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BY THE COMMISSION:

I
HISTORY-OF PROCEEDINGS

On May 24, 1974, Public Service Company of Colorado (hereinafter
referred to as "Public Service Company" or "Company") filed Advice Letter
No..190 - Gas and Advice Letter No. 643 - Electric, accompanied by tariff
revisions which would result in increased rates and charges on its gas and
electric service, respectively.. On June 14, 1974, Public Service filed-
Advice Letter No. 190 - Gas=Supplement and Advice Letter No. 643 - Electric-
Suppliement, .te supplement, respectively, the prior advice letters. The
praposed effective date of the filed tariffs, gas and electric, was June 23,
1974,

On June 21,1974, by Decision No. 85241, the Commission, on its own-
motion, pursuant to-115-6-=11, CRS 1963, as amended.{1) set the electric and
gas tariffs filed by Public Service Company --.pursuant to its respective
advice. letters -~ fov. hearing: to commence on July 17, 1974, and (2) sus-
pended the effe¢tive’ date. of the: tariff sheets filed by Public Service Company
under -its. respective electric and gas: advice letters until October 24, 1974,
or until further:ovder of:.the Commission.

Notice .in a&ccordance with the provisions of Rule 18 of the Commission's
Rules of Practice: and:Procedure: was properly given by Public Service Company
to its customers. “Approximately 650 Tetters of protest to the proposed rate
increases:were received By the Commission. - Approximately 140 letters were
received supporting the' proposed increases. .

Formal p]éadings to become parties in this proceeding were filed as
follows:

(1)vCherﬁy'Creekrschoo1tDistrict'N0°'5 in the County of Arapahoe and
State of Colorado - June-21, 1974,

(2) CF&I Steel Corporation = July 1, 1974,

'(3) General Services Administration on behalf of all executive ‘agencies
of the United States - July 1, 1974.
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(4) Colorado.Association of School Boards - July 1, 1974.
(5) Colorado.Public Interest Research Group - July 1, 1974.

(6) Darold and. Amye’ Martin, Helen Bradley, Laura Jones,
Wilson. E.  Thompson,  Barbara Barner,. Coreen Patrick,
Sonja. Jones, Priscilla VTg?] - July 9, 1974,

(7) Board oF County Comm1ssmoners of Pitkin County - Ju]y 12,
1974,

(8).E]brﬁdgeiG°*BUPnham = July 17, 1974,

Pursuant to the above pleadings, all the above-named persons were
granted leave to intervene in this proceeding by the Commission.

Although it did not request.leave to become a .party to this procegding,
the Colorado Municipal League, by its attorney Susan K. Grlffwths, did file
with the Commission a pleading entitied "Statement of Concern". Moreover,

a letter addressed to the Commission, dated August 6, 1974, re: Mass Media
Advertising by Public Service Company and Mountain Bell, from Dale Tooley,
Denver District Attorney, was read into the record on August 6, 1974,

Afteﬁ-due.and pfoper.notice, the herein matter was heard by the full
Commission. on the foliowing dates in the hearing room of the Commission,
Columbine Building, 1845 Sherman Street, Denver, Colorado:

(1) On JuTy'17,'i974:-.Consideration of additional hearing dates and
procedures for the presentation of testimony and other evidence.

{2) On August}6"and 7, 1974 - Presentation of Respondent's direct
case, and cross-examination ﬂmmmted to clarification of testimony and exhibits.

(3) On the evening of August 13, 1974 - Testimony of public witnesses.

(4) On August 19, 20, 21 and 22, 1974 - Cross-examination wmth respect
to Respondent's direct case.

(5) On the evening of August 27, 1974 - Testimony of public witnesses.

(6) On September ;']974‘@'FuﬁtheW‘testﬁmony by one of Respondent's
witnesses.

(7) On September:55t65t9fand'105 1974 ~ Testimony of intervenors and
Commission Staff witnesses.

The evening.sessions: of August 13 and 27, 1974, were for the sole
purpose of hearing.public.witnesses.  However, public witnesses who wished to
testify. were also. heard as: the: first order. of business on the other hearing
dates and at. other: times.. ' A total of 26 public witnesses testified on the
various hearing dates.

During the course:bf{this.proceeding,itestimony was presented by
Public Service Company, members: of the. Commission Staff, Colorado Association
of School Beards, E]bridge’Burnham; and members of the public.

The transcr1pt of test1mony comprised 13 volumes,. totalling 1,544
pages. A total of 75 exhibits: was admitted into evidence, . A ‘1ist of the
exhibits is attached to this-decision as Appendix A.
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Upon motion of Public-Service.Company,,thetCommission took official
notice of Section 46(c¢)(3) of the Internal Revenue Code (26 U.S.C. 46(c)(3)).

‘The hearings.ﬁnsthﬁs proceeding concluded on September 10, 1974,
A1l parites in this procéed1ng were: permwtted to file statements of position

on an optional: basms, on or before September 16, 1974. Statements of position
were filed by:

Pub]mc Serv1ce Company;;;;;;;;;-h ~~~~~~~~~~~ ————— September 16, 1974
General Services. Adm1n1strat1on-—;_— ------------- September 16, 1974
Darold and Amye-Martin, et al=-==cccmmcccmmcaaa September 16, 1974
CF&I Steel Corperatlon——-~~-~—-——-—~~-~--——~~*~—~September 16, 1974
Colorado Association: of: School Boards-s====m-=-m- September 16, 1974
Board of Commissioners, County of Pitkin--===c--= September 19, 1974

(late filed)

) On Septémbér.TG;.ﬁ974§1the:Coiarado.Association.of»Schoo] Boards (CASB)
- filed a.Motion with the Commission for. an: order awarding attorneys’ fees to
CASB in this proceeding in the amount.of $500.00.

The heremn matter has been: submmtted to the. Commission for decision,
Pursuant to” the provisions: of: the'Sunshine Act of 1972, and Rule 32 of this
Commission's.Rules of Practice and: Procedure, the. subJect matter of this pro-
ceedingUWasfFﬁfétihiaéed‘onztheuagenda'for:the:open‘pubiic:meeting of -the
Commission. held on Séeptember-17, 1974, At the open. public meeting on September
24, 1974, the-herein.decision was:entered by. the. Commission. Commissioner.
Zarlengo was not.présent at: the. open: public: meeting: of September 17, 1974, or
the open: public meeting on: September: 24, 1974, and did not participate in the.
determination of the Commission decision herein.
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IT
DESCRIPTION OF THE-COMPANY

Pub]1c Service Company is a .public ut111ty operating solely-
within the State of Colorado engaged principally in-the generation,
purchase, transmission, distribution and sale of e]ectr1c1ty and the
purchase, distribution and sale of mnatural gas.to various areas of- the
State of Colorado. The Company also renders steam service within a
Timited area of -the downtown business district of the City of Denver;
and operates a small bus transportat1on system within the City of
Boulder, and a water system in the general area.in and arotnd Evergreen,
Colorado. No changes in the rates for steam, bus, or water service
provided by Public Service Company has been requested in th1s pro- .
ceeding.

Public Service Company, as .of June 30, 1974, had 614,437
electric customers, and 530,714 gas customers. .Generally, these
customers are broad]y c]ass1f1ed ‘as .residential, commercial,.and.
industrial. As of December 31, 1973, Public Service Company had
30,799 shareholders holding common stock in the Company (16,832 of
whom own 100 shares or less) and 4,300 shareholders owning preferred
stock in the Company Common shareho]ders who live in the State of-
Co]orado compriese 34.6% of the total- number thereof.

Public Service Company has been-and is involved in the
largest construction program in its history to expand its electrical.
generating, transmitting, transforming.and distribution facilities.
This construction program has been undertaken in order to provide
" the facilities to meet expected demands for service and to provide
adequate reserve capacity. The Company -- as set forth below --.
exp$cts to expend more than $1 billion during the ‘five years ended
in 1978. :

Electric _ Gas
1974~ mcme e $145,787,000 $33,607,000
1975=mmmmmmm e e $162,974,000 $28,415,000
1976--=mmmmmmmmmmmmm e mem $205,261,000 $21,040,000 -
1977~ commmcmmm e S m—— $255,538,000 $2],907,000
1978-mmmmmmmmmmm e e === §225, 205,000 $24,234,000

(Volume X, page 6)



III.
GENERAL

The most recent case . involving Pub11c Serv1ce Company, pr1qr
to.the-instant " proceeding, was Investigation and Suspens1on Docket -No. .
747. - In-that dacket by Decision No. 82411, entered on February 23, ‘
1973, the Commwss1on approved new and .revised electric and gas rates
deslgned to produce -an additional® "$4,039,499 in retail electric revenues
and .$2,418,892 in-gas revenues. Those revenue-increases amounted to- apprex1—'
mately 2. 6% on. e1ectr1c reventes and 3. 06% -on gas’ reVenues e

In 1971, Public Service COmpahy proposed rate increases for gas
and .electric .seryice.. The "1971 rate.case". procedurally was.divided into
two phases In. phase one, .Publict Service Company, -on April 7, 1971, filed
__App11cat1on No. 24900, wh1ch sought ‘authority’ from. this Comm1ss1on to file
new.gas and electric rates that would produce an incregase in gross revenies.
0f.$11,259,823 on-the'basis of the test year, 1970.  1In -that proceeding, by
Decision No. 78811, entered on October -4, 19714 the Commission. authorized
Public-Service Company to file, based upon conditions of" the-1970 test
year, new gas rates ‘that would-produce additional’ revenues of not.more . :
than :$493,807,; and .new- electr1c rates that: wou]ﬁ produce add1t1ena1 reve-s*'
nues. of not more than $6,894 ;662

In phase. two Pub11c Serv1ce Company . f11ed new.gas qnd electr1c
rates which, on quember 26, 1971, were set for hear1ng and- suspended in
Invest1gat1on and’ Suspens1on Docket No..706. On December:31, 1971, in.
Decision No, 79350, the Commission, in Invest1gat1on .and Suspen51on Docket
No. 706, author1zed Public Service Company's.gas tariff revisions to become .
effect1ve - With respect to Public Service. Company s proposed electric
tariff revisions, the. Commission ordered. certain .changes, mainly with -
respect to certain: ]arge electric customers, but:otherwise authorized
Public Service .Company to file electric rates which would produce addi-.
tional electric revenues in. conform1ty with Dec1s1on No. 78811 rendered -
by the Commission in phase .one. .

Rate .cases in 1969 and 1970 1nvo1v1ng Public Serv1ce Company
were Application No. 23963 and Invest1gat1on and Suspen510n Docket No. -
640, .which resulted in a cansolidated -decision: (Dec1swon No. .74240) entered '
January 28, 1970, in which:it wds. detérmined that a fair rate of return of
the comb1ned .gas anq e]ectr1c departments of PubTic- Service- Company'was 7. SA,

: In addition to. the ear]ier cases 1nvolv1ng Public Service Company, the
hComm1ss1on has also rendered:a rumber of decisions.since 1969 involvihg:
the Mountain States Telephone and Telegraph Company - These decisions e
are No.:72385, entered January .7, 1969, in App]1cat1on No. 23116; Decision
No: 77230, efitered ‘March .25, 1971, in -Investigation and - Suspens1on Decket
No. 668; and Decision No. 81320, entered September 19, 1972, in Investiga~’
tion and Suspens1on Docket No. YAVE AI] three,Mounta1n Be]l decisions were
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appealed to the Supreme Court of- CQ]orado * Regu]atqry,principlesvare
1 d1scussed in,these cases.

The past several years have shown an 1ncreased awareness and
interest in -the rate-making functions of this- Comm1ssron Utility rates,
with respect to gas, electric and.telephone services affeot large. segments
of the public.  In view of.inflatignary.and othér -economic, pressures, ‘rate”
cases have’ become more . frequent, and pubTic part1c1pat1on 1n ‘the rate mak1ng
- process has 1ncreased ‘

The - power of - the Public Utilities Commission-to regulate ‘non-

municipal ytilities .in the State of . Colorado .is grounded in Article XXV-
of the Constitution of the. State of Colorado which was adopted by .the
general electorate in 1954. The Public: Ut111t1es Law; which currently
“is contained in: Chapter 115 of -the Colorado. Revised Statutes (1963, as -
amended ), implements Article.XXV of - the. Colorado. Const1tut1on More
spec1f1ca11y, CRS 115-3=2 vests the. power and author1ty in. th1s Commis~-
?1on tolgovern and regulate all rates, charges and- tar1ffs of every pub- -

ic utility

It first must be emphas1zed that rate-making 1s a 1eg151at1ve
function. * The City and County ‘of Denver-vs.. Peoplé ex rel .Public Uti] 1t1es
Comm1ss1on, 129 Colo. 4T, 266 P.2d 1105 (1954); Public Utilities Comm ss1on

Northwest Water Corporat1on, 168 Colo. 154 551 P.2d 266 (1963)

: shou]d also be emphasized that ratemaking;-is not an- exact science,. NorthwestA
Water, supra, at 173. In the.landmark.case of Federal Power Commissjon .vs:
Hope Natural Gas Company, 320 U.S. 591, .602-603 (1944) Justice: Douglas,u '
speaking for the United.States Supreme Qourt stated that the.! rate-mak1ng
process under (The-Natural-6Gas) Aets—ixe.s tﬁe fixing .of ‘just and reason-
able'rates, involves-a balancing of “the- 1nve$tor and. consumer interests."
The Hope case further stands for ‘the proposition that: under "the statutory
standard -of * just and reasonable’,it: ‘s .the result reached, not the. method
empioyed which is contro111ngw"

*Decision No 72385 is the subJect matter of -Colorado Mun1c1pa1 League and
the .City .and County of Denver vs..the Public Ut7Tities Commission Of the.
State of Colorado.and the Mountain- States Telephone and Telegraph Company,
172 Colo. 1885 473 P, 2d 960 (1970) Decision No.-77230 is:the subject matter-
" of Mountain- States Telephone ard Telegraph Company-vs.. the Publié Utilities .
Commission of the-State of Colorado, .et.al., 513 P.2d 721 (Cole. 1973);
-Décision-No. 81320 1s the subject .matter of . Cases No. . 25965, Mountain States
Telephone and Telegraph Company.vs. the. PubTic- Ut111t1es Commissions Ng.-
25984, Secretary of .Defense on behalf .of .the.Department of -Defense’ and a]l ,
.otheér:.execytive agencies of the: United States vs. the Public Utilities -
Commission and Mountain.States 1elephone. and Te] eqraph Company; Gase Na. -
25975, Colorado” un1c1pa1 League vs. Public UtiTities Commission and Mquntaln'
States Telephone ang - Telegraph:Company. “Colorado Supreme Court.. decisions - 1n
. these latter three.cases are pending. ‘Other recent cases-.concerning.: ‘the. .
Mountain States Te]ephone and Te1egraph Compahy are: Mountain States Te]e--
phone and Telegraph. Company vs. the Public Utilities Commission of the State:
of Colorade, et al., 176 Colo. 457,491 P.2d 582 (1971)-(Telephone company
not .entitled to pre11minary 1n3unct1on) Mountain States Teléphone:and.
Telegraph .Company vs. ‘the Public Utilities Commission of the State of
Colorado, 177 Colo. 332, 494 P.2d 76 (1972) -(invalidity of telephone.company
request that trial court exercise -equity jurisdiction.of- a}]ow1ng ‘higher.
rates pending final Public-Utilities .Commission determ1nation) Mountain -
~ States Telephornie and Telegraph Company vs. . the Public’ Ut111t1es'53mm§§§Tbn
of the State of Colorado, 502 P.2d 945 (Colo. 1972) (Commission refusal ta-
‘consider evidence that te]ephone customers suffered no excess charges dur1ng
refund period 'is proper).
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. The procedural process by wh1ch public utility rates are.
'estab11shed should be explained. Under- current law; when a public -
utility desires to charge a newrate or rates, it files the same with.
this Commission, and the proposed new.rate.or rates are open for pub11c '
inspection. Unless the Commissjon otherw1se orders, no increase in any.
rate or rates may go.into-effect except after thirty (30) days' notice
to the Commission and the. customers of the utility involved. S

If the thirty (30) day period-after filing goes by without
the Commission having taken any action to.set: the proposed new rate or.
rates for hearing, the new rate or rates.automatically become effective
by operation of law.* However, the Commission has the power and author-
ity .to set the.proposed new rate or rates -for hearing, which, if done,"
automatically suspends the effective date of the proposed new rate or
rates for a perjod of 120- days **  The Commission has the further option
of continuing the suspension of the proposed new rate or rates-for an.
additional, period -of up to ninety (90) . days for-a total maximum of 210 =
days or approx1mate1y seven ‘months. Thus, if the Commission.has .not, .by .
order, .permitted the: proposed new rate or rates ‘to become effective, . or.
established new rates, after hearing, prior to the expiration of the maxi-.
mum. 210 day period, ithe. proposed new rate or rates go.into effect by
operation of Taw and remain effective-until. such time thereafter as. the
Commission estab11shes the -new rates -in the. docket

As -indicated above, under ”H1story of Proceedings", the.decision:
of this ‘Commission -entered on June 2T, 1974, to :set for hearlng the pro-
posed -electric.and ‘gas tariffs filed by Public Service Company . had ‘ the -
effect of suspending their effective date until October 24, 1974, or until.
further .order of the Commission. The-decision herein s the Order which..
effectively . estab11shes e]ectr1c and gas rates for Public Service. Company

In simplest terms, the Commission .must. determ1ne and establish
what are just.and reasonable rates. In order to-answer this question, the.
Commission must answer two other questions, name]y, what are the reason- -
able revenue requirements of the utility involved. so-that it may.perform
its service, and how are the reasonable .revenues to be raised from its
ratepayers - In other words, the. Comm1ss1on must determine a."revenue.require-
ment" and.the "spread of .the rates" to meet the revenue requirements. To
accomp]1sh its task, in these regards, it must exercise a-considerable.degree
of judgment .and, .to ‘the best of its ability, be as fair as possible to the
var1egated part1es and positions that inevitably present themselves in any
major rate case. The rate-making funct1on involves, in other words, the
making of "pragmat1c adJustments“ The Hope case, supra, at page 602. No one
claims that the task is- easy, but, on :the other hand, 1t is-nat a. task
1mposs1b1e of . atta1nment

Iv.
THE TEST PERIOD

Inveach-rate,proceeding,,itﬁis»neceésary to select a test period.
.and then adjust-the~operating results'of“the~test#period*forfknown‘chahges’

*Under CRS 115-3-4, most f1xed ut111t1es f1]e rates.on thirty. (30) day notice;"
however, thirty: (30) ‘days -is-a minimum notice period, unless otherwise ordered
by the Commission, * A utility may select a. longer notice period. : In any. event,; -
if the Commission elects to set .the proposed rate or rates for. hear1ng, 1t must
do so before the. -proposed - effect1ve date. -

**CRS 115-6-11"
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in_revenye and expense- levels SO . that the adJjusted -operating results .of:
the test period will be representative of the-future; and thereby afford
a reasonable basis upon which.to- pred1cate rates. wh1ch will be effective
during a future. per1od .

