it to file an application.
 

116. The Commission approved PSCo’s request for an extension of the PSIA contained in an Advice Letter filed on March 3, 2015 that also sought, among other things, the implementation of an MYP.  While PSCo requested a four-year extension through December 31, 2019, the Commission approved only a three-year extension through December 31, 2018.
  The Commission also approved several modifications to the PSIA, including establishing criteria for identifying and including medium and high risk projects in PSCo’s TIMP and DIMP programs to qualify for PSIA recovery, the transfer of all PSIA O&M costs to base rates, and the transfer of the CAB Gas Service Replacement project costs to base rates.
  The Commission also held that: 

Consistent with Decision No. R11-0743, Commissioner Baker’s decision initially approving the PSIA, Public Service must demonstrate any continued need for extraordinary cost recovery through a rate adjustment mechanism as a part of its 

next gas rate case.  Any such request for further extension of the PSIA is to include a plan stating 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.
 

As the second enumerated requirement, the Commission clarified that “[a]t a minimum Public Service shall propose a quantitative risk assessment system that resolves its concerns about the lack of defined objective criteria in” the risk criteria to determine the projects included in the PSIA adopted by the Commission.
 

B. PSCo’s Arguments 

117. In this proceeding, PSCo argues that if its MYP is approved, the PSIA should be allowed to expire on December 31, 2018.  This is because PSCo has rolled the forecasted PSIA costs into the FTYs for 2018, 2019, and 2020 that make up the MYP.  If, on the other hand, an HTY is employed to determine the revenue requirement in this proceeding, PSCo states that the PSIA should be extended to give PSCo a reasonable chance to: (a) earn its authorized rate of return; and (b) avoid a high frequency of future rate cases.
  

However, PSCo has not requested in this proceeding for the PSIA to be extended.  Instead, PSCo stated in this proceeding that if the Commission decides that the revenue requirement will be determined based on the 2016 HTY, it would file a separate application requesting to extend the PSIA.
  Significantly, PSCo also has not provided in this proceeding 

118. the plan, or any of the components thereof, required by Decision No. R15-1204 issued in Proceeding No. 15AL-0135G on November 16, 2015, as a condition for any request to extend the PSIA.   

C. Intervenors’ Arguments

119. Even though PSCo did not request the extension of the PSIA in this proceeding, Intervenors have presented their positions concerning whether to retain the PSIA.  In summary, Staff states that the PSIA should be allowed to expire because “it is no longer needed;”
 the OCC’s “primary” position is opposition to the proposed extension
 and its “alternative position” is support for the extension but only if it is limited to CAPEX costs incurred due to new mandates from the U.S. Department of Transportation’s Pipeline and Hazardous Materials Safety Administration (PHMSA) that meet the Commission’s rider criteria;
 EOC supports the extension of the PSIA if an HTY is adopted “because if the PSIA costs are ‘folded in’ through the GRSA rider, then transmission and distribution main costs will likewise flow into the residential fixed Customer Charge,”
 which “would be an unjust and unreasonable ratemaking result;” and AARP states that the PSIA should be allowed to expire irrespective of whether the revenue requirement is determined by the MYP or the HTY because it “undermines incentives for the utility to be prudent and cost-effective” and “makes it difficult to oversee the prudence of [PSCo’s] expenditures.”
  

D. Subsequent Developments

120. On April 20, 2018, PSCo filed a Verified Application to Extend the PSIA for an Additional Two Years (Application).  In the Application, PSCo requests a two-year extension of the PSIA if the MYP is not approved in this proceeding.
  The Application purports to comply with the requirements specified in Decision No. R15-1204 for requesting an extension of the PSIA.
  

E. Analysis 

121. Parties have not addressed the fundamental PSIA issue in this rate case –  whether an extension of the PSIA is necessary to support continuation of HTY-based rates.  It is troubling that PSCo did not request an extension of the PSIA in this proceeding.  PSCo neglected to do so even though it has contended from the start that the decisions to base the revenue requirement on an HTY and to extend the PSIA are inextricably intertwined.  This vital relationship is evidenced by the fact that every request for extension of the PSIA in the past has been made and decided within the context of a Phase I rate case.
  It is equally troubling that intervenors advocate an HTY without addressing ongoing PSIA mitigation measures.  As noted above, the PSIA’s role in mitigating PSCo’s underearning in recent years played a role in the choice of the HTY as the basis for the revenue requirement in this proceeding.  

Because PSCo chose not to request an extension of the PSIA in this proceeding, there is an insufficient record in this proceeding upon which to base a decision to either extend the PSIA, or to let it expire.  As noted above, PSCo has not presented the plan in this proceeding, 

122. or any of the components thereof, required by Decision No. R15-1204 as a condition for any request to extend the PSIA, which is intended to ensure that the “extraordinary cost recovery program”
 does not last any longer than necessary.   Instead, PSCo has filed the Application and can address the extension of the PSIA in that proceeding.  

VI. RATE BASE
A. Year-End Versus Average-Year Rate Base 

123. Rate base represents the investor-supplied plant facilities and other investments required in providing utility service to customers.  The utility is allowed a reasonable opportunity to earn a fair ROR on rate base.  The year-end rate base method uses the plant assets as they exist at year end as the rate base.  PSCo advocates the use of year-end rate base if the HTY is adopted.  The 13-month average rate base method uses a 13-month average of rate base in recognition that plant is added and removed during the test year so that basing rate base on a snapshot taken at a single point of time can provide an unrepresentative calculation of the rate base during the year.  OCC and Staff advocate the use of a 13-month average rate base.

1. PSCo’s Argument

124. In the event that the Commission rejects Public Service's proposed MYP, PSCo requests that its rate base value be calculated using the year-end methodology.  While it agrees that it “must establish the existence of certain circumstances in order to use year-end methodology,”
 PSCo focuses on only one such circumstance: earnings attrition.
  PSCo asserts that the record of persistent earnings attrition over time justifies using the 2016 year-end balance for calculating rate base.  According to PSCo, the primary cause of its earnings attrition is its increasing CAPEX and other costs.
  PSCo also argues that the use of the year-end rate base “results in a better temporal match with the period the rates will be in effect, as it will use year-end 2016 for rates that will be in effect in 2018.”
  

2. Intervenors’ Arguments

d. Staff

125. Staff argues that PSCo has not satisfied its burden of proving that “special” or “extraordinary” circumstances exist justifying the use of year-end rate base.  As to earnings attrition, Staff concedes that PSCo has underearned in recent years, but argues that PSCo has not provided “evidence explaining the Company’s apparent failure to earn its authorized ROE and placing causation outside of the Company’s control.”
  Instead, Staff asserts the record establishes that PSCo’s recent underearning is a result of its spending on plant, which “is the result of choices made by [PSCo] that are within its control.”
  As support, Staff asserts that PSCo’s “more recent high levels of capital expenditure has far exceeded customer growth and it appears that PSCo has undertaken the strategy of replacing undepreciated plant and growth in plant” to inflate its rate base.
  

e. The OCC

The OCC agrees with Staff that the record does not establish that PSCo’s growth in plant has been beyond the control of PSCo.
  The OCC also argues that PSCo has not proven 

126. it has suffered “significant” attrition and that, in fact, the record establishes that PSCo’s earned ROE is “on the rebound.”
  Finally, the OCC asserts that there is no evidence that inflation has had an effect on PSCo’s earnings.
  The OCC concludes that using a 13-month average rate base is appropriate, because it best satisfies “the matching principle [by] maintain[ing] an interrelationship between plant investments, revenues and expenses.”
   

3. Analysis

127. In Decision No. C93-1346 in Proceeding No. 93S-001EG, the Commission stated:

In previous decisions, the Commission has stated that in most cases average rate base more accurately reflects the relationship between test year investments, revenues, and expenses, than a year-end rate base.  However, the Commission also has acknowledged in prior decisions that the use of 
year-end rate base may be proper in special circumstances, for example, 
to combat some potential sources of attrition beyond control of the Company[.]

Elsewhere, the Commission has pointed to the existence of inflation and capital growth beyond the control of the utility as potential additional justifications for using the year-end method of calculating rate base.
  The undersigned ALJ concludes that the standard enunciated above is well-reasoned and persuasive and shall be followed in this proceeding. 

 The undersigned ALJ further finds and concludes that PSCo has not satisfied its burden of establishing that any of the circumstances exist justifying the use of the year-end methodology for calculating rate base.  As to inflation, PSCo does not rely on it as a basis for its attrition argument.  In addition, as noted above, a significant portion of PSCo’s pipeline integrity 

128. investments has enjoyed current recovery on a dollar-for-dollar basis through the PSIA.  And, as to non-PSIA growth, the record does not establish that PSCo does not have control over that spending.
  Finally, the Commission has noted that “investors realistically can expect a certain amount of attrition,” particularly as a consequence of significant capital spending.
  Accordingly, PSCo has not established any “special” or “extraordinary” circumstances justifying the use of the year-end methodology.  A 13-month average rate base shall be used in this proceeding. 

B. Craig and Gunnison Compressors

1. Parties’ Arguments

129. PSCo proposes that the cost of the Craig and Gunnison compressors be added to its overall cost of service in this proceeding instead of recovering costs for the compressors through a service charge to Atmos.  Staff objects, arguing that the compressors are in remote locations serving primarily Atmos customers, and it would create a subsidy that benefits Atmos to the detriment of Public Service’s customers. Staff also recommends an adjustment to the HTY Construction Work in Progress (CWIP) of $2,254,553.  Atmos argues that the question of whether to allocate the compressors to Atmos should be addressed in a Phase II proceeding.  

130. In its rebuttal case, PSCo argues that the compressors will provide benefits to PSCo’s distribution system.  In addition, PSCo points out that rate averaging and the socialization of costs over the entire Public Service system is a foundational aspect of most public utility systems, and that Atmos pays for other charges that benefit PSCo customers, such as the PSIA.  Finally, PSCo notes that because the 2016 HTY CWIP amount is offset by Allowance for Funds Used During Construction, the HTY revenue requirement is not materially impacted by the Atmos compressors.

2. Analysis

131. The ALJ finds and concludes based on the evidentiary record that the compressors provide an overall system benefit that is consistent with such utility investments and that, while the compressors will benefit Atmos customers, Atmos pays for other charges that benefit PSCo customers, such as the PSIA.  Accordingly, the cost of the Craig and Gunnison compressors shall be added to the cost of service in this proceeding.  

132. Staff’s proposed CWIP adjustment shall be denied.  No intervenor has questioned whether the compressors are needed investments or whether their costs are too high.  Accordingly, the proposed CWIP adjustment shall be denied.  

C. Georgetown Asset Sale

1. Parties’ Arguments

133. In 2016, PSCo sold a property known as the Green/Clear Lakes property near Georgetown, Colorado, which includes 126.8 acres of land, a conference center, and a caretaker’s lodge.  The sales price was $728,100.
  PSCo states that “[t]he conference center and the caretaker’s lodge are in the Company’s rate base, while the land is not,”
 and further contends that the gas department gain from depreciated value on the buildings is $53,258.
  As support, PSCo states that the land was not owned by PSCo, but by a PSCo subsidiary.
  As a result, PSCo proposes to share 50 percent of the gain on the sale of the buildings with ratepayers, or $26,630, but contends that PSCo should retain 100 percent of the gain on sale of the associated land.  As to the 50/50 split of the gain on the structures, PSCo states that shareholders and ratepayers shared the capital risks associated with those assets, so it makes sense that they should share the gains.
  

134. The OCC recommends that the proceeds from the sale of both the building and land assets be assigned to PSCo’s ratepayers except their net book value should be allocated to PSCo’s investors.  The OCC states PSCo has not satisfied its burden of proving the land was owned by a subsidiary and was thus never a utility property because it has provided no documentation to support this contention.  As a result, the OCC concludes that the presumption must be that costs associated with the buildings and land have been included in the Company’s revenue requirement. These costs would include property taxes, insurance, maintenance of the land and trout ponds, repairs, and other carrying costs since PSCo’s acquisition in 1941.
  As to PSCo’s proposal to split the gains on the land 50/50 between shareholders and ratepayers, the OCC notes that PSCo proposed to allocate 100 percent of the gains on the sale of PSCo’s “Technical Services Building” to ratepayers.
  Based on the foregoing, the OCC recommends making an adjustment of $136,929 to the 2016 HTY-based revenue requirement, which consists of a $26,630 adjustment on the amount allocated to gain on the buildings and a $110,299 adjustment on the amount allocated to gain on the land.
  Also, because PSCo did not provide an appraisal, the name of the buyer or a copy of the sales contract, the OCC questions the reasonableness of the sales transaction.
 

135. In its rebuttal case, PSCo acknowledges that utility ratepayers paid for costs of the structures through rates.
  But, PSCo did not address the OCC’s assertion that ratepayers also paid for the costs associated with the land through rates. Nor did it provide documentation establishing that the land was owned by an unregulated affiliate of PSCo, or address PSCo’s proposal to allocate to ratepayers 100 percent of the gain on the sale of its Technical Services Building.  PSCo did state that the sales price was reasonable because a public auction is the best way to determine the value of the property.
   

2. Analysis

136. The undersigned ALJ finds and concludes that PSCo has not satisfied its burden of establishing that ratepayers should receive only $26,630 of the gain on the purchase price of the Green/Clear Lakes property.  PSCo provided no documentary evidence that an unregulated affiliate owned the land and paid the taxes and maintenance expenses for the land from 1941 until the sale in 2016, or during any time during that period.  PSCo also did not provide sufficient evidence to support its assertion that shareholders had 50 percent of the risk with respect to any of these assets.  Finally, PSCo did not provide sufficient evidence to support its assertion that risk is an appropriate measure to allocate the gains with respect to the Green/Clear Lakes property, but apparently was not with respect to the sale of the Technical Services Building.  Accordingly, the ALJ finds and concludes that the Green/Clear lakes property shall be treated as a regulated asset and the OCC’s adjustment shall be adopted.  The ALJ further finds and concludes that PSCo has satisfied its burden of establishing the reasonableness of the sales price.   
D. GL and WAM Projects

1. PSCo’s Argument

137. PSCo seeks cost recovery associated with PSCo’s portions of the costs of the General Ledger (GL) and Work and Asset Management (WAM) system replacement projects undertaken by Xcel.  The GL system provides accounting functionality.  The WAM system oversees “utility work planning and scheduling, designing jobs and collecting costs, outage management, vendor contract management, materials procurement and inventory management, and asset maintenance and support.”  It “will work in tandem with [the] GL system.”
  

138. PSCo instituted these projects because the existing GL and WAM systems were reaching their “end-of-life.”  While the GL system was no longer supported by its vendor, the vendors of the WAM system no longer provided “full support or upgrades with robust protection against system failure or cyber-attacks.”
 As a result, PSCo contends that they needed to be replaced because they “presented too much risk to [PSCo’s] core business functions to continue their use indefinitely.”
  The replacement was completed, and the GL and WAM systems were placed in service, in 2015 and October 30, 2017, respectively.
  The estimate of the capital cost of the GL and WAM projects is $45.11 million, which includes PSCo’s portion of a $70 million contingency.
  

139. In the last rate case, 15AL-0135G, PSCo sought cost recovery of the GL and WAM projects.  The Commission denied PSCo’s request in that proceeding because the evidentiary record was insufficient to determine whether the costs of the projects were just and reasonable.  However, the Commission allowed PSCo to place the capital costs of the projects in a regulatory asset to be deferred to the next gas rate case so that the prudence of such costs could be more thoroughly investigated.
  

140. PSCo is now seeking to recover its share of the costs of the GL and WAM projects.  Toward that end, PSCo has supplied an explanation of the need for the projects summarized above.  PSCo also provided a cost-benefit analysis conducted by the Xcel enterprise concluding that the benefits far outweigh the costs of the projects.
   

141. Finally, PSCo argues that because it placed the WAM system in service in 2017 and the cost is a known and measurable adjustment, a pro forma adjustment should be made to the 2016 HTY.  To do so, PSCo states that an upward adjustment of over $4 million to the 
2016 HTY is required, but does not provide a specific number.
  This adjustment is not currently reflected in any of the 2016 HTY models provided by the parties and would have to be worked out at a Technical Conference.
  

2. The OCC’s Argument

142. While it agrees that an analysis showing that the benefits outweigh the costs of the GL and WAM projects would suffice to justify cost-recovery in this proceeding, the OCC argues that PSCo’s cost-benefit analysis is “flawed, inconsistent and inaccurate.”
  Specifically, the OCC contends that PSCo did not quantify the increase in safety, reliability, and overall customer service response that PSCo asserts are benefits of the GL and WAM systems.  Nor did PSCo provide detailed cost estimates or the vendor discounts PSCo obtained, or a cost-benefit analysis of staying with the GL and WAM systems that the current systems replaced.  As a result, the OCC concludes that the cost-benefit analysis is unsupported.

