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* * * 
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RATES AND CHARGES CONTAINED• IN TARIFF. ) DOCKET NO. 868 
REVISIONS FILED BY PUBLIC SERVICE )
COMPANY .OF COLORADO'UNDER ADVICE LETTER) DECISION AND ORDER. OF THE 
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Denver, Colorado, for Respondent; 

Woodrow D. Wo11eson, Esq.,
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Office of the General Counsel 
General Services Administration 
Washington, D. C., and 

John L. 'l'!Mathews, Esq., 
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John M. Hewins, Esq.,
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Region VIII,General Services 
Administration , • • 
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and all other executive agencies
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Wellborn, Dufford, Cook and Brown, by
David·W. Furgason, Esq.,
Thomas G. Brown, Esq. , and 
John A. Dates, Esq., Denver, Colorado, 
for Cf~I Steel Corporation; 

Jay W. Swearingen, Esq., Denver, 
Colorado, for Colorado Association 
of School Boards and for the Cherry
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County of Arapahoe and State of .. 
Colorado; 

Lou B 1 ues tei n, Esq. , • Denver"" Colorado, 
for Colorado Public Interest Research 
Group; 



Archie Calvaresi, Denveri Colorado, 
for the· Colorado Motel Association 
and· the·nenver Metropolitan Motel 
Association; 

Elbridge G~· Burnham, Denver, Colorado, 
pro~; 

Tucker· K~- Trautman·~ Esq~, Denver, Colorado, 
of· Legal Aid· ·Society of Metropolitan Denver 
for Daro·ld· anti· Amye Martin, Helen Bradley, 
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Priscilla Vigil; and 
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BY THE COMMISSION: 

I 

HISTORY OF PROCEEDINGS 

On May 24, 1974, Public Service Company of Colorado (hereinafter 
referred to as 11 Publ'i c Service Company" or 11 Company 11 

) filed Advice Letter 
Noo 190 - Gas and Advice Letter· No, 643 - Electric, ac~ompanied by tariff 
revistoris wh1ch·0o~ld result· in increased rates and charges on its gas and 
electric servicef r~spectively~· On June 14~ 1974, Public Service filed 
Advice Lett~r Noo 190·~ Gas~Supplement· and Ad~ice Letter Noo 643 - Electric­
Supplemerit~ to supplement, respectively,_ the prfor advice letter.so The 
proposed e'ffecti ve date of the· filed· tarii ffs; gas and e 1 ectric, was June 23, 
19740 

On June 2L ·-1974; by Decision- Noo 85241, the Commission, on _its own 
motion, ~urs~ant tb.115~6~11~ CRS 1963,_as amended (l) set the electric and 
gas tariffs fi1ea· b,Y Public· Service· Company ,..~ pursuant to its respective 
advice letters --- fov hearing to commence· on- July· l7,- ·1974; and (2) sus-
pended the effect.ive •. date'.. of'. the· tariff· sheets· fi·1 ed· by Pub1i c Service Company 
under its respective e1ectri.c and· gas· advice ·letters· until October 24, 1974, 
or until further order of' the Commissiono 

Notice -in accordance· with" the- provisions· of Rule 18 of the Commission 1s 
Rules of Practice and Prcrcedure'. was proper1y given by Pub1 i c Service Company 
to its customers o :Approximately 6"50· ·1 etters· of protest to the proposed rate 
increases were received IJy the· Commissfono Approximately 140 letters_ were 
received supporti~g the proposed 1ncreaseso. 

Formal pleadings to become parties in this proceeding were filed as 
follows: 

(1 ) Cherry Creek'. School'. Di strict" No o 5 in the County of Arapahoe and 
State of Colorado - June~21, 1974; 

(2) CF&I Steel corporation·~- July l, 1974. 

(3} General Services· Administration on behalf of all executive agencies 
of the United States - July 1, 19740 
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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 Vigil - July 9, • 1974_ • 

(7) Board of County- Commissioners of Pitkin County - July 12, 
1974 ~ • • 

(8) Elbridge G. Burnham~- July 17, 1974. 

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

Although irt: did not request.leave to becom~ a .party to this proceeding,
the Colorado Municipal League, by its attorney Susan K. Griffiths, did file 
with the Commission a pleading entitled 11 Statement of Concern 11 Moreover,• 

a letter addressed to the Commission, dated August 6, 1974, re: Mass Media 
Advertising by Public Service Company and Mountain Be11 , from Da 1 e Too1 ey, 
Denver Distr7lct Attorney, was read into the record on August 6, 1974. 

After-due and proper. notice, the herein matter was heard by the full 
Commission on the fo1fowing dates in the hearing room of the Commission, 
Columbine Building, 1845 Sherman· Street, Denver, Colorado: 

(1) On J~ly 17, 1974 - Consideration of additional hearing dates and 
procedures for the pres en ta ti mr of testimony and other evidence o 

(2) On August 6 and 7, 1974 - Presentation of Respondent's direct 
case, and cross~e.xamination Hm1 ted· tff cl arificatfon of testrniony and exhibits. 

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

(4) On August 19, 20,· 21 and 22, 1974 - Cross-examination with respect 
to Respondent I s dfr·ect case, 

(5) On the even1n~ of August 27, 1974 - Testimony of public witnesses. 

(6) On September 4, 1974 ;., Further- testimony by one of Respondent I s 
witnesses, 

{7) On September·. 5.,: 6,: 9· and 10, 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-0 •However, public: witnesses who wished to 
testify. were a]so. heard as· the'. firstorder. of business on the other hearing
dates and at'.oth~r: times~. :A total· of 26 public witnesses testified on the 
various hearing dates. 

During the course of· this proceeding, testimony was presented by
Public Service Company, members of· the. Commission Staff, Colorado Association 
of School Boards, Elbridge· Burnham~ and· members of the public. 

The trans.cript of testimony- comprised ]3·. volumes., totalling 1,544 
pages. A total. of 75 exhibits·. was .admitted into·: evidence·~ .. A list of the 
exhibits is attached to this·decision·as Appendix A. 
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Upon motion of Public Service Company.,. the- Commission took official 
notice of Section 46(c)(3) of· the· Internal Revenue Code (26 U,S.C. 46(c)(3)), 

The hearings.in this proceeding concluded on September 10; 1974, 

A11 parites in this proceeding· were·. p·ermi tted. to file statements of posit ion 
on an optional basis, on· or before· September·16, 1974. Statements of position 
were fi 1ed by: 

Pub1 k Service Company:..~:..~:..;...:..;...;... __________________ September 16, 1974 
General Services.Administration:..-:..-,,..--------~----September 16, 1974 
Darold arid Amye.Martin';.et' aT,-:..:..:..----------------September 16, 1974 
CF&I Steel Corporation~~~:..-:..:..~~:..--:..----~--~------September 16, 1974 
Colorado ·Association: of·. Schoo-1. Boards,,..,,..-~--------September 16, 1974 
Board of Commissioners·,- County of· Pitkfo:..--------September 19, 1974 

(late filed) 

On September. .16·, .1974\ • the. Colorado.Association. of -Schoo1 Boards (CASB) 
filed a Motion with the· Commission- for·. an-. order awarding· attorneys I fees to 
CASB in_this proceeding.in the amount of $500,00. 