In ‘this -case; the test year proposed by Public Service Company
and.used by the Comm1ss1on Staff .and all’ 1ntervenors was. the 12-month
per1od commencing April:1, 1973, and" ending- March 31, 1974. The Commis-
sion finds-that the 12- month per1od April ‘1, 1973, to March.31; 1974, is:
Nappropr1ate to const1tute a representative year and such w111 be the.test.
“périod.. ‘

V.
RATE BASE

Pub]1c Service Company used a year -end rate base as of March 31,
1974, for both its electric and gas departments. - Public Service Company's
year-end rate base for its electric department tota]ed $791,613,321 wh1ch
consisted - of the following components

»1.-;Utn]]ty;PJant,1n.SerVJce, ‘ '?$37847;28i;524s

2. Utility Plant Held for Future.Use 757,786-
3. Construction Work in Progress - 128,188,847 .
4, Common Utility Plant in Sermice~A11ocated 20;]18;609»
5. Prepayments o v ],333,852.
6. . Ut111ty Materials & Supp]1es - : 2];6@4;54i '
7. Cash Working Capital Requirements None.
8. Compensating Bank Balances Allocated 4, 021 750»
9. Customer Advances=for Construction. : $”" ’ (825 354)

10. | ~ Gross OpiginaT:COSt_Rate‘Base ' $1,022,567,600

11. Reserve tor Depreciation & Amortfzation (195,267,9?9)

12. Rate Base Allocated to FPC- Jurisdictional . , _ ‘ '
, Sales , : ‘(34;746,360)m

13, Net Original Cost Rate_Base: $ 79]§613;321f

'(Pub]ic»ServicelCompany Exhibit No. 38, page I'of~5)’

“Witness. Merrell of the: Commiss1on Staff submitted a year-end rate
base ‘of $787,760,677, which was"$3,852;644 less. than Public Seryice. Company s
year-end rate base for its electric department The difference is agecounted.
for-by Witness. Merrell's remaval.of $4.,021,750- of compensating bank " balandes™
reduced by .an-FPC Jur1sd1ct1ona1 'sales factor of , $169 106 (Staff Exh1b1t
No. 1, page 4. of 6). _

With .respect to its:gas department Pub]1c Serv1ce Company used a
year-end rate base of $157,147,636 cons1st1ng of the’ fo]1ow1ng



1. Utility Plant in Service

2. Utility Plant Held for Future Use.

3. Construction Work in Progress.

4. Commoh.UtiIity Plant .in Seryice Allocated
5. Prepayments

6. Utility Materials and Supplies.

7. Cash Working Capital Requirements* -

Compensating Bank Balances Allocated -
9. Customer Advances for Qonstruction
10. - Groés Original Cost Rate Base
11. Reserve fof.Deprecﬁation and ‘Amortization

12. Net Original Cost RateLBase

$195,944,922
112,627

| 7;254,030 |
12,398,942
255,226
2,966,046
2,351,551
869,474

(1,333,727)

220,819,091
(63,673,416) -

$157,145,675

(Public Service Company Exhibit No. 38, Page 2 of ‘5)

Witness Merrell of the Commission Staff submitted -a year-end rate
base for. Pubiic Service Company's gas department of $516,278§]62ﬂ The
$869,474 difference is accounted for by Witness Merrell's removal of comperi-

satIng bank balances (Staff Exhibit No. 1, page 5 of '6).

{The FPC jurisdic~

tional ‘sales-factor applied for electric sa?es is inapplicable with respect

to gas sales.)

Public Serv1ce Company's combined electric and gas department rate

base for.the year ending March 31, 1974, was. $948,760,957 (Public Service Company

Exhibit No. 38, page 3 or 5), whereas Wthess Merrell's was $944,038,839.
(Staff Exhibit No. 1, page'6 of 6).. We find that the combined rate base

for.the electric and gas departments of Public Service Company fs.$948,758,996

for the year ending March 31, 1974, conswst1ng oF the following:

T. Utility Ptant in Service

2. Utility Plant Held for Future Use
Construction Work in Progress

Common Utility Plant in Service Allocated
Prepayments

. Utility Materials . and Supplies

~J (o)) (8} =~ w

.- Cash Working Capital Requirements*

$1, 043 232,446

870,413

135,442,877

32,517,551
1,589,123

24,650,587
2,351,551

*$2 353,512 { The company's tigure ) reduced by . $] 961 Staff adjustment

Decrease in 08M expenses ($7.117) x 12.50%) =
Increase in.Federal income tax = $3,245 x (33.0%)

II! ll

- ($890.00)

§$T,821)

(Staff Exhibit. No 2, page 4 of 5)
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8. Compensating Bank Balances Allocated 4,891,224

9. Cugtomer-Advancegjfor Construction - . (2,159,081)
- 10, Gross. Original Qost,Rate‘Base, $1,243,388,652
11.~'Reserve for-Depreciation & Amortization (259,881,335) -

12. -Rate.Base Allocated to FPC- Jurisd1ct1ona1 T
' Sales (34,746,360)

13. - Net Original Cost Rate Base $ 948,758,996 -

In finding a combined year-end rate base of $948 758,996, we. haveo
included Public Service Company S compensat1ng ‘bank balances, but have
adopted Witness Richards' $71,961 reduction-adjustment from- Pub11c Service
Company's working capital requirement . wh1ch results - from amortizing rate
case expenses of the-gas department over a two-year period-rather than-a
one~year period as proposed by Public Serv1ce Company (Staff Exh1b1t No.

2 page 4 of 5; Vo1ume X ‘page ' 56).

For those fam111ar with - ‘past . Comm1ss1on pol1cy, it w111 be noted
that today we have departed from past Commissioh poligy.in two s1gn1f1cant
respects, that is, the adopt1on of-a year-end rather than dn average -rate .
base, and the inclusion of- compensat1ng bank balances -in-.rate.base. It is, -
of course; true that there. 1s no unanimity. of op1n1on among regulatory bodies
concerning these two matters. Although. there is no un1versa11y‘accepted _
preference onh either of these matters, we find that .certain economic condi-
tions exist at this time which render the use'of a Yyear-end rate base and.
the inclusion of: compensat1ng bank* ba]ances there1n as be1ng more reasonab]e

With respect to year—end rate base, the . economic cond1t1ons of .
attr1t1on, 1nf1at1on, and growth 1ead us’.to conc]ude that-it- should be - adopted,

Attr1t1on properly may -be -described as the failure of a" ut111ty,
because of inflation, growth or regu]atory lag, to earn its:- prev1ous1y authorf.
ized rate of return. on rate base or previously authorized rate of return.gn
common equity.  This Commission, -in Decision No. 82411 (February. 1973), found
that 'a"7.5% retyrn-on rate- base ‘was.a fair rate of .return for Public Service
Company, and- that a fair rate of return for the.gas .department only-was. found
to.be 7.7%. In fact, for the. test . year .as -herein used, Public Service Company
- earned 7.16%-on its electric rate base and .6.7% on its gas.rate.base which -
produced an overall rate of . return of .7.09% which is approximately faur-tenths .
of ‘1% below the rate of return.last .authorized by this Comm1ss1on (Public
Service Company Exhibit No. 38, pages 1-3-of 5)

In the same Commission decision, as above.set forth, this Comm1ss1on -
found that a rate of return.on common edquity was 12.5 to 13. 27 - However, e
during the test year, .as used herein, Public Service Company earned & rate.
of return.on equity of only:10.6% and, if the -item of allowance for funds
during construction (AFDC) is exc]uded ‘the rate of return on average .common -
equity during the test year was-only 8.4%, which is-another indication.of
serious attrition . (Public Service Company Exh1b1t No 14, page 1 of 13
Volume II, pages 5-6).

Another major factor wh1ch persuades us -to .adopt a year end rate
-base; 1is the factor of. inflation which affects .almost everybody. The: price
rises in materials that Pub11c Service Company has-had ta buy have. 1ncreased_
materially in the.last five years. For example, a No. 2 aluminum steel core -
conducter - has increased from.2%¢. per. foot to.5.4¢ per foot during the. five-.
year per1od for an.increase of 116%. - A. 40 foot, .wood . pole has: 1ncreased in
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cost from $43.55 to $106.95, or a 145.58% .increase. Other costs have

not ‘risen so.sharply. For example, a res1dent1a1 ‘gas meter has increased .

in cost from $25.24 to $28.08, or an 11.25% rise. . (Public Service Company
Exhibit:No. 6, pages 1-2 of 2) It is also true that the cost.of ‘labor per.
kilowatt hour has risen about 10% and the.cost of ‘labor :per thousand cubic
foot has risen about .35% in. the-last. f1veﬁyear period (Pub11c Service Company. -
Exhibit No. 3, pages 1-2 of 2).

An additional ‘important factor in. adopt1ng a year-end rate base
is growth. When a utility is.growing, that is, ‘adding to its .capital plant,
attrition occurs as a matter of fact, other th1ngs being equaT This is so-
because the .rate base during the per1od when new rates are in effect will
be greater than the test year rate base (whether average or year-end)
Since the test year concept .of setting rates for the future assumes.that
the- proper match1ng of test year rate base and revenues . will .continue into
‘the future, it is obvious that jf the future rate base.is, in fact, larger.
than:the test year rate base, and future revenues do- not advance’ sign1f1cant1y-
beyond . test year revenues.(adjusted, of course; for any rate 1ncreasb) “then
attrition will result. A simple illustration will make this clear. Assume
that a'utility has a test year rate base of $100 and test year net operat1ng
revenues of $8.50 (pursuant’to newly authorized rates), and that the. regula=
-tory body has-authorized a 8.5% return on rate base. .Assume further that in.
the -future when the new rates are.in effect, the-net - operating revenues.of -
the Gompany are $8.50, but that: 1ts rate 'base has in fact increased to $115.
In such a situation the return on-rate base.would be 7.3% rather .than 8.5%,
representing an.attrition in its rate:of return on-rate. base. We fihd that
a.year-end rate base.is-a more up-to-date ref1ect10n of the actual‘rate -base of-
PubTic™ Ser{ice ‘Ce=during the perlod in wh1ch the new rates will be in effect.

The record in this prodeed1ng 1nd1cates that the rate base ‘of .
Public Service Company will grow:significantly. - Its total electric construc-
tion for 1974 is estimated: to be $145,787,000; in 1975 .~ $162,974,000; in
1976 - $205,261,000; in 1977 .- $256,538,000. and in 1978 --$225,205,000.
Public-Service Company's estimates for its gas department canstruct10n are
$33,607,000- for-1974; $28,415,000 for 1975; $21,040,000 for 19?6 $21 907,000 -
for.1977 and $24,234, 000 for 19?8 (Volume X ~ page 6), B =

Accord1ng]y, we find and’ conc]ude that the threerold factors of .
attrition, inflation and- growth -more than Just1fy, and indeed mandate, the
use of a year-end rate ‘base-in. th15 proceed1ng

The second change in Comm1ss1on p011cy w1th respect to rate base
is the ‘inclusion of compensating bank balances in the rate base. We recognize
that inclusion or exc1us10n of- compensatfng bank balances .in rate bake s a
matter upon which various.regulatory commissions have differ1ng views. . In the
past, this.Commission has excluded them, .but we also recognize precedent for
inclusion. . See, for examp]e, Re N1ch1gan Gas Utilities Co., 81 PUR. 2d 27 5
33 (1969); Re Lbng Island Lighting Co., 90 PUR 3d 93, 105 106 (1971)

Compensat1ng bank balances are those . funds Wh?Ch a bank requires
that a utility maintain on deposit: for the. purpose of: assuring the avail- .
ability of short-term credit.  Normally, the ratio is one.to 10, that is,
for every.dollar of compensating bank ‘balances .on deposit, the utility will-
have-a line of credit of $10. -The: compensating bank -balances on.deposit
are not a savings account and do not. -earn . interest; rather; they are ana]ogeus,
to a minimum balance check1ng account .ip which service charges may.be-
eliminated or redueed There is no dispute ‘of the fact that compensating
bank ‘balances are-a true economic cost to the. utility inasmuch as it does
not earn interest on: the money -on. dep051t The-advantage of -having compen--
sating bank’ ba]ances is that it enables a utility to. borrow up: to 1ts Tine
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of credit . at the so-called prime rate, or enables ‘the utility to use
a compensating bank balance as a backup for commercial paper.sales
(Volume I, pages 91-92; Volume II, pages 32-33).  Thuss; compensating
‘bank ‘balances are, economically, a permanent investment .in today's
economic world, and are, 1ike materials and supplies, necessary for
the effective operation of the utility's business (Volume I, page 91).
As a permanent investment, therefore, compensating-bank balances are
a proper item of-rate- base, '

In summary, we find that a~year~end'rate'base'0f1$948,758,996,

~which includes Public Service Company's compensating -bank .balances, is
proper. .
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~ RATE OF RETURN

Cap1ta] Structure

We find and adopt for purposes of this. proceed1ng the fo]]ow1ng
capital structure of Public Service Company:

Reserves and Deferred Taxes " $ 9,394,574 | 1.05
Long-Term Debt 470,437,924 - 52.45 -
Preferred Stock 135,000,000  ° 15.05
Common Equity 282,060,310 _31.45.
- $896,892,808 100.00

Reserves:-and deferred taxes have an -appropriate place in the-capital.
structure.and the cost therein of that: proport1on of -the total caplta] con- .
tributed by reserves and deferred taxes:is zero. Long-term debt, as indicated
ahove, compr1ses 52.45%.0f the: total: cap1ta11zat1on " Theannual imbedded cost
of -that:debt .is 5.76%: The:percentage cost: of imbedded.long-term.debt is -
3.02% (.5245°X .0576 equals=3. 02)"'The percentage cost-of preferred stock is

.88% (.1505 X .0584 equals’ .88)."These capital costs are readily ascertain- .-
able 1?asmuch as they are contractua1 in nature (Staff Exhibit No. 3, page. '
2 of 2 S ~

.~ Before ddscusslng what an fa]r and reasonable return-on common equity.
is, 1t is appr08r1ate to .remark:that-Public Service Company is in the lower:
range of the 110 major.gas and:electric utilities in" the nation with réspect
to the proport1on that itsw.common: equ1ty bears-to the total cap1ta1 structure .
of ‘the Company. . .As of" Décember: 31, 1973, only.eleven of -these major gas-and -
electric.utiTities had a smaller percentage of equity in- thelr*respect1ve
capital structures than did Public Serv1ce Company (Public Service Company
Exhibit No. 52) "

As our Supreme Court stated in Mountaln States Telephone and Te1eqraph=
Company VS . the Pub11c Ut111t1es Comm1ss1bn 513 P 2d 721, 727: N

"methndSaof;ra1smng;cap1ta1 should be left to.the
-discretion .of’ management unless there is a- 8ub- -
stantial: showing: that rate payers are being pre--
judiced materially by the -managerial options in
-the area of .capital financing."

This -is, of. .course, -but another: way of: say1ng that the capital structure of

~a company' is'a mattér for .management: discretion absent a showing of material
prejudice. '‘No showing has been: made:in-this proceeding that the.capital

“structure of PubTit-Service:Company: has materially prejudiced the ratepayers,
although 'some.of:the:parties: herein’ apparently believe that its capital .
structure should be:tilted . toward:more debt vis-a-vis its common equity.