143. If the Commission finds that the costs associated with the GL and WAM projects were prudently incurred, the OCC recommends making an O&M cost saving offset of $4.2 million plus the earnings in rate base on these projects and the associated property taxes.  The OCC derived this number from Attachment SBB-1 to Hearing Exhibit 101.
  The OCC agrees that if the Commission decides that the GL and WAM costs were prudently incurred, then those costs would qualify as a known and measurable adjustment to the 2016 HTY.
   

3. Analysis

Based on the evidentiary record, the ALJ finds and concludes that PSCo has provided sufficient information to establish that the costs of the GL and WAM systems were prudently incurred.  While the record is far from perfect and the OCC raised some legitimate concerns, PSCo has sufficiently rebutted the OCC’s concerns.  In addition, the ALJ finds and concludes that the costs associated with the WAM system, which was put into service during 

144. 2017, are known and measurable and thus shall be added to the 2016 HTY as a pro forma adjustment.  Finally, the ALJ finds and concludes that the OCC’s request to include an O&M cost savings offset of $4.2 million in the 2016 HTY resulting from the GL and WAM projects is reasonable and shall be accepted.  
E. Cost Allocations – Xcel Energy Services

1. Parties’ Arguments

145. Xcel Energy Services (XES) is a service company that provides certain administrative, management, and support services to the operating utilities within the Xcel family.  Cost allocation ratios (represented as percentages) are used to apportion the costs between the different Xcel entities. Such apportioned costs are considered indirect costs, as opposed to direct costs that are solely originated by the operating utility.  Pursuant to Commission Rule 4500 et seq.,
 Xcel uses a Cost Assignment and Allocation Manual (CAAM) that is updated annually to determine the appropriate allocation percentages to be applied to each pool of costs.  XES has over 100 separate pools of costs.  Xcel also uses a Fully Distributed Cost Study (FDC) to determine and identify the costs that have been assigned and allocated to PSCo’s non-regulated activities for which ratepayers do not pay. In this proceeding, PSCo requests that the Commission approve the CAAM and FDC study as a reasonable basis for assigning or allocating costs to PSCo for purposes of the 2016 HTY.  The CAAM and FDC studies used data from 2015.  
146. Staff requests that the Commission disallow 0.4 percent, or $306,518, of the costs XES charged to PSCo.  Through discovery in this proceeding, Staff obtained the most up-to-date percentages based on the 2016 year-end numbers, which allegedly showed a negative 0.4 percent adjustment to the percentages allocated to PSCo in the 2016 CAAM.  This is an average reduction over all of the percentages applied to all of the pools.  According to Staff, this results in a $306,518 reduction in the XES costs allocated to PSCo.  
147. In rebuttal, PSCo objects to Staff’s proposal for three reasons.  First, the Commission has always used prior-year data for determining the cost allocations used in an HTY.  In this case, that means that 2015 data is used in the 2016 HTY.  Second, PSCo asserts that Staff’s recommendation contains an error because Staff applied the 0.4 percent reduction to the combined direct and allocated XES charges, not just the allocated charges.
  Third, using the average adjustment of 0.4 percent across all of the cost pools produces inaccurate results, as shown below.
  
	Calculating 2016 v. 2017 Allocated Costs On A Per Pool Basis

	Pool 
	Costs
	2016 Percent
	2016 Allocated Amount
	2017 Percent
	2017 Allocated Amount
	Percent Increase or (Decrease)
	Amount Increase or (Decrease)

	A
	$10M
	34.4%
	$3.54M
	35.6%
	$3.56M
	 0.2
	$20,000

	B
	$100,000
	35.1%
	$35,100
	34.5%
	$34,500
	(0.6)
	($600)

	Total Costs
	$10.1M
	
	
	
	
	(0.4%)
	$19,400

	Calculating 2016 v. 2017 Allocated Costs Using the Average 
Percentage Change Applied to All Allocated Costs

	
	Costs
	
	
	2017 Average Percentage Change
	
	
	Amount Increase or (Decrease)

	Total Costs
	$10.1M
	
	
	(0.4%)
	
	
	($40,400)


2. Analysis 

148. Staff’s proposed adjustment shall be rejected.  The evidence establishes that the Commission has approved use of prior-year statistics in each rate case since 2006.  Moreover, Mr. Dietenberger’s rebuttal testimony on the 0.4 percent reduction proposed by Staff is compelling.  Accordingly, the cost allocations calculated by PSCo shall be used.

F. Revised Depreciation Rates

PSCo is proposing changes to the approved depreciation rates for the transmission and distribution gas mains accounts in accordance with a study performed by the Alliance Consulting Group.  PSCo also is proposing to align the depreciation rates for gas general assets with the currently approved depreciation parameters for the similar electric general assets from the 2016 Depreciation Settlement.  Finally, PSCo is proposing to use the approved 

149. common depreciation rates from the 2016 Depreciation Settlement for the common assets in this case.
150. No party has objected to PSCo’s proposal.  Accordingly, it shall be adopted.  

VII. COST OF CAPITAL

A. Return on Equity

1. PSCo’s Arguments 

151. PSCo recommends that an ROE of 10.0 percent within a reasonable range of 9.5 to 10.5 percent be used in developing the revenue requirement in this proceeding.  PSCo’s current ROE is 9.5 percent.  PSCo developed its ROE recommendation using a combination 
of the Constant Growth Discounted Cash Flow (DCF) model, the Multi-Stage DCF model, 
Risk Premium Model, Capital Asset Pricing Model, and the Bond Yield plus Risk Premium model.  In addition to the model results, PSCo considered other economic factors including 
company-specific risk, flotation costs, and capital market conditions.  PSCo employed a proxy group of a combination of gas and electric utilities that it asserts are risk-comparable to the Company. 

The proxy group used by PSCo is as follows: Ameren Corporation, Avista Corporation, Black Hills Corporation (Black Hills), CMS Energy Corporation, DTE Energy Company, NorthWestern Corporation, SCANA Corporation, Sempra Energy, and WEC Energy Group.
  According to PSCo, each of these companies is publicly traded, is a combination gas/electric utility, has an investment grade credit rating between A- and BBB from S&P, derives 

152. the vast majority of its operating income from regulated utility operations, and owns generation assets in rate base.  According to PSCo, these factors make these companies in the proxy group the most similar to PSCo for purposes of analyzing the ROE.
  

153. In its Multi-Stage DCF model, PSCo used the historical real GDP annual growth rate from 1929 to 2016, which was 3.22 percent, as reported by the Bureau of Economic Analysis of the U.S. Department of Commerce (BEA).  PSCo also used an assumed inflation rate of 2.21 percent.  This results in an assumed future nominal GDP growth rate of 5.51 percent.
  The assumed inflation rate of 2.21 percent is the average of: (a) the average long-term projected growth rate in the Consumer Price Index (CPI) of 2.30 percent; (b) the compound annual growth rate of the CPI for all urban consumers for 2027 through 2040 of 2.33 percent as projected by the Energy Information Administration (EIA); and (c) the compound annual growth rate of the GDP chain-type price index for 2027 through 2040 12 of 2.01 percent projected by the EIA.
   

154. PSCo believes that low interest rates have suppressed dividend yields on utility stocks, which produces unreliable results in the DCF models.  For that reason, PSCo also used the Capital Asset Pricing Model (CAPM), and the Bond Yield Plus Risk Premium models.  The results of the application of the models to PSCo’s proxy group are as follows:
	Results of DCF Models*

	
	Mean Lo
	Mean Hi
	Mean

	Constant Growth DCF
	8.63%
	10.57%
	9.51%

	Multi-Stage DCF
	9.06%
	 9.86%
	9.41%

	Results of Rick-Premium Models

	
	Current Risk-Free Rate
	2017-2018 Projected Risk-Free Rate
	2018-2022 Projected Risk-Free Rate

	CAPM-Value Line Beta
	10.14%
	10.27%
	10.47%

	Bond Yield + Risk Premium
	  9.76%
	  9.97%
	10.27%


*Includes Flotation Costs of 0.10%.

The mean low and mean high results for the DCF models reflect the lowest and highest expected DCF for the proxy group.  The mean was calculated using the average growth results for all members of the proxy group.  

155. PSCo also introduced and relied on evidence that the average authorized ROE for natural gas utilities in the United States through the first three quarters of 2017 was 9.75 percent, and the average ROE for such companies resulting from litigated cases was 9.89 percent.
  PSCo contends that none of the data points in the RRA analysis are outliers.  However, even if the most contentious data point is omitted (for ENSTAR Natural Gas Company (Enstar), which is an Alaska-based utility), the average authorized ROE for the first three quarters of 2017 was 9.60 percent.
  

156. Finally, PSCo’s ROE expert (Mr. Reed) “considered” PSCo’s flotation costs “in determining where within the range of reasonable results the ROE for [PSCo] should be set.”
  According to Mr. Reed, flotation costs are the costs associated with the sale of new issues of common stock and include “out-of-pocket expenditures for preparation, filing, underwriting, and other issuance costs.”
  Mr. Reed testified that PSCo’s flotation costs “are approximately 0.10 percent (i.e., 10 basis points).”
  Mr. Reed testified further that actual returns will fall short of expected (or required) returns without a flotation cost adjustment, thereby diminishing the Company’s ability to attract adequate capital on reasonable terms.
  For this reason, Mr. Reed “considered” PSCo’s 0.10 percent flotation cost in making his recommendation, but it is not clear how precisely it factored into his recommendation.  

2. Intervenors’ Arguments

f. Staff

157. Staff recommends an ROE of 9.0 percent and a reasonable range between 7.81 percent and 9.15 percent.  Staff applied the Constant Growth DCF and Multi-Stage DCF models in its analysis.  The results are as follows:

	Staff’s ROE Analysis Results
	Mean
	Median

	Constant Growth DCF 
	8.26%
	            8.68%

	Multi-Stage DCF 
	7.81%
	8.04%



The proxy group used by Staff includes the following five companies used by PSCo: Ameren Corporation, CMS Energy Corporation, DTE Energy Company, SCANA Corporation, and WEC Energy Group.
  To this group, Staff added Atmos, Consolidated Edison, Inc., and Public Service Enterprise.  All are combination utilities like PSCo that sell both electric and natural gas service, except Atmos, which sells only natural gas service.  Otherwise, all of these companies are covered by multiple equity analysts, have earnings per 

158. share estimates, make dividend payments, have a credit rating of at least BBB+ or an equivalent rating from Moody’s or Fitch’s, have a beta within 15 basis points of Xcel, have gas operating income or revenue that is 10 percent or greater of overall operating income or revenue, derive 
a majority of their revenues from regulated utility business, and are not involved in mergers 
of consolidations.
  Ms. Sigalla testified that “[s]electing a proxy group with similar 
market-perceived risk levels is vital for developing a reasonable and appropriate ROE for ratemaking.”
  

159. Staff used the Congressional Budget Office’s (CBO) forecast of the nominal 
long-term growth rate from 2017 to 2047 of 4.0 percent in its Multi-Stage DCF Model, which consists of a 1.90 percent real GDP growth rate and a 2.00 percent inflation rate.
  In contrast, as noted above, PSCo used the historical real GDP growth rate dating back to 1929, which is 3.22 percent, and an assumed inflation rate of 2.21 percent.  This results in an assumed future nominal GDP growth rate of 5.51 percent.
  Staff contends that CBO’s forecasted numbers are better because the CBO accurately assumes, among other things, that the growth of the labor force and productivity will slow down in the future.
  Because PSCo’s data is purely historical, it does not capture these anticipated changes that will have an effect on economic growth.  
160. Staff also manipulated some of the inputs in PSCo’s Constant Growth DCF and Multi-Stage DCF models.  For example, they updated the data for the companies in PSCo’s proxy group and also used Staff’s proxy group instead of PSCo’s.  The results are as follows:
	Staff’s ROE Analysis Results
	Mean
	Median

	Constant Growth DCF Using PSCo’s Proxy Group With Updated Data
	8.82%
	9.08%


	Multi-Stage DCF Using PSCo’s GDP & PSCo’s Proxy Group With Updated Data
	8.99%
	9.20%


	Multi-Stage DCF Using PSCo’s GDP & Staff’s Proxy Group
	8.80%
	9.01%



161. Staff objects to PSCo’s use of flotation costs in setting the ROE.
  Staff objects to the inclusion of flotation costs in the ROE analysis because the Commission held in PSCo’s last rate case that doing so “is a flawed mechanism for cost recovery.”
  Staff also objects to an upward adjustment of the ROE based on the flotation costs because it will result in PSCo 
over-recovering its true flotation costs.
  

As noted, the average of the results for the application of the Constant Growth DCF and Multi-Stage DCF models using Staff’s inputs is 8.26 percent and 7.81 percent, respectively.  Staff states that these results indicate that a lower ROE is reasonable, but prudence suggests that a step-down be gradual.  Staff concludes that an ROE that is 50 basis points lower than the existing 9.50 percent (to 9.0 percent) is reasonable.  Staff cites the precipitous drop in treasury rates, weak economic growth, and relatively low risk for utilities as reasons the ROE 

162. should be lowered in this proceeding.  As to PSCo’s risk profile, Staff notes that PSCo’s beta measure is the lowest of any of the proxy companies used by both Staff and PSCo, and the second lowest of any company included in PSCo’s proxy group.  Staff concludes that this measure justifies lowering PSCo’s ROE.
    

g. The OCC

163. The OCC, like Staff, believes that Public Service’s ROE should be lowered and recommends it be set within a range of 8.3 percent to 9.5 percent.  For purposes of setting the revenue requirement, the OCC recommends 9.0 percent, or in the alternative, 8.6 percent which is based on the OCC’s application of the Multi-Stage DCF using updated data, which is the model used in Proceeding No. 15AL-0135G.  In support of its recommendation, the OCC utilized the Constant Growth DCF, Multi-Stage DCF, CAPM, and an examination of recently authorized returns and risk premiums.  The results were as follows:
	OCC ROE Analysis Results
	Lo
	Hi
	Average

	CAPM
	7.9%
	9.2%
	8.5%

	Constant Growth DCF
	8.3%
	8.6%
	8.5%

	Multi-Stage DCF
	6.7%
	8.5%
	7.9%

	Average of 3 methods
	
	
	8.3%

	Recent Authorized ROEs
	
	
	9.5%

	Multi-Stage DCF used in 12AL-1268G
	
	
	8.6%


164. The OCC employed two proxy groups.  The first consisted exclusively of utilities that sell only natural gas service.  The other criteria for selection of the gas-only proxy group were: (a) an investment grade credit rating from S&P; (b) no significant merger, acquisition, or divestiture activity; (c) no recent cuts in dividends; and (d) no significant non-utility, 
non-regulated, or international subsidiaries.  These criteria yielded the following gas-only proxy group: Atmos, Chesapeake Utilities, New Jersey Resources, NiSource, Northwest Natural Gas, ONE gas, South Jersey Industries, Southwest Gas, and Spire.
 

165. The OCC’s second proxy group consisted of electric/gas combination utilities.  The OCC used the same criteria for selecting the electric/gas combination utility proxy groups listed above, but also used the following criteria: (a) large cap company; (b) credit rating that matches PSCo or is within one notch of PSCo; and (c) has regulated natural gas operations.  These criteria yielded the following electric/gas combination utility proxy group: Alliant Energy, Ameren Corporation, CMS Energy, Consolidated Edison, DTE Energy, Edison International, OGE Energy, Public Service Enterprise, SCANA Corporation, and WEC Energy Group.
 

166. The OCC argues that PSCo’s proxy group consists of companies that are smaller and riskier than PSCo.  In fact, PSCo’s beta is the second lowest in PSCo’s proxy group, in part because the PSIA provides PSCo with virtually risk-free recovery of a substantial portion of its CAPEX.
  According to the OCC, “[b]y introducing a size and risk bias into [its] selection of proxy companies, [PSCo’s] results will be overstated.”
  The OCC also contends PSCo erred in including only electric/gas combination utilities in the proxy group.  According to the OCC, the Commission specifically rejected such an approach in Proceeding No. 12AL-1268G in favor of a proxy group consisting of two-thirds combination utilities and one-third gas-only utilities.
  

167. The OCC assumed a long-term growth rate of 4.8 percent, which consists of the 3.0 percent real GDP growth rate from 1947 to 2016, as reported by the BEA, and an expected inflation rate of 1.8 percent.
  Obviously, the OCC’s date range limitation excludes the Depression and the subsequent recovery.  Again, this was different from PSCo’s use of the BEA’s historical real GDP growth rate dating back to 1929, which includes the Depression and the subsequent recovery.  The OCC also used the latest actual Treasury bond yield in its CAPM analysis, while PSCo used forecasted yields.
  The OCC asserts that PSCo has used forecasted yields in the past and history has shown that PSCo’s forecasts were substantially overstated.
 

168. The OCC has the same concerns as Staff about the inclusion of flotation costs as a factor in determining the ROE.  The OCC believes that flotation costs should play no role in the ROE determination.
  