The herein matter·. has·.. beerr. submitted to the· Commission for decision, 
Pursuantto,.the provisions·.of·.the·sunshine.Act'of 1972, and Rule 32 of this 
Cammi ss ion" s ·.Rules: of: Pra~ti t:e' and·. Procedure,· the· subject matter of this pro­
ceeding ~as~ first p1a~ed on~the:.agenda· fo~the open· public· meeting of.the 
Commission held-on SeptemberT7·~- 1974"-0·. At the open. pubHc meeting on September 
24, 1974,. the -herein deed s.'.l'. orr.was' entered· by-. the. Commission. Cammi ssi oner 
Zarlengo.was. notipresent· at' the. open: public. meeting·. of·. September 17, 1974, or 
the open.·public. meeting Oil' September·. 24·.,·. ·1974~ and did not participate in the 
determination of the Commission· decision hereino 
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II 

DESCRIPTION OF THE COMPANY 

Public Service Company is a p1,1blic utility operating solely
withifl the State of Colorado engaged principally in the generation, • 
purchase, transmission, distribution and -sale Qf electricity and the. 
p~rchase, dfstribution and sale of natural gas.to varfous areas of-the 
State of Colorado. The Company also renders steam service withi.n a 
limited area -of the downtown business district of the City of Denver; 
and operates a small bus·, transportation system within the City of 
Bo~lder, and a water systern in the general area in and a~oLlnd Evergreen,
Colorado. No changes in the rates for steam, bus, or-water ser:vice • 
provided by P~blic Service Company has been requested in this pro­
ceeding. 

Public Service Cornpany, as of June 30, 1974, had 614,437 
electric cu~tomers, and '530,714 gas customers. Generally, these 
customers are broadly classified 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 shareholders who live in the State of-. 
Colorado 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 p~ovide
adequate reserve capacity. The Company -- as set forth below--. 
expects to expend more than $1 billion during the five years ended 
in 1978. • 

Electric Gas 

1974---------------------$145,787,000 $33,607,000 
1975---~--~--------------$162;974,000 $28,415,000 
1976----~~---------------$205,261,000 $21,040,000· 
1977---~----------~------$255,538,000 $21,907,000 
1~78------------------~--$225.205,000 $24,234,000 

(Volume X, page 6) 



Ill. 

GENERAL 

The. rnos:t; recent .case involving Public Service Cbm~any, priqr 
to,. the-.:,;nsta:nt·proceeding, was Investigation and Suspe_hsi.9n· Docket ~o .. 
747~ • In ·that docket by Decision No. 82411, entered onFebruary 23~ 
1973; the C6mmi!;ision, approved new. and .revised electric and gas rates 
des:igned to produ~e an additional"'"$4,039,499 in retail electric revenues 
~nd :$2~418;892 in ga,s revenues. Those revenue .increas'e~ amounted t1rapprll>xi-:-
mat~ly 2~6% on.electric revenues and 3.06% on gas· r~v~nues. ~- : •. . . . . 

Iry 1,971', Public Service Compahy proposed rate,. increases for,-ga$ 
an~,electric,seryice~. The 11 1971-rate:.cg,sell p11ocedurally·was.divided into 
two phasesr ~h phase one, Pub1ict Service Company, on April 7, 1~7l, fileq 
J\ppl ication No~ 24900; which sought \a\Jthori ty from thi-s Cammi ssion to. fi 1 e 
new ,gas ·and e1ectric rates that .would produce an 'ihcriase in gross rev..en!Jes .. 
of:-$11,25,9,823 on the' ha.sis of the test year, 1~70.. ln ·that·proceeqir:ig~: ~Y • 
Dec.i_ sion No. •• 7881_1, 1en_ tered on 0ctob_er 4, 1971. J. the Comm_ i ssi on__ autho;1:-i z.ec;I • 
Pub,li-c-Service Company·to filei based upon conqittons of ·t~e- 1970 t~st 
year, new gas Ntes that wou]d:-pro<;luce G1,dqi.tiona1 revenues of not -mor~ 1 . __ 

than •.$493 ,807; and :new.--el ectri c rates that., wou)tl' • produce ·addi ti6tif1 :r,eve~> __ --
nues qf not ·more tha:n $6,894 s662 .:. • ·- • , •__ 

I_n phase 'two, Publ tc ·se;vice.· Company filed new .gas a,nd, el,e,ctric • • 
rate.s wh.ich, on November 26, 1971, were set for hearing .and susp·enqed -.in 
Investigati qn and :Suspension ,Dqcke.t, No., 706. On Decemb~r 31, 1'inl,', in - ·_ 
Decision No. 79350, the Commission~ in Investigation~and Suipensio~ Docket 
No. 706, authori.zed-Public Service Gom~any 1s gas tariff revisi_ons to becqme, 
effective. With respect to Puplic Service Company's proposed electric 
tariff revisi,ons, the Commission ordered certain :changes, mai-nly with· 
respect to certain·large electric customers, but:otherwise authorized 
Pub1i c Service :Company to fi 1 e electric rates which would, produce add i- .. 
tion~l electric ·revenues in .confo.rmity with Dec,isi.on, No. 78811 rendered -
by the Commission in phase:one., 

Rate .ca.ses in 1~69 an~ 1970 involving· Puplie Service Company 
were Appl ica:tiqn No. 23963 and Investiga.tion and. Susp€;nsjon Do.cket- No·. 
640, .which resu)ted, in a. cons<;>lidateq decision, (Decision ~o .. 74240) entered 
January 28, 1no,.,in,,which:it w/fs.:deterroined·thata fair rate of return of . 
the-cornbined:,gas a~q·e1$ctric departments. of Puplic ·scervice Comp·ar(y:was 7,:5%~-

In additio.n, to -,the e~:rlier cases invo1ving .Public Service,Coroiw.nyi the.· 
,Cammi ssi.on has als.o renc;l,erE!d., a number of dec_is19ns .since 1969 involv.ihg; • • 
the Mountain States Telephqne ..and TelegraphrCompany.. These deci$ions • 
are N<L, 72385., en,terec;l ~anvqry 7, ,J ~69 ~ 'if;!" Jl.~pli~a,tion ,No. 2311 ~; Decisio,lzl 
~o ~ ;77230;; entered -Mq..rc.~ 25, -1971' ~ in Irp,1est,1gat10n, :and Suspens19n Ql/>c:k~~ 
No.. 668; and D.e¢ision No.:81320~ enteredSept~mber-19, 1972,, in_In.ve$Jfga::.' 
tion and ,Su$pension Docket N.o.}17;. A·1_1 three,,Mountain Bell decis_,on,s were 
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•• • • • • 

appealed to the -Supreme Co1.,1rt 'Of Cqlorado.* •. Regul atqry. princi pl~~ are 
discussed in, these cases. . . 

The past· several years have shown a.n i,nct".ease<f awareness and· 
interest in the rate-rn~king functions of thi_s Commission., Util.ity rates., 
with ;respect 4o gas,. ele,ctric c;1;nd,."telep~orie,.services affect large•seg111ents.
of the public .. In view of inflatiqnar.Y and other -economic pressl;Jre~., ra~e· 
cases have becom~ more frequent, and public participation ,in the rate-makiri~-
process has increased~, • • 

The power of the Pt:Jblic Utilities Commission-,to·regulate·non-·
municipal t,1ti1ities dn the: State, ·of ,Colora.do is grounded in -Article XXV 
of· the Consti.tution of the .State 9f Colorado wb.ich ;was adopt~d l:>Y. the· 
general electorate in 1954. The ·Pub1ic .Utilities Law, which ·current1,Y 
is. contain~<;( in Chapter 115 of-the Cqlor~do R,evise4, Sta,tut,es-(1,Q63, as, 
amended)~· implements ArUcle.XXV of-the.Colqr.ado,Constitution,., More 
specifically, CRS 115-3.-2 ·vests the power ahd authq.rity in- this Commis.. 
sion to govern and regulate al 1 .rates, charges and tariffs of every pub- ,
l i c uti lity . • • • • • 

