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I. BY THE COMMISSION
A. Statement
1. This Decision grants, with modifications, the Accelerated Depreciation/RESA Reduction Application (AD/RR Application) filed by Public Service Company of Colorado (Public Service or Company) on November 28, 2017. 

2. Consistent with the discussion below, we authorize Public Service to adjust the depreciation schedules for Comanche 1 and 2 to align them with the early retirement dates in accordance with the Preferred Colorado Energy Plan (CEP) Portfolio (portfolio number 6) approved by the Commission in Proceeding No. 16A-0396E (ERP Proceeding).
 Public Service is authorized to create a regulatory asset to collect the incremental depreciation costs associated with the early retirements. Public Service is allowed to earn a return on this regulatory asset at the Company’s Weighted Average Cost of Capital (WACC).  
3. We approve the reduction in the Company’s Renewable Energy Standard Adjustment (RESA) from 2 percent of retail revenues to 1 percent of retail revenues and the concurrent implementation of the Colorado Energy Plan Adjustment (CEPA) at 1 percent of retail revenues to be used to recover the cost of the regulatory asset. For the period that the CEPA is in effect, Public Service shall file annual reports, no later than May 1 of each year. The reports shall provide information about remaining balances; the annual and cumulative amounts collected; use of the CEPA; forecasted amounts of CEPA annual and cumulative collections; and projections of when the regulatory asset will be extinguished.
4.  We deny the Company’s request, made in Rebuttal Testimony filed on June 15, 2018, to return the RESA collection to 2 percent once the regulatory asset is extinguished. 
5. Finally, in our Phase II Decision approving the CEP Portfolio in the ERP Proceeding, we directed Public Service to file an application to modify its Certificates of Public Convenience and Necessity (CPCNs) for the retirements of Comanche units 1 and 2. Public Service shall address the dismantling/decommissioning of Comanche units 1 and 2 in that CPCN application filing.
B. Procedural Background

6. In the AD/RR Application, Public Service seeks Commission approval to modify the depreciation schedules for Comanche units 1 and 2 and to establish a regulatory asset to account for the costs of the accelerated depreciation. Public Service also seeks to reduce the RESA from 2 percent to 1 percent.  In conjunction with the RESA reduction, the Company initially sought an increase in base rates through a General Rate Schedule Adjustment equivalent to the 1 percent RESA reduction in order to pay down the regulatory asset. Given that the relief requested in the AD/RR Application is required only if the Commission allows for the early retirement of Comanche units 1 and 2, Public Service explains that approval of the application requires approval of the CEP Portfolio in the ERP Proceeding.

In Decision No. C18-0117-I, issued February 15, 2018, we acknowledged the following as parties in the proceeding:
 Climax Molybdenum Company (Climax); Coalition of Ratepayers (Ratepayer Coalition); Colorado Energy Consumers (CEC); Colorado Energy Office; Colorado Office of Consumer Counsel (OCC); Colorado Solar Energy Industries Association 

7. (COSEIA); Staff of the Colorado Public Utilities Commission (Staff); Holy Cross Electric Association, Inc. (Holy Cross); Intermountain Rural Electric Association (IREA); Sierra Club; Vote Solar; Western Resource Advocates (WRA); and Energy Outreach Colorado (EOC). 
8. By Decision No. C18-0141-I, issued February 26, 2018, we directed Public Service to file work papers and additional materials in support of its AD/RR Application.  We also scheduled a hearing starting on May 31, 2018 and addressed other aspects of the procedural schedule.  In establishing the procedural schedule, we granted Public Service’s request for the Commission to issue a decision in this proceeding at the same time that it issues a decision in the ERP Proceeding.

9. On March 9, 2018, Public Service filed the Supplemental Direct Testimony as directed. 

10. Public Service filed two motions requesting adjustments to the procedural schedule.  The Commission granted the first unopposed motion to delay (filed April 10, 2018) the hearing to June 18 through 20, 2018, in Decision No. C18-0252-I, issued on April 13, 2018.  Shortly after that decision issued, on May 8, 2018, Public Service filed a second unopposed motion to amend the procedural schedule further, citing a request in the Company’s ERP Proceeding to extend the filing deadline for the Phase II 120-Day Report by 30 days.   Decision No. C18-0348-I, issued on May 16, 2018, granted this second unopposed motion to modify the procedural schedule for this proceeding, including postponing the evidentiary hearing to August 1 and 2, 2018. 