169. As noted, the OCC recommends a reasonable range of 8.3 percent to 9.5 percent.  The low end of the range – 8.3 percent – is the average of the results of the OCC’s application of the Constant Growth DCF, Multi-Stage DCF, and CAPM models.  The upper end – 9.5 percent – is the average of the ROEs authorized for gas utilities in the first half of 2017.
  The OCC’s primary ROE recommendation is 9.0 percent, but it offers an alternative recommendation of 8.6 percent, which is the result from the OCC’s application of the Multi-Stage DCF model.
   The OCC argues that the results of the City of Denver’s Division of Property Taxation’s (DPT) application of the CAPM and DCF models to estimate the cost of equity for all electric and gas utilities supports the OCC’s recommendation.  DPT conducts this analysis on an annual basis in conjunction with its property tax assessments.  In 2017, DPT estimated the cost of equity for all such utilities, and for Xcel specifically, as 9.23 percent and 8.63 percent, respectively.
  Based on the forgoing, the OCC believes that lowering PSCo’s ROE to either 9.0 or 8.6 percent is justified.  

h. FEA

170. The FEA also recommends an ROE of 9.0 percent, within a reasonable range of 8.6 percent to 9.3 percent.  The ROE of 9.0 percent is the approximate midpoint of the range.  In support of its recommendation, FEA utilized the Constant Growth DCF, Sustainable Growth DCF, Multi-Stage DCF, Risk Premium, and CAPM cost of equity models. The results were as follows:

	FEA ROE Analysis Results
	Mean
	Median

	Constant Growth DCF
	8.49%
	8.60%

	Sustainable Growth DCF
	8.53%
	8.14%

	Multi-Stage DCF
	7.69%
	7.77%

	Risk Premium
	9.26%
	

	CAPM
	8.90%
	


171. FEA’s proxy group consisted of the same companies used by PSCo with the exception of Avista Corporation and Sempra Energy.  FEA excluded the former because it is being acquired by Hydro One Ltd. and the latter because it is in the process of acquiring Oncor Electric Delivery Company. 

172. FEA used the consensus of analysts’ forecasts of five-year and ten-year average GDP growth as a proxy for the projected long-term growth rate of a utility, as published by Blue Chip Financial Forecasts.  This resulted in a growth rate of 4.2 percent, which consists of a 2.1 percent real growth outlook and an inflation outlook of 2.1 percent.
  This is a different approach from PSCo’s use of historical data from 1929 to 2016, which resulted in PSCo using a long-term growth rate of 5.51 percent.  FEA contends that PSCo’s analysis using historical data is “not based on market participants’ outlooks for future growth opportunities of the proxy companies, specifically, or growth of the industry generally” and thus is “not based on data that is likely used by investors to inform investment decisions.”
  

173. According to FEA, its recommendation reflects observable market evidence, the impact of Federal Reserve policies on long-term capital market costs, an assessment of the current risk premium built into current market securities, an assessment of the investment risk characteristics of the utility industry, and market demand for utility securities.

i. AARP

174. AARP does not produce cost of equity models or recommend a specific ROE, but opines that Public Services’ ROE of 10.0 percent is too high.  AARP points out that the average authorized ROE in 2016 for gas utilities was 9.5 percent.
   AARP disagrees with arguments by Public Service that the Federal Reserve board will continue to raise interest rates.
  AARP also notes that the Federal Reserve board has reduced its target for the eventual leveling off of interest rates.
  AARP concludes that “[t]he expectation that interest rates will rise significantly and thereby drive up costs of capital is subject to great uncertainty.”
  

3. Analysis

j. Legal Standard

175. Public Service’s gas utility operations are capital-intensive, which makes the determination of the Company’s authorized ROE of critical significance to its cost of service. The authorized ROE must be sufficient to support the Company’s capital requirements, since necessary investments are made to provide adequate and reliable service.  

176. In determining the ROE, the Commission must satisfy the standards articulated 
in Bluefield Waterworks and Improvement Co. v. Public Service Comm’n. of West Virginia, 262 U.S. 679 (1923) and Federal Power Comm’n. v. Hope Natural Gas Co., 320 U.S. 591 (1944).  PSCo’s authorized ROE must be similar to the returns to investors who own shares in other businesses having comparable financial characteristics and business risks.  Bluefield and Hope further require that the established ROE supports PSCo’s financial integrity, including its credit rating that serves as a basis for securing debt at reasonable rates.  Setting the ROE is a balancing art.  If it is set unreasonably high, ratepayers may be burdened with excessive costs and current investors could receive a windfall.  If it is set too low, service quality may be jeopardized, because PSCo will not be able to raise new capital on reasonable terms. 

k. Proxy Group

177. As noted, under the standard enunciated by Bluefield and Hope, PSCo’s authorized ROE must be similar to the returns to investors who own shares in other businesses having comparable financial characteristics and business risks.  For this reason, it is necessary to establish a group of companies that are both publicly traded and comparable to PSCo to serve as its “proxy” for purposes of determining the ROE.  The parties agree with this overall process and, in fact, agree on a core group of common companies to be included in the proxy group.  Those companies are: Ameren Corp.; CMS Energy Corp.; DTE Energy Co.; SCANA Corp.; and WEC Energy Group, Inc.
  Of course, each party used different selection criteria and, as a result, included different additional companies to be included in the proxy group.  These different, additional companies caused, in part, the different conclusions concerning the ROE reached by the parties. 

l. ROEs Awarded in Other Jurisdictions

178. As a general matter, the parties also agree that ROEs awarded in litigated and settled rate cases throughout the United States in 2017 are relevant to the determination of the ROE in this proceeding.  However, the parties disagree about what data points to include in the analysis.  For example, PSCo argues that all of the data points should be included, the average of which is 9.75 percent.
  On the other hand, FEA asserts that at least two of the highest- (Enstar) and Piedmont Natural Gas Company, Inc.) and the lowest- (National Fuel Gas Distribution Corp.) awarded ROEs are outliers.
  When they are excluded from the analysis, the average awarded ROE in 2017 is about 9.6 percent.
  

179. The parties also disagree concerning the direction in which awarded-ROEs 
are headed.  For example, FEA focuses primarily on the period from 2006 to 2016 during which the average awarded-ROE in gas rate cases declined steadily (with two exceptions) from 10.4 percent to 9.54 percent.
  While PSCo agrees (as it must) about this trend from 2006 to 2016, it focuses instead on the awarded ROEs in the first three quarters of 2017, the average of which is 9.75 percent or 9.6 percent if the Enstar decision is excluded.
  The OCC focuses on the first half of 2017 during which the average ROE awarded to gas utilities was 9.5 percent, and further notes that a decision in Connecticut during the hearing in this proceeding yielded an ROE of 9.25 percent, which, if included in the analysis, lowers the 2017 average to 9.72 or 9.58 if the Enstar decision is excluded.
  Of course, further restricting the data yields different results;
 if the 2017 data points outside of the 9.0 to 10.0 percent range are treated as outliers and thus excluded, the average awarded ROE in the first three-quarters of 2017 is 9.5 percent, which continues the downward trend that started in 2006.
  

m. Long-Term Growth Rates

180. The parties disagree about whether the long-term growth rates used in the DCF models should be derived from historical data or forecasts.  Of the four parties that conducted ROE analyses, two used historical data (PSCo and the OCC) and two used forecasts (Staff and FEA).  Unsurprisingly, the parties used different long-term growth rates in their DCF models.  
n. Models

181. The Commission’s recent decisions in fully-litigated Phase I rate cases place considerable weight on the Multi-Stage DCF model in the determination of the authorized ROE for Public Service.  In December 2013, the Commission approved a 9.72 percent ROE for PSCo’s gas department, in Decision No. R13-1307 in Proceeding No. 12AL-1268G.  The ALJ found the Multi-Stage DCF model to be the better model and analysis offered by the parties for establishing an authorized ROE in that proceeding.
  In December 2014, the Commission again established an authorized ROE using results from a Multi-Stage DCF model, which the ALJ determined to be the preferred approach, because it best reflected the equity marketplace and resulted in the most just and reasonable rates.
  In both rate cases, the Multi-Stage DCF model results were not the only analyses considered by the Commission.  In Decision No. R15–1204, issued on November 16, 2015 in Proceeding No. 15AL-0135G, the Commission once again established an authorized ROE of 9.50 percent for Public Service’s gas utility operations using results from a Multi-Stage DCF model.
  Finally, in Proceeding No. 17AL-0429G, the ALJ relied on a Multi-Stage DCF model in setting the ROE at 9.7 percent.  While the Commission modified the ROE, it did not indicate any desire to decrease its reliance on the Multi-Stage DCF.  In these proceedings, the Commission considered alternative models such as the CAPM and the Bond Yield Plus Risk Premium models, but the Commission placed primary emphasis on the results of the Multi-Stage DCF.  

182. Here, as detailed above, all of the parties have employed the Constant Growth and Multi-Stage DCF models in their analyses of the appropriate ROE.  As to those models, the parties employed various inputs and assumptions.  As noted, they disagree over, among other things, the composition of the proxy group, the time-period over which to measure long-term growth, and the time-period over which to calculate average stock prices.  
183. At the same time, at least some of the parties agree that unusual circumstances exist that make the results of the Multi-Stage DCF less persuasive in this proceeding.
  Among the circumstances cited by the parties are decreases in dividend yields and in the long-term growth rate.
  For this reason, the parties used the results of other models to bolster their analyses.  

184. Specifically, PSCo, the OCC, and FEA used the CAPM model, PSCo used the Bond Yield Plus Risk Premium model, and FEA used the Risk Premium model.  Again, the parties used different inputs and assumptions to arrive at different outputs from the models.  While PSCo’s overall analysis leads it to conclude that the ROE should be 10.0 percent within a reasonable range of 9.5 percent to 10.5 percent, the Intervenors agree that the ROE should be 9.0 percent but disagree as to the reasonable range.  Staff asserts that the reasonable range should be 7.81 percent to 9.15 percent, the OCC argues 8.3 percent to 9.5 percent, and FEA recommends 8.6 percent to 9.3 percent.  
o. Conclusion

The parties’ ROE analyses have been given thorough consideration.  The wide range of results and the divergence of positions on inputs and assumptions confirm the need for the Commission to exercise its judgment in considering the various factors that explain the differences in the calculations.  On balance, the analyses of the Intervenors supporting a reduction in the Company’s authorized ROE is more persuasive than PSCo’s analysis in support of its conclusion that the ROE should increase.  While the results of no single model 

185. predominate in this Decision, the determination of the ROE considers both the qualitative and quantitative analyses of the parties.  Therefore, the authorized ROE for Public Service will be established within the reasonable range from 9.0 percent to 10.0 percent, and an authorized ROE of 9.35 percent will be used for determining the revenue requirement.

186. Evidence in the record with respect to PSCo’s recent financial performance supports this decision.  PSCo’s share price has outperformed the market and its fellow utility stocks over the last few years.
  In addition, Public Service has sustained a stable and strong credit rating of A- that has afforded it reasonable access to capital at a reasonable cost at its current authorized ROE of 9.5 percent.
  Finally, as PSCo witness Ms. Schell notes in her direct testimony, PSCo’s 2016 bond issuance had a high level of oversubscription that allowed PSCo to secure a 3.55 percent coupon, which is the lowest 30-year bond in PSCo’s debt portfolio.
  None of this evidence was disputed by the Company.  These factors are indicators of the Company’s overall financial health, and imply that the regulatory environment in Colorado has been conducive to PSCo’s ability to provide safe and reliable service at reasonable rates.   Conversely, no persuasive evidence was presented that PSCo is at substantial risk in regard to access to capital, or under significant financial duress limiting its ability to provide safe and reliable service.
187. The undersigned ALJ agrees with the OCC that PSCo has not established that investors consider flotation costs when they purchase PSCo stock.
  Staff’s concern that the recovery of flotation costs through an ROE adjustment could result in a windfall to the Company is also persuasive.
  While Xcel Energy does incur direct costs to issue shares of stock where the proceeds then are used, in part, by Public Service to provide service to customers, the Company has not carried its burden of establishing that its proposed adjustment to the authorized ROE based on flotation costs is in the public interest.  Accordingly, no adjustment has been made based on PSCo’s flotation costs. 
B. Cost of Long-Term Debt

1. PSCo’s Arguments 

188. PSCo recommends a cost of long-term debt of 4.47 percent based on the 
2016 HTY.  The 4.47 percent cost in 2017 was based on the assumption of a ten-year mortgage bond issuance with a forecasted coupon rate of 3.5 percent.  PSCo’s recommendation represents a slight reduction from the 4.5 percent authorized in PSCo’s last rate case.
  PSCo calculated its average cost of long-term debt from its annualized debt costs using a 13-month average outstanding debt balance.
  

189. PSCo also recommends including its hedging costs in the cost of debt because “[i]t would be unreasonable to give customers the benefits of hedging while forcing the Company to bear the costs.”
  PSCo also advocates in favor of including the fees associated with its credit facility in the cost of debt.  According to PSCo, the credit facility is long-term debt because it extends beyond one year, the credit facility fees “are essentially the same as the expenses associated with other types of long-term debt issuances that are included in the cost of debt,” and the Commission previously rejected a proposal to exclude the credit facility fees from the long-term debt in Proceeding No. 12AL-1268G.
 

2. Intervenors’ Arguments

p. Staff

190. Staff recommends that the Commission authorize a cost of debt of 4.62 percent for the 2016 HTY.
  Staff recommends including all outstanding debt and associated costs, including short-term debt and Off-Balance Sheet (OBS) debt.  At the end of 2016, PSCo’s OBS debt was approximately $799 million at an average cost of 6.10 percent, and its short-term 
debt balance was $129 million, which Staff included in its original calculation of a 4.57 percent cost of debt.
  However, the OBS balance was eliminated in 2017, which Staff treats as a known and measurable pro forma adjustment to the 2016 HTY.  As a result, Staff eliminated the $129 million in short-term debt from its calculations, which led to Staff’s ultimate recommendation of a 4.62 percent cost of debt.
  

191. Staff considers two events occurring in 2017 to be pro forma adjustments to the cost of debt included in the 2016 HTY.  They are a $400 million debt issuance in June 2017 and an equity issuance of $187 million.  Because these events are known and measurable, Staff included them in its calculations of the cost of debt.
  

Staff rejects PSCo’s reliance on a 13-month average of debt balances, arguing 
that it reduces the amount of outstanding debt resulting from the $400 million debt issuance in 

192. 2017 and thus unnecessarily increases the calculated average cost of long-term debt.  Instead, Staff relies on debt balances at the end of the test period.
  Staff recommends excluding a $43.7 million net loss related to interest rate hedging from 2007 to 2012, which effectively reduces the cost of debt by six basis points.  Staff states that PSCo should share in the burden for these management decisions that resulted in substantial costs for ratepayers.  Staff asserts that ratepayers have already paid approximately $8 to $10 million of these costs since the 2012 rate case.
 According to Staff, if these recommendations are accepted, the cost of debt is 4.62 percent for the 2016 HTY.

q. The OCC

193. The OCC recommends a cost of debt of 4.46 percent, which was PSCo’s “actual cost of debt as of December 31, 2016 without short-term borrowings or credit facility costs.”
  The OCC proposes to exclude the cost of short-term borrowing, as well as the fees on the credit facility that were included by Public Service.  If the fees on the credit facility are included in the cost of debt, the OCC then recommends including the borrowing under the credit facility and PSCo’s commercial paper program in the capital structure “[i]n order to be consistent and equitable to all parties.”
  

3. Analysis

194. The undersigned ALJ finds and concludes that the cost of long-term debt shall be set at 4.42 percent, including PSCo’s previously incurred hedging costs and the known and measurable adjustment of the cost for the $400 million bond issuance in June of 2017 and the $187 million equity issuance in 2017, but excluding PSCo’s costs for short-term and OBS debt.  

195. As to PSCo’s credit facility fees, PSCo has established that the credit facility extends beyond one year, and PSCo is not obligated to repay any borrowings under the credit facility until the final maturity of the credit agreement.  PSCo has also established that, like the up-front fees for a multi-year bond issuance that are included in the cost of debt, the credit facility up-front fees are amortized over the term of the credit agreement.
  And, PSCo is correct that the Commission has included such fees in the cost of debt in the past.
  For these reasons, the credit facility fees will be included in the long-term cost of debt in this proceeding.  

196. The undersigned ALJ further finds and concludes based on the weight of evidence that: (a) PSCo’s costs for short-term and OBS debt should be excluded from the calculation of the long-term cost of debt; (b) PSCo’s hedging costs should be included in the long-term cost of debt; (c) the $400 million bond issuance and the $187 million equity issuance in 2017 are known and measurable adjustments; and (d) the average debt cost should be equal to the total annualized costs divided by the total outstanding debt, and not a 13-month average.  Once these changes are made, the long-term cost of debt is 4.42 percent, which the undersigned ALJ finds and concludes is reasonable and will produce a just and reasonable result.  