It first must be emphasized that rate.making is a legtsla~ive 
function., The Cit and Count of Denver vs.- 'Pea le ex rel --Public Utilities 
Commissi-on, 129 Colo. 41, 266 P.2d 1105 1954 ; Public Uti ities Comni1ssion, 
vs. Northwest,Water c9rporation, 168 c?.1o. ~54, ~5l:P.2d.· 266)lQ63}: ~ I~. • 
should a1so be,emphas1zed that, ratemakrng_;"1.s not·an-exact, sc1.encf:!$'•, Nartbwes-t 
Water, .sl!pra, at 173; In the. landmark, case of Federal Power Commission -ys~ • 
Hope• Natural ~as Company, 320 U.S. 591, ,602-603. ( 1 Q44)' yusti ce,~-Dqµg1 as, , , 
speaking for the· l1n:t;ted,"Sta.tes Supreme Gourt',:stated that the:,;_.:'.Jrate-making .. 
process under. (The Nqt·ttr~·l Gq,.~J. At:t,,:··:i:Le,~·,:,,;tje.:,.fixing :of 1j1,1st and· reason-: • 
ab1e 1 rates, involves a balancing·of·'the .. investor ancLconsumer interests. 11 

The ~ope case further stands for :the proposi don that, under lithe statutory, 
stan ard of 'just and reasonaele.1 ,it ds the result reached, not the.metliocl · ' 
employed, Which is controll,ing. 11 

*Decision No. 72385 is the subject matter of .Colorado Municipal League and. 
the.City and Cqun~y of Denver VSo•.the Public,Utilities Commission of the 
State,of.Colorado~and the Mount~in States Telgphone and:Telegraph Company,
172 Colo..188, 4;73:p~2d.960 (1970); Decision Noo 77230 is the subject mat~er­
of 'Mountain·States-Telephone.arq:Telegraph Company-vs. the'Public:. Ut.ilities. 
Commission of th~-State 9f Colorado; :et ,al.,, 513 P.2d 721. (Gol~- :197});
Decision-No~ 81320 is the subject,ma.ttenof,Cases)~o. ;2~965~ Mountai•n States·. 
Tele~hone. Md Tele1raph Company vs •. the.Public 9tiliti·es Commissfon~,Nq .. • • ' 
2598~, ~ecretgry ·,o .,Defense on behalf. qf th~. Dep:9irtment of ·Defense and 1aJ} 
other exec,utive enci'es of therUnited Stat;eS,Y!:l. tJi'e P\.lblic Uti f!:fe·s · 
Commission ahd ,Mc.Hmtain.,,States Tele hone· n\ 'Te e ra h ·com an ; Gase: No~ . 

. --" 5, Co ora ,o' umci a. :Lea· ue·vs, .' ubHc;, • ,ti i:Ues GbminiSS,l;On' and·M unta.in 
States Telephone. an .Teleg.raph: ornpar.i,y,. • • ~ol'ora o Supreme ..Cqurt decfs,·i n.s •HL 
these latter three .cases are ,pending. , ·other recent cases.,cqnc;errt-ing .-the. ' 
Mountain States felephone·,and Telegr~ph .Company a_re: ·Mount.a in statesJele- · 

hone and Tele rah-Com an .vs. the Public·Utilities Commission of'the State­
of Colorado, e al., 176 (;QlO~ 4$7,A9l P~2d sa2·· 1,97l -{Telephqne·company 
not entitled to preliminary injuncti.on); Mountain States Telephone.and. • 
Tele ra h .Com an vs. the Public Utilities Conunhsion of tbe State of 
Co orado, 177 ·Colo; 332,494 P.2d16 1972 Hwaligifyoftelephonecompany 
request that· trial court.exercise equity jurisdictton::of:al1 owing: hi.goer·,: 
rates pending final Public-Utilities Commission deterthin&tion)rMotlntain' 
States Telephone and Tele ra ·h Com any vs •. the Public Uti1 Hies :Commlss;fo:n ·.• 
of the State of Colorado, 502 P.2d 945 Colo. 1972 omm1ss1on re' usa to 
consider evidence that telephon.e 'customers suffered no excess charges dtXrlng .. 
refund period is proper). 
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_ .. _ The procedural pr.q~.ess by whi<;h public utility rates are 
• e5.tablished should be explained; Under current l.aw, when a public. 
utility desires to charge a new·rate ·or rates, it files th~ same with .. 
this Commission, and the proposed new rate or rates are open for public 
inspection. Unless the Commission otherwise 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. -

If the thirty {30) day periocl after filing goes py-without 
the Commission having taken any action to s,et the proposed new ra_te·or 
rates for hearir19, the new rate or rates. a,utomatica1ly become .effective 
by operation ,of law.* However, the Commission has the power a.nd 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 period of 120 days.** The Commission bas·the further option
of continuing t~e suspension·of th~ propose4 new rata or rates for a_n 
additional period 9f up t,o· ninety (90) .<:fay$ for a total ma_ximum of 210 
days ·or approximately seve~ ·mont.hS.._ Thus; if the Commission has ,.not, .by. 
order,.permi1;:ted the propo~ed new rate or rates to oecome effective, or 
established new rates, after hearing, prior to the expirati.on of the maxi­
mum 210 day period, : the proposed new ra'l;e or rates go. into effect :by
opetation of law and remairl effective :U\'ltil such time thereafter as the­
Commission est9,blishes the-new rates in 'the.dock.et ... 

As ind_icated above, under 11 History·of Proceedings", the-decision 
of this Commissi.on-entered on June.2T, 1974~ to set for hearing the pro-:­
posed electric an~ gas t~riffs fi 1ed by Publ i ~ Service Co~pany had the - . 
effect of suspending their. effe.ct1ve da_te until October 24, 1974, or unt1.l 
further-order of the Commission. The-decision herein is the Order.w~.foh. 
effectively.establishes electric and gas rates for Public Service.Company. 

In simplest terms; the Commission -must,.determine and establish 
what are just.and reasonable rates. In orqer to answer this question, the 
Commission must answer two other questions, namely, what are the reason-
able. revenue requirerrients of the util\ity tnvol,vied. so- that it may. perform 
its service, and how are the reasonable revenues ,to be raised fro111 its 
ratepayers .. In other words, the Commission must determine a 11 revenue·.require­
ment II and , the "spread of . t~e rate~ 11 to meet the revenue requirements. To 
accomplish its task, in these regards, it ml.1st exercise a considerable degree
of judgment .arid, :to the best of ;ts ·ab i l,ity, be as fair as . poss i J>1 e • to the 
variegated parties an.d positions that·inevitably present themselves in any
major rate case. The rate..;ma,king function involves~ i.n other words, .the 
maki.ng of "pragmatic adjustments''.• The Hopec~se,_supra, at page 602. No one 
claims that the -ta,sk is· ea,sy, but, on- the other hand-~ it is not a. task. 
impossible of-.a~tainment. •• • 

IV. • 

THE· TEST .PERIOD 

In each rate proceedJng, ,it is necessary to select a test period
.and· then adjust, the operati n,g resul, ts -.of '-the testperiod ·for kriowri ·chg_nges • 

*Under CRS 115-3-4; most fi,xed•t.1tilities file ra.tes-on thi.rty. (30) day notic;e; • 
however, thirty (30) days is a minimum notice :period, :unless otherwi.se ordered 
by the Commission.' A tJtility mayselec,t a longer notice period.. ,In any event,~ 
if .the Commission elects to set ,the propo$ed rate or rates for ~ea_ring~ it inu,st 
do so before the proposed effective qate. 

**CRS 115-6-11 

-8-

https://otherwi.se
https://the.dock.et
https://expirati.on


in .. revem,ie and expense levels sq that the adjLLsted operating resu~ts of 
the test period .wi 11 be. representative of the -future·; and thereby- a/ford 
a .reasonable basis upon which to predic~te rates.which will be effective 
during a future period., • ·- • • 

In this· case, th~ tes~ year proposed by P4bl,i_c Service Company 
and ,used by the. Cammi s s ton· Staff :and a11 'i ntervenors was, the 12.-month 
period commencing April:1, 1973~ a11g ending March 31;-,1974~ TheConimis­
ston finds--t~at-the 12-mon~h period April 1, 1973; to March-31; 1974, is· 
aepropriat~ to cqnstitute a representative _yea:r -.al')d such wil;l •be_ the _test. 
:p,e-r; od. 