On the contrary, it is clear:to-us.that the: th1nness ofPublic Service Company's
common ‘equity ratio has reached:-a .dangerous level, and any further weaken1ng

is likely to be harmful not only to itself, but to its ratepayers.

-14-


https://Some.of.\�the�:parti.es
https://r.ai.s:i.ng
https://52.45%.of
https://Servi.ce

Cost of Equity

The: pnob]em of determ1n1ng the cost of a utility's capital repre-.
sented by -commen stock-is-a difficult.and complex task, since the utility
has no fixed contractual.obligation.to pay dividends: to ~its common share=
ho]dens To: be»sure equity capital  has a market.cost in the sense that
there “is always .a.going ratewof .compensation which investors. expect to-
receive for' providing equity.capitaly but it is not a cost that-is directly
observabte from:thé:market: or.accounting data.. ' Whereas a purchaser of
senior. secuw1t1es acquires a right toa contractua1 return, a-purchaser
of .common stock simply acquires: a.claim. on the Company s future residual:
revenue:after over-all costs;, including the carrying cost of debt and pre-
ferred- stock,have been met. - This essent1a]]y venturesome claim is capital-
ized in. the market price of .the stock. :Conceptually, then, the true cost.
of common.stock is the.discount rate equatwng the market price of the stock
with a typical. ‘investor*s estimate of the income stream, including a p0551b]e
capital gain on ]oss, he might reasonably expect. to receive as.a shareholder.

A determlnatmon:ofaahneasonabie discount rate,. adjusted as necessary
for market pressure.on:new:stock issues and underwriting costs, is implicit
in every regulatory decision: in'which:an.allowance:for.a.cost of equ1ty capital
is lncluded as.a.component of the approved.rate.of .return on.a utility's rate
base.  Although theoretically, it might be said that there is: ho cost for"
utility cap1ta] ‘raised by.common. stock. since:. there 'is no contractual right ofg
a common shareholder.to-receive: any: dividend. return;. it:is patently obvious,
that no reasonable.investor will entrust his capital funds to.a utility, by
purchasing. common stock, unless he can expect .to obtain a reasonable return.
on his 1nvestment .

On thesbasﬁs.of‘the record maderin;thiSapnoceeding, we find that a-
rate of return:-on Public . Service Company’s.rate base:of 8.62% and -a rate of
return.of 15% to.common equity:is. fair and: .reasonable,. sufficient to attract-
equity ‘capital in today's.market;: and: commensurate with rates of return on
investments ‘and other enterprises having corresponding risks. Our finding
in this regard is supported by several. evidentiary approaches which were set.
forth in the hearmngs in. thnS -proceeding.

Eugene Meyen, Vmoe President of Kmdder, Peabody and Company, whose,
background. includes.experience: in the. investment. banking and securities .
bnokerage ‘business; -testified. generally. about. competltﬁon for the- mnvestment‘
dollar.  More spacifically, he:contended: that the: rising interest yields in-
the bond market:necessitated. higher: yields in the. equity markets inasmuch as
equity investors:demand.a. greaten rate on their investments compared to the
Tower- risk. ofbonds={Volume. Iy .pages.45.and. 46). . The return.to.the investor .
in-common.stock {s-derived: from the. dividend. hereceives.plus- market appre~
ciation. which:is: compounded ‘ati.the.same . rate.at:which:.the. earnings per share:
of .a particularienterprise.grow.::1In the case of: Public: Service Compahy a-
6.7% -yield. on:book - value:{book:value. == $17.80. per share) and a 5.8%--7:8%
earnings per: share:grewthirate:would.yield a.total. equity return-in the range -
of 12.5%--14.5%.. ‘However;,:, Af.the. 5.8 and:7.8% are divided by 40% (a reason-
able percentage. ‘of ‘earnings:to be. vetained 1in the business) the equity return
range rises from 14 5%-.t0'19. 57 (Volume I, page 47).

W1tness Gnundy of the Commission: Staff: presented. evidence with respect
to rate.of. return.on.equity:.based on: discounted cash flow. Mr. Grundy's
approach.was . s1ightly.different.than-that of Mr. Meyer. . Mr. Grundy added the
compounded. annual: earnmngs growth rate. of Public: Service Company to its current.
dividend yfeld to arrive at.the bare cost rate ofequity. By using.a 10-year. perioc
of compounding (1964- 1973) and the current dividend yield computed as of
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March 31, 1974; the results.are a bare cost. rate of equ1ty for the 10~year
period’ of.:13.27% and a-bare-cost of: equ1ty for arbeyear. average period
(1969- ]973) of 11 92% (Staff Exh1b1t No.: 3, page 1 of 2).. _

W1tness G\undy proposed that . a fair return.on: eguity-would be the
bare ¢ostiof equity plusiantadjustment:that: wou]dtpewmtt*the market price
of Public’Servite: Company: st common:stock: to.remainaboveits -book value. ,
Using bare’¢ost: oftequity: fﬁgures 012 50% and: 12.75%: {whith figures fall
within:the range.of the: ‘barei cost of equwty figuresicalculated at 11.92% and
13.27%), and:: mu1t1p]y1ng he! 12.50% and:"12575% by an. adJustment ftgure of
113% and 116%,'-,} ¢tiyelyy ar faiv; rate of return. on: equity was.calculated
by Witness: Grundy to- ¥ ‘between” 14 18%.:and*14:79%.. " The adjustment-. f1gures
of 113%. and 118% represent, ‘respectively,. adjustments +to. aceount for financing.
and market-pressure in. the marketplace. (Staff Exh1b1t No » page 1 of 2;
i(Volume . X, _page 78) .

W]tness Garr1son of the Comm1351on Staff presented a third- approach
which properly mtght ‘be: described as: the: "interest. coverage approach. Mr.. ..
Garrison.testified that-earnings: available: for, coverage: compared to the. tqtal
interest. expense of theielectric department resulted in'a ratio of 2:53 to 1.
and ‘with respect to+thé gas. department. of 2.39to.1.. Mr.. Garrison, who has:a
Tong time. background: in:financial: analysis;: wndncated that a 3.5 t]mes coverage
ratio was. necessary" for the: elettric.department ‘and a.3.52 t1mes coverage ratio.
was necessary. for the.gas: department:. . If: the 1nterest coverage ratto ds,
below 1; a.cefmpany: cannot: pay.itsiinterest, " Tndenture. ‘equirerents i ca]cu1ated-
on somewhat different. basisi normally: require.that. the. interest Foverage rat1b
be ‘at least:2:5. " The higher the 1nterest'coverage ratio, the Tesser the r1$k
and’ the. easier: it.is forsuch: a tompany: to'se}l debt; and also-its common- equ1ty
Other th1ngs ‘be qualyithe interest. coverage.ratio of 3.0:1s aboit the mini--
mim. that a. ‘company-must: have.in: ‘order. ‘to. induce. investors. to" ‘become’ either ‘
bondhelders.or:stockholders:. .  Infagty: 3.2:1§ a more: rea11st1c figure, It is. .
then necessany:to. upward]y adjust. that figure:; for the- factor ef erosion which,
in the.dase;of Publie:Service: Companys- has. baen: rather. sharp in recent years,..
For example, PubTit: Service Company's: interest.coverage ratid: has declined,
11.06% -in. the' 3-month.period:of. the. f1hst ‘quarter. of 1974.and an additional
8.61% in the.second Guarter.of 1974. " Taking. a 3.2 interest. coverage ratio and'
upwardly. adjusting. it by a- compahat1vely conservative. 102 erosion factor,
g1ves a.3.5 1nterest covehage ratio for the electric: department,

).
1

Mu1t1p1y1ng the tota] 1nterest expense of. $22,703,607 by 3:5 results
in.a fwgure 0f.$79,462,624." After subtracting. present. ava11ab1e earnings from
that sum,. ahd making:necessary tax; factor: adjustments, the total revenue in-
cregse. requmred'by the.electrici.department. using a.3.5 times,interest.ratio,.
is $22,561,707: Usmng*the same: method. for,the . gas. department with an 1nterest
coverage. rattoxaf 84527 (due ‘touincreased: risks of: the.gas department), a .-
$6,350,310"gas revenueiincrease: would. be: requﬁred “The total revenue: 1ncrease
for both the.gas.and’ electric departments,.as. ca1cu1ated by the interest ceverl
age ratio.deemed.proper:by:itness: Gahr1son, amounts' to:$28,912,017. Based:

upon the: capttalizatman 0 the Companyy: which: we ‘have: adopted, and the net
operating.earnings: of ;ofi $81,400,643 which. 15 obtained:in:determining the: ravenue
increase of' $28,9124017;: Pub11c Service: Compaiy: would realize a rate of. return-
on -its. year-end. rate ‘base:of: 8.62% and:.the.icost of. common equity would" be

15.01% (Staff Exhlblt No."4, page 4 of 43 Vo1ume Xy pages 89-104). ..

Ine summary, approach1ng equ1ty veturn. from: the, point: of view of. comgev\,
tition. for. capital funds: discounted:. cash: flow,.and. Witness. Garrison's interest
coverage ratio.concept;:there: is.a:. -convergence “to. support:our f1nd1ng that a.
rate of return o rate base:of.8.62% .and a: rate of return:oh. common- eqd1ty @f
15% is adequate and- reasonab]e for  Public Serv1ce Company o
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VII.
REVENUE>REQUIREMENT

Based upon a year-end adjusted rate base of $948,758,996,
and a 8.62 rate of return on said rate base, we find the total net:
operatlng earnings of the company to be $81,783,025. The earnings -
deficiencies, based on the test year, are as Fo]Iows

Electric ~  Gas Total

Required Net
Operating Earnings $67,922,776  $13,860,249  $81,783,025

Net Operating Earnings
for the Test Year- $56,738,745 $10,587,056 $67,325,801

Indicated Earnings
Deficiency $11,184,031 § 3,273,193  $14,457,224

In order to produce $1.00 of net operating earnings, a gross
revenue increase of $2.065393 for electric and $2.015055 for gas is
required because of additional income and franchise taxes. Accordingly,
gross‘nncreases of $23,099,419 in retail electric revenues and $6 595,664
in gas revenues are- required to compensate for the electric earnings
deficiency of $11,184,031 and the gas deficiency of $3,273,193, respec-
tively. Thus, the tota] gross revenue requirement increase for both
gas and electric is $29,695,083. :

We find the test year expenses of Public Service Company were
reasonable and necessary to the operation of the Company. The Company
made an out-of-period adjustment for slightly over $4,000,000 of wage
increases which became effective in June of .1974. It is true that in
the past this Commission has looked with disfavor to out-of-period wage
adJUstmentS to test year operating expenses. In view of the continuing
rise of the cost of living, it would be folly to assume that-a utility -
could avoid increased compensat1on for-its workers and at the same time
retain high quality service to its customers. In .any event, we are
persuaded that the case of -Mountain States Telephone and Telegraph
Company vs. Public Utilities Commission, 513 P 2d 721 (1973), compels
us to take into account.out-of-period wage and salary increases which
have been contracted for and will take effect after the test year.

Our Colorado Supreme Court has said, 513 P 2d at 724:

'...(2.3) The relationship between costs, investment,
and revenue in the historic test year is .generally a
constant and reliable factor upon which a regulatory
agency can make calculations which formulate the

basis for fair and reascnable rates to be charged.
.These calculations obviously must take into considera-
tion in-period adjustments which involve known changes
occurring during the test period which affect .the
relationship factor. Out-of-period adjustments must -

be also utilized for the same purpose. An out-of-period
adjustment involves a .change which has occurred or will -
occur, or is expected to occur after the close of the
test year. An increase. in the public utility taxes-
effective after the test year is a good example of such
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If we. agreed with Public Service Company that its proposed
gas and electric increases should be uniform, the Commission could
order Public Service Company to file new.gas rates which would be
86.8% of those proposed.($6,595,664 divided by $7,598,000). . Likewise,
the -Commission also could order.Public Service Company to f11e electric-
rates which wou]d be 83.2% of those proposed ($23,099,419 divided by

+$27,754 ,000) . R : \ :

Gas Rates

In our judgment, there sheould-be a s]1ght variation in the
percentage increases to gas customers. The percentage increase for
residential gas customers should be 6. 11%; 6.34% for industrial and
interruptible custemers; .and 6.75% for:commercial -customers. In this.
way the -average cost per thousand cubic feet (Mcf) among these -three -
principal classes of service will be narrowed.

Generally speak1ng, hard]y anyope:relishes - the prospect of
1ncreased gas and-electric rates. - Hewever;: to- 1gnore economic reality
today is to invite economic misery:temorrow. It is-natural, of course,
for a public utility and its-stockholders to- look with:favor upon rate
increases which -will-enhance the financial health-of- the: enterprise.
It-is s1gn1f1cant however, to note-that:representatives-of the Home-:
builders’ Association:testified: for:the:need- of providing: Public Service
Company with ‘the financial capability-to-insure-the reliability of the
future supply of energy to meet-the-needs:of metropolitan Denver.
Testimony by a number of -homebuilders-set:forth-the graphic relation-
ship between -the availability of natural-gas-and-the-health of the -
homebu11d1ng industry, which industry, in:the ietropolitan Denver
area, is estimated to affect 105,000 persons- (Volume VIII, pages . 76- 78)
In addition to the homebuilders, a- representat1ve of-the Denver Area
Labor - Federat1on testified, on-its behalf, in:-faver of rate relief
for Public Service Company to enable-it-te-operate, expand, and grow.
The Denver Area Labor Federation -- the-central:city body of the AFL-
CIO -- has affiliates whose members:total-approximately 50,000 persons
in the Denver hetropolitan area and-it-was-indicated that this was the
first time that the Denver Area- Labor-Federation had- endorsed a-rate
increase by a public utility (Velume X;-pages 41-43). In addition,
Local A11's International Brotherhood: of Electrical Workers also
endorsed the rate-request:for: Public- Service Lompany in:view of the
increasing costs incurred-by- the Company- and: the necessity: for the .
Company to remain financially stable, If financial stability were
not maintained, 1abor prob]ems wou]d 1oom on- the hormzon (VoTume VIII,
pages 2-4).

Finally, we recognize-that- even- w1th the: rate: increases
approved today, the percentage of .effective: buyifig income -devoted to
paying residential gas and electric utility:bills will be less than
it was from 1967 to 1970, and amounts to approximately.2.3% of -effective
buying income (Pub]ie;Sehviee~Company Exhibit No. 18, page 101).

Gas Adjustment Clause-

Public Service Company, in th1s proceed1ng, seeks- to- 1mp1ement:
a "Gas Cost Adjustment" tariff which is:set-ferth-in filed Original

Sheets No. 133; 133A, 133B and 133C. -In.common-parlance such a tariff
i{s generally known as-a purchased .gas.adjustment (PGA) tariff or clause.
As filed, Public Service Company s PGA-clause: proposes- automatlcally,
on October 1 of each year, to increase:rates:te:adjust-for the preceding -
annual unrecovered -purchased gas .cost expense, or more often than
annua]ly, if deemed necessary. Public Service Company's proposed PGA
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clause also proposes-to-adjust-amounts-at-times other: than at-the
annual adjustment to coincide-with changes:in rates to it by its
pipeline suppliers when increases or decreases-equate to at least
one mill -($0.001) per thousand cybic feet:--As a result of the
frequency-in automatic rate increases ththe-Company's pipeline
suppliers which has- shown an upward- trend- in: recent years, (Volume
II, pages 108-112), we find that the inclusion: of an appropriate
PGA clause is warranted to avoid slippage in increased gas costs
which the Company is obligated to pay-and: to recover. We agree
with Witness Teall that in order to clarify the operation of -the
PGA clause, the words "at least" should:-be deleted from paragraph 1.
under the section heading "Frequency of Change," which appears on
Original Sheet NO. 133, and,that Sheet No. ]33A‘shou1d add the
fo]]ow1ng section: '

"INFORMATION TO BE FILED WITH PUBLIC
UTILITIES COMMISSION:- S '

With each-filing pursuant to paragraph 1.
paragraph 2. under 'Frequency of Change above, the
Company shall file in addition: te:the: information
delineated- in -said paragraphs:1. and-2.,- such:infor-
mation as will-set forth- proof of- the Loipany's
increased -or decreased-costs incurred from its
suppliers, together with such other supporting
data or 1nformat1on as the Commlss1on may request
from the. Company-. "

With this type of a PGA tariff, slippage -will be avoided, but:at the
same time this Commissien will be fu11y apprised-of the pertinent.
information relative to all gas cost increases which trigger opera-
tion of the Purchased Gas:Adjustment clause.