11. The Commission conducted an evidentiary hearing as scheduled on August 1 and 2, 2018. Hearing Exhibits 100-110, 200, 201, 202, 202A 300, 301, 400, 500, 600, 602, 700, 701, 800, 801, 802, 900, 901, 1000, and 1001 correspond to the pre-filed Direct Testimony, Supplemental Direct Testimony, Answer Testimony, Rebuttal Testimony, Cross-Answer Testimony, and Surrebuttal Testimony. Hearing Exhibits 100-110, 200, 201, 202, 202A 300, 301, 400, 500, 600, 602, 700, 701, 800, 801, 802, 900, 901, 1000, and 1001 were offered and admitted into the evidentiary record in this Proceeding.  Hearing Exhibits 101,102, 103, 120, 128, 203, 501, 603, 604, and 1100 were offered during direct examination, cross-examination, and redirect examination of witnesses. Hearing Exhibits 123, 128, 203, 501, 603, 604, and 1100 were offered and admitted into the record.

12. Several parties filed post-hearing Statements of Position on August 14, 2018, including: Public Service; Staff; OCC; CEC; Climax, Ratepayer Coalition; COSEIA; EOC; IREA and Holy Cross as the Joint Cooperative Movants; Sierra Club; Vote Solar; and WRA.
13. On August27, 2018, the Commission deliberated on Public Service’s ERP 
and approved the Company’s request to retire early Comanche 1 and 2 consistent with the request in the CEP Portfolio. That decision is memorialized in Decision No. C18-0761, issued on September 10, 2018, in Proceeding No. 16A-0396E.  
C. Regulatory Asset to Account for Incremental Depreciation Costs
14. Public Service estimates remaining unrecovered investment costs of $299 million for Comanche 1 and $287.2 million for Comanche 2, which includes $26 million of common assets.
 Those amounts were determined by Commission approval of a settlement in the Company’s 2016 depreciation proceeding (Proceeding No. 16A-0231E). Public Service states that it is not requesting to change those amounts or to alter the associated depreciation and amortization rates approved in that case.

15. Public Service states that, as a result of the approved change in the retirement dates for Comanche 1 and 2, the depreciation schedules approved in Proceeding No. 16A-0231E will not allow the Company to fully recover the remaining, authorized depreciation amounts 
over the shortened lives of the plants. The Company argues that under Generally Accepted Accounting Principles, once it is determined that the useful life of a plant will be materially shorter than the life used in the approved depreciation rates, the Company is required to increase the depreciation expense to recover the full cost of the unit by its retirement date.  

16. If the CEP Portfolio is approved by the Commission in the ERP Proceeding, Public Service proposes to alter the depreciation schedules for Comanche units 1 and 2 to align the full recovery of those assets with the new retirement dates of 2022 and 2025, respectively. 

17. No party opposes the proposed adjustments to the depreciation schedules for Comanche 1 or 2. Nor does any party oppose the creation of a regulatory asset to recover the cost of the accelerated depreciation. Notably, WRA, Vote Solar, the Sierra Club, EOC, and Staff support the use of a regulatory asset. Staff adds that a regulatory asset can be used as a means to spread the recovery of certain costs over a longer time period than would otherwise occur.

18. We find good cause to grant Public Service’s request to modify the depreciation schedules for Comanche 1 and 2 to reflect the earlier retirement dates of 2022 and 2025 respectively, given that the Commission has approved the early retirement of Comanche units 1 and 2 in the ERP Proceeding. We also agree with Staff that the proposed regulatory asset will result in more rate stability for customers as the cost of the early retirement is recovered over a longer period of time. Therefore, we approve Public Service’s request to create a regulatory asset to recover the cost of that accelerated depreciation. 