V. 

RATE BASE 

Public 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..,erid ·rate base for its electric department totaled $791,613,321 which 
consisted of the following components~ 

1. -_- Uttlity: P.lant:in s·erv-ice. <-$·::_·847,287.{524 

2. Utility'Plant Held for Future-__ Use 757;7$6 

3. Constfuction Work in Progress 128~188,847 

4. Common Utility Plant in Service Allocated 20,-118,609 -. 

5. Prepayments 1,333 ,897_ 

6.._Utility Materials & $upplies 21,6~4~541 

7. Cash Working Capital Requi rem_ents None. 

8. Compensating Bank Balances Allocated 4,02,1,750 

9.- Customer Advances for Gonstruction (,825,354) 

10. Gr6ss Original Cost.Rate Base $1,022;567,600 

11 . Reserve for Depree i at ion & Amo rti za.tion (19~;207; 919)' 

12. Rate Base Allocated to FPC Jurisdictional
Sales • • • (34,746,360)-.. 

13. Net Original Cost Rate Base $ 791 ,613 ,.321 • 

(Pub 1 ic Service Company Exh i bi-t No; 38, page 1 of -5 Y 

·--witness. Merrell _of tbe.-Cpmm1sston ··sta.Jf ,submitted a yea,r.-end rate· 
base ·of $787,760,677, wt\ich was· $3,852~644 l~ss: .tbafl ·Pl.lb-lic Service Cornpany's 
year.;.end rate base .for it5; electric; ''departmetit. The differen·ce .is aqcounted 
for. by Witn.ess Merrel 1 's removal_. of $4,0?J, 75.0 -of cqmpensating bank 'balan~~s 
reduced by.an FPC jurisdictional sales :facto.r of.$1,69,1,06 (Staff Exhibit: 
No. L page 4 of 6). - • • • • ·- • _ 

With respect to it$ :gas c:iepa'.!me~t~ .Public 5ervic~ Company used. a 
year-end rate base of $157,147;636 cons1st1~g of the folJow1ng:· 



lo Utility Plant 1n Service $195,944,922 

2o Utility Plant Held for Future Use 112,627 

3. Construction War~ in Progress 7~254,030 

4o Common Utility Plant in Service Allocated. 12,398,942 

5. Prepayments 255,226 

60 Utility Materials and Supplies 2,966,046 

7. Cash Wor~1ng Capital Requirements* 2,351,551 

B~ Compensati~g Bank Balances Allocated• 869,474 

9. Customer Advances for Construction (1,333,727) 

100 Gross Original Cost Rate Base 220,819,091 

11. Reserve for Depredation and Amortization (63,673,416). 

12 Net Original Cost Rate Base $157,145,6750 

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

Witness Merren of the Commission. St;aff submitted a year-end rate 
base for. PubH c Service Company·1 s gas department of $516,278,162. The 
$869,474 difference fa accounted for by Witness Merrell 0 s removal of comperl­
sating bank balances (Staff ~xhibit Nos 1, page 5 of 6). (The FPC jurisdic-:­
tiona1 sales factor applied for electric sa1es is inapplicable with respect 
to gas sales.) • 

Publ k Service Company 1 s combined e1ectrk and gas department rate 
base for.the year ending March 31 ~· 1974, was $948,760;957 (Pub1k Service Company 
Exhibit Nao 38, page 3 or 5), whereas; Witness Merrell 1 s was $944,038,839· 
(Staff Exhibit No. 1, page·6 of 6)0 We ·find that the combined rate base 
for.the elect;rk and gas departmerits of Public Service Company is $948,758,996 
for the year ending Mar-ch 313 1974, c;onsisting of the following: 

1. Uti1Hy Plant in Service $1,043,232;446 

2. Ut1Hty Plant Held for Future .Use 870,413 

3. Construction Work in Progress 135,442,877 

4o Common Utility :Plant in Service Allocated 32,517,551 

5 ~ Prepayments 1 ,589, 123 
( 

60 Utility Materials and Supplies 24,650,587 

7. Cash Working Capital Requirements* 2,351,551 

*$2,353,512 { Thel:ompany's..·ngur~ ) reduced by $1.,96.l Staff adjustment: 
Decrease fo O&M expenses a7,l17) x. 12:50%) = ($890000) 
Increase in.Federal income tax $3,245x (3300%) =·pl,071) 

· . 1,961) 
(Staff Exhibit No. 2,·page 4 of 5) 
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8. Compen$ating Bank Balances Allocated: 4,8~1,224 

9. Customer Advances ·for Construction . ·; .' .. , ' .. , ·. .. ·., 
(2,159,081) 

10 .• Gross Original, ½ost Rate Base_ $1,243,388,652 

11. • Res~r.ve for pepreciation ,& Amortization (259,881,335) 

12. -Ri9.te.Base Allocated to FPC·Jurisdictional 
Sales • • • (34,746,360f 

13. · Net Original Cost Rate Base $ 948 , 7 58, 996 -

In finding a combined year-end rai;e base o.f $~48,758,996, we b~.ve. 
included Public Service Company's compensating ·ba.nk bala.nc~s; but have' 
adopted Witness ,Richards 1 $1,961 reduction -adjustment ·from Pub1 ic Service 
Company's working capital requirement which ,regµlts.. from amortizing 'rate 
case expenses·. of the gas department over a two..:.year period _rather than,· a 
one~year period as proposed by Public Service Company (Staff Ex-hibi-t No.: 
2~ page 4 of 5; Vo~ume·X, page·56)~ •. • 

•For those i~~iliar With past Commission policy, it will be_ note<;!. 
that today we have departep from past Commission pol ic;y. in two significant' 
respects, that is, the adoption of· a year-end rat.her t.han an avera,ge .ra, te ·, 
base, and the inclusion of compensating bank pala.nces.·in-.rate.base .. ~tis, 
of course; true that there is no unanimity qf opinio_n. ·among reguh-tory bodies 
concerning these two matters.., Although t,here ·is ._no -universa,lly a.ccept~d • 
preference on either of thes~ ·matters, we· find that certain ~c.onomic condi­
tions exist at thfa time which render-th_e use·of .a year~erid rate bas~ a_nd, 
the inclusion of ·compensatin.g bank'bal9,nces ·therein. as being more,re,asonable . 

• , . • . . ' • ' .~· 

With respect to year-end rate pase, the economic conditions of. .. 
attrition, inflation,; and :growth lead us,to conc;lud.e·that it-shoulcl'be,_aqopt~d. 

Attdti on properly may be -desc;ri bed as the failure of~ :uti Hty,
because of inflation; growth or: regulat~ry lagt to earn its previo1Jsly au'thor.,.. 
izeclrate of return on rate base or previously authorized rate of r~turn Qn 
c.ommon equity., This Commission, in Decision N6. ,82411 (February 1973), found 
that a·7.5% ret4rn on rate·bc;\se·was-a·fa)r rate·of return·for Public Service· 
Company_. and that-a foir rate of retl!rn for the. gas .departm~n.tonly was founcl, 
to.be·?.?%~- In fact, ·fqr the test year as herein used, Public Se.rvice Company 
earned 7.16% on its electric rate baseand 6.7% on its gas.rate.bMe whicl;J 
prqdyced. an overall rate of return of :7 :o9% which is approximately fg,y_r.-tenths. 
bf L%' below the rate of return: last authorized by this Commission (Public . 
Service Company E~hibit No. 38, pages 1-3 of 5). 