C. Capital Structure

1. PSCo’s Arguments 

197. PSCo proposes a capital structure comprised of 55.25 percent equity and 44.75 percent long-term debt.  PSCo believes that this capital structure reflects the appropriate level of financial risk experienced by the company, and notes that it is within the range established by the proxy group.  PSCo contends that there is no evidence that ratepayers would be prejudiced by this capital structure. 

198. PSCo also argues that an equity ratio of at least 55.25 percent is needed to support its current credit rating from Moody’s, S&P, and Fitch Ratings.  Ms. Schell testified that an equity ratio below 55percent would likely lead to a credit downgrade in 2018, resulting in higher borrowing costs that are passed through to customers.
  In fact, Mr. Van Abel testified that a “rating agency representative” told him in 2016 that “reduction in the equity ratio to 54 percent could result in a downgrade for Public Service because it weakened the cash flow metrics to a point that no longer supported the metrics” for the Company’s current credit rating.
  However, 
Mr. Van Abel did not identify the representative and admitted that he did not ask the representative to submit an affidavit in this proceeding.  

2. Intervenors’ Arguments

r. Staff

199. Staff recommends use of a capital structure of 51.27 percent debt to 48.73 percent equity, which incorporates all debt and debt-like instruments.  The structure utilizes actual balances including short-term and OBS debt. As a result, it reflects the Company’s true commitments, mirrors the approach relied on by credit rating agencies when assessing the Company’s finances, and allows for an accurate comparison across Xcel subsidiaries and all other companies.  As in its calculation of the cost of debt, Staff included the $400 million debt issuance in June 2017 as a pro forma adjustment in its calculation of the capital structure.  But, it did not include the equity issuance of $187 million from December 31, 2016 and June 30, 2017.
  

s. The OCC 

200. The OCC recommends a capital structure of 48.8 percent debt to 51.2 percent equity, which includes OBS debt but does not include short-term debt.  The OCC includes OBS debt because it is recognized as a debt obligation by the credit reporting agencies and investors and PSCo are managing its financial performance using its economic capital structure, which includes the OBS debt.  Because it does not reflect OBS debt, the OCC argues that PSCo’s capital structure is hypothetical.

t. FEA

201. The FEA recommends a capital structure of 46 percent debt to 54 percent equity and includes OBS debt.  FEA argues that a 54 percent common equity ratio will support credit metrics and Public Service’s bond rating.  FEA also argues that adjusting the ratemaking capital structure for this lower cost capital structure will reduce PSCo’s cost of service, and provide financial integrity stability for Public Service but at a lower cost to retail customers.
202. The FEA disagrees with PSCo’s assertion that an equity ratio below 55 percent will result in a credit downgrade.  Specifically, the FEA takes issue with PSCo’s use of only Moody’s “Standard Grid” and S&P’s “Medial Volatility” Table for assessing PSCo’s credit metrics.  These tables set numerical benchmarks for certain financial metrics that are used to determine a utility’s credit rating.
  
203. Moody’s and S&P also have tables for “Lower Business Risk” and “Low Volatility” utilities, respectively, that include different benchmarks.
  FEA contends that, while PSCo’s electric operations are moderate risk because it has higher-risk generation assets, PSCo’s gas operations are lower risk.
  As a result, FEA argues that it is more appropriate to use both sets of tables from Moody’s (the “Standard Grid” and the “Lower Business Risk” Grid) and S&P (the Medial Volatility” and “Low Volatility” tables) to assess the likelihood of a credit downgrade by PSCo as a whole.
  In doing this analysis, however, FEA implies that the results of the application of Moody’s Lower Business Risk grid and S&P’s Low Volatility table are the most pertinent for PSCo’s gas operations.
 
204. The FEA presented evidence that, whether analyzed as a medial or low-risk utility, PSCo’s financial metrics at a 54 percent equity ratio support an “A” bond rating.  Specifically, several financial metrics support an A-rating if Moody’s “Standard Grid” and S&P’s “Medial Volatility” table are used, and strongly support such a rating if Moody’s “Lower Business Risk” and S&P’s “Low Volatility” table are used.
  The FEA concludes that the appropriate analysis demonstrates that the 54 percent equity ratio would support an A- credit rating.
   
3. Analysis

205. The Colorado Supreme Court has held that, unless it is demonstrated by a substantial showing that ratepayers are materially prejudiced by the actual capital structure that finances utility operations, the Commission should use that actual utility capital structure in calculating rates.  Peoples Natural Gas v. Public Utilities Commission, 567 P.2d 377 (Colo. 1977).  The Colorado Supreme Court has not, however, specified the types of debt included in the capital structure.  Nevertheless, the Commission has excluded short-term and OBS debt from the actual capital structures it has approved in the past.   
206. The ALJ finds that the record in this Proceeding does not establish that ratepayers will be prejudiced by use of the actual capital structure used to finance utility operations, as proposed by the Company.  The ALJ further finds that the capital structure shall not include OBS and short-term debt.  In the last two rate cases, the Commission has rejected proposals to include OBS and short-term debt in the capital structure.
  Staff and the OCC have not offered any compelling reason to disregard those previous decisions and change course now.  In addition, Staff and OCC admitted at the hearing that they did not include OBS in rate base.
  PSCo has persuasively argued that, by including it for purposes of calculating the capital structure, the approach advocated by Staff and the OCC would “lead to mismatches between the assets used to provide service and the capital used to finance those assets.”
  

207. The capital structure shall include the $400 million debt issuance in June of 2017 and the $187.1 million equity issuance in 2017.  The parties agree that they are known and measurable and thus shall be treated as pro forma adjustments.  Based on the foregoing, the capital structure shall be as follows:

	Balances
	Amounts (Millions, 2016)

	2017 Adjustments
	Updated Total
	Ratio

	Long-Term Debt
	$4,216.2
	$400.0
	$4,616.2
	45.8%

	Common Equity
	$5,269.5
	$187.1
	$5,456.6
	    54.2%


	Total
	$9,485.7
	$587.1
	$10,072.8
	100%


208. PSCo’s assertion that a capital structure with an equity ratio of less than 55 percent will lead to a credit downgrade is unpersuasive.  Mr. Gorman persuasively argued based on his comprehensive analysis that analyzing PSCo’s credit metrics by using both sets of tables from Moody’s (the “Standard Grid” and the “Lower Business Risk” Grid) and S&P (the Medial Volatility” and “Low Volatility” tables) leads to the conclusion that a credit downgrade is unlikely if the equity ratio is set at 54 percent or higher.  PSCo’s relatively low Beta measure of 0.60 corroborates FEA’s arguments relative to risk, and justifies its expansion of the analysis to include both medial volatility and low volatility benchmarks.  

209. PSCo’s rebuttal of Mr. Gorman’s analysis was conclusory and unpersuasive.  Mr. Van Abel’s testimony concerning the alleged conversation with a “rating agency representative” in 2016 is hearsay on a critical issue.
  “Hearsay statements are out-of-court declarations offered into evidence for the truth of the matter asserted.”
  “Because a hearsay declarant is not present to explain the statement in context and not subjected to 
cross-examination, hearsay statements are presumptively unreliable.”
  While no party objected to Mr. Van Abel’s hearsay testimony, PSCo has not presented evidence that overcomes the presumption of unreliability.  Accordingly, Mr. Van Abel’s testimony concerning this conversation has been disregarded.   

210. Moreover, while Moody’s credit opinion does state that it used its Standard 
Grid to analyze PSCo, it does not state that use of the “Lower Business Risk” grid is inappropriate or otherwise addresses any of the arguments raised by Mr. Gorman for why it is appropriate to use it here.
  Finally, PSCo’s SOP did not substantively address Mr. Gorman’s analysis in its SOP, instead labelling it “unreliable” and “incomplete, at best” without providing further explanation.
 

211. Based on the foregoing, the capital structure shall be set at 54.2 percent equity and 45.8 percent long-term debt.  

D. Weighted Average Cost of Capital (WACC) and Return on Rate Base (ROR)

212. Based on the findings and conclusions above, a WACC value for the 2016 test year with known and measurable adjustments is approved as follows:
	
	Ratio
	Cost
	Weighted Cost

	Debt
	 45.8%
	4.42%
	2.02%

	Equity
	 54.2%
	9.35%
	5.07%

	Total
	100.0%
	
	7.09%


213. This represents a 24 basis-point reduction from PSCo’s current WACC of 7.33 percent.

VIII. INCOME STATEMENT

A. Regulatory Assets

1. Amortization Period

u. Parties’ Arguments 

214. PSCo is seeking recovery of various costs deferred from prior proceedings with the approval of the Commission.  The deferred costs include those associated with: (a) property taxes; (b) the Work Asset Management Program; (c) the Enhanced Emergency Response Program (EER) 1.0; (d) the Damage Prevention Program (DPP); (e) PSCo’s pension and benefits expense; and (f) PSCo’s environmental clean-up at a site in Boulder.  PSCo proposes to amortize the deferred balance for these regulatory assets over 12 months if the HTY is approved.
  As justification, PSCo states that it will file a new Phase I proceeding within 12 months if its proposal for an MYP is rejected and the revenue requirement is determined based on the 
2016 HTY.  

215. Staff agrees that PSCo should recover these regulatory assets because the Commission authorized PSCo to defer the costs.
  However, Staff recommends these deferrals be amortized over 27 months because that is the average period between PSCo’s recent Phase I filings.

v. Analysis

216. The ALJ finds and concludes that PSCo shall be permitted to recover the regulated assets because the Commission previously authorized PSCo to defer these costs.  However, the amortization period shall be 27 months because, as Staff has established, that is the average interval between PSCo’s recent Phase I filings.  Amortizing regulatory assets over the average period between rate cases provides a reasonable balance of PSCo’s need for cost recovery and the ratepayers’ interest in moderating the rate increases resulting therefrom.  Accordingly, it is the most reasonable outcome. 

2. Return

w. Parties’ Arguments

217. PSCo asserts it should earn a return at the WACC on the unamortized balance of regulatory assets.   Staff and the OCC disagree.  Staff argues that PSCo should not earn on assets “that … are not providing utility service now nor are they used and useful in service.”
  Staff asserts that if PSCo is allowed a return on these assets, it should be at PSCo’s cost of debt, not at the WACC.  

218. In rebuttal, PSCo states that because it is financing these costs through delayed recovery, the Company is entitled to a return on the assets.  PSCo notes that the deferred costs are mostly O&M expenses and property taxes, and thus should not be treated like capital costs.  Moreover, PSCo points out that it finances regulatory assets with the same combination of long-term debt and equity it uses for plant-in-service.  For this reason, there is no basis for a debt return, which would effectively constitute a disallowance.  

x. Analysis

219. The ALJ finds and concludes that PSCo shall be allowed to earn a return on the unamortized balance of regulatory assets at the cost of debt.  

B. Prepaid Pension Asset

1. Parties’ Arguments

220. The prepaid pension asset is the difference between the cumulative expense calculated since the pension plan’s inception and recovered from ratepayers and PSCo’s cumulative cash contributions to the pension trust since the plan’s inception.  Since the cumulative contributions exceed the cumulative pension expense, a prepaid asset has been created.  The prepaid pension asset historically has been included as a component of rate base.  
221. PSCo argues that the prepaid pension asset should remain in rate base and earn a WACC return because this is the “standard treatment of prepayments,” including customer prepayments.
  PSCo asserts that ratepayers benefit from the prepaid pension asset regardless of whether the expected return on the asset exceeds or falls below the WACC paid by ratepayers.
  PSCo further states that “the Commission’s long-standing practice has been to allow the prepaid pension asset to be included in rate base and to earn a WACC return on it.”  PSCo states that the record does not support deviating from this practice or modifying it by granting a debt, rather than a WACC, return on the asset.
 

Finally, PSCo proposes to amortize over 24 months, a projected $1,667,620 in the pension tracker.  In PSCo’s last gas rate case, the Commission authorized the creation of a pension tracker to ensure ratepayers pay no more and no less than the costs of the pension.  The baseline for the tracker was established at $10,312,925.
  The $1,667,620 cited by PSCo is the amount by which the cumulative balance of the pension expense, since the last rate 

222. case, is below the established baseline, and is a regulatory liability and is owed to ratepayers.  PSCo now proposes to give it back to ratepayers over 24 months.
  PSCo also asks that the baseline for the tracker be reset to $9,580,201 for 2018, and has proposed other amounts for the other two years of the MYP, but did not propose amounts for 2016 or 2017.
  

223. Staff argues that the Commission should remove the prepaid pension asset from rate base because prepayments to the pension plan are unlike other prepayments.  PSCo has never requested reimbursement for these costs and they are not depreciable or amortized ratably through the business cycle like prepaid insurance or property tax.  In the absence of the pension amortization put in place at the last rate case,
 there would be no plan to eliminate this regulatory asset.  Staff states that it is inappropriate for PSCo to ask ratepayers to pay over $3 million annually for return on the prepaid asset (including on the monthly amortization amount) because the pension plans are underfunded.
  For these reasons, Staff argues that the prepaid pension asset should be removed from rate base.  
224. In addition, Staff recommends reducing the prepaid pension asset by the $1,667,620 in the pension tracker, rather than returning that money to ratepayers.  Staff argues that the Company’s proposal to amortize the amount over a 24-month period ignores intergenerational concerns about the imposing unfunded liabilities on funded generations for pension costs incurred in the past.
  Instead, this amount should be used to reduce the prepaid pension asset, which will lower the return on the prepaid pension asset that will go to PSCo’s earnings if it is maintained in rate base.
  

2. Analysis

225. After carefully reviewing the evidence, Staff’s proposal to remove the prepaid pension asset from rate base shall be denied.  Staff did not provide sufficient evidence to warrant a change in the long-standing Commission practice of including this asset in rate base.  Similarly, PSCo’s proposal to change the return it earns on the prepaid pension asset from its cost of debt to its WACC is denied.  The Commission allowed PSCo to earn a return on this asset at its cost of debt in Proceeding Nos. 14AL-0660E and 15AL-0135G.
  PSCo has not provided sufficient evidence as to why the cost of debt is not a reasonable ROR for this asset.

226. In addition, Staff’s proposal to use the $1,667,620 in the pension tracker to “pay down” the balance of the prepaid pension asset is granted.  The tracking mechanism was intended to begin reducing the growing balance of this asset.  Staff’s proposal, in contrast to the PSCo recommendation of a 24-month amortization, is in line with the Commission’s directive.

C. Prepaid Retiree Medical Asset

1. Parties’ Arguments

227. PSCo has a prepaid retiree medical asset because the cumulative cash contributions to the trust exceed the cumulative medical expense necessary to pay the remaining retiree medical benefits.  PSCo states that the expected return on this asset reduces annual retiree medical expense on a dollar-for-dollar basis, and those savings are passed through to ratepayers in the form of lower rates.  In addition, the retiree medical expense is currently negative, meaning that the Company’s revenue requirement is lower than it would be in the absence of a retiree medical expense.  PSCo wants to return the negative amount back to ratepayers.  PSCo asserts it would be unreasonable for customers to receive the benefit of the negative expense without paying a return on the trust balance that helped create the negative pension expense in the first place.  For this reason, PSCo requests that the prepaid retiree medical asset be included in rate base and earn a WACC return.
 
228. Staff asserts that charging ratepayers a negative retiree medical expense would increase the prepaid retiree medical asset, which is a ratepayer liability to PSCo.  In addition, Staff argues that the Commission has never decided in a litigated proceeding to include prepaid retiree medical asset in rate base.
  Staff recommends excluding the prepaid retiree medical asset from rate base, thereby denying any return on that asset.  Rates should be set using a retiree medical expense of zero and a prepaid retiree medical asset balance of $3,377,007.  (The asset balance is calculated by subtracting the expense of ($1,605,100) from the 13-month average balance of $4,982,107.)

229. Local 111 initially expressed concerns about PSCo’s proposals with respect to the prepaid retiree medical asset.  However, PSCo and Local 111 reached agreement on this issue.  As a result, Local 111 now supports PSCo’s request for a WACC return on the prepaid retiree medical asset.  

2. Analysis

230. PSCo’s request to include a prepaid retiree medical asset in rate base is denied.    The evidence in the record establishes that the Commission has not ordered a prepaid retiree medical asset to be included in rate base in a litigated case.  PSCo has not established with substantial evidence that this should change now.  