D. Return on the Regulatory Asset

19. Public Service states that it will finance the projected $204 million in incremental depreciation placed into the regulatory asset in the same way that it finances new plant in service. Public Service argues that, under this approach, the Company incurs capital expenditures for an asset in one period and recovers the associated costs from customers in later periods, thus requiring financing for the lag in recovery. 
20. Public Service thus proposes to earn a return on the regulatory asset at the Company’s WACC, which the Company estimates will be approximately $11.8 million. The Company argues that this return is $87 million less (or $34 million on a net present value basis) than the Company would earn if it continued to operate Comanche 1 and 2. Public Service also estimates that this lower earnings accounts for approximately $31 million of the net present value savings from the early retirement of the units.

21. Public Service argues that earning its WACC on the regulatory asset is necessary, is in the public interest, and is reasonable. The Company argues that earning its WACC on the regulatory asset is consistent with the Stipulation reached by the parties in the ERP Proceeding;
 is consistent with past Commission treatment of similar regulatory assets; is consistent with the regulatory compact; and is appropriate, because it allows the Company to recover the actual costs it will incur to finance the regulatory asset.

The OCC opposes the proposed return on the regulatory asset, arguing that granting a return guarantees recovery on an asset that is no longer used. The OCC recommends the Commission not approve any return on the regulatory asset. In the alternative, the OCC 

22. suggests that the Commission could use the Company’s cost of debt, instead of its WACC, as the rate of return. IREA also argues that allowing the utility a return on the regulatory asset is “inequitable.”
23. A number of parties request that the Commission defer a determination on a return on the regulatory asset. For example, CEC argues that under its proposed approach, Public Service is guaranteed recovery of a return of and on the regulatory asset even after Comanche 1 and 2 are no longer “used or useful” to ratepayers. CEC recommends that any consideration of a return on the regulatory asset be considered in the context of the Company’s next rate case. CEC request that, if the Commission is inclined to grant the Company the ability to earn some return on the regulatory asset through this proceeding, recovery should be limited to no more than the Company’s cost of debt. 
24. The Ratepayer Coalition recommends deferring determination of an appropriate level of return until the savings projected from the retirements is realized for customers. In the Ratepayer Coalition’s view, approving a specific earning level in this proceeding provides benefits to the utility, but only risks to customers. 

25. Staff does not oppose using the WACC for the return, but recommends the Commission not determine any return on the regulatory asset in this proceeding.  Staff argues that recovery of the regulatory asset and the associated earnings should be considered in the next base rate case in which the Company proposes to include the regulatory asset in rate base.  
26. In contrast, WRA states that it is appropriate for the Commission to make a decision on the rate of return at the WACC for the regulatory assets in this proceeding. WRA contends that Public Service’s proposal to voluntarily retire Comanche 1 and 2 aligns with state policy to reduce emissions and to transition to clean energy resources and thus warrants a decision approving the return. WRA also notes that Public Service is lowering its return on Comanche units 1 and 2 by roughly $31 million, because the Company will have fewer years over which it earns on the plants.

27. Establishing the level of return Public Service may collect on the regulatory asset is appropriate in this Proceeding, and we approve the return at the Company’s WACC. The determination provides certainty to Public Service and ensures that its ratepayers receive the benefit of paying less on the regulatory assets than they otherwise would pay on the Company’s investments in Comanche units 1 and 2 if they continued to operate until their previously determined retirement dates. While Public Service would earn $11.8 million (in nominal dollars) as a return on the regulatory asset, retiring the plants early results in $87 million (in nominal dollars) less in earnings on the two plants. 

28. We agree with Public Service that the Commission’s prior treatment of regulatory assets for retired generating units is appropriate here and therefore reject the OCC’s position 
that no return is required. Consistent with Public Service’s arguments, a return at the WACC 
is in the public interest, as it preserves the Company’s interest in retiring the units without an 
MW-for-MW replacement of the capacity with Company-owned resources. We are also persuaded that the proposed regulatory asset is dissimilar to other regulatory assets on which the Company does not earn its WACC. In those cases, the return is delayed because the costs are not known. In this instance, the undepreciated costs of the units are known as the Commission previously approved recovery of a return on those amounts in earlier rate proceedings. 
E. RESA Reduction and CEPA Implementation

29. Public Service states that the cost of the regulatory asset and the related return will be recovered 100 percent through the CEPA collections, which it estimates will be in effect from January 1, 2021 through the first months of 2028. The Company represents that customer bills will not change as a result of this proposal.