Electric - General

The electric rate increase as proposed-by Public Service
Company of approximately .15.6% would be applied on a uniform basis to
all blocks of .all rates and to all classes: of service. Such a proposal,
however, would hot be consistent withiits cost-of-service study which
discloses that past inequities would- continue if applied in such manner.
It should be noted that the cost-of-service study does not - take into.
account such factors as time of day when a consumer's 1oad oceurs;
value of service and:character of load.: X

We be11eve that rates: should be applled by- class- and that
residential rates should be restructured: to-increase the m1n1mug9 but
provide a smaller increase for the lower than average-use residential

customer. At the same time, we-have coentinued- the- trend- toward f]atten1ng~

the rates. -We therefore, find-and- conclude- that-the $23099,419 in-
electric revenues based on the:test- year, which-we: have-stated shou]d
be allowed, may proper]y be: derived- by restructuring: the residential
rates to.result in an overall 11.9%-increase-and: by applying various

' percentage increases to rates for-other classes, with the exceptions:
of water heating and area lighting:.- As for water: heat1ng, it should -
be noted that this Commission, by Pecision: No: 79350, in: Investigation
and Suspension Docket: No. 706, determined that the water heating: rate-.
should be the same as-the ta11 end-block of residential.- With the .tail
end block of residential set at-$0.0175 per-kwh, and when applied: to
water heating, now $0 0146, this will result in a 19.9% increase . for
water heating. The increase for area lighting would be 12.0%.
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By applying various percentage increases to groupé’other than
the residential, the fo110w1ng increases w111 occur

General Commercial L1ght1ng Service- (GCL) Sheets 120 122 11.0%
Siall Lighting and Power Service- (SLP)- Sheets-123-124 12.0%
General Lighting and Power Service (GLP)-Sheet 125 14.0%
Commercial Electric Water Heating Service (CWH)- Sheet- 126 19.9%
Commercial Outdoor Area Lighting Service (CAL) Sheets 128-129 12.0%
General Secondary Power-Service- (GSP)- Sheets- 140-142 - 15.6%
General Primary Power Service- (GPP) Sheet:143 .. - : 15.6%
Special Primary Power Service (SPP)-Sheet-147- - - - 13.0%
Metal Mining and-Metal Extracting Service (MMP) Sheet 146 13.0%
Irrigation on Power.Service (IP)-Sheets 144-145 15.6%
Special Contracts Sheets 160-172- 15.6%
Street Lighting Sheets 201-252 13.0%
Other Uses Sheets 253-278 13.0%

EIectric.--Lifeline'4

Today, the Cemmission- finds-and adopts:, as being in the public
interest and .consistent with-the Public: Ut111t1es Law, the: concept of -
"1ifeline" pricing for minimum electric- service.: -The term- "lifeline" has
been used with respeet to minimum- telephone-service in-rate cases: 1n
other jurisdictions. -The term also-may-be appropriately.used with -
respect to minimum electric service.--It:should- be: recognized at the o
outset that as we use the term, "lifeline"-service refers- to level of
use and not-the economic- situation-of the: user- - Thus;- a-minimum- user,
regardless of economic status, will be entitled to-the lifeline rate
which we establish today. - We recognize,- of course, that in- fact many.
minimum users are- likely to-be low=income:xustomers:whose electrical
needs are not large and that.the advantage of 1ifeline pr1c1ng w1]1
accrue, generally, to th1s class. of- customers:

Rising costs is one of- the- ‘reasons necessitating a rate
increase. In turn, new p1ant and- equipment: to- meet: additional demand
must be financed at today's cests rather-than on:the basis of historical
costs. - Although we are not adopt1ng a-theory of incremental cost1ng and-
pricing, we Hdo believe that it is.reasonable that minimum: ysers (who
place 1ittle or no demand upon the utility system for add1t1ona1 p]ant)
are equitably entitled to a lesser percentage rate increase vis-avis
those new or old customers whose increased demands require increasingly .
greater amounts of .capital construction. Stated another way, we believe
the percentage increases for various users should reflect, at -least in .
part, the relative demands -upen- the system: as-a-whole.- '

In this-proceeding, so-called-"1ifeline" proposals: were
submitted by Staff Witnesses: Christolear and Haget,- and-Public- Service.
Company Witness Ranniger..-Witnesses- Chr1sto1ear and- Hager- proposed that
the rate in the first two blocks:,- {20 kwh per menth,- and: 60- kwh- per,
month) be maintained at the current Tevely-d.e+,: no- increase at all
be assigned to those -two first blocks. All other reésidential. blocks
would be 1ncreased 15 6% (Volume X, page 126 and page 144).

*Technically it was proposed that the first b]ock of the R-1 rate be-
rounded upward from 97.5¢ to $1.
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Public Service Company Witness Ranniger presented a "“soup
bowl" alternative for "lifeline" service. That is, at 45 kwh per
month the proposed increase would be 15.6%; at 80  kwh the increase
would be 2.5%; the increase would rise to 5.5% at 100 kwh per month;
to 13.91% at 200 kwh per month; 15.6% at 300 kwh per month; to 15.8%
for 411 kwh per month (411 kwh = average monthly usage) and to 16%
at 500 kwh, at which point the curve would flatten through the tail
end block which would receive a 17.9% increase-.-

We do not accept the proposal of Staff Witnesses Christolear
and Hager for no increases through 80 kwh per- month- blocks. Although
the evidence is not strictly clear, it seems reasonably certain that
a $1 minimum rate does not, in fact,: recover the non-energy front end
and fixed costs (sometimes lumped together and known as "customer"
costs), let alone the energy costs (Volume X, page 127; Volume XI,
page 25). Nor do we accept the "soup bowl"': curve proposed alternatively
by Public Service Company Witness-Ranniger. - On- balance, we have adopted
an approach in between the proposal submitted by Witnesses Christolear
and Hager and that proposed-by-Public Service Company. Accordingly,
we have increased the minimum monthly charge for residential service
for R-1, R-2, UR-1 and UR-2 rates but have-alsa increased the energy
in the minimum block for these rates from 20 to: 30 kwh. We believe .

a low user properly might be considered-one who uses approximately 100
kwh per month. In restructuring residential: rates, we have established
a rate for 100 kwh at $3.95 per months-or-a 9.92% increase; for 200 kwh
at $6.67 per month for a 10.0% increase;-and for 1,000 kwh per month

at $28.43 or a 12.55% increase. The average user:is one-who consumes-
approximately 411 kwh per-month at-a-rate of:$12.41 per:month or an
increase of 11.6%. These rates are applicable only to the R-1 rate
areas which apply generally in the metropolitan: areas of the state.

For all other rate areas, a similar percentage of restructuring rates
is to be applied, with a tail end block for rates including water
heating set at $0.0175 per kwh.

Electric - Elimination of "All Electric" Residential:

Under the new rates which we approve teday, the "all electric"
residential rates RH and URH are eliminated and customers heretofore
served thereunder, will be billed pursuant to the appropriate R-1, R-2
and R-3 rates for general overhead service-and the UR-1, UR-2 and UR-3.
rates for underground service, except-that the "all electric" residential
customer will have a minimum monthly bill based on 200 kwh usage. The
1973 average use per customer- of general "all electric" service RH was
1,897 kwh per month (Public Service Cempany Exhibit No. 44, page 1
of 2). The increased rates for this average use will range between
27.8 to 35.6% for usage under the new R=1, R-2-or:R-3 rates. In
1973 the average use per customer of "all electric" underground service -
URH was 2,908 kwh per month (Public-Service: Company ~Exhibit No. 44,
page 1 of 2). For 2,908 kwh usage per month- the "all electric"
underground served customers -will-receive-an-increase in their rates
ranging from 22.7 te 28.2%. Approximately-2,500 customers will be
affected by the elimination of the "all electric" rates (Staff Exhibit -
No. 6, page 3 of 3). It has been generally recognized that in the past
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"an adjustment. Wages and-salary increases
which have been contracted for: and which-will
take effect after the test year-must-also be
analyzed in the process of calculations. Such
wage and salary increases: may-not exceed to any:
large extept the usual consequent increase . in
the. product1v1ty of - the emp]oyers If they do,
which is generally the case in periods of -uncon-.
trolled inflation, then such-out-of-period
adjustment must be Teckened with-in- the rate
fixing-procedure. These are matters which must
of necessity be of substantial-concern to a rate
fixing regulatory-agency of:the government when
it considers all the evidence. and a]] the factors
available to it in a rate case:

. The Company has complied with this Commission“s policy of
excluding donations and'contributions fwom its test year-expenses.

One other category of expense merits comment: Some consumers,
understandably, find advertising by a utility which has a- monopoly to
be-‘anomalous. We agree that promotional advertising by a .utility is
inconsistent with the theory of -regulated-monopoly insofar -as-such
advertising expenses would be charged to the:ratepayer rather than
being an expense borne by:the owners of-the utility. Test year mass -
media advertising expense incurred by Public Service Company was
$799,862  (Staff Exhibit No. 2, page 50f'5). None of this-advertising
expense -was- promotional -in nature. It is specifically noted: that
$15,990- ‘which was. contributed-to the electric company advertising ,
program was not included as an operating expense by the Company. Public
Service Company's advertising categories-are:- Wise Use of Energy,
Insulation, Cooking Schools and Service, Safety, Energy Supply, Cost
of ‘Service, Environmental, Heritage and Historical, Employee Activities
and Community Service, and “Seasonal.  We-find all of these categoriés
of advertising expense to be proper and we note that -the per customer
cost of said informational advertising amounts -to 6.4¢ per month. per
electric customer and 5.8¢ per month per gas customer (Volume X,
pages 64-68).

VIII

RATE DESIGN AND
SPREAD OF THE RATES

Hav1ng determined-that Public Service Company requires a
total gross increase in its revenues of-$29,695,083, ($23,099,419 for.
electric and $6,595,664 for gas) it is necessary to spread the revenue
requirement among its- ratepayers. '

. Public Service Company, in its Agv1ce Letter No. 190 - Gas,.
proposed -a 7.3% across-the-board gas .rate increase for all of its
classes of .customers which would increase its revenues- approximately
$7,598,000 annually on the basis of the test-year. 1In Advice Letter
No. 643 - Electric, Public Service Company proposed a 15.6% across-.
the-board electric rate increase for all of its classes of customers
which would increase its revenues approximately $27 754,000 annually
on the basis of the test year. Thus, the Company's proposed combined
gas and electric increase amounts to $35,352,000.
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a number of electric utilities, including Public Service Company,
adopted so-called "all electric" rates which, when: compared to :
other residential electric rates, gave-a price: preference to

those customers who agreed to use electricity exclusively for.

all space heating and applicance requirements:- - The preferential
"all electric" rate-was basically prometional, and, although

it may have been justified in the past, in-our view-it is no
longer appropriate or justified in-an era -of energy shortages.

In our judgment were the "all electric":rates retained, coupled
with shortages of natural gas, the-incentive: te convert to-and
construct "all electric" homes will-be strongs: thus-placing
increasing pressure on our electrical. energy supplies-in the
future. It should-also be'recognized that-there:is-no evidence

in this record, to justify a lower rate-for:*all electric" service
based upon cost-of-service studies, load-factor or:other-factors.
In summary, we cannot lTook with favor upon any special rate which
encourages the use, rather-than the- conservation of -energy.

Electric - Special Contracts

Although Staff-Witness-Hager proposed 20% increase for
special contract customers, we-find and agree that Public Service
Company's proposed rate increase of 15.6% for this group of customers
is reasonable and appropriate.
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IX
~ MOTION: FOR ATTORNEYS' FEES

On. September.16, 1974, the Colorado Association. of School . Boards

(CASB) -filed a -motionithat: the Commission: enter: an: order-awarding attorneys'
fees to it in"the.amount:of: $500.00. ' In support:of its.motion, CASB states
that this. Commission has- the: power: and:authurity:tO?aﬂﬂowrattorneys".Fees
to protestants: and-cites:Mountain:States. Telephone: and Telegraph Company

Pubtic Utilities Commission,. 502 P 2d 945 (1972); MiTler Bros. Inc., vs.
Pub11c UtiTities Commission, 3 Co1orado Lawyer 621 (Co]o » 1974) and Colorado
Attorney General's Opinion No..74-0035 dated September 3, 1974, in support
of the Commission:s.power.and: authority. @It should be noted that the Attorney
General's.Opinion, supra, relates:solely: to: the power.and authority of. this
Commission to award. fees and is: comp]ete]y silent as to what protestants, if
any, are entitled to such fees.:* The: awarding of. attorneys' fees is a matter
within the discretionary purvieW'ofithe Commission.

We. note that on its face CASB's. motion sets forth no factual grounds
whatever in support.of .its . motion, and is, therefore, defective on its face.
Thus, we.are not advised, with any supporting detail, how much time CASB's
attorneyfspent in preparation and hearings;. why CASB is entitled to have
attorneys' fees awarded to. it which would. be.assessed.against the general
body of ratepayers; -what results, if.any, were directly attributable to CASB's
participation. in this proceeding; and. how.any. result achieved, if any, benefits
the general.body.of .ratepayers rather than the. particularized interests of
CASB itself.. .In:view.of ‘the: clear:lack of any factual justification for the
awarding. of . attorneys -fees to: CASB,: the motion will be denied. The Commission
also wahes;toistateithat.the'power:and'authority,to award attorneys' fees,
in any event,.should .be exercised in the.public. interest with the utmost care,
caution,. and.consideration, as any attorneys' fees awarded would necessarily
have to.be. assessed as an.operating expense. of the utility whose rate increase
has been protested as. such.: Any assessed award will have to be paid for by
the general.body.of ratepayers of.the utility. and,.accordingly, our exercise
of the power, if done at all, must be with the public interest first and fore--
most in mind. . S

We note thaflnd.intervenoriin'this.proceeding, other than CASB, has
filed any motion for attorneys' fees.

SUMMARY OF FINDINGS OF ‘FACT |

1. The bféper test period in this proceeding is April 1, 1973 to
March 31, 1974. o

2. 'Pub?it:sékVicé{Company?sacombined;gasAand.e]ectric rate base for
the year ending March'31if1974;'i3'$948 758,996 .

3. The current cap1ta] structure of Public Serv1ce Company is not
unreasonable.

4, A falr and reasonab]e return ‘on” Public’ Serv1ce Company's combined
gas and e?ectrmc rate base is 8.62%.

5. A. Fa1r rate of Peturn to" common: equ1ty of:15% is fair and reason-
able, suffic¢ient to attract equity. capital in today's market, and commensurate
with rates. of return.on investments in other industries having corresponding
risks.
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6. A tota1 gross increase of neta1] e]ectrmc nevenues required s
$23,099,419. e

7. The tota] gnoss increase of gas" nevenues required is $6,595, 664.

8. To obta1n mncreased gas nevenues of $6 595,664, rates for resi-
dential: customers:should: be: increased: 6.11%; industry: and 1nternupt1b1e gas
customers..should: be increased 6.34%; and commercial customers should be
increased 6. 75% R

9. Pub11c Senv1ce Company 5. "aas Cost AdJustment" tariff, as clarified
to pnov1de in ‘paragraph:1:thereof (“Frequency of Change).to operate only on
October. 1. of" each. year,: and: to: pravwde for:the: submission of .supporting data
or information to the Commission, is reasonable, and should be approved.

10, -Te obtain an additional $23,099,4]9'in;e]ectric3nevenues, resi~-
dentia]fratesLshOU]dpbe.restnuctured to result. in an overall 11.9% increase
with specific percentage increases: by classes,. as delineated more specifically
above under thé section: headed ”Rate Des1gn and Spnead of . the Rateﬂ”

11. 'A5“11fe11ne" rate for m1n1mum eTectn1c serv1ce should be established
to pnovzde a.9, 92% 1ncrease in the first 100 kilowatt hour per month block in
the R-1 nate zone :

12.. Th@ ”a]? eTectnmc“ nesmdentma] rate shou]d be: abolished and the
rate structure. for Mall electric" homes should be the same'as for other.
electrical usage ' SR A

13, C@Y@nado Assacmat1on of: Schoo? Boards: did. not purport to, and in
fact does not, . nepnesent the:'general: body of: ratepayens of.Public Senvwce and
its participation: in.the. pnoceed1ng here1n had -no" material effect upon the
decision rendered today. - : .

' CONCLUSIONS ON FINDINGS OF FACT

Based upon aﬁ? the evidence of" record in this proceeding, the Commis-
sion concludes that

10,-Theﬂex1st1ngzgaseandxnetai1:e]ectnicmnates for. Public Service
Company. do.not, and will not;:in‘ithe: foreseeable. future,.produce a fair and
reasonable natéTOf-neturn‘tO'Pubiic"Senvﬁce Company

2. Such nates pnesently in: effect are not, 1n the aggregate, just:
and neasonabie or:-adequate,’ and,’ based-upon: the: test. year: ending March 31,
1974, the ovena]? nevenue def1c1ency for' Public Senvmce Company s $29,695,083.

3. Pub]1c Servwce Cbmpany should: be authorized to file new gas and
e1ectr1c rates. andctarifis: that: wouldy: on. the basis of the test year conditions,
produCefadditidnémtnevenuesaequivaientvtovtheznevenUEtdeficiencies stated
above,.spread. among: its ratepayers.in:the manner set forth above under ™Rate
Design and Spread of the Rates"..

4, Theinaies%énd:fariffé ;ééibndéned'nénéin"are just and reasonable.

~

5, A Hunehase Gas Adaustment c]ause is neasonabTe and proper.

: oﬂ.The,Co]onado\Assoc1at1on of School Board's Mot1on;fon attorneys'
fees .should be denied. -

An appropriate.Order will be entered.
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ORDER
THE COMMISSION ORDERS:THAT:

1. .The gas.tariff revisions accompanied. by Advice Letter No. 190 -
Gas, filed.by Public. Service Company of-Colorado, be, and hereby are,
permanently suspended.