231. In addition, PSCo shall be ordered to set rates without the negative medical expense of $1,605,100.  PSCo’s argument that it should be allowed to “pay back” ratepayers in the amount of the negative expense at the same time ratepayers owe the Company the balance of the prepaid asset, $4,982,107, is unpersuasive.   
D. Active Health Care Costs

232. PSCo requests to update active health care costs if the Commission decides to set rates based on an HTY.  The active health care expense in the HTY was $9,577,695.
  Based on an updated actuarial analysis, Public Service requests a known and measurable adjustment of the active health care expense to $10,840,568.
  As no party has opposed this request, it shall be granted.  
E. Pension Impact of Incentive Pay

1. Parties’ Arguments

PSCo has an annual incentive program (AIP) that provides performance-based bonuses in addition to qualified employees’ salaries.  The AIP is limited to exempt, 
non-bargaining employees.  In the last gas rate case, the Commission limited PSCo’s recovery of costs associated with the AIP to 15 percent of each employee’s base salary, including the pension impact of the AIP bonuses.  In addition, the Commission rejected a proposal by PSCo to calculate the 15 percent on the aggregate of qualified employees’ salaries, and instead directed PSCo to perform the calculation on an employee-by-employee basis.  In rejecting PSCo’s 

233. proposal, the Commission noted Staff’s arguments that PSCo’s proposal: (a) favors executives, as it would allow PSCo to pay some qualified employees more than 15 percent in AIP and others lower; and (b) permanently boosts pension payments for the lifetime of retiring executives who receive large AIP bonuses at the end of their careers.
  

234. In this proceeding, PSCo requests permission to calculate the pension impact 
of bonuses above 15 percent on a three-year average of the aggregate of qualified employees’ salaries.  As support, PSCo argues that the process ordered by the Commission in the last 
rate case is labor-intensive and expensive, and the benefit it produces is miniscule.  PSCo’s 
cost of service model includes a $22,000 expense for producing this information on an employee-by-employee basis.
  
235. Staff disagrees with PSCo’s proposal, repeating its argument from the last rate case that, if approved, it could provide an added incentive for PSCo to lower the incentive pay of lower-level employees in favor of higher bonuses for its executives.  Staff also states that if the current system is truly too burdensome, PSCo can limit incentive pay for all qualified employees to 15 percent.  Staff also repeats its argument that large bonuses for qualified employees, particularly at the ends of their careers, has long-lasting and significant cost consequences for ratepayers based on the impact of the bonuses on pension payments to those employees.  Finally, Staff argues that the $22,000 expense included in the cost-of-service model should be removed because it is inappropriate for ratepayers to pay for it.
  

2. Analysis

236. PSCo’s proposal to modify the Commission-approved method for calculating the pension impact of AIP bonuses above 15 percent shall be rejected.  PSCo’s argument does not include a comparison of the long-term cost consequences of changing the Commission-approved method.  Staff’s proposal to remove the expense associated with the calculation shall be granted. 

F. Nonqualified Pension Expense

1. Parties’ Arguments

237. A nonqualified pension expense cannot be deducted for federal tax purposes.  It is a type of compensation that is typically reserved for executives.  PSCo has included $460,468 in its revenue requirement to recover its nonqualified pension expense from ratepayers.  PSCo states that the nonqualified pension expense is declining—the 2016 amount was $460,468, while the 2017 amount was $254,954.  PSCo states this is an appropriate pension cost and should be included in the cost of service.  However, if the Commission disagrees, PSCo requests that it be allowed to include $254,954, not $460,468.
  
238. Staff recommends that the entire $460,468 be excluded from the cost of service. According to Staff, PSCo has not adequately supported the request for recovery.  Further, Staff contends that it is unreasonable to expect ratepayers to fund these extra benefits for executives on top of the pension benefits for all employees.  Alternatively, if the Commission denies Staff’s initial recommendation, the expense should be lowered to $254,954 less the Company-retained cost for incentives over 15 percent.

2. Analysis  

239. Based on the evidence and arguments by PSCo and Staff, PSCo will be allowed to recover this expense.  However, PSCo will be permitted to include the 2017 expense of $254,954, which is a known and measurable adjustment. 

G. Revenues

1. Parties’ Positions

240. Staff and the OCC propose a revenue adjustment based on the 13-month average methodology.  Specifically, both propose an adjustment to PSCo’s customer counts and the associated revenue based on the 13-month average.  The total adjustment is $2,371,392. 

241. PSCo has not addressed this argument.  Instead, PSCo ignored the proposal by Staff and the OCC based on its total commitment to its MYP case.  As a result, PSCo has not rebutted the revenue adjustment proposed by Staff and the OCC.  

2. Analysis

242. Because PSCo did not address the adjustment proposed by Staff and the OCC, the adjustment shall be granted.  

H. Rate Case Expenses

1. Parties’ Positions

PSCo is requesting to be reimbursed for $1,062,527 in rate case expenses.  Staff and the OCC argue that the fees for the services of PEG should be excluded because its analysis “wholly related to support for the Company’s FTY calculations and the Company’s proposed MYP,” and thus provided no support to the HTY case.
  Staff argues that “no party 

243. found [PEG’s] testimony compelling as [the] testimony [of PEG’s witness] was stipulated into the record without his appearance at the hearing.”
  Finally, the OCC argues that the work for which PEG was retained was not subject to competitive bidding.  For these reasons, Staff and the OCC argue that the $129,800 paid for PEG’s services should be excluded from recoverable rate case expenses. 

244. PSCo disagrees that PEG’s work supported only the MYP case.  Instead, PSCo asserts that PEG’s benchmarking work is relevant regardless of the test year(s) approved in this proceeding.  PSCo also argues that it should recover PEG’s fees because the Commission ordered the undersigned ALJ to analyze the benefits and drawbacks of using FTYs, and PSCo was criticized in its 2015 rate case for not providing better support for its request for an MYP.
  PSCo thus essentially argues that, while PEG’s work benefitted the HTY case, PSCo retained PEG primarily to provide better support for its MYP case.  PSCo also claims that foregoing 
a competitive bidding process using the same consulting firms in some instances “saves 
money because Xcel Energy has negotiated discounted fee arrangements, and because those professionals are already familiar with the Company and the issues it faces.”
  According to PSCo, this is one of those instances.  Finally, PSCo asserts that, if an HTY test year is used, the rate case expenses should be amortized over a 12-month period. 

2. Analysis 

After careful review of the arguments by all parties on this issue, the undersigned ALJ shall recommend that PSCo recover $1,062,527 in rate case expenses.  This amount shall be 

245. amortized over 27 months, which, as explained above, is the average length of time between PSCo’s three most recent rate case filings.  Staff and the OCC have not established that PEG’s work provided no benefit to the HTY case or that it was unreasonable for PSCo to retain PEG in the circumstances of this proceeding.  

246. The ALJ notes, however, that because PSCo essentially did not present an HTY case, it is apparent that PSCo expended this amount primarily on its MYP case.  As urged above, if PSCo advocates again for an MYP in its next rate case, it must also present a far better case in support of an HTY.  If PSCo expends the same level of resources on its advocacy for an MYP in the next case, the more balanced approach urged by the undersigned ALJ will result in much higher fees, the recovery of which the Commission may be unwilling to approve in full. 

I. Board of Directors’ Compensation

1. Parties’ Arguments

247. PSCo seeks recovery of $135,562 in Board of Directors’ (BOD) equity compensation.  As support, PSCo states that equity compensation to Xcel’s BOD, of which PSCo is a subsidiary, is a necessary cost of providing gas service.  Paying compensation to the BOD in exchange for the work they perform is reasonable and consistent with how BODs of other corporations are treated.  In addition, the amount of equity compensation paid to Xcel’s BOD is comparable to costs at other corporations.  

248. The OCC argues that the Commission should disallow recovery of the BOD’s equity compensation.  The OCC argues that the Xcel Energy BOD has a fiduciary duty only to shareholders, not ratepayers.  Consequently, their decisions exclusively benefits investors and investors should thus bear the cost of the equity compensation.  The OCC also argues that the equity compensation incentivizes the BOD to emphasize financial performance over other metrics.  Finally, the OCC cites the Commission’s recent Phase I rate case decision in which the Commission disallowed the recovery of equity compensation by Black Hills as support for its argument.
  

249. Staff argues that shareholders and ratepayers should pay an equal share of the BOD’s equity compensation.  According to Staff, at the hearing, the Company acknowledged that equity compensation benefits both customers and shareholders.  Because the evidence does not establish the percentage of the BOD’s overall benefits enjoyed by ratepayers versus shareholders, Staff recommends splitting the cost 50-50.  

250. Local 111 argues that recovery of the BOD equity compensation should not be allowed.  Local 111 argues that PSCo has not provided evidence of the value the BOD provides to Colorado gas ratepayers.  Local 111 concludes that ratepayers should not have to pay the cost of the BOD’s equity compensation.  

251. In rebuttal, PSCo argues that the amount of equity compensation to Xcel’s BOD is comparable to the equity compensation paid to BODs at other corporations.  PSCo also emphasizes that the BOD must always balance the needs of all the Company’s stakeholders, which includes the need to both achieve good financial results and serve ratepayers 
cost-effectively.  Public Service states in its recent rate case that Black Hills requested recovery of incentive compensation paid to both employees and Black Hills’ BOD. In contrast, Public Service has excluded all long-term incentive amounts paid to employees.  For this reason, the Commission’s decision in the last Black Hills’ rate case is inapposite.  

2. Analysis 

252. The undersigned ALJ shall grant PSCo recovery of half of the equity compensation provided to the BOD.  Staff’s argument that shareholders and ratepayers should split the cost of the BOD’s equity compensation because the BOD balances the interests of both groups is compelling.  Accordingly, the cost of service shall be reduced by $67,781.

J. Weather Normalization

1. Parties’ Arguments

253. In order to calculate sales growth from year-to-year not influenced by weather, PSCo estimates the dekatherm (Dth) impact of the deviation from normal weather, or “weather-normalized” sales.  Weather for the 2016 HTY was 8.3 percent warmer than normal, which resulted in weather-normalized HTY sales that are 7,652,543 Dth (5.6 percent) higher than actual HTY sales.
  PSCo’s methodology for calculating weather-normalized sales data defines “normal” weather as the average of the last 30 years.  PSCo states its methodology is reasonable and statistically and theoretically valid, its input assumptions are reasonable, and its forecast results are reasonable relative to the assumptions and historical trends. 

254. While Staff does not make any adjustments to its HTY revenue requirement, it does provide several comments regarding the Company’s weather normalization process.  First, Staff recommends that PSCo analyze the impact of geographic segmentation, such as mountains versus plains, and the impact to gas throughput used to determine operating revenue.  Second, Staff states historical data supports the conclusion that Heating Degree Days (HDDs) are declining and should be reasonably expected to continue to decline in the future.  (An HDD is defined as the number of degrees that a day’s average temperature is below 65 degrees Fahrenheit.)  Staff argues that PSCo should incorporate this trend in HDDs into its weather normalization process, which would result in a reduction in the weather-normalized gas retail sales estimate. Staff requests the Commission to direct PSCo and Staff to work together to incorporate Staff’s weather normalization adjustment that accounts for declining HDDs into the final revenue requirement model to be established at the Technical Conference.  Alternatively, Staff requests the Commission to direct PSCo to capture the decline in HDDs as Staff has proposed into its weather normalization adjustment on a going-forward basis.

255. Public Service opposes Staff’s recommendation to use trend analysis for HDDs.  The analysis proposed by Staff “lacks any statistical support.”
  In contrast, PSCo’s methodology has been relied upon for years by the Commission.
  Accordingly, PSCo argues that the 30-year period should continue to be used.  However, PSCo concedes that Staff “makes some valid points about potential weather trends” and is willing to work with stakeholders to try to reach a consensus concerning a differently defined “normal” weather based on more recent trends in the weather.
   

2. Analysis 

256. After careful review of the evidentiary record, Staff’s recommendation shall be denied.  Staff has not shown that its proposed approach to using a data trend concerning HDDs would yield a more accurate outcome.  However, based on PSCo’s concession that Staff has made some valid points regarding the trend in HDDs and its willingness to try to come up with a better method of conducting the weather normalization process, PSCo and Staff shall meet to address this issue and to determine whether it is appropriate to incorporate this trend on a 
going-forward basis. 

K. Labor Costs

1. Parties’ Arguments

257. In the 2016 HTY model, PSCo has adjusted labor costs upwards by a 3 percent “index” factor to account for expected wage increases.
  PSCo states that this as a known and measurable adjustment because it is “consistent with its recent labor cost increases.”
  In fact, PSCo states that its “actual” labor increases in 2017 averaged 2.99 percent,
 but PSCo did not provide support for this number.  Ms. Koenig testified that: (a) “effective March 2017, eligible Public Service non-bargaining [employees] earned on average a 3.02 percent total base pay increase;”
 and (b) PSCo is negotiating a new collective bargaining agreement with its bargaining employees, but based on experience, it is reasonable to assume that the new CBA will include a 3 percent wage increase.
  Finally, PSCo also asserts that the proposed 3 percent increase is comparable to utilities’ increases across the nation.
  Based on the foregoing, PSCo requests a 3 percent pro forma adjustment to the 2016 HTY.
258. Staff objects to the proposed adjustment increase, stating that it is “unsupported and arbitrary” because PSCo did not explain in detail how it arrived at the 3 percent number.
  Instead, Staff asserts that “[i]t appears more like an approximation of a salary increase factor.”
  Staff concludes that the proposed adjustment must be rejected because it is inadequately supported.  

2. Analysis 

259. The support for this requested pro forma adjustment is spotty and somewhat unclear.  While PSCo provided some evidence of labor expense increases in 2017 (specifically, for non-bargaining employees), it did not present the impact on labor expenses resulting from this increase that took effect in March 2017.  Moreover, PSCo states that its proposed adjustment was calculated based on “an indexing approach,” which suggests that the requested adjustment is not known and measurable.
  And, for the first time in its SOP, PSCo states that its “actual 2017 labor increases average[ed] 2.99%.”

260. Nevertheless, the undersigned ALJ will allow a 3 percent pro forma adjustment to the 2016 HTY for labor expenses.  This is the most reasonable outcome based on the totality of the evidence in the record, and best balances the interests of PSCo’s shareholders and ratepayers.  

L. Advertising

261. PSCo originally included $945,721 in advertising expense in its cost-of-service study.  In its Answer Testimony, Staff stated that $1,310 should be removed and PSCo has agreed.  As a result, this adjustment shall be granted. 

M. Aviation Expense

262. PSCo originally sought recovery of $54,359 in aviation expenses based on an aviation study.  Staff opposed the request, arguing, among other things, that the aviation study was outdated.  In its rebuttal case, PSCo presented an updated aviation study, pursuant to which PSCo lowered the amount for which it sought recovery by $14,730.  In response, Staff has stated that it is “satisfied with reducing the aviation expense by $14,730 to $39,629.”
  As a result, this adjustment shall be granted.  

IX. MISCELLANEOUS ISSUES

A. Quality of Service Program (QSP)
263. PSCo’s existing QSP for the Gas Department is scheduled to expire on December 31, 2018.  In its direct testimony, PSCo initially proposed to extend the QSP through 2020.  Staff disagreed, arguing that the current request should be denied and PSCo should be ordered to work with Staff to modify the QSP and performance metrics that would then be presented to the Commission in an application filed before December 31, 2018.  In its rebuttal case, PSCo agreed with Staff’s proposal.  

264. Accordingly, based on the foregoing, PSCo’s request to extend the QSP shall be denied and PSCo shall be ordered to work with Staff to modify the QSP and develop performance metrics that would then be presented to the Commission in an application filed before December 31, 2018.  The modified QSP shall include performance metrics for both the EER 2.0 and DPP programs.  

B. Deferred Accounting

1. Legal Standard

265. Deferred accounting should be used when costs are significant, unanticipated, and largely outside of the utility’s control.  As a general matter, they should be used “where the circumstances warrant steps being taken now without a rate case being filed.”
  For that reason, “use of an accounting order in conjunction with the filing of a rate increase request should be avoided if its real purpose is to reduce the impact of attrition.”

266. The Commission has stated that deferred accounting should be used “sparingly” for two reasons.  First, it is an exception to the rule that the utility is provided with an opportunity (not a guarantee) to earn a reasonable return.  Second, a deferred accounting order can be in tension with the general prohibition against single-issue ratemaking. 

267. PSCo has requested deferred accounting on property taxes and its costs associated with its EER 2.0 program, its DPP, and the “Transmission Rule” proposed by the PHMSA.  Each is addressed below.   

2. Property Tax

y. Parties’ Arguments

The property tax expense allocated to PSCo’s gas department included in the 
2016 HTY is $34.8 million.
  PSCo seeks to continue to defer any amounts above or below the 2016 amount of property taxes included in the 2016 HTY.  To do so, PSCo requests to use a 

268. property tax tracker similar to the one resulting from the last gas rate case.  PSCo states that such a deferral is necessary because otherwise it will not recover the anticipated increase in property taxes resulting from its planned CAPEX.
  Finally, PSCo also requests to earn a return on this regulatory asset at WACC.  