30. Among the parties supporting the RESA reduction and CEPA implementation, Staff supports a finding that it is feasible to reduce the RESA from its current 2 percent to 1 percent beginning in 2021 without jeopardizing existing commitments or future Renewable Energy Standard (RES) compliance.

31. Although some parties argue that any reduction of the RESA should be temporary, no party opposes the reduction of the RESA. Further, no party opposes the implementation of the CEPA rider to collect 1 percent of retail revenues for the purpose of paying down the regulatory asset.

32. Therefore, we find good cause to approve Public Service’s proposal to reduce the RESA collection from 2 percent to 1 percent and to implement the CEPA rider at 1 percent of retail revenue coincident with the RESA reduction. We agree with Staff that it is feasible to reduce the RESA from its current 2 percent to 1 percent beginning in 2021 without jeopardizing existing commitments or future RES compliance.

Public Service seeks to file a single advice letter to reduce the RESA and implement the CEPA. The Company states that it will make that filing at the appropriate time and that the filing is, in part, dependent on the Company’s estimation of when the RESA can be 

33. reduced. The expectation is that the rider would begin January 1, 2021. However, the Company would implement the RESA reduction earlier if it is confident that a negative RESA balance would be avoided.
34. We direct Public Service to make the advice letter filing to reduce the RESA and implement the CEPA on not less than 30 days’ notice. The record here provides sufficient detail to understand the likely amounts to be foregone and to be collected and therefore, the potential impacts to customers.  However, Staff, the OCC, and other potential intervenors should have an opportunity to inform the Commission of the accuracy of the calculations presented in the advice letter and to ensure that they comport with the approach approved here.

35. Although no party opposes the instant reduction in the RESA to 1 percent, parties take varying positions on whether the RESA should “automatically” revert back to 2 percent in 2028. Through Rebuttal Testimony, Public Service states that it included the proposal to automatically restore the RESA to 2 percent to address concern of the intervenors, but that the Company does not project it will need to have the 2 percent RESA restored in 2028.
 Both Vote Solar and COSEIA advocate that the RESA automatically revert to its current 2 percent level. 

36. Specifically, Vote Solar contends that the default position of the RESA is to collect 2 percent of retail revenues and recommends that the RESA collection should be restored to this level once the accelerated depreciation is recovered. Vote Solar further suggests that the Commission, in this proceeding, should state that the reversion of the RESA to 2 percent after the regulatory asset is fully paid, should occur without any additional advice letter filings by Public Service.
37. COSEIA recognizes that the Commission has full authority to alter the RESA collection. COSEIA also argues that any change in the RESA should be based on actual facts and circumstances at the time, and offer a full opportunity for all intervenors to make their voices heard. However, COSEIA argues that this proceeding is “not intended to determine whether a policy change related to RESA is warranted”
 and concludes that, by not automatically restoring the RESA to 2 percent in this proceeding, the Commission is setting new policy with respect to the RESA collection. 
38. In contrast, Staff argues that the Commission should not pre-approve a compliance tariff filing for ten years in the future. Staff includes that any determination of the level of RESA collection in 2028 is better left to the future when the Commission can consider all the relevant facts and circumstances that could be relevant to that decision.

39. We agree with Staff that the Commission should make any determination about the appropriate level of RESA collections in 2028 based on the facts and circumstances at that time.  Therefore, Public Service’s request to automatically restore the RESA collection to 2 percent of retail revenues through a compliance advice letter filing is denied. Whether the RESA collection should be increased in 2028 may be considered in a future proceeding.  

40. Public Service states that if the Commission approves the CEP Portfolio in the ERP Proceeding, the Company will take Comanche unit 1 out of service in 2022 and Comanche unit 2 out of service in 2025. Public Service also states, however, that the Company will delay the dismantling or demolition of those units until Comanche 3 is removed from service, which the Company suggests could be 2070.

41. Staff recommends that the Commission direct Public Service to file an application, no later than one year after the retirement of Comanche, to determine a schedule for the competitive acquisition for the dismantling and removal of the two retiring units. Further. Staff argues that the dismantling and removal should be completed within three years of Commission approval of the proposed application.
42. At the hearing, Public Service stated that it agrees to file an application within one year of the retirement of Comanche 2 to determine an approach to addressing the dismantling of Comanche 1 and 2.
 The Company argued that using a separate application to address the timing and approach to dismantling the plants will allow the Commission to set a schedule “based upon the best information available at that time.”
  