-2, The e1ectr1c tar1ff rev1s1ons accompanied by Advice Letter No.
643 - Electric, filed. by Public: Service Company of-Colorado, be, and hereby
are, permanently suspended.

3. Public Service:Company. of* Colorado be,:and“the;same hereby is,
ordered. to. file. new.gas: rates: to:produce: $6,595,664. in increased revenues
as more.specifically. set:forth in Appendix B wh1ch is attached hereto, and
made a part hereof. . o

4, Public Service Company.of'Co]okadb:be, and. the same hereby is,
ordered to.refile the following sheets which accompanied Advice Letter No.
190 - Gas, to wit:

Colo. PUC'Sheet Numbef' © Title of Sheet
Original 133B . Gas Cost Adjustment
Original 133C Gas Cost Adjustment

5. Public Service Company of Colorado be, and the same hereby is,
ordered to refile Original Sheet No.. 133,.Gas Cost Adjustment, with the words-
"at Teast" deleted from.paragraph 1. under "Frequency of Change".

6. Public Service Company 6f:Co1orado be, and. the same hereby is,
. ordered to refile Original Sheet No. 133A, Gas Cost Adjustment, with the
following added thereto:.

”INFORMATIONﬁTO‘BE‘FTLED'WITHﬂPUBLIC‘UTILlTIES COMMISSION:

With each filing pursuant. to paragraph 1. or paragraph
2. under 'Frequency of:Change' above,.the Company shall file, in
addition. to the:information: delineated in said paragraphs 1. and
2., such. information.as:will set forth. proof of the Company‘s in-
creased. or .decreased. costs' incurred from its suppliers, together
with such other: supporting data or: information as'the Commission
may request from the Company."

7. Pub11c Servmce Company. of Colorado be, and: the same hereby 1is,
ordered. to file eiectr1c rates, as hereinafter ordered, to produce $23,099,41¢
in 1ncweased revenues;

8. Pub]1c Serv1ce Company of Colorado. bey: and the: same hereby is,
ordered. to. refile the following. electric tariff revisions originally filed .

by Advice Letter: qu 643 - Electric:

4th Rev15ed<]40"'i.“"Schedu]e.GSP-1
3rd- Revised 141 * - Schedule GSP-2
3rd: Revised 142-:- - -~ Schedule GSP-3
4th Revised 143 - Schedule -GPP

4th Revised 144 - Schedule IP-1

3rd Revised. 145 - Schedule IP-2

4th Revised: 160 . Schedule, SCS-1
3rd- Revised 161 ~  Schedule SCS-2
5th Revised 162 - Schedule SCS-3
3rd-Revised 163 Schedule SCS-4-

-26-


https://ordered.to
https://Colorado.be
https://Company.of

4th Revised 164 Schedule SCS-5

3rd Revised 165 Schedule SCS-6
3rd Revised 166: Schedule SCS-7
3rd: Revised 167 Schedule SCS-8
3rd Revised. 168 Schedule SCS-9
4th Revised. 169: Schedule. SCS-10
3rd- Revised 170 Schedule SCS-11
3rd .Revised 171 Schedule SCS-12
3rd Revised 172 . Schedule SCS-13

9, de}ic.Service'Company:0f9cblorado be,.and the same hereby is,
ordered. to.file new residential electric: rates as.more specifically described
in Appendix C which is attached hereto and made a part hereof.

10. Public ServicerCompany.uffCoJoradO'be,,and.hereby is, ordered to
file other new electric rates:as more. specifically set forth in Appendix D
which is attached hereto and incorporated herein made a part hereof.

11. The rates and: tariffs provided. for in paragraphs.l. through 10. "
shall be filed. by Publi¢- Service Company of Colorado on or before the 25th
day after: the effective date of:.this order, to become effective on not less
than one (1) day's notice.: Notice required hereby shall.be given in the
manner . prescribed by CRS 1963, 115-3-4, as amended, .with additional .notice
required. only to.the parties herein. The filing of all the new rates and
tariffs provided for herein shall reflect the effective date of the various
schedules and the authority for filing under this decision.

12. The Motion fi]éd.by‘the Colorado Association of School Boards
be, and the same hereby is, denied.

13. All pending‘motionS“not'previous]y ku1ed.upon by the Commission
or by the Order herein, be, and the same hereby are, denied.

This Order shall be effective forthwith. |
DONE [N OPEN MEETING the 24th day of September, 1974.

THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO

Commissioners

COMMISSIONER HENRY E. ZARLENGO ABSENT.
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1&S Docket No. 868
Decision No. 85724
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PUBLIC SERVICE COMPANY. EXHIBITS

Analysis of sources of construction funds.

- A 2-page exhibit showing the comparison of growth in electric and gas

operating revenues to operating expenses for each department.

A 2-page exhibit shoW1ng the trend of operat1hg labor costs per kilowatt
hour and per MCF compared to the trend in sales of electricity and
natural gas.

An 8- ~page exhibit examining certain indicators of labor performance. The
first 4 pages relate to the e]ectr1c department and the Tast 4 pages to
the gas department

A 2-page exhibit showing, for the period 1969 through 1973, the cost of
operating labor as a percent of total revenue.

A 2-page exhibit showing the prices of commonly used electric materials
on page 1 and gas materials on page 2.

A 3=page exhibit showing the results of purchasing and holding 100 shares
of PSC Common Stock from January 3, 1961 to June 28, 1974,

- A tabulation of the Consumer Price Index, with various price compar1sons
from 1953 - 1974,

A tabulation showing the impact of prior Commission Decisions on Revenues
of PSC.

A tabulation showing the Compensating Bank Balances of the Company and
the resulting amount of short-term credit supported by those investments.

A tabulation showing the fee-=1ine credit of PSC.
The pattern of short-term borrowing during the test period by PSC,

Determination of wage adjustment for twelve-month period ended March 31,
1974.

Reported return on Common equity and the return earned excluding AFDC
for the year 1973 and company estimates of the return on Common Equity
on both bases for each of the years 1974 through 1978 on a corporate
basis.

“0On a consolidated basis - the ratio of pre-tax earnings coverages of
fixed charges for each of the years 1966 through 1973 and for the
twelve-months ended March 31, 1974.

Statement of the Capital Structure of the Company at March 31, 1974,

Consists of 2 pages.

First page shows the Consumers Price Index as a short dashed line, the
Index for residential electric rates nationally as a long dashed line
and PSC’s residential rates, all from 1967 through 1973,

Second page shows the.relationship of PSC's residential natural gas
rates based on the 1973 average of 154 CCF per month.
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Chart showing the percentage of "Effective Buying Power Per Household"
required to pay for gas.and electric service.

A discounted cash flow analysis to determine what the fiar rate of
return on Common Equity should be.

An analysis of the increases in embedded. costs of debt at the times of
rate cases since 1960 and a calculation of the cost of common equity
based upon increased debt costs.

Analysis of new issue yields on Aa utility bonds and the yields that have
been demanded by investors in PSC Common Stocks.

Compilation of recent events or "happenings" in utility financing to
illustrate the difficulties presently being encountered in the market-
place.

Total construction requirements of the Investor-owned Electric Utility
and Telephone Industries.

Internal generation of construction requirements of the Investor-owned
Electric and Telephone Utilities Industries.

Assorted data from Moody's Investors Services regarding utilities
securities,

Utilities whose bond ratings have been reduced by Moody's and/or
Standard and Poor's since 1970.

Data concerning the direct offerings of electric utility common shares
to the public since 1970,

Price performance of 51 electric utility stocks since the Con Edison
dividend omission. :

Flow of Funds Table describing the increases in the individual's fin-
ancial assets in the U.S. economy since 1968.

Impact of inflation on individual income since 1967.

Assorted Data regarding Standard and Poor's averages of industrial and
eélectric power company stocks and regarding Moody's electric power
company average.

Certain measures of growth for Public Service Company of Colorado.

Additional data on electric utilities downgraded from AA/Aa to A by
Standard-and Poor's and/or Moody's in 1973 and 1974.

Available returns on various instruments since 1968.

An exhibit prepared by Reis & Chandler, Inc., entitled "Studies of Cost
of Capital and Other Data Used in Determination of Fair Rate of Return,
dated July, 1974,
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37.

38.

39.

40,
41.
42,
43.

44,

45,

46.

47.

48,

49,

50,
51.

52,

1&S Docket No. 868
Decision No. 85724
APPENDIX A |
Page 3 of 5

A 9-page exhibit showing PSC's net operating earnings of the electric
and gas departments for the 12 months ended March 31, 1974,

A 4-page exhibit - setting forth financial statements for the total
company for the 12 months ended March 31, 1974,

Page 1 - Statement of Income

Page 2 - Statement of Retained Earnings

Pages 3 and 4 - Balance Sheet.

A 5=page exhibit setting forth the Company's Net Original Cost Rate
Base at March 31, 1974,

A 5-page exhibit settmng forth various ca]cq1at1ons Entitled "Determina-
tion of Electric Department Earnings Requirement with a 9.10% Gas Depart-

ment, 8.86% Electric Department, and 8.90% Combined Electric and Gas
Departments Return.

“Proposed Electric Rates."
"Proposed Gas Rates."
“Calculation of Proposed Gas Rates."

A 2-page exhibit showing "Increase in Rate of Return vs. Rate of Return
Under Conditions of a Uniform Increase {in Rates,” for the electric and

- gas departments.

A 2-page exhibit entitled "Average Monthly Revenue Increase" for the
electric and gas departments.,

A 2-page exhibit illustrating the method used to normalize gas sales,
the change in operatTng revenues due to normalization and the corres-
ponding change in the cost of purchased gas.

A 3-page exhibit showing the effect of the revenue adjustment resulting
from the rates filed on May 24, 1974, the net operating earnings for
the test year, and the resulting rates of return.

‘A 28-page exhibit entitied "Public Service Company of Colorado, Bank

Line Commitments."

A summary of cost of service allocation studies for both the gas and
electric departments for major customer classifications for the test
year.

A 4=-page exhibit detailing rates for wholesale service.

An alternate residential rate proposal for the electric department.

The doliar and cents effect at average uses for the various residential
rates should the rates shown.on PSC Exhibit No. 50 be adopted.

"Approximate Proportion of Common Stock Equity to Total Capitalization
of Principal Electric Utilities at December 31, 1973."
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Page 4 of 5

STAFF_EXHIBITS

A 6-page exhibit developing a year-end and average year rate base for
the Company. '

A 5-page exhibit developing income statements for the test year, and
showing mass media expense.

A 2-page exhibit developing a fair return on équity9 and a capitalization
statement.

A 4-page exhibit developing the revenues of the Company’s gas and
electric departments using a coverage ratio approach.

A 4-page exhibit on spread of rates by staff.
A 2-page exhibit in respect to proposed electric revenues by staff.
A 2-page exhibit in respect to proposed gas revenues by staff.

ZARLENGO EXHIBITS

Letter by Commissioner Zarlengo dated August 29, 1974, addressed to
Respondent's Counsel, Mr. Bryant 0'Donneli.

A study containing a peak electric Toad projection for the year 1978.:

. Letter by Mr, 0'Donnell dated September 4, 1974, in response to

Commissioner Zarlengo's letter of August 29, 1974,

GENERAL SERVICES ADMINISTRATION EXHIBITS

A 5-page exhibit consisting of 3 publications entitled "Financial News
and Comment,"

A document entitled "Rate of Return earned on Average Common Equity."

Revenue Requirements of Public Service Company based on Commission
Decision No, 82411, February 23, 1973.

COLORADO ASSOCIATION OF SCHOOL BOARDS EXHIBITS

A 3-year exhibit detailing Projected Electric Construction during the
years 1974 through 1978 and the estimated cost thereof, for PSC.

A 10-page exhibit entitied "Authorized Revenue Base for Colorado School
Districts - 1975 Budget Year,"
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COLORADO PUBLIC INTEREST RESEARCH GROUP EXHIBITS

1. A l4-page exhibit detailing customer information for the electric depart-
ment of Public Service Company for the twelve months ended March, 1974,
Also referred to as Attachment No. 4.

2. A 3-page exhibit detailing the 10 largest e]ectrio customers of Public
Service Company based on 1973 consumption, 1972 consumption and 1971
consumption. Also referred to as attachment No. 9.

3. A 2-page exhibit for Public Service Company detailing monthly peak load
capabilities for electricity and gas from 1971 through 1973. Also re-.
ferred to as Attachment No. 15,

4. A 10-page exhibit showing by plants or plant units, as the case might
be, the percentage of maximum output capacity, along with appropr1ate
footnotes Also referred to as Attachment No. 16.

J. D. MACFARLANE EXHIBITS

1. Statement of Mr. MacFarlane.
2. A set of four tabulations.

SAUL PRIMACK EXHIBIT

1. Statement of Saul Primack.

BARBARA HOLME EXHIBIT

1. Statistical data entitled "Sales of Electricity by Rate Schedules (Selected
Schedules)."
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Present
Sheet Number

Eighth | - Revised

Thirteenth Revised 26
Eleventh Revised 27
Twentieth Revised 28
Fourth Revised 29
“Ninth Revised 30
Thirteenth Revised 31
Tenth Revised 32
Fifteenth Revised 33
Ninth Revised 37
Ninth ‘Revised 38
Seventh: = Revised 39
Thirteenth Revised 51 -
Twelfth Revised 52
Twentieth Revised 53
Fifth Revised 54
Ninth Revised 55
Thirteenth Revised 56
Twelfth Revised 57
Eleventh = Revised 58
Tenth . Revised 59
Fourth Revised 59A
Thirteenth Revised 60
Elevent Revised 61
Thirteenth Revised 62
Thirteenth Revised 63
ETevent Revised 64
65

RG-1
RG=2
RG-3
RG-4
RG=5
RG=6
RG-7
RG~8
- GL-1
GL-2
GL-3

€51
C6~2
CG-3
CG-4
C6-5
C6-6
CG-7
ICE-T
162
1CG~2 -
1CG-6
ceL-1
C6L-2
CG-8
1CG-8
CGL-3

" COLORABO P.U.C. NO. 4 - GAS RATES EFFECTIVE BY THIS ORDER

" RESIDENTIAL AND COMMERCIAL

_Iﬂinimum (Includes)
1.40 4 Ccf
1.45 4 Ccf
1.45 4 Ccf
1.45 4 Cef -
1.75 4 Ccf
1.75 4 Ccf
1.80 4 Ccf -
1.45 5 Ccf
1.95, First Two.Mantles
2.20, First Two Mantles
1.80, First Two Mantles
2.50 4 Ccf -
2.60 4 Ccf
2.60 4 Cef -
2.60 4 Ccf
2.90 4 Ccf
2.95 4 Ccf
2.95 - 4 Ccf
Greater of $61.00 or. B1111ng Demand
Greater of $61.00 or Billing Demand
Greater of $61.00 or Billing Demand
Greater of $89.00 or Billing Demand:

1.95, First Two Mantles

2.20, First Two Mantles

2.30 5 Cef
Greater of $62.00 .or Billing Demand )

1.80,

First Two Mantles

WH—H:&

Increase Per Block -

Percent ni
6.11 Ccf -
6.11 Ccf
6.11 Cef
6.11 Ccf
6.11 Ccf
6.11 Cef

6.11 Cef
6.11 Ccf

0.62.ea. add'l. mantle

$0.65"ea. add'l. mantle

0.62 ea. add'l. mantle
6.75 Cof
6.75 Cof
6.75 i GBT
6.75 Cef
6.75 JCaF

~6.75 Cef”
§.75 Cef
6.75 ~ Mcf, Commodity and Demand
6.75 Mcf, Commodity and Démand
6.75 Mcf, Commodity and Demand
6.75 - Mcf, Commodity and Demand

6,62 ea. add'l. mantle
$0~55_ea add'l. mantle

6.75 Cef
6.75 Mcf, Commodity and~Demand

$0= 62 Bd. .-faddl ] e

mantle

g XIAN3ddy

72,98 “ON Uuolsloz(q

898

"2 40 | Sbey
“of 134200 %1


https://CG~:-3-1.80
https://of-$89,.00.or
https://Q~62,:.ea
https://Revis.ed

-vE-

COLORADO P.U.C. NO. 4 - GAS, RATES EFFECTIVE BY THIS ORDER
INDUSTRIAL AND INTERRUPTIBLE

Present Base and Excess
Sheet Numbers - Revision Schedule % Increase Unit
78 thru 78E as Applicable C=1 6.34 Mcf
79 and 79A as Applicable SS=1 6.34 Mcf
80 and 80A as Appiicable D=1 6.34 Mcf
81 and 81A as Applicable E-1 6.34 Mcf
82 thru 82D as Applicable E-2 6.34 Mcf
83 and 83A as Applicable E-3 6.34 Mcf
84 and 84A as Applicable E-4 6.34 Mcf
86 and 86A as Applicable E-6 6.34 Mcf
87 A and 87B as Applicable E-7 6.34 Mcf
88 and 88A as Applicable F-1 6.34 Mcf
89 thru 89C as Applicable c-2 6.34 Mcf
90 and 90A as Applicable SS-2 6.34 Mcf
91 and 91A as Applicable D-2 6.34 Mcf
92 and 92A as Applicable E-8 6.34 Mcf
93 and 93A as Applicable F-2 6.34 Mcf
101 : as Applicable SCS-1 6.34 Mcf
102 as Applicable SCS-2 6.34 Mcf
103 as Applicable SCS-3 6.34 Mcf:
104 & 104A as Applicable SCS-4 6.34 Mcf
105 as Applicable SCS-5 6.34 Mcf
106 & 106A as Applicable SCS-6 6.34 Mcf
Where

the entry block provides for multiple units of volume that block rate shall be increased 6.34%.