269. Staff does not dispute the amount of deferred property taxes in the 2016 HTY.  Staff finds problematic, PSCo’s proposal to continue the deferral of property taxes above or below the 2016 level of property taxes because it believes that PSCo should manage its investment so that it can recover current property taxes from current ratepayers, rather than forcing future ratepayers to pay them.
  Staff “understands that the amount in rates for items such as property taxes, when deferrals from a baseline will not be allowed, is critical to be set at a reasonable level; however, Staff is not prepared to make a recommendation on that level.”
  Ultimately, Staff does not appear to object to the continued deferral of property taxes, instead proposing that PSCo be directed to “propose a more reasonable property tax resolution” in its next rate case.
  Finally, Staff opposes PSCo receiving a return on deferred property taxes in addition to the recovery of the asset, and thus requests that the regulatory asset for property taxes be removed from rate base. 

z. Analysis

270. PSCo’s proposals to defer property taxes above or below the amount included in the 2016 HTY and to track property taxes using a mechanism like the one resulting from the last rate case shall be granted.  Staff acknowledges that current recovery of property taxes is “critical,” but it has also admitted that it does not know how to ensure that PSCo receives as close to current recovery as reasonably possible.  While Staff’s concerns about the continued deferral of property taxes are valid, no party has proposed a resolution other than to carry-on 
as-is and direct PSCo to make a concrete proposal for the resolution of the property tax deferral issue in the next Phase I rate proceeding.   Finally, Staff’s proposal to remove the regulatory asset from rate base is denied.  Like the return on the other regulatory assets addressed above, PSCo shall be permitted to earn a return on this regulatory asset at the cost of debt.  

3. Enhanced Emergency Response Program 2.0 

aa. Parties’ Arguments

271. The EER 2.0 is PSCo’s proposed next step in improving response times to emergency calls.  During EER 1.0, PSCo reduced its average emergency response time to less than or equal to 60 minutes, and increased the percentage of emergency calls that met that standard from 60 to 73 percent.
  In EER 2.0, PSCo plans to hire an additional 22 employees in an effort to increase the percentage of emergency calls that receive a response within 60 minutes to 92 percent by 2021.
  PSCo argues that deferred accounting is appropriate for the 
EER 2.0 program because “there is no better way to account for these costs in an HTY.”
  

272. As a general matter, “Staff is opposed to the creation of additional deferrals,” contending that PSCo’s real motivation in proposing them is “to isolate its risk of under earning.”
  Staff further believes that PSCo’s “use of regulatory authority to defer costs has been overused and is resulting in a situation where [PSCo] clearly cannot recover current costs.  [PSCo] . . . should be recommending cost recovery proposals by which [it] becomes more responsible to its current ratepayers instead of continuing to push resolution of recovery of cost issues . . . to future ratepayers.”
  
273. As to PSCo’s specific proposal concerning EER 2.0, Staff is concerned that the incremental increase in performance is not being measured appropriately or with sufficient clarity to agree to additional funding for a second iteration of EER.
  For this reason, and because Staff believes that additional deferrals are inappropriate, Staff opposes the proposed deferral.
  Staff recommends that the Commission direct PSCo to include its proposed metrics in the QSP filing before December 31, 2018.
  
ab. Analysis

274. PSCo has not satisfied the standard for deferred accounting for EER 2.0.  PSCo has not established that the costs associated with EER 2.0 are significant, unanticipated, and outside of PSCo’s control.  Accordingly, deferred accounting for EER 2.0 shall be denied.  
4. Damage Prevention Program

ac. Parties’ Arguments

PSCo will continue the DPP that provides free services to third parties that locate underground facilities for third parties planning excavation.  The average number of tickets in the DPP has increased 14 percent.
  PSCo notes that the costs are volatile and outside 

275. of its control because the number of locate requests is driven by new construction.  According to PSCo, the DPP expenses have increased by approximately $5.7 million from the 2014 HTY to the 2016 HTY; PSCo spent $12.8 million on the program in 2016, which represented over 10 percent of PSCo’s HTY O&M expenditures; and approximately 85 percent of locate requests are originated by third parties excavating around PSCo’s infrastructure.
  The Company has included the O&M costs associated with the DPP in the 2016 HTY.  Because the costs vary, PSCo proposes to defer O&M costs to the next gas rate case that are associated with the DPP and that are greater or less than the costs in the base rates.

276. No other party has taken an explicit position on deferred accounting for the DPP.  

ad. Analysis

277. The ALJ finds and concludes that PSCo has met the standard for deferred accounting for its DPP.  Accordingly, deferred accounting for DPP shall be granted.  
5. PHMSA’s Transmission Rule

ae. Parties’ Arguments

278. PSCo also requests approval to defer O&M expenses related to compliance with the “Transmission Rule” proposed by PHMSA.  The rule is not yet in effect; PSCo’s best guess is that it will go into effect in the first quarter of 2019.
  PSCo predicts that its O&M costs resulting from the Transmission Rule will be over $20 million in the first year alone.
  Given the potential and uncertain O&M impact of the Transmission Rule, PSCo requests approval of a regulatory asset to track the O&M costs resulting from the Transmission Rule for future recovery. 

279. The OCC opposes PSCo’s proposal.  The OCC is skeptical that the proposed Transmission Rule will go into effect in its current form, if at all.
  If it is adopted, the OCC is also skeptical that PSCo’s O&M expenses will be anywhere near $20 million in the first year, given that the Preliminary Regulatory Impact Analysis of the proposed rule shows that the overall estimated impact on all gas utilities will be at most $47.4 million.
  According to the OCC, there is too much uncertainty surrounding the proposed Transmission Rule to justify giving it deferred accounting treatment.  

af. Analysis

280. In the PSIA Proceeding, PSCo has requested to include in an extended PSIA the incremental O&M expenses associated with the Transmission Rule.  For this reason, and because of the uncertainty concerning whether the Transmission Rule will be approved and, if so, in what form, PSCo’s request to defer the O&M costs associated with the Transmission Rule shall be denied.  PSCo can address this issue in the PSIA Proceeding.

C. Bill Format

1. Parties’ Positions

281. The OCC requests that the GRSA be displayed as a line item on ratepayers’ gas bills.  According to the OCC, the GRSA is included on ratepayers’ electric bills.  PSCo does not object, but argues that the addition of the GRSA line-item be delayed for several years because customers are not agitating for the change, the change will take time, and the implementation of new rates should eliminate or significantly reduce the GRSA.  

2. Analysis

282. The ALJ finds and concludes that the GRSA should be displayed on the gas bills to make PSCo’s gas and electric bills consistent and for the sake of billing transparency.  The incremental cost estimate of less than $6,500 is relatively insignificant in comparison to the value added of making this change.  Public Service shall file a notice in this proceeding that the change has been made no later than September 30, 2018.

D. Elimination of Summation Sheets

1. Parties’ Arguments

283. PSCo seeks to eliminate the summation sheets in its tariff, but make them available online.  As justification, PSCo states that such a change will make the gas and electric tariffs consistent (the latter does not include summation sheets) and eliminate the cost of preparing a summation sheet.  EOC opposes PSCo’s request, arguing that the summation sheets in Public Service’s tariff is the only place a customer can go to find an explanation of the 
GRSA Service and Facility and volumetric charges.  In Rebuttal, PSCo argues that eliminating the summation sheets will not impose an additional burden on customers.  The EOC’s argument that the summation sheets should be available both in the tariff book and online drives an additional and unnecessary cost to prepare and file them in the tariff.  

2. Analysis

284. PSCo’s request shall be granted.  The ALJ finds and concludes that such an outcome will eliminate an unnecessary cost to prepare and file the summation sheets with the tariff and will not impose a significant burden on ratepayers as the summation sheets will still be available online.  

E. General Rate Schedule Adjustment

1. Parties’ Arguments

285. PSCo proposes to use a GRSA to implement the new revenue requirement resulting from this proceeding.  The EOC, OCC, and AARP oppose the use of a GRSA due to the consequence of increasing rates on the Service and Facilities charge, in addition to volumetric rates.  They argue that use of the GRSA unfairly impacts lower income ratepayers.  As a result, the EOC proposes use of an “Add-Up” methodology, which is a mechanism designed to apply the increase only to volumetric rates.  

286. Staff and PSCo generally acknowledge the impact on lower income customers of implementing a new revenue requirement via the GRSA, but support the continued use of the GRSA due to other important considerations.  PSCo asserts that income is a poor proxy for usage, and the better way to relieve low-income customers is through specific programs.  Further, PSCo notes that collecting the increase in the revenue requirement primarily or exclusively through the volumetric charge raises questions of fairness to high usage customers.  Finally, PSCo argues that using the GRSA to collect the increase in the revenue requirement maintains the rate design approved in the last Phase II proceeding, but the EOC’s proposal does not.   

287. All of the parties noted above that issues relating to rate design are best addressed in the context of a Phase II proceeding.

2. Analysis

288. The ALJ shares the concern about the potential for a disproportionate impact of a GRSA on lower-income ratepayers.  However, adopting the EOC’s approach raises the question of whether it results in a change in the rate design without notice and a hearing.  This is a reason that the Commission’s practice has been to implement a new revenue requirement resulting from a Phase I proceeding via a GRSA.  Accordingly, the EOC’s proposal shall be denied.  PSCo will be permitted to collect the new revenue requirement via a GRSA.  

F. Phase II Rate Case Filing Requirement

1. Parties’ Arguments

289. As noted above, EOC, Staff, the OCC, Atmos, and WoodRiver request that PSCo be required to file a Phase II proceeding, though they differ as to the timing.  EOC, OCC, and WoodRiver argue that a Phase II proceeding should be filed within three months of a final Commission decision in this proceeding.  Staff states that a Phase II proceeding should be filed as soon as practicable.  Atmos agrees that a Phase II should be filed, but does not specify a timeframe.  EOC and WoodRiver are also in favor of combining Phase I and II in the event Public Service seeks to file another Phase I quickly.  

290. As noted above, the OCC and EOC are concerned that implementing a new revenue requirement through a GRSA impacts rate classes and upsets the balance of the billing determinants approved in the last Phase II, which was approved in 2011 (eight years ago), all without the benefit of a Phase II review.  The OCC and EOC are expressly concerned about the impact to lower income residential ratepayers, particularly because of the GRSA’s impact on the Service and Facilities charge as discussed above.  

291. PSCo asserts that, if the Commission approves an HTY, PSCo will be required to file a new Phase I rate case in order to mitigate its anticipated underearning under the HTY.  Under that scenario, PSCo states that it will be forced to postpone the filing of a Phase II proceeding.  PSCo asserts that requiring it to file a Phase II proceeding within some short period after this proceeding will deny PSCo the opportunity to earn a fair return. 

2. Analysis

292. After careful consideration of the arguments presented by the parties, the ALJ will order PSCo to file a Phase II proceeding within four months of a final Commission decision in this proceeding.  PSCo has not filed a Phase II proceeding to readjust class cost responsibilities since 2011.  Once this proceeding is completed and the new revenue requirement goes into effect, three GRSAs from three different Phase I proceedings will have been implemented since the last Phase II proceeding.  The ALJ is concerned about the potential for a GRSA to impact the billing determinants approved in a Phase II proceeding and/or the undermining of the rationale for the billing determinants by the passage of time, which is magnified as more GRSAs are implemented and as time passes since the last Phase II proceeding.  

293. PSCo’s argument that ordering a Phase II proceeding denies it the opportunity to earn a fair return is unpersuasive.  Nobody can predict at this point whether PSCo will earn at or near its ROR under the new revenue requirement resulting from this proceeding.  Moreover, PSCo has been in complete control of the timing and sequence of its filings and has chosen to file three Phase I proceedings since the last Phase II proceeding.  And, PSCo has stated that, if the Commission continues to determine the revenue requirement based on an HTY, PSCo will be forced to file continuous Phase I proceedings to mitigate the risk of underearning.  Obviously, such an approach would create a greater risk that the allocation of costs and rate design would become inequitable.  

294. All of the parties who have addressed the issue agree that the time is ripe for a Phase II proceeding.  Accordingly, the ALJ will order PSCo to file a Phase II proceeding within four months of the final Commission decision in this proceeding. 

X. CERTIFICATION
295. Under Commission Rule 1502(d) of the Rules of Practice and Procedure 4 CCR 723-1, an ALJ “may certify any interim decision as immediately appealable through the filing of a motion subject to review by the Commission en banc.”
  
296. As explained in Decision No. R18-0114-I, this Decision is an interim decision that shall be certified as immediately appealable because, based on the parties’ Settlement Agreement, the Commission is to consider and rule on “exceptions”
 to this Decision before the ALJ considers further evidence and renders a recommended decision in this proceeding addressing the final calculation of the rate impact of the TCJA.  That recommended decision will then be subject to exceptions addressed by the Commission en banc and the entire proceeding will be subject to judicial review thereafter.  
297. Accordingly, based on the foregoing, this Interim Decision is certified as immediately appealable under Commission Rule 1502(d).  Due to the breadth of rate-case issues addressed by this Interim Decision, any party may file a motion seeking review of this Decision by the Commission en banc within 20 days of the mailing date of this Decision. .  The deadline established by Commission Rule 1400(b) to file responses to any such motions shall be shortened to seven days.  

298. As noted above, Decision No. R18-0114-I approved the Settlement Agreement’s four-step process for reaching the final resolution of this proceeding that will allow the ratepayers to obtain the full benefits of the TCJA.  As approved in the referenced decision, PSCo is required to initiate the third step by filing its proposed final calculation of the TCJA’s impact on the revenue requirement and supporting testimony and exhibits within 60 days of the Commission’s decision on appeal from this Interim Decision.  The ALJ notes that the process to complete the third and fourth steps may need to be expedited.  In particular, PSCo should be prepared to file its proposed final calculation and supporting testimony and exhibits substantially earlier than 60 days after the Commission’s decision.

XI. ORDER

A. It Is Ordered That:

1. For the reasons stated above, 

a) The 2016 Historical Test Year (HTY) with known and measurable adjustments through 2017 shall be used  to establish the revenue requirement.  The rate base will be calculated using the 13-month average method.  The adjustment to Public Service Company of Colorado’s (PSCo) customer counts and the associated revenue based on the 13-month average proposed by Trial Staff of the Commission (Staff) and the Office of Consumer Counsel (OCC) is granted.  The total adjustment is $2,371,392.

b) The authorized return on equity (ROE) is established within the range of 9.0 percent to 10.0 percent.  An ROE of 9.35 percent is approved to calculate rates.  A cost of long-term debt of 4.42 percent is approved.  

c) PSCo’s capital structure for the 2016 test year with known and measurable adjustments of 54.2 percent equity and 45.8 percent debt is approved.  

d) The Weighted Average Cost of Capital (WACC) is 7.09 percent as detailed above.  
e) PSCo’s proposal to include the cost of the Craig and Gunnison compressors in its cost of service, rather than recovering the costs for the compressors through a service charge to Atmos Energy Corporation (Atmos), is approved. 

f) The proposal by the OCC to adjust the 2016 HTY-based revenue requirement by of $136,929 based on the sale of the Green/Clear Lakes property near Georgetown, Colorado is approved.  
g) PSCo’s proposals that the costs of the General Ledger (GL) and Work Asset Management (WAM) systems were prudently incurred, that the costs associated with the WAM system should be added to the 2016 HTY as a pro forma adjustment, and that an Operations and Maintenance (O&M) cost savings offset of $4.2 million should be included in the 2016 HTY resulting from the GL and WAM projects are approved.  

h) PSCo’s cost allocation ratios for the services provided by Xcel Energy Services are approved.  
i) PSCo’s proposals to change the approved depreciation rates for the transmission and distribution gas main accounts in accordance with a study performed by the Alliance Consulting Group, to align the depreciation rates for gas general assets with the currently approved depreciation parameters for the similar electric general assets from the 2016 Depreciation Settlement, and to use the approved common depreciation rates from the 2016 Depreciation Settlement for the common assets in this case, are approved.
j) PSCo’s proposal to recover various costs deferred from prior proceedings with the approval of the Commission is approved, but the amortization period shall be 27 months.  PSCo shall be permitted earn a return at the WACC on the unamortized balance of regulatory assets.

k) The proposal by Staff to remove the prepaid pension asset from rate base and PSCo’s proposal to earn a return on the prepaid pension asset at the WACC, rather than at its cost of debt, are denied.  Staff’s proposal to use the $1,667,620 in the pension tracker to “pay down” the balance of the prepaid pension asset is granted.  

l) PSCo’s request to include a prepaid retiree medical asset in rate base is denied.  
m) PSCo’s request for a known and measurable adjustment of the active health care expense to $10,840,568 is granted.  
n) PSCo’s proposal to modify the Commission-approved method for calculating the pension impact of bonuses above 15 percent awarded pursuant to its annual incentive program is denied and Staff’s proposal to remove the expense associated with the calculation is granted. 

o) PSCo’s request to recover its nonqualified pension expense shall be granted, but the 2017 expense shall be reduced to $254,954 as a known and measurable adjustment. 

p) PSCo’s request to be reimbursed for $1,062,527 in rate case expenses is approved, but the amortization period shall be 27 months.     

q) Staff’s request that shareholders and ratepayers split the cost of the Board of Director’s equity compensation is granted and, therefore, the cost of service shall be reduced by $67,781.

r) Staff’s proposal for PSCo to incorporate the downward trend in Heating Degree Days into its weather normalization analysis, which would result in a reduction in the weather-normalized gas retail sales estimate, is denied.  However, PSCo and Staff are ordered to meet to determine whether it is appropriate to incorporate this trend on a going-forward basis. 

s) PSCo’s request to adjust its labor costs upwards by 3 percent is granted.  

t) Staff’s request to adjust downward by $1,310 PSCo’s requested advertising expenses of $945,721 is granted. 

u) Staff’s request to reduce by $14,730 PSCo’s request for recovery of $54,359 in aviation expenses is granted.  

v) PSCo’s request to extend the Quality of Service Programs (QSP) is denied and PSCo is ordered to work with Staff to modify the QSP and develop performance metrics to be presented to the Commission in an application filed before December 31, 2018.  

w) PSCo’s proposals to defer property taxes above or below the amount included in the 2016 HTY and to track property taxes using a mechanism like the one resulting from the last rate case and to earn a return on this regulatory asset as the cost of debt are granted.  Staff’s proposal to remove the regulatory asset from rate base is denied.  

x) PSCo’s requests for deferred accounting for the expenses of its Enhanced Emergency Response Program 2.0 and for the O&M expenses related to compliance with the “Transmission Rule” proposed by the Pipeline and Hazardous Materials Safety Administration are denied. 
y) PSCo’s request for deferred accounting for its Damage Prevention Program is granted.  
z) The OCC’s request that the general rate schedule adjustment (GRSA) be displayed as a line item on ratepayers’ gas bills is granted.

aa) PSCo’s request to eliminate the summation sheets in its tariff, but make them available online, is granted.   

ab) PSCo’s request to use a GRSA to implement the new revenue requirement resulting from this proceeding is granted.  

ac) The request by Energy Outreach Colorado, Staff, the OCC, Atmos, and Wood River Energy, LLC to require PSCo to file a Phase II proceeding is granted, PSCo shall file a Phase II proceeding within four months of the Commission’s final decision in this proceeding. 