43. Public Service is required to file an application to modify its CPCNs for Comanche units 1 and 2 by the Commission’s decision approving their early retirement and the acquisition of the CEP Portfolio in the ERP Proceeding.
 This CPCN application will likely address the dismantling and demolition of the units. In the event the required CPCN proceeding does not resolve the dismantling and demolition of the units, Public Service is required to make an application filing as discussed by Public Service at hearing no later than 2026. 

44. Finally, Public Service’s agreement with certain intervenors to file an annual report for the period that the CEPA rider is in effect is reasonable and will provide the Commission and other interested persons with information about the CEPA rider as well as information about the costs associated with the early retirement of Comanche units 1 and 2. Therefore, Public Service is directed to file an annual compliance filing no later than May 1 of each year to provide the following information about the prior years’ CEPA rider:  the remaining balance to be paid on the regulatory asset at the end of the prior year; the annual and cumulative amounts collected through the CEPA rider; details of the CEPA funds applied toward amortization and toward the return on the regulatory asset; a forecast of future CEPA collections; and a projection of when the regulatory asset will be extinguished. 
II. ORDER
A. The Commission Orders That:

1. The Application for approval to modify the depreciation schedules for the early retirement of Comanche 1 and Comanche 2 generating units, establish a regulatory asset to collect the incremental depreciation costs, reduce the Renewable Energy Standard Adjustment (RESA) collection to 1 percent, and implement a concurrent rate adjustment to pay down the regulatory asset, contingent on the approval of the Colorado Energy Plan Portfolio in Proceeding No. 16A-0396E, filed by Public Service Company of Colorado (Public Service) on November 28, 2017, is granted, with modifications, consistent with the discussion above.
2. Public Service is permitted to adjust the depreciation schedules for Comanche units 1 and 2 to align them with their new, earlier retirement dates approved in Decision No. C18-0761, issued September 10, 2018, in Proceeding No. 16A-0396E.
3. Public Service is permitted to create a regulatory asset to account for the incremental deprecation costs associated with the early retirement of Comanche units 1 and 2, consistent with the discussion above. Public Service is authorized to earn a return on the regulatory asset at its then-prevailing Weighted Average Cost of Capital, consistent with the discussion above.  

4. Public Service shall reduce the RESA from 2 percent of retail revenues to 1 percent of retail revenues upon the implementation of a Colorado Energy Plan Adjustment (CEPA), consistent with the discussion above.  
5. Public Service’s request to return the RESA to 2 percent upon the elimination of the regulatory asset by CEPA collection is denied, consistent with the discussion above. For the period that the CEPA is in effect, Public Service shall file annual reports no later than May 1 of each year, consistent with the discussion above. 

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

7. This Decision is effective on its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ DELIBERATIONS MEETING 
August 27, 2018.
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� Decision No. C18-0761, issued September 10, 2018, Proceeding No. 16A-0396E (Phase II Decision).


� McKoane Direct, 18:14-18:21. In its 120-day report on June 6, 2018, Public Service also suggested one alternate portfolio that retires Comanche 1&2, called the “Alternate CEP Portfolio,” which is the same as the Preferred CEP Portfolio, except one bid, X645, is deferred to Public Service’s next ERP.


� Given Public Service’s representations in the AD/RR Application that the requests are contingent on the CEP Portfolio being approved in the ERP Proceeding, parties in the ERP Proceeding were permitted to file notices of intervention in this AD/RR Proceeding.  


�   Perkett Direct, 12:19-13:7.


� The schedules were approved by Decision No. R16-1143, Proceeding No. 16A-0213, issued on December 13, 2016.


� Revised Attachment MAM-1, Tab 6a, 5 Cell D2.


� Stipulation filed by Public Service on August 29, 2017 in Proceeding No. 16A-0396E.


� Trowbridge, Rebuttal 61:2-61:6. 


� Lukas Answer Testimony 15:5-15:14.


� Hearing Transcript August 1, 2018 118:16-119:25.


� Public Service Statement of Position, page 28. 


� Decision No. C18-0761, issued September 10, 2018, Proceeding No. 16A-0396E 
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