In the same Commission decision, as above set forth, this Comm~ssi,Qn 
found that a rate of return on common equity was 12.5 to 13.2%. However, 
during the test year,.as used herein, Public Service Company earned a:,ra.·te,. 
of return,.on equity of only 10.&% and,-if the-item of allowance for func;ts 
c;luring COh$truction (AFDC'l is exc_l uded' the rate of return· on qVerq.ge ,ccimmo.n' 
equity during the test year was- only 8.4%, ~hich is ··a11oth.er indication of 
serious attrition . (Public ServiGe Company Exhibit No...14, page 1 of 1;
Volume II, pages 5:..6). ·• • • 

Another major factor which persuad,es :US to adopt a year-Emf rate 
b1se; ~s the f?ctor of .i11fla~.iqn wh!ch affects ~lrnost·everybody. T~e.·,priG~
rises. in materials that public Service Company has·,had,to b,uy have increased 
materially in the last.five years.· For example,- a_.No; 2'all:lminum steel c;ore 
conductor has increased .from .. 2½¢. per. foot.' to 5 .4¢ per foot during the five-.. 
year per.iod,.for an increase. of 116%. A.40-foot.wood.pole'.has increas·edin: 
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cast from $43 . 55 to $106.95, or a 1.45.58% :- increase ... Qthe-r costs have 
not_·risen so sha.rply~ · for -. exampl.e, a resi.<f~ntial ·g~s met~r has increa'.sed ., 
in ·cos:t from ·$25.·2'4 to $28. 08, qr a.n· H ;25% ris,e;; . (PUf>l ic Service -Comp.any 
~xhibit ~No. 6, p~ge~ ~l-2 -of 2J . . It -fs :~lso ·true .~hat th~-~ost .of labor pei . 
kil.owaJt; ·hoµr ha~ risen ~b.o:ut. l.O.% -and the-cost ·, of la.bor ~per .tho.usa_nd ·cubic 
foot ha$ ·risen a.bout .35% in.the :-lastJi.vE!-yea.r period (P4blic Servi·ce Company: · 
Exh.ibit .No. :3, -.pages 1-2 -'of ' 2). ' • ' . • 

• An a~~itional -..i111portant .factor in .ad:opting a_y:ear'-'.end . rate base 
is grow;th. ·... Wh_en :a 4t°i1it.Y ,is growing, that -is;- a.d<ling ·t~.- ·;ts ;capital pl~nt, 
att~ition occurs -_as ·a ma.t.ter of ..fac_t; ,other. things being -equal. · This is .so 
because .the ._rate ·b~se ..cfuri ng the- period when new ·rates are · in_.effect wi 11 
be greater than ·the tes,t year rate -ba.se ,{whether ·average or year-e-nd) . 
Sioce -th_e ·les·t.year- ~o.ncept of : set-t.in~ rat~~-·for-. the -·futur,~ ·assumes .that ·: · . 
the proper mat,ching of_ .test year. ratE;}- ~a-se a.rt-d reven.ues r,Will ·.co!)tintJ'e :-into 

,t~e f1:1ture, ·it :is ·opv-fous t;-ha~ if the :futllre:.ra.te .:ba_se ,~i~~- iri fact~ _- h ,rger . 
tha·n-,::the test year rate ·b.ase; :and ·f~:t;ure .rev~nue~ ~o -n~_t,: advance·_sig,ii:fic_antly · 
bey9nd , test year -revenues _(adjus tee(., of .tours~ i: f o.r_ an.f ratl;i incr.ease) :th.~r:i 
attrition wi:ll result. . A s~mple illu.stratio.n-.Will_ma~e.~his c,:le~r-. :·As;!:;ume 
t_hat a.· utility flas ·-a·· ~est. ,year· r-ate. base. of $.1.00 a.n<t tes.t, year •net 9per:ating 
revenues of-$8 ; so (pursuan~ · to newl;y. ~uthorized · ra:t.es), '·a.~d_ t.hat the re,gul.a-

. tory body ~as .authorized :a 8; 5% return on ra~e- base. _.- .'f\ss4me ,furth_er t.-h_.at •ih . 
-~he fu~ur.e wheri the .new -ra._tes. a.re .-.ip ··eff:ect.,.•~he ·-·net :op.efa.ting re~enues -:of · 
the Qompany ·are·$~.50; bt.rt; tha'l; :-,H.s· rate ·ba~e ·ha:S··itl .·.f<1ct ,.-increas~. 1;o ;J~,) 5. 
In ·such a ,sita~tion_the _return ·on_·:_ra_te .base sWQulcj ·be 7.·3% ·rather ,than 8 ; 5%, 
representin.g an ,.attrition _in its ·rate··of .return. :on i rQ,te·:_bijse~- We fihd tha.t 
a ,year~end _rate .;b~se,-. is "a more up-to"."date reflection- of 'the .actua1 '·rate ··base ·(;)f; • 
P:libT_·;c~Ser·Qke··efP.dUring the. per.iod_·.in ·which the: ·n·ew. rate~ will be ,in ·effect .. , 

• Th~ -rec·or.d ' in .thi·s .:Pr~c~eping i-ncl icates tha,t •the rate -b~s.e 'of --
-Pu_t>l i,c Service. Gom.pany •. wi 11 •:grow ; s i gnifi c.antly. -· It~ ~at.al electric con:struc­
tion for 1974 i .s :estfmated' to be :$1_4.5 ~787 ,000.; i-n ,975 -- ·.-$162,•974 ;000; in 
1976' - ·$205;26L,OQO; in 1977- .... $255,538,00.0, and in 1978•· - ~$225.>205,000.- .. •. ..:.. _. 
Publi C . ~ervke_,coinpany 1 s estif1'\ate.~ for. its ;ga_s de·p-artment co1:1struqtion ;are 
$33;607,000-for 197.4i $28;4·15.~€)00 for :197-51 $2.1; @40,000 for 1976; $2.l,9t07,000 
for -1977 -and $24,234,000 ·for. 1978- (Volu~e)}~ pa,ge, 6)·. • • • . •• .• • • . 

Accordingly'~ we find ' ailc;( con¢l:ucle: tha~ ·the three-fold facto-rs ·of : 
attrition., infla4l.qn and-- growth ,- mor:e ,_than :-jtis:t;i;fy, -and il')deed. mand~te.~ ·the -

.U!ie of ~ •ye9r,.e~<;I r~te ·-oa•se •.in :this ,proc~edi n~ > . •• 

. The _-sec._o~d :ch~nge •i ~ Commi ~s i qn pol/4 cy .with :respec_t 1;0_ .nit~: base 
is th_@·1nclus1_on of compen~a~rn_g-bank. I?al~nc_es.. in ·t~e rate :ba$e..• W~ _rec<;>gniz~ 
that · incl uston or. exclµs i o:n; :of _. i:ompen_sati ng -:bcl,nLb~lances .,in,· rate .-ba~e , is_. ij 

• matter u..P?n ·.wh_i c~ .v~rious ; re_gul~tor_y ·com111i s~i-ons· h_ave diff~r:~ng v_iew~ . <· In ;th~, 
past, th.1 s -.Comm1 s~1on -, has ·ex.Glt.t~ed them; .but }'le· -a.l so- recqgmze. pr~.ed¢nt for... 
i 11c l usion. , . See~--for-- example, Re. 'Mi chi ga;R ·Gas:_: Util iti.es C.o . -~. 81 PUR ,2c1 -:27, . . 
33 (1969};Re.Lt>ng . IslanfFLightihg ·co., ·,gopUR 3d 93-;,:105.:.lf)6. '(1.97l). •. -. . .. . . .~ , 

