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I. BY THE COMMISSION

A. Statement

1. By this Decision the Commission issues a Declaratory Order addressing the narrow question whether sales under the three Twin Eagle Power Sale Agreements (PSAs) may be properly treated by Public Service Company of Colorado (Public Service or Company) as Proprietary Book (Prop Book) transactions under the rules governing short-term energy transactions, the Policy for Resource Management and Cost Assignment for Short-Term Electric Energy Transactions (Trading Business Rules).  Consistent with the discussion below, Public Service may treat sales made under the three Twin Eagle PSAs as Prop Book transactions, provided that curtailment provisions of the Trading Business Rules apply to sales made under the Twin Eagle PSAs.
B. Background

2. On April 12, 2019, Public Service filed its Verified Petition for a Declaratory Ruling.  Public Service requested that we consider the merits of the Petition without a hearing if it remained uncontested and that we issue our decision by June 12, 2019.

3. In support of the Petition, Public Service filed an affidavit from Thomas A. Imbler, Vice President of Commercial Operations at Xcel Energy Services, Inc.  A map showing the service territory for Public Service alongside the service territory for the three relevant Twin Eagle PSAs is attached to the affidavit.

4. The Commission accepted the Petition on April 19, 2019 by Decision 
No. C19-0348-I.  The notice and intervention deadline was April 29, 2019.  Any intervening party was able to file a response until May 15, 2019.  

5. No Interventions were filed.
6. On May 15, 2019, the Commission issued Decision No. C19-0419-I ordering Public Service to supplement the record with additional information about each of the three PSAs.  Public Service filed the requested information on May 17, 2019.
7. The Petition asks that we determine whether Public Service’s intended acquisition of certain wholesale power agreements and related contracts from Twin Eagle Resource Management, LLC, are Prop Book transactions under the Trading Business Rules.  Public Service: 

intends to treat the sales under the PSAs as Prop[]Book transactions under its [Trading] Business Rules. While the transaction exceeds the $100 million notional value threshold and two of the PSAs exceed the five-year limit contemplated by the [Trading] Business Rules for Prop[]Book transactions, [Public Service] has the right under those rules to engage in transactions that are exceptions to the [Trading] Business Rules, if the transaction will benefit the Company’s customers.
  

Public Service inquires whether these particular PSAs, if they exceed the national value threshold or five years in duration, or both, can be properly considered Prop Book transactions under the Trading Business Rules.

8. Public Service asserts that a “declaratory order from the Commission would eliminate uncertainty and the potential for litigation in the future.”

C. The Three Twin Eagle PSAs
9. Public Service entered into a corporate transaction (the “Twin Eagle” transaction) by which it will acquire from Twin Eagle three wholesale PSAs: Big Horn, ARPA, and Fountain.  Each of the PSAs is a partial requirements contract. 

10. Under the Big Horn PSA Public Service will provide power to Big Horn County Electric Cooperative, Inc., an electric cooperative located in Montana.  Big Horn is outside Public Service’s service territory, transmission system, and balancing area authority (BAA).  According to Mr. Imbler’s affidavit, the duration of the Big Horn PSA is roughly three years.  And the notional exposure of the PSA is within the limits prescribed by the Trading Business Rules.

11. The second PSA concerns the Arkansas River Power Authority (ARPA).  ARPA is a municipal power authority that serves members adjacent to Public Service’s service territory.  ARPA owns transmission facilities separate from Public Service but within Public Service’s BAA.  The duration of the ARPA PSA is roughly five-and-a-half years, and the notional exposure of the PSA is within the limits prescribed by the Trading Business Rules.

12. The third PSA serves the City of Fountain, Colorado.  The city operates 
a municipal utility that is interconnected to the Western Area Power Administration, 
Colorado-Missouri Region (WACM) transmission system and is located in the WACM BAA.  The duration of the Fountain PSA is roughly eight years and the notional exposure of the PSA in years three and beyond may exceed the Prop Book limits in the Trading Business Rules.