2. For the reasons stated above, this Interim Decision is certified as immediately appealable to the Commission en banc pursuant to Rule 1502(d) of the Commission’s Rules of Practice and Procedure.
  The deadline to motions seeking review of this Decision by the Commission en banc is 20 days of the mailing date of this Decision.  Responses to any such motions shall be filed within seven days thereafter.   

3. Additional procedures necessary to bring this proceeding to conclusion shall be established by a separate decision.

4. This Decision is effective immediately.
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� See Colorado Office of Consumer Counsel v. Public Service Company, 877 P.2d 867, 876 (Colo. 1994); Colorado-Ute Electric Ass’n. v. PUC, 602 P.2d at 865; B&M Services, Inc. v. PUC, 429 P.2d 293, 295 (Colo. 1967).  


� Glustrom, 280 P.3d at 669.  


� Decision No. C11-1373 issued in Proceeding No. 11AL-382E on December 22, 2011 at 20 (¶ 51).  


� § 24-4-105(7), C.R.S.  


�Section 24-4-105(7), C.R.S.; § 13-25-127(1), C.R.S.; Rule 1500 of the Rules of Practice and Procedure, 4 Code of Colorado Regulations (CCR) 723-1.   


� See, e.g., City of Boulder v. Pub. Utils. Comm’n, 996 P.2d 1270, 1278 (Colo. 2000) (quoting CF&I Steel, L.P. v. Pub. Utils. Comm’n, 949 P.2d 577, 585 (Colo. 1997)).  


� Mile High Cab, Inc. v. Colorado Public Utilities Comm’n., 302 P.3d 241, 246 (Colo. 2013).  


� Swain v. Colorado Department of Revenue, 717 P.2d 507 (Colo. App. 1985).  


� See Decision No. R13-1307 issued on October 22, 2013 in Proceeding No. 12AL-1268G at 157 (Ordering ¶ 10).  


� Decision No. R15-0512-I issued on June 1, 2015 in Proceeding No. 15AL-0135G.


� Decision No. C13-0064 issued on January 11, 2013 in Proceeding No. 12AL-1268G.  


� Decision No. C81-1999 issued in Investigation and Suspension Docket No. 1525 on December 1, 1981 at 22. 


� Decision No. C09-1446  issued in Proceeding No. 09AL-299E on December 24, 2009 at 21 (¶ 56).   


� Decision No. C13-1568 issued in Proceeding No. 12AL-1268G on December 23, 2013 at 7 (¶ 16).  


� Decision No. C01-231 issued in Proceeding No. 00S-422G on March 15, 2001 at 7 (¶ 1).  


� PSCo’s SOP at 4.  


� See, e.g., Decision No. C10-286 issued in Proceeding No. 09AL-299E on March 29, 2010 at 7 (¶ 13). 


� Hearing Exhibit 101 at 42:10-15.  To be sure, PSCo did not use PEG’s index as-is, which recommended a 2.99 percent increase to O&M expenses.  Instead, PSCo adjusted (or “stretched”) this number downward to 0.0 percent for non-labor expenses and 2.0 percent for labor expenses.  It is not clear how PSCo derived these numbers.  See id. at 42:16-47:10.  


� Id. at 40:2-42:3.  


� PSCo’s SOP at 5.  


� Hearing Exhibit 101, Rev. 1 at10-36:1 (Mr. Brockett’s testimony concerning rate base, property taxes, and O&M expenses); Hearing Exhibit 105, Rev. 1 at 30:15-16 (Dr. Lowry’s testimony concerning increase in CAPEX).  


� Id. at 25-30.


� Hearing Exhibit 101, Rev. 1 at 65:15-17.  


� Id.  


� PSCo SOP at 7.  


� Id. at 6.


� Id. at 7.


� Id. at 6.  


� Id. at 8.  


� Dr. Lowry performed two different benchmarking studies.  The first – econometric benchmarking – employed data from 1998 through 2015 for 33 U.S. “local gas distribution companies” (LDCs).  The second – unit cost benchmarking – compared PSCo’s proposed real (inflation-adjusted) unit non-gas O&M and total unit non-gas revenue during the MYP years to the corresponding unit costs of a peer group of six western LDCs in 2015.  See Exhibit 105 at 59-64.  


� PSCo’s SOP at 8.  


� Hearing Exhibit 101 Rev, 1 at 66:12-18 (Mr. Brockett’s Direct Testimony).  


� Id. at 28:20-32:19.  


� PSCo’s SOP at 8 


� Hearing Exhibit 101, Rev. 1 at 47:2-48:9.  


� Decision No. C15-0292 issued in Proceeding No. 14AL-0660E on March 31, 2015.  


� Hearing Exhibit 101, Rev. 1 at 49:1-6 (Mr. Brockett’s Direct Testimony).  


� Id. at 49:1-10.  


� Id. at 51:12-20.  


� Hearing Exhibit 101, Attachment SBB-2.  


� Hearing Exhibit 101, Rev. 1 at 91:8-14 (Mr. Brockett’s Direct Testimony); PSCo’s SOP at 22.  


� PSCo’s SOP at 48-49.  


� Id. at 49.  


� Id. at 65:13-20.  


� Staff’s SOP at 5.  


� Id.  


� Hearing Exhibit 401, Rev. 1 at 31:1-32:6 (Mr. Reis’ Answer Testimony).


� Id., at 31 Table RTR-4.


� Id. at 32:8-12.  


� Hearing Exhibit 401, Rev. 1 at 33:4-34:2 (Mr. Reis’ Answer Testimony).


� Id. at 20:15-21:3.


� Id.  


� Hearing Exhibit 120, Rev. 1 at 49:11-14 (Mr. Berman’s Rebuttal Testimony).


� Hearing Exhibit 407, Rev. 3 at 25:9-13 and Table ETO-2 (Ms. O’Neill’s Answer Testimony).  


� Id. at 25:13-17.  


� Hearing Exhibit 401, Rev. 1 at 19:7-20:13 (Mr. Reis’ Answer Testimony).


� Staff’s SOP at 7 (citing Hearing Exhibit 103 at 17:7-10 (Ms. Schell’s direct testimony).


�  Id. at 7-8 (citing, among other things, confidential factors).  


� Hearing Exhibit 401, Rev. 1 at 21:7-22:2 (Mr. Reis’ Answer Testimony); Hearing Exhibit 400, Rev. 1 at 9-10 (Mr. Hernandez’s Answer Testimony).


� OCC’s SOP at 10 (citing Hearing Exhibit 301, Rev. 1 at 21:12-23 (Mr. Skluzak’s Answer and Direct Testimony)).  


� Id. at 10.  


� Id. at 13.  


� Compare OCC’s SOP at 13 with Hearing Exhibit 301, Rev. 1 at 15:1-11 (Mr. Skluzak’s Answer and Direct Testimony).  


� Id. (citing Hearing Exhibit 302 (Mr. Fernandez’s Answer Testimony at 86:15-87:6 and �Attachment RAF-31).  


� Hearing Exhibit 301, Rev. 1 at 112:13-114:18 (Mr. Skluzak’s Answer Testimony).


� Hearing Exhibit 301, Rev. 1 at 29:25-30:7 (Mr. Skluzak’s Answer and Direct Testimony); Hearing Exhibit 302 at 64:11-65:7 (Mr. Fernandez’s Answer Testimony)


� See Hearing Exhibit 301, Rev. 1 at 30:6-7 (Mr. Skluzak’s answer and direct testimony).  


� Hearing Transcript, Vol. 5 at 99:6-101:2. 


� Id. at 47:12-48:5.  


� OCC’s SOP at 17 (citing Hearing Exhibit 301, Rev. 1 at 33:12-41:12 (Mr. Skluzak’s Answer and Direct Testimony)).  


� OCC’s SOP at 17-18 (citing Hearing Exhibits 3, 4, 5, 6, and 7, and the supplements thereto in Hearing Exhibits 3A, 4A, 5A, 6A, and 7A).  


�  AARP SOP at 1-2.  


�  Id. at 2.


� Id.  


� Id. at 4-5.  


� Id. at 5.  


� Id. at 5-6.  


� Id. at 6-7.  


� Id. at 9 (citing Hearing Exhibit 500, Attachment NB-2 (Nancy Brockway’s Answer Testimony).  


�  Id. at 9.  


�  PSCo SOP at 15-16.


�  Decision No. C93-1346 at 30 & n.14.  


� Decision No. R13-1307 issued in Proceeding No. 12AL-1268G on October 22, 2013 at 52 (¶ 142); Decision No. R14-1298 issued in Proceeding No. 14AL-0393E on October 28, 2014 at 30 (¶ 103).  


� Hearing Transcript, Vol. 1 at 97:18-24.  


�  Hearing Exhibit 117, Rev. 1 at 3:17-18, 12:20-21 (Mr. Eves’ Rebuttal Testimony); Hearing Transcript, Vol. 1 at 71:16-21.   


�  Hearing Transcript, Vol. 1 at 65:2-12; 90:13-16; 95:21-96:6; 116:1-4; 133:2-8; and 164:10-18.  


�  Hearing Exhibit 103 at 15 (Table MPS-D-1) (Ms. Schell’s Direct Testimony). 


�  Hearing Transcript, Vol. 6 at 41:23-42:2.  


�  Hearing Exhibit 301, Rev. 1 at 30:1-4 (Mr. Skluzak’s Answer Testimony).


� Hearing Transcript, Vol. 1 at 87:21-88:2; Hearing Exhibit 403, Rev. 3 at 11:8-10 (Ms. Sigalla’s Answer Testimony).


�  Hearing Transcript, Vol. 3 at 168:8-11.


�  Hearing Exhibit 403, Rev. 3 at 11:1-3 (Ms. Sigalla’s Answer testimony).


� Decision No. C96-1235 issued in Proceeding Nos. 95A-531EG and 95I-464E on November 29, 1996 at 3 n. 1; see also Decision No. C12-0070, issued on January 20, 2012 in Proceeding No. 11M-951E at 13 (¶ 43).  


�Hearing Transcript, Vol. 1 at 97:18-98:4; Hearing Exhibit 301, Rev. 1 at 105:9-10 (Mr. Skluzak’s Answer Testimony).


� The annual PSIA costs are substantial, necessary for safety reasons, and do not produce incremental revenue.  The decision to continue the HTY in this proceeding is based in part on the rate mitigation that the PSIA has provided in the past.  Though, as discussed below, Public Service has not proposed continuation of the PSIA in this proceeding, these factors must be taken into account when considering the continuation of the PSIA.


� Hearing Exhibit 100, Rev. 1 Attachment CFC-14.


� Cf. Hearing Exhibit 301, Rev. 1 at 131:6-7 (“In summation, there is no detailed testimony addressing [PSCo’s] forecasted $463.6 million in CAPEX” from 2018-2020) (Mr. Skluzak’s Answer Testimony).  


� See Hearing Transcript, Vol. 5 at 38:10-39:8.


� Hearing Transcript, Vol. 5 at 37:2-41:5; 99:5-101:2; Hearing Exhibit 301, Rev. 1 at 30:20-31:18 (Mr. Skluzak’s Answer Testimony).  


� Hearing Transcript, Vol. 5 at 99:5-101:2.


� Decision No. R14-0694, issued June 25, 2014, Proceeding No. 13M-0915G, 


� Decision No. C01-231 issued in Proceeding No. 00S-422G on March 15, 2001 at 7 (¶ 1).  


� The Settlement Agreement is attached to Decision No. C11-0946 issued in Proceeding No. 10AL-963G on September 1, 2011.


� Decision No. R11-0743 issued in Proceeding No. 10AL-963G on July 8, 2011 at 18 (¶ 57).  


� Decision No. C11-0946 at 9 (¶¶ 29-31).  


� Decision No. R15-1204 issued in proceeding No. 15AL-0135G on November 16, 2015 at 5 (¶ 7), �29 (¶ 98).  


� Decision No. R15-1204 at 5-6 (¶¶ 5-15); C16-0123 issued in proceeding No. 15AL-0135G on February 16, 2016 at 12-16 (¶¶ 39-55).  


� Decision No. R15-1204 at 32 (¶ 111).  


� Id. at 32 n. 22.  


� See id.  


� See Hearing Exhibit 100, Rev. 1 at 65:8-14 (“if an HTY plan is approved, the Company will be requesting an extension of the PSIA through a separate filing.”).  


� Hearing Exhibit 401, Rev. 1 at 8:12-13 (Mr. Reis’ Answer Testimony).  


� Hearing Exhibit 301, Rev. 1 at 120:8-14 (Mr. Skluzak’s Answer Testimony).


� Id. at 120:8-121:2; 134:6-22.


� Hearing Exhibit 1101 at 7:1-6 (Mr. Marcus’ Answer Testimony).


� AARP’s SOP at 11. 


� Application filed in Proceeding No. 18A-0247G on April 20, 2018 at 1.  


� Id. at 6 (¶ 5).  


� Cf. Hearing Exhibit 301, Rev. 1 at 131:6-7 (“In summation, there is no detailed testimony addressing [PSCo’s] forecasted $463.6 million in CAPEX” from 2018-2020) (Mr. Skluzak’s Answer Testimony).  


� Decision No. R11-0743 issued in Proceeding No. 10AL-963G on July 8, 2011 at 18 (¶ 57).  


� PSCo’s SOP at 15.


� Id. at 15-16.  


� Hearing Exhibit 101, Rev. 1 at 35:10-19 (Mr. Brockett’s Direct Testimony).


� Id. at 16.


�  Staff’s SOP at 25.  


�  Id. at 26.


� Id. (quoting Hearing Exhibit 405 at 9:20-22, Tables KRK-1 and KRK-2 (Mr. Kunzie’s Answer Testimony).


�  OCC’s SOP at 21-22.  


�  Id. at 22.  


�  Id.  


�  Id.  


�  Decision No. C93-1346 issued in Proceeding No. 93S-001EG on October 27, 1993 at 39.


� Decision No. 85724 issued in Docket No. 868 on September 24, 1974 at 11.  


� See Hearing Exhibit 301, Rev. 1 at 53:17-54:16, 55:20-56:4, 125:3-126:4 (Mr. Skluzak’s Answer Testimony); Hearing Exhibit 401, Rev. 1 at 21:7-22:2 (Mr. Reis’ Answer Testimony); Hearing Exhibit 400, Rev. 1 at 9-10 (Mr. Hernandez’s Answer Testimony); Hearing Transcript, Vol. 1 at 71:16-21.


� See Decision No. C81-1999 issued in Investigation and Suspension Docket No. 1525 on December 1, 1981 at 77-78.


� Hearing Exhibit 101, Rev. 1 at 124:3-8 (Mr. Brockett’s Direct Testimony).


� Id. at 123:17-18.


� Id. at 121:12-18.


� Id. at 121:19-122:4.  


� Id. at 125:10-19.  


� Hearing Exhibit 301, Rev. 1 at 95:1-6 (Answer Testimony of Mr. Skluzak).  


� Id. at 95:7-16.  


� Id. at 96:10-23.  


� OCC’s SOP at 42 (citing Hearing Exhibit 301, Rev. 1 at 92:1-93:11).