• • Compen,s~~ ing.:_b.ank .b·~, ~nc·es ,are t~ose ,funcls -,wh;·ch a b~-hk requi.1res . 
that a -.1.fti l.i tY ma in'ta.i ri o~ ·depos.1~:-for tbe _.purp<>$e ...of :assgring :·the.avai ·1- ., 
abilfty of shoft-terrri cre<fit. •. Nor:rnall.y, ·· ~he,-r ~ttb : is one :tql'O, t~at is, :· . 
.for every .dol1~r of>compensating bank .b.a,la.ne:es .pn ·depqsit,. t~f _utility will -, 
have -,a. line. of -~r~clit of $lo~_ The-: cpmJ)'.en;&.a~ing ba.:nf b~l.~tJces ·ai1 .deposft . 
are -- not a sa1.qngs ,<1,ccount a_nd d.o not .,:eatn,,fr,t~r:est~ rather, A:t)e.Y:-are al:)i~logeus ,_ 
to :a .minimum ba·l ance -,chec~ i r\9.. ~cc·9unt 1.,i-rf ~hJ~h seryi~.e c~Jtrges- may: be ­
ehmrnat,ed -or ·reduced_. • Th~re· 1s n_o ·d,1sput_e ·-of .t~e fact ·tba.t compe~ati.ng 
ba.nk 'balances are ·:a tr,ue ec_qnom'iC co~t'to the ..-.utillty_.ina_$mu.~h as ·1t do,1~s. 

· not; earn_ j nterest -on ·the money on .depqsit. • The advailtag.e :of. ,havii:19 compen.... 
sati,ng bank b-alanc,es is that_it .en_ablesa ·utiHty -to .hbrrQw ·up1to i-'ts Une. . . . . . . . . . . 
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of credit at the so..called prime rate, qr enables the utility to use a compensating bank balance as a. backup for commerciaJ paper,sales 
(Volume I, pages 91-92; Volume II, page,s 32-33). • Thus,; cqmpensating 
bank ba1 ances a,re, economically, a permanent investment .,in today's 
economic world, anc;l are, like materials and supplies, necessary for 
the effective operation of the utflity 0 s business (Volume I, page 91). 
As a. permanent investment, therefore, compensating-bank ba,lanc::es are 
a proper item of rate-base. 

In summary; we find that a·year-end rate base of $948,758,996, 
'Which includes Public Service Company 1 s compensating b-nk balances, is 
proper. 



VI 

RATE ·OF RETURN·• 

Capi ta.1 Structure· 

We find and adopt·.for.purposes·. of this proceeding the following 
capital structure of Pub·lic· Servi.ce Company: 

% 

Reserves and Deferred Taxes • • • $ __ 9~394,574 l .05 

Long-Term Debt 470,43~,924 - 52.45 · 

Preferred Stock 135,000;000' 15;05 

Common Equity 282,060;310 31.45 

• $896;892,808 100.00 

Reserves-and de.fe.rrad"taxes have an appropriclte place in the-capital 
structure and tfte cost therefo .of that proportion of··the total capital con~ 
tributed by reserves and defer.red taxes· is zero._ Long~term debt, as indica~ed 
above, comprises· 52.45%.of the··.total·.capita1ization-.. • The a-nnual imbedded cost 
of that debt· .is 5. 76%; The1. per.centagtr cost of' imbetJded<l ong..term .debt, is _ • 
3.02% (.s245·x .0576 equals,.3•.:02};.:.· Thee.percentage· cost of preferred stock',is 
.88% ( .1505 ·x: ,0584 equa·ls· .88}.>'.'l'hese-:capital· costs are readily ascertai11-. 
able inasmuch as they are contractual in- nature (Staff Exhibit No .. 3; p~ge. ,
2 of 2)~ • • • 

Before ,discussing'.what:a· .fai.r.· and· reasonable return -on common equity 
is, it is appropriate· to remartcthat·.Pub1ic- .Service· Company is -in the lower -
range of the 1H} major· .. gas· and' .electric' uti 1ities· in- the nation with -r~spect 
to the· pro.pertion•':that::.its1..,carilmon-.equHy- bears· to· the· total capital structure,. 
of the corn.pany ..·:,As•:or··oet:ember.' 3t·,· l973, .only-eleven ·of:these major gas;-.~nd .·. • 
electric.-utilities had a sma·Her :percentage· of· equity· in• their~spectiv~' 
capita 1 structu·res than did· Public· Service- Company (Public Service Company 
Exhibit No, 52}~ -

,. . ' 

As our· Supreme·.court'.statetl··in•Mountain States Telephone. and Teleqr9ph, 
C<;>mpany vs. the Public Utilities· Comm1s·~1orr,5l3 -P· 2tl 721, 727: ·, __., . 

,i·methtlds;-:of' :r.ai.s:i.ng·. t~pi ta·l • shou1d be 1eft to the 
•- di.s.creti:on· .of'' .management· un·l ess·· there· is a/~'ub- -
stantial:•.showing·. that·:,ra_te payers· are ·being_ pre.. • 
judi ced( matari.a'l'ly· by· the·imanageri a1 op·hi ons in 

.the area· of· ..capital fi-nandng. 11 

This is, of·.. cour.se., ibtlt another·.:way· of, saying· that the capital structure ·of 
_ ·a company· ·ts a ·matter 1hr :management' tli.st:reti_or1' :absent· a· showing· of material 

prejudice~ No showing has been':made:.i:n··.thi:s proceeding that the...,capital 
stru-cture of··Pub'li-t .Service·:Company·..has·.:materi.ally prejudi·ced the -ratepayers; 

•a1 though· 'Some.of.\·the•:parti.es' .herei:n' .apparent"ly· believe ·that· its capita 1 . 
structure··shbQ1 i:l"'be-.·,;t;-1 ted:.toward'..more•.:debt· vis;..a;.:vis its common equi-ty. 
On the .contrary-;· it' is char• .to·· us·.. that· .the· thinn.~ss· ,of;Publ ic Service Compa~y •s 
common equity ratio has reached--.·a· .dangerous·.:level/ an_d any further tweakening -
is likely to be harmful not·on1y· to itself,· but· to· its r~tepayers~ -
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Cost of ~quit1:_ 

The pl"oblerrr.of .determ·foi.ng the. cost of a utility 1 s capital repre­
sented by commo'n stotk·:is·,rdiffi:cult.and comp·lex task, since the utility 
has no fixed contractual .obligation- to· pay dividends to its common share-­
holders o To.be sure;-,equitycapita'l· has·a·marketcost in the sense that 
there is always .a .,going rate0 :0Lcompensat'i'on-. which investors expect to. 
recei.ve for·:pY10viding equtty·.capital·;·. butit· is not a cost that·is directly 
observable from·.:tfn:r:~mar.ket,.:or.• .. accounting· data o •. • Wherea~ a purchaser of 
senior. secur.i ti es<acqui res a· .right· to· .a contractual· return; a· purchaser 
of. common stock simply. acquires· a· claim on the Company's future residual 
revenue. after·._over-,.al1·. costs. 0

;·• .i.nt::-luding· the carrying cost of debt .and pre-, 
ferred stock~have'been meto ·This essentialJy venturesome claim is capital­
ized in.the:~arket~price of .the·stock~ :Conceptually, then, the true cost 
of common stock' ·is··the .di.scount' rate· equating·. the market price of the stock 
with a typical investor1 s estimate·of'.the·income·stream, including a_possible 
capital gain or loss, .he.might· reasonably expect to receive as .a shareholdero 

A determi na.Uor:r:of·. a· .reasonab1 e discount rate,. adjusted as necessary 
for market pr.es sure, on new·,stock' issues· and underwr:iti ng costs, is implicit 
in every regulatory· dedsi on- in-which an- a11 owa.nce' for a cost of equity capita1 
is included as a,component of' the' approved'.. rat1:r.. of,return on_ a uti1ity 1 s rate 
base o Although theoretica11y, it might·. be·. sai.d that there· is no cost for· 
utility capita1;·raised.·by .. common.stock.since.there·1s no contractual right of­
a common•sharehblder..to,receive·any·.dividend.return; it'is patently obvious.·· 
that no reasona~l e., investor, wi:ll. _entrust Ms· capita1. funds. to a utility~ by 
purchasing·. common stock, unless· he can expect .to obtain a reasonable return. 
on his investment" . , 