D. Trading Business Rules

13. The Trading Business Rules were created by and have evolved through a series of stipulation and settlement agreements.  They govern resource management and cost assignment for Public Service’s short-term energy transactions including Generation Book (Gen Book) purchases and sales, Prop Book purchases and sales, transmission cost assignment associated with those transactions, and natural gas hedging in connection with purchases and sales.
14. Gen Book transactions relate directly to Public Service’s generation resources (their own plants and certain long-term wholesale contracts) that are normally used to serve Public Service’s retail customers (its “native load”).  
15. Prop Book transactions are defined as “all wholesale purchase and sale transactions that are not assigned to the Gen[] Book, including the purchase and sale of RECs.”  Ninety percent of the margin on Gen Book transactions is assigned to ratepayers whereas 90 percent of margin on Prop Book transactions is assigned to the company.  Losses on transactions assigned to either book are not shared with retail ratepayers, and Public Service may not curtail service to any native load customer to make a Prop Book electric sale.
16. The Rules limit the duration of Gen Book transactions to two years and Prop Book transactions to five years.  All Prop Book transactions longer than two years “are limited to a total of $100 million of notional exposure for physical deliveries in years 3-5 of the contract.”  However, the Rules also provide that Public Service may enter into transactions that do not meet the requirements for either Gen Book or Prop Book treatment.

E. Discussion and Analysis

17. Public Service asserts that good cause exists to treat sales under all three PSAs as Prop Book transactions.  With respect to its increased activity and presence in the wholesale market, Public Service asserts that: (1) these PSAs would require PSCo Commercial Operations traders to purchase hourly, daily, and monthly blocks of energy in wholesale markets; (2) this activity would “mask” the needs of the Company’s native load; and (3) the trading activity will provide additional market knowledge and intelligence to price Gen Book transactions on behalf of native load customers.
18. As well, Public Service points out that there will be margin-sharing opportunities for retail ratepayers, and that while it intends to seek wholesale power purchases to fulfill the PSA requirements, it may at times use its system resources to do so.
19. We find it appropriate to consider the merits of the request without a hearing.  No other party intervened and the petition is supported by sufficient evidence to enable our review.  Therefore we will grant Public Service’s request to address this matter on the pleadings and record before us.  See Rule 1403 of the Rules of Practice and Procedure, 4 Code of Colorado Regulations 723-1 (allowing the Commission to determine a petition without a hearing and further notice in these circumstances).  
20. Turning to the PSAs, we conclude that sales under the Big Horn PSA may be properly treated as Prop Book transactions.  Big Horn’s location makes it likely that Public Service will meet its service obligations entirely with wholesale power purchases.  The duration of the agreement and the notional exposure are well within the limits set forth in the Business Trading Rules.

21. We also conclude that on the specific facts before us, sales under the ARPA and Fountain PSAs may be properly treated as Prop Book transactions.  While both PSAs are longer than five years in duration, and while the Fountain PSA may exceed the notional value ceiling in the Trading Business Rules, we find that Prop Book treatment is appropriate for the following reasons.  First, the overall magnitude of the transactions both in energy requirement and notional exposure is modest when compared to Public Service’s system and size.  Second, Public Service indicates that it will procure hedges to cover its overall risk in meeting the obligations under the PSAs.  Third, we agree with Public Service that this increased activity will help it find more competitive terms in the wholesale marketplace and that retail ratepayers may benefit as a result.  We clarify, however, that when the Company uses system resources to serve energy obligations in these PSAs, 90 percent of the margin must be assigned to ratepayers and 10 percent to the company.  

22. Additionally, we perceive no reason to detach from these transactions the curtailment provisions in the Trading Business Rules.  Those provisions serve to protect retail ratepayers and apply to Prop Book transactions.  Because we have determined that sales under these PSAs may be treated as Prop Book transactions, it is logical to apply the Prop Book’s curtailment provisions to them.

23. Finally, Public Service must include in its annual Electric Commodity Adjustment prudence review filing, a calculation of short-term sales margins arising from these Twin Eagle PSAs.  This is in addition to the existing short-term sale margins determinations already included in this annual filing.

II. ORDER

A. The Commission Orders That:

1. The Verified Petition for a Declaratory Ruling filed by Public Service Company of Colorado (Public Service) on April 12, 2019 is granted. 

2. Public Service may treat sales made under the three Twin Eagle Power Sale Agreements (PSAs) as Proprietary Book transactions consistent with the discussion above.

3. The curtailment provisions of the Policy for Resource Management and Cost Assignment for Short-Term Electric Energy Transactions (Trading Business Rules) apply to sales made under the three Twin Eagle PSAs.
4. Public Service is ordered to include in its annual prudence review filings for its Electric Commodity Adjustment a separate breakout for the Generation Book and Proprietary Book margins earned from the Twin Eagle PSAs.

5. The 20-day time period provided by § 40-6-114, C.R.S., to file an application for rehearing, reargument, or reconsideration shall begin on the first day after the effective date of this Decision.
6. This Decision is effective upon its Mailed Date.
B. ADOPTED IN COMMISSIONERS’ WEEKLY MEETING
May 29, 2019.
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