Commodity Charges

Unit

Therm

MMBtu

Charge

-0001
0001
001
001

On Peak/Mcf

13.35
21.95

21.95
22.20

Rounding Criteria

~ Apr=0ct

$
55.45

288.00

56.00
280.00

Demand, Excess, and Minimum

Entry Rougded

.10 - 1.00 .001

1.01 - 100.00 05
100.01 - 1,000.00 1.00
1,000.01 - 10,000.00 10.00
10,000.01 - 100,000.00 50.00
100,000.01 = 1,000,000.00 100.00

Nov=Mar

Annual
Minimum

$
5.55

5.60

$
1,110.00

35330.00
1,660.00
1,660.00
1,660.00
554.50
1,660.00
55,400.00

1,120.00

3,360.00
112,000.00

55,400.00
22,200.00

3,880.00
112,000.00

2 40 2 °bey

8 XIAN3ddY

¥2(58 ON MOLSL93(

898 "ON 3934200 SRI


https://1,000,000.00
https://100,000.01
https://10~000.01
https://10,000.00
https://1,000.01
https://1;000.00
https://112,000.60
https://3,880.00
https://22,200.00
https://55�,400.00
https://3,360.00
https://1,120.00
https://55,400.00
https://1,660.00
https://1,660.00
https://1,660.00
https://1,110.00
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Round monthly charge to near-

est cent.
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APPENDIX C
Page 1 of 2
RESIDENTIAL |
Existing Allowed In .This .Order by Commission
PUC #5-Electric Blocks Rate Per KWH Blocks Rate Per KWH
Sheet No. & Schedule KWH/Month  or Minimum __KWH/Month or Minimum % Increase
101 _ :
Residential R-1 Ist 20 $0.975 Min 1st 30  $ 1.50 Min
‘ Next 60 .0367 Next 70 .035
Next 920 .0240 Next 900 .0272
Over 1000 .0156 Over 1000 .0175
102
Residential R-2 Ist 20 $ 1.22 Min st 30 $ 1.80 Min
Next 60 .0425 Next 70 .041
Next 920 .0257 Next 900 .029
Over 1000 .0156 Over 1000 .0175
103
Residential R-3 Ist 32 $ 2.05 Min Ist 30 $ 2.10 Min
Next 48 .0435 Next 70 .042
Next 920 .0257 Next 900 .029
Over 1000 .0156 Over 1000 0175
107
Residential RH
R-1 Area 200 5.95 Min $ 6.67 Min 12.10
R-2 Area 200 5.95 Min 7.57 Min 27.23
R-3 Area 200 5,95 Min 7.94 Min 33.45
Fpplicable Residential
Energy Rate. If for
purposes of accounting
and use control,
company may file a
separate sheet for
each rate area,
109 ,
Residential Water Heating A11 $ 0.0146 Al $ 0.0175 19.86
RWH. Company may, at its
option, bill at this rate at
tail of applicable area rate
bi1l by suitable language in
area tariff.
o
Residential Area Lighting RAL. 12.0
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APPENDIX C
Page 2 of 2
RESIDENTIAL
Existing | Allowed In This Order by Commissfon
PUC #5-Electric Blocks Rate Per KWH Blocks Rate Per KWH
Sheet No. & Schedule KWH/Month or Minimum KWH/Month or Minimum % Increase
104
Residential UR-1 Ist 20§ 1.61 Min Ist 30 $ 2.10 Min
Next 60 .0464 Next 70 .045
Next 920 .0257 Next 900 .029
Over 1000 .0156 Over 1000 .0175
. 105 ,
Residential UR-2 Ist 20 $ 1.85 Min Ist 30 $ 2.40 Min
Next 60 .05623 Next 70 : ,051
Next 920 .0277 Next 900 .031
Over 1000 .0156 Qver 1000 .0175
106 .
Residential UR-3 Tst 32 $ 2.78 Min 1st 30 $ 2.70 Min
Next 48 .0632 Next 70 ,052
Next 920 .0277 Next 900 .031
Over 1000 .0156 Over 1000 L0175
108
Residential URH
R-1 Area 200 $ 8.39 Min $ 8.15 Min (2.86)
R-2 Area - 200 8.39 Min 9.07 Min 8.10
R-3 Area 200 8.39 Min 9.44 Min 12.51

Applicable Residential
Energy Rate. If for
purposes of accounting
and use control, company
may file a separate

sheet for each rate area.
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Shee

3rd
3rd
3rd
2nd
2nd
2nd
2nd
2nd
2nd
2nd
2nd
1st
1st
Ist
Ist
Ist
2nd
Ist
3rd
Ist
2nd
1st
2nd
Ist
2nd
2nd
Ist
3rd
Ist

t No.

Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised
Revised

1&S Docket No. 868
Decision No. 25724
APPENDIX D
Page 1 of 2

ALL RATES NOT COVERED IN

APPENDIX C

Colo. PUC #5-Electric
Current Rates

120
121
122
123
124
125
126
128
129
146
147
201

201A

201B
201C
201D
209
210
211
2T1A
212
213
214
215
216
217
218
219
220

Title of

Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule

~37-

Increase in % Over

Current Rates Allowed 1in
this Order by Commission,
Round as in Filed Rates.
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APPENDIX D
Page 2 of 2

ALL RATES NOT COVERED IN

APPENDIX C

Colo. PUC #5 Electric

Sheet No.

1st Revised
1st Revised
1st Revised
2nd Revised
1st Revised
Z2nd Revised
st Revised
Tst Revised
Original
2nd Revised
Originai
2nd Revised
2nd Revised
1st Revised
1st Revised
1st Revised
1st Revised
1st Revised
1st Revised
1st Revised
Ist Revised
1st Revised
Ist Revised
2nd Revised
2nd Revised
2nd Revised
2nd- Revised
2nd Revised
2nd Revised

Z2nd Revised

2nd Revised
2nd Revised
2nd Revised

3rd Revised.

5th Revised
3rd Revised
3rd Revised
st Revised
1st Revised
2nd Revised
1st Revised

221
222
223
224
225
226
227
228

i 229

229A

+ 230

230A
231
232
233
233A
234
235
236

237

250
251
252
253
254
255
256
257
258
259
260
261
262
270
271
272

273

275
276
277
278

Current Rates

Title of-

Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule

" Schedule

Schedule
Schedule

‘Schedule

Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedutle .
Schedule
Schedule -
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule
Schedule

Sheet
SL

MBL-3
MBL-4
MP-1
MP-2
MP-3
MP-4
TSL
HSL
sC
ARW

. -38-

Increase in % QOver.

Current Rates Allowed in
this Order by Commission,
Round as in Filed Rates.

13.0
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO

* * *

IN THE MATTER OF RATES AND CHARGES) INVESTIGATION AND SUSPENSION
FILED BY PUBLIC SERVICE COMPANY % DOCKET NO. 868

OF COLORADO UNDER ADVICE LETTER '

NO. 190 = GAS AND UNDER ADVICE - )
LETTER NO: 643 ~ ELECTRIC. )

ERRATA NOTICE

o om m e wm m w wm w

- BR o0 Gn e oo tm om oe

Decision No. 85724

DECISION AND ORDER OF THE
COMMISSION ESTABLISHING NEW
. RATES AND TARIFFS

(Issued September 24, 1974)

'Page 1: Under "Appearances" change the word "Respondent" to
"Pulec Service ompany“.

Page 2:  Change the second Tine in appearances concerning
Arch1e Calvaresi, DenverB Colorado, from "for" the Colorado Motel
Association to "of" the Colorado Motel Association.

""Page 3: Under Paragraph No. 3, (2) change the word "Respon-
dent's" to "Public Service Company's".

Under Paragraph No 3, No. (4) change the word "Respondent s"
to "Public Service Company's",

Under Paragraph No. 3, No. (6) change the word "Respondent's"
to "Public Service Company's".

"'Pagé 4: Change the typographical error in Paragraph No. 2,
Tine 1, from "parities" -to parties“n

‘Page 5: Change the typographical error in line 4 from
"compriese” to "comprise".

Page 7: Change the word "rate-making" in the first line of
Paragraph No. 3 to "rate making". Also, in Paragraph No. 3, 1ine 2,
change the word "ratemaking" to "rate making".

'Pa%e 10: Change the figure in 1ine 2 of Paragraph No. 1. from
"$516,278; to "$156,278,162", *

Change the word "or" in Paragraph No. 2, Tline 3, to "of",



‘Page 16: Paragraph No; 3, Tine 11 should be changed from
"operating earnings of of..." to "operating earnings of...".

"'Page 19: Paragraphs No. 3 and No. 4 should be deleted from
that section and placed at the end of Section VIII.

'Page 21: Under the heading "Electric - Lifeline", Paragraph
No. 2, line ;g change the word "vis-avis" to "vis-a-vis".

‘Page 27: In Ordering Paragraph No. 10, Tine 3, delete the
words "incorporated herein",

“'Page '31: Under "ZARLENGO EXHIBITS", Item No. 1, change the
word "Respondent’s" to "Public Service Company's".

Under “COLORADO ASSOCIATION OF SCHOOL BOARDS EXHIBITS", Item No.
1, line one, change "A 3-year" to "A 3-page".

THE PUBLIC UTILITIES,COMMISSION
OF THE STATE,Qft JOLORADO

Dated at Denver, Colorado, this
7th day of October, 1974,

i



DISSENT TO:

DECISION NO. 85724 -
Dated September:24, 1974

BEFORE -THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO

* * *

IN THE MATTER OF THE PROPOSED INCREASED
RATES ‘AND CHARGES ‘CONTAINED IN TARIFF
REVISIONS FILED BY PUBLIC SERVICE -

)

)

) INVESTIGATION AND SUSPENSION
COMPANY OF COLORADO UNDER ADVICE LETTERig

)

NO. 190 - GAS AND UNDER ADVICE LETTER -

DOCKET ‘NO. 868
NO. 643 - ELECTRIC.

I respectfully dissent:
PREFACE

. This Decision was -entered, in my opinion, without good reason
during a- short unavoidable absence depriving me of .the opportunity of
participating in, and simultaneously mak1ng and entering, the.decision.

Although the . Commission has extremely wide discretion in the
exercise of its judgment in making findings of fact, this discretion is
not -unlimited. It is required by .law to 'make at least some specific
.and basic finding of fact to support-its decisions.  The Supreme Court:
itself adheres to. this principle stating:

"Aspen argues that the_Commission's determination
that the public convenience and necessity required
the additional grant to Monarch was without. any
basic finding of fact of any kind concerning the
existing available charter service between Aspen
and. Denver, much less a finding that such service
was inadequate. We’aqree such'f1nd1ngs are

necessary.". 169 Colo, 56, at 61.
SoppTiod at page (Emphas1s

"However, the Commission (Industr1a1) has not made
adequate findings of fact in this case to afford

a basis for review . . . 'It is the duty of the.
Commission to make suff1c1ent detailed. findings of .
fact so that the courts can determine whether-the
order -or award is supported by -the facts'."

168 Colo. 364, at page 370.

Were this not so, the Commission could regulate by fiat and predicate

its decisions on.whim, caprice, or even desires, rather than facts;
which. seems ‘to be ‘the case here. . In any event, the courts would have
nothing to review and any injustices resulting would remain irremediable.



As no Petitions have been filed by Protestants. it would appear
that this dissent is an exercise in fut111ty, however, it -is felt that -it -
is incumbent upon a Commissioner that-an opinion be rendered.

THE REASONS FOR THIS DISSENT -ARE:
I.

The capital structure of a utility, i.e. -its debt vs. equity
ratio, is both relevant -and material in determining the "just and
reasonable" rates required by law as the amount of operating expenses
together with the amount of revenues are -the determ1nat1ve factors in
determining its prof1t or fair rate of return, which rate-of return the
charge% for service must provide. In this -instance the debt ratio of
52.45%(1) is, under the circumstances as will be shown, unreasonable. In
fact, the only scant evidence touching upon this point .that the debt ratio-
should not be increased is only vague opifiion evidence consisting of
generalities and prophesies unsupported by any factual evidence; all
standing in oppos1t10n to the mathematical fact that debt capital costs
the;uti125¥ and in turn the ratepayers, 25% less than common -equity
capital The -drastic difference between the cost of debt capital -and
equity capital .make it imperative ‘that debt rather than equity capital
- should be used, or -imputed, and unless solid evidence-is presented that
increasing the debt ratio would be detrimental to the ratepayers the
debt ratio should-be -increased.  An increased debt-ratio should be, and
could be, jmputed obviating any increase in. charges, or a: substant1a]
part thereof; assuming but not admitting that any increase at all is
justified. '

Had ‘a reasonable debt ratio been achieved, as prudent ‘mana-
gérial financing c]éar]y dictates, a savings -in an: amount -equal to the.
total amount of the-increase authorized, or substant1a] -part thereof,
would have resulted and there would be no need for any increases 1in
charges, or a substantial part thereof. That such debt ratio can legally
be imputed is unquest1oned for if the Commission is -under the -obligation
to impute a method of depreciation which will reasonably permit a sub-

stantial savings to the ratepayers it can impute a debt ratio for the
same reason. The Supreme Court has held: -

"In the 1ight of the Commission's finding that the -
use of accelerated depreciation would benefit the
customers and in the light of the statutory require-
ment already quoted that a utility must not make
unreasonable charges, we prefer to follow authorities
to the contrary and rule that the Commission not-only-
has the power but-also has the obligation to impute a
method of depreciation which will reasonably permit-a

- substantial saving to ratepayers. See Southern New
England Telephone Company, 78 P.U.R.3d 504 and cases
therein cited.™ 1727 Colo. 188 at page 203.

(1) - Decision page 14 .
(2) Decision No. 85628, September 3, 1974, is -attached as Appendix A
including dissent exp]a1n1ng th1s, pages 6 and 7.
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IT.

The efficiency of operations of a.utility is a very material
issue to be cansidered and must be first. determined before authorizing
increases: in rates. Efficient: operatlon is, and must be, a condition
precedent, . for unless the utility operates efficiently any rates-increased
would not be "just-and reasonable" rates. Inefficiency-cannot: be dis- -
regarded. The Commission must: make a finding that the utility is oper-
ating eff1c1ent1y, otherw1se in authorizing an increase it could well be-
authorizing an increase regardless of the -efficiency-of the utility's.
operations.. In this instance there:-is ‘no f1nd1ng of fact that Public
Service Company is operat1ng eff1c1ent1y

Seriaus cons1derat1on must-be given the fact that by its own -
evidence it 1is shown that the Company initiated in February. ]973 and -
continuing to .the time of hearing, a study of the.efficiency of its
operations to be made by the .expert .firm of Emerson Consu]tants, Inc.
Generally, the quest1on -of - the eff1c1ency of-a utility's operations is.
illusive and-complicated, -however, in this case the favorable coincidence
is present ‘in.that-Public Service Company .has available evidence of a
most competent . k1nd, j.e. this stud The .cost of . this .study to the -
time of hearing is some $198, 925 (1¥ ultimately to be borne by the rate-
payers, indicating an intensive: and far~reach1ng study. Yet, regardless
of repeated requests, and a-motion by Commissioner Zarlengo, that this
study ‘be -submitted for 1nspect1on and made a part-of -the record in' order .
to provide evidence as to the issue of the .Company's efficiency, te afford
an opportunity for inspection’ by the ratepayers to which the.ratepayers
are entitled, and to afford an opportunity for the Commission to consider
the same, the requests were categorically refused, and-the motion was not
supported by the majority on_the‘l}% -founded grounds -that.it was voluminous
and .was not material to the issues(Z) dlthough it never was inspected.

The study would have shown either that the operations were -efficient, or.
inefficient; or show.nothing. If either.of -the former it is most material;
if the latter it would indicate a waste of -the ratepayers' money and 1ike-
wisé be material. Thus, the ratepayers have been .unlawfully deprived of -
the; study made at - their expense and the Commission itself deprived.of -
competent available evidence to determine -the eff1c1ency of the Company's.
operations. The material issue of- the Company's- effic1ency of operat10ns
remains undetermined-and no finding made thereof and the increases are
authorized clearly in total disregard of the law.. : .

ITI.

The Commission has -shifted from use -of an "average-rate base"
(only so recently as February 23, 1973, Decision No. 82411, established -
and determined by the Commissien to be the proper and legal base for.
~ determining ratég.to-a "year end" rate base, apparently to.suit-its.
purposes, as the reason for justifying this change remains vague and-is -
unsupported by..any competent and factual evidence. It is.stated:

"With respect to year-end rate base, the economic
conditions of attritien, inflatien, and.growth
lead us to ceonclude -that it should be adopted."
Page 11, Decision No. 85724,

It is-not contended, or shown, that these same conditions did.
not.similarly exist, and they did, when the "average rate base" method
was adopted or why, now, . its former reasoning should be abandoned.