'· 
On the.basis of.the record made. in.:this.proceeding, we find that a 

rate of _retl.!~ff.'On Public Service Company.0 s·. rate base:oL8o62% and a >rate of 
return.. of 15% to. common equi.ty, ts· fair·. and ..reasonable:, .. sufficient to attraGt, 
equity. capita1 in today I s .market, .. and'. commensurate. with rates of ret;urri on 
investments and other enterprises· having: corresponding. riskso Our finding 
in this regard is supported· by' severa1 evidentiary approaches which were set . 
forth in the hearings in .this proceedingo 

Eugene Meyer,. Vice President of Kidder.,. Peabody and Company,whos.e, 
background focludes,.exped.ence·.Jn· the-, investment. banking and securities 
brokerage, busin6\ss:; tes:t:i.fi.ed·, generra:11y-. about. competition for the inve~tment 
dollaro . More· specifically.':,· he': contended· that· the: rising: interest yields _in. 
the bond. market,·necessi.tated·,.higher·. yields·. in.·the·.·equity market$ inas_much as 
equity investo11s::dernamL:a .greater· rate·. on'. their •investments compared to the 
1ower risk. of·.·bondst:'(:Vo1 ume,.·h:..page-s .. 45t,,.and. 46') '... The· retur.n:.to the investor 
in common. stock'fs,.derivetL:from: the. dividend, he-,:r.eceives ..p1us·.market appre­
ciation. which, i S'.:comp.ounded0.'at'. .the',,same" rate~ atwhich .the..earnings· per share· 
of a particular>enter?.pr.i.s.e:..grow•.::,-Jn the'. cas~:r,of. Pub-lie: Service Compahy a 
6 o 7% yield. on: book. value<,(:book:.·value. -~~-- $]:?'o.80·. per· .share) and. a: 508%.:: 7-:8% 
earnings per, sha:re'::growthi.ratir:.would'. yieh:I'· a·, tota-J·. ·equity return in the ran~e • 

oof .12 5%--- 14 05% 0,. However.·, :,i:f'. the, 5 o ~ and·;]·. 8% are· divided by 40% ( a reason­
able percentage. of. earnings·: to·. be. retained in the bus_iness) the equity return 
range rises from 14:5%.to ·l9o5% (Volume· I, page 47)0 

. Witness.- Grundy:,of'. :the'. Commission-. Staff·. presented. evidence with respect 
to rate. of. return .:on,:equity,_.:based·. on: discounted cash flowo Mr. Grundy I s 
approach ..was ·sHght]_y;,dffferent.than'.:that:of· Mr·o· Meyer'. Mr. Grundy added the_ 
compounded. annual.earnings- growth· rate·. of. Pub·l ic'.Servi ce Company to its current, 
dividend yield to arrive aLthe bare· cost rate 9fequity. By usin!J°;a Jo~ye~r. P(U)j,oc 
of compounding ( 1964-1973) and th_e· current dividend yield computed as of: 
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March 3L 197'4; ~ the·::resutts. are a· bare cost. rate of equity for the Q .. year: 
period of::13.2?%· and a·· bare·· cost·. of.·equity- for· a· 0 s~year."a.ver~ge • per od • 
(1969..:1973) .of·1r:92%::(Staff:Exhibi~ No·o·3,. page 1 of 2). •. • • ._

' ' .... ,, . •:, :. ·.' .·.'·. '_. .. 

Witness -G*.undy-,.pr.op'(Y~re'C;I. that". a fa.ir • return:,on':' equity .wou1 d be tl;le · 
b~r,~ •cos.t:of.:.·equity•··p.tus'.:'an•::.adj.us.tment"that woul t1··:·per1nit/tne\marke.t •price 
of puoric-:s·erv.foe, company·,!s'.common'.:·stock' to·.. remaiJr>abovetits book -va·l ue., 
Usfng baretcoS:t•;of;'--equity:·:figures·.of: ,12 :50%,:-antl:':J2,:7:5%~--(whicfr..fi gures ·fa11 • 
within :~tfie.·r.ange·:;of•' the::barer' cost'·of equity:. figu'te!s>.ccalcu·1ated .at -ll. 92% ~nd 
13 o27%) ~. antl}mt'rlti plyi n~Y t~e-: 12:o_ 50%·: and'.-'l2',;'7,S%·· bY ql'.l •.tdSustn\~nt figure. of· . 
113% ancf 116% ~ :·respec-t:i've1yy.·a;·fair.~·rate. of. return•- on: equ1·ty ~as i;e:a 1 culat~d 
by Wi tness:··Gtundy-<'to. falli:b~twe~rr 1:_4·,,j3J{. and::'.l4~79%·.; •· . The .adj:ustmE,mt .f.igur,es • 
of 113%. ~nq";1:16%; repi'ese11t\".:r.espet;t1ve:ly:.,. ·at1.ju$tmentsr·to\acoo~nt. for .. fi nanqfng. 
and market,·pressurec-.in. the marketplac1f:(Staff·Exhtbit No. ,3~ •page 1 of 2; •. 

1.(Volume X, page 7?}::: • • • • 
.. ' .. ' ' ' ' .. ' .. '' ... 

. Witnes.s·..:Ga~~isom:·of: the:,commi:ssfon Staff.. presented. a third -approach .. 
which proper~y -might'·be descri·bed·:.as·.,·th.e·: ·! 1-tnterest. coverage,tt ...approach ... Mro, • 
Garrison:. testified. that: ~arn°ings: avai~l able\ for·, cqverage •compared to the: total 
interesr expense.:of.' the:.e1 ectrtc·..department resu·l ted in' a.ratio of· 2 J53 to 1. 
and ·with.·respetrf·to':;thErgas;:department.of'. 2:.39; to· 1.,Y. Mr._·. Garrison., whQ has :-a • 
1ong time. baGkground,.:i n: fi-nanctal'. ana1ysts /: iridicated that ,•a. 3 ..s · times coverag~ 
ratfo was. neceissary· for- the e·l ettric·:idepartment anq ~-. 3~·~2 ·ti~es:; c9yerage r,tio • 
was necessary .·for the ga_s·: department:.:·, If·, the: fot~re$.t.' cdv~rage ratio• ·is, ... 
below l ~ a company: ·cgMot, pay:. its~ 'tnterest·.• • ''Indehtufe,:'·NrqUirements ,l ca lcu·1 ated · 
on som~what.different". b~sis; ._ norma1 ly: requtr.e· . .,that.::the. i~t~rest cq,ver~ge ra:tifr:, • 
be at least..,.::.ns:-·-.--Thir.highe.r. the·. interest\ coverage: rati·rf the les.ler- the -ri~k .. • . 
and th_e: eas i.Enf n.:, B:-fot:.sucb,'. a· company·. to·:·se'lt:·debt'~',and".·also. its common -equiti. 
Other. thi'ngs': bei:ng·::equal.;:the\interesf.' coverage, rat.io •. of 3.C)' is •ab'oQ,t: the :,min.i4 •. • 
mim ,that:a. oompany:;must'.. hay~,.in'. order':.ttr. 'lndu-ce.- investors·.. ~o ·.becbme·: e, th~r• . 
bondholders .. m-r-stbckho1der.s:. .. : In':fa(;lt'.,'., 3.. 2·:--'i s·:::a. mor~r ·rea.listi1c. ·figure., It.is .. 
then ·nec~s.sa~y.;to., up~ar.d·Jy._, ~djust.- that:, fJgi.rre·:Jor\ ;h~r.ta:0~9r. of: erosion, Which, 
in the:._das,ej.of.';·Pub1·i't:':Ser.vitf,r;.C9mpany\·: has·. be·~ri': rathet\sharp,-_· in, re.cent years~-·: 
For ex~rnple·~·,PuQlic: Ser.vi.c~f'. company,:' s1

• tnter,est::, coveri·a·ge ..ratH> ··nas :~ec1ined 1 • .. 