� Hearing Exhibit 119 at 98:15-22 (Mr. Brockett’s Rebuttal Testimony).  


� Id. at 97:1-8.  


� Hearing Exhibit 107 at 15:1-13 (Mr. Brossart’s Direct Testimony).  


� Id. at 14:6-10; 15:14-16:3.  


� PSCo’s SOP at 38.  


� Hearing Exhibit 125 at 11:8-12 (Mr. Brossart’s Rebuttal Testimony).  


� Id. at 10:2-13.  


� Decision No. R15-1204 issued in Proceeding No. 15AL-0135G on November 16, 2015 at 68 (¶ 221); Decision No. C16-0123 issued in Proceeding No. 15AL-0135G on February 16, 2016 at 22-23 (¶ 81).


� Hearing Exhibit 107 at 64:12-72:12 (Mr. Brossart’s Direct Testimony).  


� Hearing Exhibit 120, Rev. 1. at 52:17-53 (Mr. Berman’s Rebuttal Testimony):19; PSCo’s SOP at 40.  


� Hearing Transcript, Vol. 5 at 72:2-73:23.  


� OCC’s SOP at 38.  


� Hearing Exhibit 301, Rev. 1 at 85:19-86:3 (Mr. Skluzak’s Answer Testimony).  


� Hearing Transcript, Vol. 5 at 72:2-73:23.


� Commission’s Rules Regulating Gas Utilities and Pipeline Operators, 4 CCR 723-4.


� Hearing Exhibit 126 at 12:8-11 (Rebuttal Testimony of Mr. Dietenberger).  


� Id. at 14, Tables ARD-R-1 and ARD-R-2.  


� Hearing Exhibit 104 at 33, Table JJR-D-2 (Mr. Reed’s Direct Testimony).


� Id. at 31:4-10; 33:15-35:4.   


� Hearing Exhibit 104 at 43:3-12 (Mr. Reed’s Direct Testimony).


� Id. at 43:6-12.


� Id. at 72, Table JJR-D-7 (Mr. Reed’s Direct Testimony).  


� PSCo’s SOP at 29-30 (citing Hearing Exhibit 34 entitled “RRA Regulatory Focus Major Rate Case Decisions (January-September 2017)”).  


� Id. at 30.  


� Hearing Exhibit 104 at 47:8-12 (Mr. Reed’s Direct Testimony).


� Id. at 44:14-17.  


� Id. at 47:1-7.  


� Id. at 45:5-7.  


� Hearing Exhibit 403, Rev. 3 at 30, Table FDS-4 (Ms. Sigalla’s Answer Testimony).  


� Hearing Exhibit 104 at 33, Table JJR-D-2 (Mr. Reed’s Direct Testimony); Hearing Exhibit 403, Rev. 3 at 23, Table FDS-3 (Ms. Sigalla’s Answer Testimony).  .


� Hearing Exhibit 403, Rev. 3 at 16:1-12 (Ms. Sigalla’s Answer Testimony).  


� Id. at 20:6-7.  


� Hearing Exhibit 403, Rev. 3 at 40, Table FDS-7; 42:21-43:5 (Ms. Sigalla’s Answer Testimony).  These numbers do not add up to 4.0 percent, but Staff states that the growth and inflation estimates reflect arithmetic averages.  


� Hearing Exhibit 104 at 43:3-12 (Mr. Reed’s Direct Testimony).


� Hearing Exhibit 403, Rev. 3 at 41:16-42:19 (Ms. Sigalla’s Answer Testimony).  


� Hearing Exhibit 403, Rev. 3 at 30:6-14; 31, Table FDS-5 (Ms. Sigalla’s Answer Testimony).  


� Id. at 47:13-48:2; 49, Table FDS-9. 


� Id. at 47:4-8, Table FDS-8.


� Id. at 52:18-21.  


� Decision No. C16-0123 issued in Proceeding No. 15AL-0135G at 10 (¶33).  


� Hearing Exhibit 403, Rev. 3 at 52:18-55:4 (Ms. Sigalla’s Answer Testimony).


� Id. at 23:1-7, Table FDS-3. 


� Hearing Exhibit 302 at 45:8-46:5 (Mr. Fernandez’s Answer Testimony).  


� Id. at 46:9-47:5.  


� Id. at 8:19-9:2; Hearing Exhibit 301, Rev. 1 at 108:9-109:12 (Mr. Skluzak’s Answer Testimony).


� Hearing Exhibit 302 at 49:21-23 (Mr. Fernandez’s Answer Testimony).  


� Id. at 49:16-50:2 (citing Decision No. C13-1568 issued in Proceeding No. 12AL-1268G on December 23, 2013 at 14 (¶37).  


� Id. at 39:7-12.  


� Id. at 43:10-13.


� Id. at 41:3-18.  


� Id. at 66:11-68:3.  


� Id. at 30:14-17.  


� Id. at 30:18-31:4.  


� Id. at 71:14-72:9.  


� Hearing Exhibit 1300 at 41:13-42:2, 46:1-14, 48:7-49:3 (Mr. Gorman’s Answer Testimony).  


� Id. at 73:13-19.  


� Id. at 66:4-8.  


� Hearing Exhibit 500 at 19:1-4 (Nancy Broadway’s Answer Testimony).  


� Id. at 19:10-14.  


� Id. at 20:14-20.  


� Id. at 20:21-24.  


� Hearing Exhibit 403, Rev. 3 at 23, Table FDS-3 (Ms. Sigalla’s Answer Testimony).  


� PSCo’s SOP at 29-30.  


� Hearing Transcript, Vol. 3 at 151:21-153:9.  


� See Hearing Exhibit 34.


� Hearing Exhibit 1300 at 5-6 & Figure 1.  


� PSCo’s SOP at 30.  


� Hearing Exhibit 302 at 60:18-61:6 (Mr. Fernandez’s Answer Testimony).  


� See Hearing Transcript, Vol. 5 at 164:9-14 (Mr. Fernandez’s Testimony)


� See Hearing Exhibit 34.  


� Decision No. R13-1307, Proceeding No. 12AL-1268G, ¶ 313.  The Commission affirmed the ALJ regarding the Company’s authorized ROE by Decision Nos. C13-1568 (mailed December 23, 2013) and �C14-0152 (mailed February 10, 2014) in Proceeding No. 12AL-1268G. 


�  Decision No. C14-1504 (mailed December 22, 2014) in Proceeding No. 14AL-0393E.  


�  The Commission upheld the ALJ regarding the Company’s authorized ROE in Decision No. C16-0123 (mailed February 16, 2016).  


� See, e.g., Hearing Exhibit 104 at 26: 11-17.


� See, e.g., Hearing Exhibit 104 at 43:13-44:2 (Mr. Reed’s Direct Testimony); Hearing Exhibit 302 at 56:18-57:2 (Mr. Fernandez’s Answer Testimony); Hearing Transcript, Vol. 3 at 188:24-190:5 (Mr. Gorman’s Testimony).    


� Hearing Exhibit 302 at 57:18-58:2; 64:11-65:7 (Mr. Fernandez’s Answer Testimony).


� Hearing Exhibit 103 at 17:11-18:6 (Ms. Schell’s Direct Testimony).  


� Id. at 18:7-19:8.  


� Hearing Exhibit 302 at 66:14-67:8 (Mr. Fernandez’s Answer Testimony).  


� Staff’s SOP at 14 and testimony cited therein.  


� Hearing Exhibit 103 at 41:1-42:2 (Ms. Schell’s Direct Testimony).  


� Hearing Exhibit 404, Rev. 1 at 32:15-33:2 (Mr. Peuquet’s Answer Testimony).


� PSCo’s SOP at 30.


� Id. at 30-31.  


� Hearing Exhibit 404, Rev. 1 at 40:1-9 (Mr. Peuquet’s Answer Testimony).


� Id., JJP-5.  


� Id., JJP-5, Rev. 1.  See also Hearing Transcript, Vol. 6 at 9:18-12:18.  


� Id., JJP-5, Rev. 1.  See also Hearing Transcript, Vol. 6 at 11:1-9.  


� PSCo’s SOP at 21; Hearing Exhibit 404, Rev. 1 at 29:15-31:3 (Mr. Peuquet’s Answer Testimony).


� PSCo’s SOP at 22; Hearing Exhibit 404, Rev. 1 at 35:1-36:2 (Mr. Peuquet’s Answer Testimony).


� OCC’s SOP at 30.  


� Hearing Exhibit 302 at 29:14-18 (Mr. Fernandez’s Answer Testimony).  


� Hearing Exhibit 121, Rev. 1 at 46:1-16 (Ms. Schell’s Rebuttal Testimony).  


� Decision No. R13-1307 issued in Proceeding No. 12AL-1268G on October 22, 2013 at 109 (¶ 344).  


� Hearing Ex. 121 at 21:18-22 (Ms. Schell’s Rebuttal Testimony).  


� Hearing Ex. 122 at 10:5-13 (Mr. Van Abel’s Rebuttal Testimony); see also Hearing Transcript, Vol. 2 at 156:2-9 (Mr. Van Abel referencing multiple such “representatives”).  


� Hearing Exhibit 404, Rev. 1 at 26, Table JJP-2 (Mr. Peuquet’s Answer Testimony).  See also Hearing Exhibit 121, Rev. 1 at 38:9-16 (Ms. Schell’s Rebuttal Testimony).  


� Hearing Exhibit 1300 at 25:1-17 (Mr. Gorman’s Answer Testimony).  


� Id. at 25:18-27:33.  


�  Id. at 28:3-13.  


�  Id. at 28:3-29:8.  


�  Id. at 29:8-11.  


� Id. at 29:11-30:2.  See also Hearing Exhibit 1300, Attachment MPG-6 (Mr. Gorman’s Answer Testimony).  


� Hearing Exhibit 1300 at 29:21-30:2; Hearing Exhibit 1300, Attachment MPG-6; FEA SOP at 8, Table 4.


� Decision No. R13-1307 issued in Proceeding No. 12AL-1268G on October 22, 2013 at 106 (¶ 332); Decision No. R15-1204 issued in Proceeding No. 15AL-0135G on November 16, 2015 at 99 (¶ 321).


� Hearing Transcript, Vol. 5 at 134:24–135:19 (Mr. Fernandez); Hearing Transcript, Vol. 6 at 26:2-24 (Mr. Peuquet).


� PSCo’s SOP at 26.  


� Hearing Exhibit 121, Attachment MPS-13 (actual balances at December 31, 2016).


� See Hearing Exhibit 121, Rev. 1 at 39:4-40 (Table JJP-2: Corrected) (Ms. Schell’s Rebuttal Testimony).


� Hearing Exhibit 122 at 10:5-13 (Mr. Van Abel’s Rebuttal Testimony); see also Hearing Transcript, Vol. 2 at 156:2-9 (Mr. Van Abel referencing multiple such “representatives”).  


� Blecha v. People, 962 P.2d 931, 937 (Colo. 1998).  


� People v. Manyik, 383 P.3d 77, 91 (Colo. App. 2016).  


� Hearing Exhibit 121, Attachment MPS-12.  


� PSCo’s SOP at 27.  


� Hearing Exhibit 119 at 90:10-11 (Mr. Brockett’s Rebuttal Testimony). 


� Hearing Exhibit 401, Rev. 1 at 45:12-16 at 16:2-13 (Mr. Reis Direct Testimony).  


� Id. at 46:9-10.  


� Hearing Exhibit 401, Rev. 1 at 57:13-15 (Mr. Reis’ Answer Testimony).


� PSCo’s SOP at 31.  


� Id. at 32-33.  


� Id. at 33.  


� See Decision No. R16-0123 issued in Proceeding No. 15AL-0135G on January 27, 2016 at 19 (¶ 67).  


� Hearing Exhibit 112 at 70:1-10 (Mr. Schrubbe’s Direct Testimony).  


� Id. at 70:11-71:1.  


� See Decision No. R16-0123 issued in Proceeding No. 15AL-0135G on February 16, 2016 at 19 �(¶¶ 65-67).  


� Hearing Exhibit 403, Rev. 3 at 86:14-87:7 (Ms. Sigalla’s Answer Testimony); Staff’s SOP at 36-37.  


� Hearing Exhibit 403, Rev. 3 at 83:5-12 (Ms. Sigalla’s Answer Testimony).  


� Staff’s SOP at 37.  


� See Decision No. R15-1204 issued in Proceeding No. 15AL-0135G on November 16, 2016 at 68-72.  


� Hearing Exhibit 128 at 90:6-15 (Schrubbe Rebuttal); PSCo SOP at 33-34.  


� See Hearing Exhibit 403, Rev. 3, Attachment FDS-22 (Ms. Sigalla’s Answer Testimony).  


� Hearing Exhibit 112 at 19, Table RRS-D-1 (Mr. Schrubbe’s Direct Testimony).  


� Hearing Exhibit 128, Attachment RRS-25 (Mr. Schrubbe’s Rebuttal Testimony)


� Decision No. R15-1204 issued in Proceeding No. 15AL-0135G on November 16, 2015 at 75-76 (¶¶ 247-252); Decision No. C16-0123G issued in Proceeding No. 15AL-0135G on February 16, 2016 at 19-21 (¶¶ 68-73). 


� PSCo’s SOP at 45.


� Staff’s SOP at 37-39.   


� PSCo’s SOP at 44.


� Staff’s SOP at 40.  


� Staff’s SOP at 29.  See also Hearing Exhibit 406 at 13:6-9 (Ms. Kahl’s Answer Testimony).


� Staff’s SOP at 29-30.  


� PSCo’s SOP at 42.


� Id.    


� Decision No. C16-1140 issued in Proceeding No. 16AL-0326E on December 19, 2016 at 53 (¶ 158).  


� Hearing Exhibit 116 at 51:4-10 (Ms. Marks’ Direct Testimony).  


� Hearing Exhibit 129 at 38:17-29 (Ms. Marks’ Rebuttal Testimony).  


� Id. at 35:4-37:26.  


� Id. at 37:27-30; 38:17-39:9.


� Hearing Exhibit 111 at 23:4-7, 24:9-12 (Ms. Koenig’s Direct Testimony); Hearing Ex. 102, Rev. 1 at 69:4-12 (Mr. Berman’s Direct Testimony); Hearing Ex. 101, Rev. 1 at 42:16-43:10, 44:1-9 (Mr. Brockett’s Direct Testimony).  


� PSCo’s SOP at 43-44.


� PSCo’s SOP at 43-44.  


� Hearing Exhibit 111 at 20:18-19 (Ms. Koenig’s Direct Testimony);


� Id. at 23:13-25:8.  


� PSCo’s SOP at 44.  


� Staff’s SOP at 33.  


� Hearing Exhibit 401, Rev. 1 at 47:2-3 (Mr. Reis’ Answer Testimony)


� Hearing Exhibit 102, Rev. 1 at 69:1-5 (Mr. Berman’s Direct Testimony).  


� PSCo’s SOP at 44.  (Emphasis supplied)


� Staff’s SOP at 31.  


� Decision No. C12-0103 issued in Proceeding No. 12A-066E on January 31, 2012 at 5 (¶ 17).  


� Id. at 5 (¶ 18).  


� Hearing Exhibit 102, Rev. 1 at 102 (Mr. Berman’s Direct Testimony).  


� PSCo’s SOP at 19.  


� Hearing Exhibit 401, Rev. 1 at 45:10-12 (Mr. Reis’ Answer Testimony).


� Id. at 42:14-16.  


� Id. at 42 n.38.  


� PSCo SOP at 19.  


� Hearing Exhibit 127, Rev. 1 at 14:11-15:2 (Mr. Littekin’s Rebuttal Testimony).  


� PSCO’s SOP at 20.  


� Hearing Exhibit 401, Rev. 1 at 50:1-9 (Mr. Reis’ Answer Testimony).


� Id. at 45:6-12.  


� Hearing Exhibit 401, Rev. 1 at 50:1-9 (Mr. Reis’ Answer Testimony).


� Id.  


� Staff’s SOP at 44-45.  


� Hearing Exhibit 127, Rev. 1 at 25:13-22 (Mr. Littekin’s Rebuttal Testimony).


� Hearing Exhibit 100, Rev. 1 at 77:2-5 (Ms. Campbell’s Direct Testimony); Hearing Exhibit 127, Rev. 1 at 25:13-26:14 (Mr. Littekin’s Rebuttal Testimony).  


� Hearing Transcript, Vol. V at 146:14-17. 


� Hearing Exhibit 100, Rev. 1 at 67:10-12 (Ms. Campbell’s Direct Testimony).  


� OCC’s SOP at 35.  


� Id. at 34-35.  


� Rule 1502 of the Commission’s Rules of Practice and Procedure, 4 CCR 723-1.


� Rule 1502 states that an interim decision shall not be subject to exceptions, except that any party aggrieved may challenge the matters determined in an interim decision by written motion subject to review by the Commission en banc, provided that the ALJ has certified the interim decision as immediately appealable.


� 4 Code of Colorado Regulations 723-1.  
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