(1) Zar]engo Exhibit No. 3.
(2) Transcript Volume VI, pages 110-124 .
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Use of "year end" rate base is .improper, inter-alia, because
the "year-end" rate base does not take 1nto consideration all the.
revenues -the invested capital at the year's end would have produced
during the whole of the test .year had such invested capital ‘been -pro-
ductive for the full year.  It, therefore distorts the.net earnings
downward requiring higher charges to ma1nta1n a desired rate of
return, to the ratepayers great disadvantage. Its-use, therefore,
results in unjust and unreasonable rates.

IV.

On ‘August 6, 1974, and during the.pendency of-this proceeding,
Public Service Company filed -an application for Commission approval of
acquisition of approximately $30,250,000 of new equity capital. This
application was approved by Commission majority in spite of t?? fact,
as mathematically shown in the -dissent in Decision No. 85628, ) that -
had such f1nanc1ng been by acquisition of debt capital rather than equity
capital a savings to the ratepayers of $6,413,000 annua]1y wou]d have -
resulted. ‘

Faced with the alleged need for additional revenues to improve-
the Company's rate of return, this acquisition of equity capital rather
than debt capital -constitutes a gross abuse of managerial -discretion.

The Commission could, and should, at least reduce the increased amount
of revenues. in the amount of -$29,695,083 by $6,413,000.

V.

The majority authorizes(Z)-a so~called-"Gas Adjustment Clause"
which .automatically authorizes Public Service Company to increase charges
in the future to its customers to provide revenues in an amount, presently
unknown, equal to any amount of increase.in its cost of gas authorized by
any commission having jurisdiction over its :suppliers and their charges.
This authorization in fact is.premature and is a preordained authorization
to Public Service Company to automatically increase its charges in the
future to its customers totally disregarding requirements of -the Taw that
no charges shall be -increased by a -utility unless:

A.

The-utility
1. Files a tariff .
2. Notice of said tariff is given to the public
3. The customers have had an opportunity to protest; and
4, The Commission considers .the tariff and either.
suspends said tariff and holds a hearing, or allows
the tariff to become effect1ve by operation of law; or,

B.
The utility

Files an application, notice thereof is given to the
public, and a hearing held thereon.

(1) Appendix A attached.
(2) Decision page 19.



This premature commitment and preordained authorization of
automatic increased charges in the future also disregards the many other
factors which the law requires the Commission to consider in determining
whether, or not, charges should be increased; such as the rate of return
on rate base, the rate of return on equity, the capital structure of the
company, the efficiency of operations, etc., which'may exist at the time the
rates are increased. In other words, it is clearly illegal to approve
beforehand future rate increases as compliance with the specific require-
ments of law cannot be achieved.

Furthermore, this type of authorization destroys any incentive
which the Company might have to resist the granting of increases to its
suppliers, as its ultimate profits would, as a practical matter, remain
unaffected.

VI.

The Company's expert witnesses have strenuously urged that its
revenues must be increased in order that its stock will become more
attractive to investors and, thus, facilitate the acquisition of equity
capital. A $29,695,083 increase has been authorized as of September 24,
1974, yet as of October 9, 1974, some 15 days later, what impact has this
substantial increase produced? The stock market quotations of Public
Service Company stock indicate the following, to wit:

High Low Close
as' of 9-24-74 11 3/4 11 1/8 11 3/4
as of 10-9-74 1ni1/4  107/8 11 1/8 (Down 5/8)

Actual facts, therefore, strongly indicate the fallacy of their arguments
as it is obvious that other factors in the market place dominate the price
of stocks.

On the other hand, if instead of continuing to seek equity
capital with all its proven disadvantages to the ratepayers the Company
would resort to more debt capital it could, as required, make its debt
issues more and more attractive by increasing the rate of interest thereon
which rate of increases in the present, and for the foreseeable
future, market would never reach a point where the cost of such dept capital-
would be more detrimental to the ratepayers than the cost of equity capital.

THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO
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APPENDIX A
Dissent to:
- Decision No. 85724
. Dated_September-24, 1974,

(Dec1s1on No 85628)

" BEFORE THE PUBLIC UTILITIES COMMISSION
- OF THE STATE OF COLORADO L

Tk ok ok

IN THE MATTER OF THE APPLICATION OF
PUBLIC SERVICE COMPANY OF COLORADO,

-650 - 15TH STREET, DENVER, COLORADO
-FOR AN ORDER AUTHORIZING THE iaSUANCE
OF ‘NOT TO EXCEED 2 750,000 SHARES OF -
.ITS COMMON STOCK.

APPLlCATION NO. 27749-Securities - . -

—-u--um-—p

——————————

~Appearances: Lee, Bryans, Ke]]y & Stansf1e1d,r
' ~ Denver, Colorado, by .
E. A. Stansfield, Esq., Denver,
Co]orado, for App11cant, '

Lou B]uestemn, Esq., Denver,"'fa
Colorado, for Colorado Public
Interest Research Group, Inc.;

~John E. Archibold,'Esd.g Denver,
Colorado, for the Commission.

_ STATEMENT
BY THE COMMISSION: | o

, Public Servuce Company of Co]orado (App11cant), a Colorado
corporation, filed with this Commission on August 6, 1974, an applica-
tfon for an order authorizing the issuance and sale of not to exceed
2,500,000 shares of Common Stock of the par value of $5 per share to
a group of underwriters pursuant to.the provisions of an underwriting
- agreement to be entered into with such underwriters and to offer not

to. exceed 250,000 shares of Common Stock of the par value of $5 per
- share for subscrmpt1on by employees of Applicant and certain of its
-subs1d1ar1es, for the purpose of raising new capital funds to finance
S in part Applicant's 1974 construction program, for reimbursing Applic
cant's treasury for mon1es expended on such program and for other
corporate purposes. . _ ,
) - The 1nstant app]xcat1on was set for hear1ng -- after dUe and
proper notice -~ at 9:00 a.m., on Wednesday, August 28, 1974, in. the
Hearing Room of the Commission, 500 Columbine Building, 1845 Sherman
Street, Denver, Colorado, and was there heard by the full Comm1ss1on
and, at’ the conc?usvon ‘thereof, was taken under adv1sement 7

No pet1t1ons were. f11ed in opposit1on to the app11cat1on A
pr1or to the hearing.



Fo]1ow1ng the call of the app]ication for hearing by . the
Chairman, the Colorado Public Interest Research Group. (hereinafter:
referred to as COPIRG) orally moved for leave to intervene. No
objection having been raised, the motion was' granted.. Thereafter,
COPIRG presented & written “Motion for Denial of App11cation "
‘Counsel for COPIRG stated he wished to present an alternative to ,
the denial of the ‘application, namely, a motion to join ‘the applica<
tion with Investigation and Suspension Docket No. 868. The Motion
for Denial of Application, as orally amended, was denied. ~ COPIRG
then moved to continue. the hearing on the app11cat10n until there
had been a determination in Investigation and Suspension Docket No.
868 as to.the matters concerning a debt/equity ratio.. The motion was -
denied, Commissioner Zarlenge dissenting. At the’ conclusion of.
'App]icant's direct case, COPIRG orally -renewed its foregoing motions.
The motions were denied. " No evidence was introduced by COPIRG.
COPIRG moved that the Commission take official notice of the record-
in Investigation and Suspension Docket No.868. - This motion was denied.
COPIRG then moved to take official notice of the following documents
in Investigation and Suspension Docket No. 868, “to. wit“

-Adv1ce:Letter No. 190 ~ Gas; 1fﬂ;
Advice Letter No. 190 - Supp]ement - Gas,
Advice Letter No. 643 - Electric

Advice Letter No. 643 - Supplement - E]ectric'-- -

Commission Decision No. 85241 dated “June 21, 1974; -
Commission Decision No. 85348 dated July 9, 1974, and'
Commission Decision No. 85407 dated July ]9, 1974,

This motion was granted

, Applicant s exhibits identified as A, B, C, D; E, F Revised,
G H and I were admitted into eVadonce wﬁthout any- obaection.

- For the record, it is noted that on August 29, 1974, the
Commission received a letter from Tucker K. Trautman, attorney at Taw,
who stated that he represents nine low incomé consumers and subscribers.
of gas and e1ectr1¢ service -provided by the Public Service Company of
Colorado. Trautman's letter requests that the Commission "delay
giving approva1 to the proposed stock offering of Public Service which
{s scheduled for. September until such time that the Commission as a
whole resolives the issues raised in Investigation and Suspension ..
Docket No. 868 currently before the Commission." It 1s further noted
that no appearance by Mr. Trautman has been entered on. behalf of any
parties in this proceeding

FlNDINGS OF FACT

After due and careful consmderatwon of the ent1re record in
this proceeding, the Comm1ssmon finds as fact that:.

1. Applicant, Public Service Company of Colorado, 1s a pub]ic
ut111ty as defined in Chapter 115~1- 3 Colorado Revised Statutes, 1963

‘2, Applicant, a Co1orado corporation, is a publig.utility
operating company engaged principally in the. generation, pﬁrchase.
transmission, distribution and sale of electricity and in the purchase,
distribution and sale of natural gas in various areas, all within the
State of Colorado.



3. A certified copy of Applicant's Restated Articles of
Incorporation containing its Articles of Incorporat1on, as amended
‘to date, has been filed with this COmm]SS]On ' v

4. Applicant is the owner of all the cap1ta1 stock of
Cheyenne Light, Fuel and Power Company, a Wyommng ‘corporations;
- Western Slope Gas Company, & Colorado corporation; Green and Clear .
Lakes Company, a New York corporation; Fuel Resources Development
Co., a Colorado corporation; and 1480 Welton, Inc., a Colorado
corporation. Applicant also holds a controlllng interest in four

~ other relatively small water and ditch companmes whose operat1ons :

.are not significant, and are not conso]1dated 1n App11cant s f1nanc1a]
~and stat15t1ca] statements.

5. ‘This Commission has Jur1sd1ct1on over App11cant and the
”subJect matter of the aforesaid application..

6. Th]s Commission is Tu11y adv1sed in the prem1ses

7. Pursuant to Applicant's Restated Articles of Incorporatton,
as amended the authorized capital stock of Applicant consists of-
- $450,000, OOO divided into 30,000,000 shares of .Common Stock of ‘the
‘par value of $5 each, and 3,000,000 shares of Cumulative Preferred
Stock of the par value of $100 each, which is issuable in .series. At
June 30, 1974, there were issued and outstanding 17,018,200 shares of -

N Common Stock and 1,350,000 shares of fts Cumulative Pneferred Stock
consisting of the various series set forth in the aforesaid app11cat1on
On July 10, 1974, Applicant issued and sold an additional 344,000 shares
of its Cumu]ative Preferred Stock designated as its 8.40% Ser1es As
of the date of the hearing, Applicant had issued and outstand1ng

1 694,000 shares of its. Cumulative Preferred Stock.

.8~ As of June - 30, 1974, the aggregate long- term 1ndebtedness
of App11cant was $490 203, 994 consu%twng of First Mortgage Bonds issued
in the various series set forth in Exhibit B pursuant to Applicant's
Indenture, dated as of December 1, 1939, as amended and supplemented,
with the Guaranty Trust Company of New York (now Morgan Guaranty Trust
Company of New York), as Trustee, and the unamortlzed premium and d1s—A
count on said Bonds.

' Qu Appi1cant 5 aggregate outstand1ng short-term 1ndebtedness ,
at June 30, 1974, was $60,255,000 and at August 27, 1974, was $43,345,000.
. At the t1me the proceeds are realized from the proposed issuance and: sa]e
of Applicant's Common Stock anticipated on or about October 1, 1974,
Applicant's short-term indebtedness wﬁil be. approximate]y $54, 600, 000

10.  Of the proposed 2, 750 000 shares of its Common Stock of
the par ‘value of $5. per share wh1ch Applicant seeks authority to issue
.and sell, 2,500,000 shares are to be offered to the pub11c by under-
writers on a° hegotaated direct sales basis. .The remaining 250,000
shares of said proposed 2,750,000 'shares of Common Stock will be offered
~for subscription to all regu]ar full-time emp]oyees of Applicant and
certain of its subsidiaries at the same price per share as the shares
. to be sold to underwriters are offered to the public. The emp]oyee
offering will not be underwritten and the portion, if any, B the
250,000 shares of Common Stock not subscr1bed will not be issued,
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11. A copy of Applicant § Pnelimﬁnany Registrat1on Statement

" on Form S-7 filed with the Securities and Exchange Commission on

August 20, 1974, subject to amendment, including separate prospectuses
- relating to the proposed 1ssuance and sale of 2,500,000 shares of
Applicant's Common Stock to the public through underwriters and to

- the proposed offer of 250,000 shares for subscription by e1igib1e

 employees of Applicant and certain of 1ts subsidiardes, was received

in evidence as Exhibit I. The proposed new shares of Commnn Stock ,
when 1ssued will be 14 sted on the New York and Midwest Stock Exchanges.

12, App11cant s estimated gxpenses of issuing and selling
. the. proposed new shares, excluding undenwriter $ compensation, witl be
“appnnx{mately $143 000. - S .

13. The net. pnoceéds derived by App]icant “from such pnoposed
{ssuance and sale will be applied to the reduction of its outstanding
short-term indebtedness tnnurned for App11cant“« 1974 constnuction
pnognam.‘ ‘ ‘ o .

- 14, App1nnant 8 pno forms capita1 struccuye as of June 30, _
1974. giving effect to the fssuance and sale of the proposed 2,750,000
shares of Common Stock and to the sale in Jaly 1974 of 344,000 snanes L
. of {ts 8.40% Series of Cumulative Preferred Stock, is 49, 39 long=- tenm
.debt, 17.0% Preferred Stock and 33. 7% Cnmmnn Stock Equity. -

DISCUSSION

: App]icant’. capital uonstnuctwan pnognam, the predicate of
its application, s necessary for Applicant to provide on~going service
4o 1ts customers, and no dispute was rafsed thereto. However, this -
proceeding did ratse questions as to the pnopen debt/equity ratio of
the Applicant. The record 15 ¢lear that 1t i1s true that the cost of
debt may be lower, at a aingu?an point fn time, than the cost of equity.
Nevertheless, the record 15 also guite clear that if- App?icant were to -
. resort to the issuance of debt at this time rather than raising additional
~capital by cnmmnn equity, the overall cnmposﬁte cost of capital to the
Applicant would be higher which ultimately would have to be reflected
in higher rates to the rateé payer. The duty and obligation of a public
utility company is to provide reasonable and adequate service at the
Towest possible ceosts, including cepital costs. [If a utility were to
resort to an immediate lower cost of capital which would have the |
result ultimately of raising its overall capital costs, that utility
-company would not be acting in the best interest or its rate payers.:

' In the recent case of Mo¥nxajn Bell e e:hane and Te1e raj n
vs. Public Utilities Commission, 513 i . ‘
~ Court of Colorado sald,

"u‘,(M)ethnds;nf naising capitai-shOuld be
left to the di scnet1nn of management unless
there 15 a substantial showing that rate
‘payers are being prejudiced materially by
the managerial options in the area of cap1ta1
financing. "

In this pnoceed%ng no showing at a\i, Tet alone a substant1a1-
showing, has been made that rate payers are beiny prejudiced by the -
Applicant's decision to finance construction by its proposed equity
offering. On the contrary, it ts our considered opinion, the ovena11

-ultimate cost to the rate payee will be lower, not higher, by’ using
equity to obtain its addi ttcnal aapftal heeds.,
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 CONCLUSIONS ON_FINDINGS OF FACT

1. The proposed i$suance and sale by Appllcant of 2, 500 000
shares of its Common Stock of the par value of $5 each to a group of
underwriters as hereinabove set forth, and the proposed issuance and
offer to sell of not to exceed 250, 000 shares of its Common Stock of
the par value of $5 per share to elmgib]e employees of Applicant and .
certatn of 1ts subsidiaries as hereinabove set forth, is reasonably "
required and necessary for App!ucant s proper corporate f1nanc1ng and
should be author1zed and approveda

12. The prOposed securities issuance is not inconsistent .
with the public interest, and the purposes thereof are permitted by
law and are consistent with the pWOVl&WOHS of Chapter 115, Colorado
Revised Statutes 1963 s a5 amended. , ,

3. The authorization sought in the aforesaid application
sh0u1d be granted and the fol1ow1ng Order should be entered. ’

ORDER
THE COMMISSION ORDERS:

1. That App1icant, Public Service Company of Co]orado be,
and hereby is, authorized to ‘issue -and sell to underwriters not to
exceed 2,500,000 shares of Common S$tock of the par va]ue of $5 per
share as heretnbefcre ;et forth.

’ ‘2u That, Applncant be, and ut hpreby is, author1zed to issue
and offer for subscription to eligible employees of Applicant and certain
of its subsidiaries not to exceed 250,000 shares of its Common Stock of .
the par value of $5 per Qhare as heuelnbefove set forth.

. 3, That the securities authorized to be sold hereunder sha11
bear on the face theweof serial numbers for proper and easy 1dent1f1ca—
tion. ,

4, That Appli tant, within thirty (30) days after the sale
price of the new shares of Common Stock to be offered by the under-
writers to the pubiic has been determined, shall make a verified report
to this Commission of such price and accompany such report with a
conformed copy of all amendments to Applicant's Registrat1on Statement .
filed with the Securities and Exchange Commission in connectlon w1th the
usecur1ties authorlzed to be 1ssued and. sold hereunder

e 5. That Applicant, within. n1nety (90) days after the 1ssuance,
,sa1e and delivery of the aforesaid securities, shall file with this .
Commission a verified report showtng the dates of the respective sales
"of such securities, the fees, commissions and other expenses incurred

by Apptlicant incident to such sales and the net pwoceeds received by
App11cant from such sales.

‘ 6. That nothxng herein shall be construed to 1mp1y any
'recommendatlon or guarantee of, or any obiigation with respget to,
-said secuwltles on the part of the State of Golorado.

7. That the Commnss1on retain jurisdiction of this pro-
ceeding to the end that it may make such further order or orders in
the premises as to it may seem to be. proper and desirable.
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: 8. That- the authority here1n granted shall be exerc1sed
from and after the date of this Decision and Order, and the same sha]]
be effect1ve forthwith.

* DONE IN OPEN MEETING thls 3rd day of September, 1974

THE PUBLIC.UTILITIES‘COMMISSION'
OF THE STATE OF COLORADO

ﬁ'tEDWIN'R. LUNDBORG

HOWARD . BJELLAND

Comm1ss1oners B

COMMISSIONER HENRY E. ZARLENGO':

DISSENTING :
L R L - ma
‘COMMISSIONER HENRY'E;“ZAREENGO?DISSENTING:~

I respectfu]]y d1ssent

o In this case Public Seerce Company (PSC) has filed an- app]ication
for- Commission approval of acquisition of approximately $30,250 000
‘new capital. This capital it can acquirg by equity £< f1nanc1ng, i.e.
by the sale of common stock or by debt Z§.f1nanc1ng, j.e. by the sale
of bonds. It has chosen the first alternative approval for which is
required by 115-1-4, which provides, inter alia, that the Commission
"shall enter its written order approving the pet1t10n and authorizing
the proposed securities transactions unless the commission shall find -
that such transactions are inconsistent with the pub11c interest."
(Emphas1s supplied.)

" The question is: Is,this'securities'transaction "inconsistent
w1th the public 1nterest“?

The ev1dence in the record can reasonably support only one.
finding, i.e. that the transaction is "inconsistent with the. public
interest", for on the one hand we have factual evidence, bordering on-
_mathematical certainty, that this capital must be acquired by debt
financing to be "in the public interest", whereas, on the other hand,
“the only evidence tending to support a: finding that this capital may be
acquired by equity financing and not be "inconsistent with the public
- interest" is evidence consisting of opinions, conjectures, and conclu~ . -
sions so genera], vague and speculative as to hardly require refutation

S T?ﬁ taxable income of a'corporat1o?51s taxed under the federa1‘
‘Iaw at 48% and under the state law at 5%..= Because of. rec1proca]
- inter se' deductions allowed by said Taws the composite t?é is at least
'50%. . As money used to pay the cost of equity financing comes from

\.
]

'l;m;sa_t.; '_l;

Author1ty is sought to. sell 2,750,000 shares of common stock Stock
quoted on board as of 9-3- 74 @ $11 00. - _
- Common Equity
_Long Term Debt -
Section 11 of the Interna] Revenue Code (1971)
- Sectjon 138-1-3 (2), CRS 1963
"Equity" refers to common equity.
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income which is taxed at such composite . rate of at least 50%, for‘every.
dollar required to pay such cost Public Service Company must collect from
the ratepayers $1 to pay the cost and $1 to pay the income taxes. The
present]y authorized minimum rate of return of Public Service Company on
equity is 12. 5%/1 Because of this doubling ‘effect of income taxes Public
Service Company for every $100 of the new equ1ty cap1ta1 authorized must
collect ‘$25. 00; or, at the rate of 25%.. -

' As the cost of capital, i.e. the return on equity, or interest on.
debt, is actually paid by the customers; and, as the cost of this authorized
new equity capital, due to the impact of federal and state income taxes is
25%, the new equity capital will cost the ratepayers at the rate of 25%.

On the other hand, for every $100 of new debt -capital acquired at
7. 52% /2] ‘when Public Serv1ce Company pays its income taxes it could in
ca]cuiat1ng its income taxes, if debt capital were acquired, deduct $7.62
from the amount of its taxable income for interest pa1d_and at the .composite
rate of income taxes payab]e of 50%, this would result 1n/g reduction. and
sav1ngs in the amount of income taxes to be paid of $3.81,%2 or of 3.81%.
‘This is true, of course, assuming.the Company has suff1cient income taxes to
be paid against which th1s offset may be applied; an assumption hard]y
disputabTe. These savings of 3.81% to the utility in payment of its income .
taxes, by flow through, will actually be a savings to the ratepayers. As a .
result of this deduction from the amount of income taxes to be paid the
actual rate of interest, i.e. the actual cost of debt capital, would be ngt .
7.62%, the ostensible rate of interest, but 3.81%. If we.deduct, then, this
actua] rate of interest, i.e. 3.81%, from 25.00%, the actual cost rate. of
equity capital we find that this new equity cap1ta1 -authorized will cost the;
'ratepayers 21.2% more than if debt capital were acquired.

"Public Serv1ce Company W1tness, Mr. Bumpus, admits these
conc]us1ons, to wit: .

Q. Mr Bumpus , do you agree that the rate of interest on debt
to the ut1]1ty and in turn-to the ratepayers is one-half that rate
because interest is a tax deductible item in computing income taxes?

A. Yes, sir, I agree that that is?approximafe]y the arithemetic;
yes. - ' ' . .
Q. In other words, if the interest rafe is nine percent dr .
ten percent the actual cost would be four and one-ha]f percent or-
five percent? .

'A. That depends, Mr. Zar]engo to some degree upon what the
effect1ve income tax rate is and --

Q. _Well, say at a 50 percent, between state and federal.
A, Well, if I,hight'just create a hypothetical instance - .

Q. Yes, you may.

1 Dec1s1on No. 82411 February 23, 1973,

T
/2 This rate is assumed as it is the most. recent rate for long term debt
© . for Public Service Company. Decision No. 82976, May 18, 1973,
/3 Example: For every $100 of taxable :income @ 50% = $50.00 taxesrequired:

For every $100 of taxable income $7.62
interest will be deducted leaving . . _ .
$92.38 taxable income @ 50% 46.19 taxes required.
Tax savings for every $100. of new o
debt capital _ $ 3.81



A, Which 1s not really- that hypothetical. = Suppose - ‘that there
ware no taxable income, that the effective tax rate,. because of
deduction of existing expenses reéduced that effective taxable- :
obligation to zero, then in effect there wou]d be no taxable -obliga-
tion against which to deduct the. 1nterest, $0 that with that clarif-.
ication, yes, I would. agree. -

Q. I understand,, N o
A That-wou1d'vary with the effective «- -

Q. :So long as the company has taxab]e 1ncome ‘this would be true?"
A,ijes, that would be trueq |

Now do you agree that the cost of equity to the ut111ty and .
N turn to the ratepayers is double the rate of return on-equity authorﬁ
zed by the Commission as it takes one dollar of net revenue to pay the
return on equ1ty and one do]1ar to pay: the . income taxes? . _

A, Again with the- qua11f1cation that that ‘depends upon the 3
effective tax rates, I would agree- W1th that generaI phiIosophy.l,
(Transcript pages 82 and 83). o

. From these facts emerges “this concIusion. As th1s new equity :
capital in the sum of $30,250,000 ( ﬁprox., herein approved by the Commissionf.
majority, will cost the ratepayers 21.2% move than 1f debt capital were.
acquired the annual cost to them will be $21.2% X $30,250,000, or $6,413,000
Lmore. How 1s” this greater annual cost of $6, 413 000 just1f1ed and found to be

e pub]ic interest?

/. .
In its. CONCLUSIONS ON FINDINGS OF FACT™ the Maaor1ty finds'

"The proposed securities issuance is not 1nconsistent with'
the puinc interest. .'o“ , _

No findings of Fact uggor y or tend to support. this: concIusian.
In its DISCUSSIONZ"‘it states to wit. L

~"The record is clear that 1t is true -that..the cost of ‘debt
may be lower, at a singular.point in time, than the cost of .

“equity. Neverthgless, the record is.also quite clear that -
if Applicant were to resort to the issuance of debt at.this -

- time rather than raising additional capital by common equity,
the overall composite cost of capital to the Applicant would.
be higher which u1t1mater would have to be reflected in
higher rates to the rate payer . . . If a utility were to.
resort to an immediate lower cost. of capital which would. have

" the result ultimately of raising its overall capital costs,
that utiTity company would not be acting in the best interest

of its rate payers." (Emphas1s supp11ed )

T~Pige 5 Decision.
/e Page 4 Dec151on. |
- - NOTE o
Discrepanc1és occuring as -to the total amount of sale of stock is due:
to the fact that on 8-28-74,-the date of hearing, PSCo. stock was quoted at.
$10 -and the number of shares being sold was assumed to be 2,500,000 instead
of 2,750,000 shares. On September 3, 1974, the date of this decision such -

stock was quoted at $11 and the totaI number of shares used is 2,750 000 as
shown 1in the appIicatuon. ’
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, It admits that the cost of debt "may“ be. 1ower yet conc]udes that
it 1s also quite clear that if App11cant were to resort to the issuance -of
debt at this time rather than raising ?dd1t1ona] capital by common equity,

the overall composite cost of cap1ta] to the Applicant would be higher . S
How can the composite cost of capital be higher by adding debt capital rather

-than equ1ty capital which costs approx1mate]y 6 times more than debt capital?

: It is further stated: “If a ut1]1ty were to resort to an immediate
lower cost of capital .which would have the result ultimately of raising its
overall capital costs, that utility company would not be acting in the best"
interest of its rate payers." This statement appears to be noth1ng more than -
a self-serving .general assumption and conclusion irrelevant in this case and
'_unsupported by any evidence as app11cab1e to Public Service Company.

: It should be noted: that these latter observatlons, assumpt1ons and
" conclusions are not made as findings of fact but as "d1scuss1on"
/2

In 1ts.“DISCUSSION“'the Co1orado Supreme Court 1is. quoted

. .(M)ethods of raising capital shou]d be - 1eft to the
dlscret1on of management unless there is a substantial
“showing that rate payers are being prejudiced materially .
by the managerial options -in the area of capital
f1nanc1ng " .

_ With this pronouncement I read11y agree and po1nt out that th1s is a case
wherein it is shown that there is "a substantial showing. that rate payers
- are being prejudiced materially by the managerial options in the area of -
capital f1nanc1hg“, and further point out that the Court in the same case as
to the Commission®s exercise of Judgment in ratemaking (and determination of
capital structure as here made is an essential factor in ratemaking) also said:
' "~ "Public Utility rate mak1ng is a legislative matter, and to -
the PUC, under our statutory scheme,‘has been delégated this
task. It is true, of course, that in pursuing this task, the
PUC must have before it evidence on the subject matter, but -
the determination as to what is a fair, just and reasonable’
rate is a matter of judgment or discretion.  This judgment or
discretion on the part of the PUC must be based upon evidentidry
facts, calculations, known factors, relationship between known
factors, and adjustments which may affect the relationship
between known'factors “ (Emphasis supplied) /3 -

~all of which are lacking in finding that the "proposed secur1t1es 1ssue is
not 1ncons1stent with the pub11c interest".

_ Ut1]1t1es,urge that there is a serious danger in increasing debt
‘ratio as the greater it becomes the higher will the rate of interest on
future debt capital become. - It may be true that with increasing debt ratios,
- making allowances for prevailing market conditions, the interest rate on
future debt will likely increase. Realistically, however, this-objection is
seen to have little substance, when the cost of debt and equity capital are ~
compared. The cost of the latter is so much greater, as shown above, that .
for a point to be reached where debt capital would cost more than equity
capital the interest rate would have to be 4 times the ratg, of return -on
equity; -- to illustrate. The presently author1zed m1n1mum rate of return.

The composite cost of . cap1ta] must mean the composite cost of debt
~.and equity capital. - S

. 513 pad 721, page 727 (1973),

Ib]d s page 726,
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on common equ1ty of Public Service Company 1s 12.5% and the cost thereof is.
25%.. For the net cost of debt capital to the ratepayers to equal’25% the
rate of interest on debt would have to be 50% as interest is deductible.

from taxable income. _ Any interest rate, therefore, below 50% is
advantageous to the ratepayers when compared. to the cost of equity and the
lesser the rate of interest than 50% the greater the advantage. -With the
present rate of interest about 10% it is hardly conceivable that so fantastic
a high interest rate W111 ever be reached _ The "danger" is unreal and pure
,conaecture. _ '

' An-additional and very rea11stic and substant1a1 disadvantage of-
zequity financing s also apparent. Whenever debt .capital is acquire the
interest rate, i.e. the cost of such capital to the ratepayers, is fixed.
If at the time of issuance of debt the rate of interest should be 10%, the .
cost of said debt to the ratepayers thereafter and until maturity of the .
~debt will remain at 5%, due to the fact that interest is a deductible item.
in income tax report1ng, Whenever equity capital is acquired, the cost.
thereof to the ratepayers is not fiXed, as in the future if the Commission
should raise the.return on equity, a likely prospect under present. economic
'cond1t10ns, the cost of such equity to the ratepayers will increase. And;
it will increase, as 1nd1cated at. double the % rate of increase authorized-
by the Commission. - So, 1f in the future the Commission should increase the
return on equity by 1% the ratepayers will be'made to pay an additional 2%
on the existing equ1ty. If a 2% increase is authorized, a 4% increase
would follow. This disadvantage is very real and may amount to many,
millions of dollars more in add1t1ona1 cost annua]]y for capita] -

Stated another way

, Whenever the ut111ty acqu1res equity cap1ta1 rather than debt
capital, thenceforth indefinitely in the future whenevér an increase in
the rate of return on equity is authorized by the Commission, that equity .
capital will cost the ratepayers additionally a sum at-double the %. of the
rate of increase authorized but whenever debt capital rather than equity -
capital is acquired, thenceforth in the future, that debt capital will
continue to cost the ratepayers at 1/2 the % of the rate of interest when
that debt cap1ta1 was acquired. . .

, There is nho ev1dence that. Public Serv1ce COmpany could not sell
bonds. To the contrary we find: _

Q. Has it ever tried a tendear'bond?

'A. No, sir. We have always been able to sell 30-year bonds,
which from the company's standpo1nt are more attractive and so that
is what we have done."/L

Again, we find this evidence:/2

"Q; Would the issuance of debt decrease ‘the book value 0of ‘the
common stock?.

A. No, it wou1d not°
Q. I'm sorty, T couldn't hear your answer,
A. No, it would not in and of iﬁse]f;“'
Aga1n we Find this evidence:/3 |
Q. ‘Thank you. Now I figured -- I may be wrong -- but it w111
cost the company over $2 m11]10n to sell th1s issue of stock,

/T Tr énscr1pt Page 87.
[2 1bid., Page 95
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‘estimated. What.would you estimate it would cost the .company *to sell
bonds in the same amuunt?

A. It would be very substant1a11y Iess than -that, Mr. Zarlengo,
I don't have a precise figure.

Would you say _—
Perhaps half.
. Half?

= o » o

Perhaps half."
Again, we find this evidence:

"Q. You made the remark that if- debt were sold, the total cost
of embedded debt would rise, that is, if the company borrowed this
$25 million rather than sell stock? .

A, 1 believe I testified that 1t wou]d, and a]so in. ty judgment,
the total cost of capital would rise in the future.

- Q. VYes, but in comparison of $25 million add1t1ona1 debt to-the,
totaL already embedded debt, this rise would be more or less neg]ig1ble,
wouldn't it?

Ao Ne11 when one ccnsiders that one would be adding $25 million
. to & base approach1ng half a billion dollars, the immediate impact upon
embedded debt cost would be relatively small." (Tr. Page 84)
| Fkdokkkk
In this case the alternatives are clear. Management has exercisedd
1ts discretion and the Commission majority approved it -- all contrary to the,
- declaration of the Colorado Supréme Court, to wit: - '

- "Courts and commissions shou]d respect the dec1s10ns of
management and, in general, not succumb to the temptation
of assuming the.ro]e of management. However, no matter how-
much deference we have and should have -for highly-trained
management, when that management abuses its managerial
discretion to the detriment of .its .customers, our regulatory
commissions have a duty to declare the abuse and make $uch
orders as will give to ratepayers the advantage of those
-.economies of which management has failed to avail itself."
172 Colo. 188, at pages 203, 204, 1970.

" THE PUBLIC UTILITIES COMMISSION
~ OF THE STATE OF COLORADO

HENRY E. ZARLENGO

Commi sSTonaT
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