11 .06% in .. the\3~montlLper:it;>d·/of>ttre·i:f'irst·qLrart·er,. of .'1974,,and .. an addi.tion~l ·. : 
8~·61 % i ir the .._second quartet. of· 'l 974·. ·:·.Taking. ·a. 3'.2-. i·nterest. c.overage •rati 6 and 
upwardly. adjusting.-it by a .. compar.at'ive·1y·. conserv·aUve. ·]0%·..et.o$ion· f~ctor, 
gives a 3o5 interest·.coverag·e r-atio•.for the·.·e1ectric·:de.partment': 

• • ' • > ••,.: I 

• Mu1 ti•p·i.-yi·ng•;:,the. total:Jnte~est:.expense: b'r'. .. $22i,7.03f607' by 3~o f;esul ts . : 
in .a figure. of:.$79~462~624-.·.<·After. subtrattfng. present:·.avatlab1e earn.ings fron] 
that .sum,. and .·ma:k:i"t1g·::necessary' tax.: factor·. adjustrnent.s, • the total revenue 1n-: • 
cre~se: requ1 red:.'bjr;. the iel ectr.tc:.department,· us i n.g •~-• 3.5.- ~i.me_s f,i r,tei:-est· ... ratio,,.. . 
is. $22; 561 ~ 70?-•:t·; Usitlg:.:tf:le1 .same'. ;metho.d .. for::the •.gas. d•pa:rtment w1 th an inter~st.• 
cover~ge. ra:ti•o.:of·:·s:.52:i (due:·to::tncreased·:·rtsks .:of; the .. gas. departme'nt), a .· ) 
$6, 350~ 31_0; gas '.revenue<t.ncr.ease:·wou1 d. ·be·.. ·requ-:f·red·~ .···The· -tota1 revenue, incr~~-~e ,, 
for both the .·_g(ls .,ana:·el ectrt-c· 1depa.r.tments-.,·. as. cal cu lated ,by the 1 riteres.t c0,ver] 
age:ratio. deemed,.p1oper:.b}c:Witness·: G·arr:1.sonr.amounts:. to .$2~.~912~017 ..Ba~ed;-; __ . 
upon the· capfta'l'ha:tiHn:11.:of /the' Cmnpany.,,:-: whi'cfr: ·-w!:! :·-ha v~·: adopted.,..-: and . the net. -· . • .. 
oper,a ting·. earnings· of ,.:ofi $8l\40Q·~643·..wM.t~·. >is __.ob'ta·ined·:ii n.- determining th_e -ravequ, 
i nc~ease •of. $28',·9·12·jOl7 ~.:. Pub1 ic·; Servit~·. Company-: would··-rea] i z~ -~. rate ·of'.,..retur.n - • 
on -1 ts. year::-end·. rate. base,·.of·: .8·~.62%' .antL.the·.:\:ost·. ·of·i com/non ·equity. would· be·'. 
19.01% (Staff Exhi'bi-t''.;No~·.4·,page·4·of 4·;·Votu.me,Xtpages 8Q.. J04), .... 

. In·. summary, apprbachin~'. .equ·ity: r~t~t'rt f~~~;: the. point ,6f view of: corhpe'!', , , 
ti ti on. for. capital:·funds ~\ discounted·: cash·:·f.lt>W'•. andi,Wi tness' Garri son.1S·.; nte}·•~st • 
cqverage: rati,o. concep1z-~ :.. there. i s·:.. a>.convergenc.e'.':to:, ·support our f.i ndi ng that. a . 
rate of. return·. ori. rate: base:.:of'.:8·.,•62%'..and'.a··.•rate: of. r~tlirn:-61fc6mrnon·.·eqllity •f, 
15% is adequate and reasonable· for· Pub·l it· Se,rvice Company. · • 
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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 ~ate base, we find the t6tal net· 
o~erating ear~ings of th~ comp~ny to be $81,783,025. The earnings
deficiencies~ based.on the test year, are as follows: 

Electric Gas-., Total 

Required Net 
Operatfng Earnings $67,922,T76 $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 :1ncreases 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 total gross revenue requiremen~ 1ncreose for both 
gai and electric 1~ $29,695,083. 

We find the test year expenses of Public Service Company were 
reasonable and necessary to the operation of the Company. TheCompany
made a11 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 ~perating expenses. In view of the continuing
rise of th~ cost of livfog, it ,would.be.folly to ass4me that.·a utility·
could avoid increased GOmpensati-0n for.its woikers and at the·same time 
retaiD high quality service to its customers. In any event, we are. 
persuaded that the case of,Mountain·States Tele hone and Tele rah 
Company vso. Public Utilities Commission, 5 3 P 2d 721 l9n , compels 
us to take into account.out-of-peri'od wage and .salary increases which 
have been contracted for and wi 11 take. iffect after the test year.
Our Colorado Supreme Court·has said, 513 P 2d at 724: • 

11 , ••. (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·reasonable· rat~s to·be charged . 

.These calculations ·obviously must tak~ into considera­
tion in-period adjustments which involve known changes
occurring durtng the test period which affect.the 
relationship fa.ctor. Out-of-.period adjustments must··· 
be arso utilized for the same purpose~ An out-of-period
adjustment i nvo1ves a change which has. occurred or wi 11 . 
occur, or ts expected to occur after the close of the 1 
test year. An increase in the public utility taxes. 
effective art.er the t.est year is a good ·exampl e of such 
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If we agreed with Pub1 i c Service Company that its proposed 
gas µnd electric in~reases should be uniform, theCommission could 
oroer Pub.lie Service Company to file new .gas rates which would be 
86.8% of those propos.ed -($6,595;664 divided by $7,598,000) ..· Lfkew'ise, 
the Commi~sion also could order.Public Setvice Company to file electric· 
rates which ,would be 83,2% of those proposed ($23,099,419 divided by 
$27,754,000)~ 

Gas Rates 

In our judgment, there should be a slight variation in the 
percentage increases to gas c~stomers. The percentage increase for 
residential gas custorners should be 6.11%; 6.34%-for industrial and 
interruptibl~ customers; and 6.75% for commercial customers. In this 
way the average cost per thousand cubic feet (Mcf) among these,three · 
principal cl.asses of service will be narrowed." • 

Generally speaking, hardly anyof)e' relishes the prospect of 
increased gas and e 1 eci;ric rates•. However,, to ignore economic rea1ity 
today is to invite economic misery tomorrow. It is natural, of course~ 
for .a publ.ic utility and its stockholders to look with favor upon rate 
increa~es ~hich will=enhance the financial health of,the enterprise. 
It is sfgnificant1 however, to note,that·representatives-of the Home-• 
build.ers 1 ~ssociation,testified fer.the,need of-providing Public Service 
Company with the financial capability-to insure-the reliability of·the 
future supply of energy to meettheneedsof metropolitan Denver. 
Testimony by a number of homebt,lilders set forth-the graphic relation­
s.hip b.etween the availability of natural-gas and-the-health of the 
homebuilding industry, which industry, iwthe metropolitan Denver . 
area, is estimated to affect 105,000 persons- (Volume VIII, pages .76-78):: 
In addition to the homebuilders, a-representative-of the Denver Area 
Labor Federation testified, on,its behalfj, in,favor of rate relief 
for Publfo Service: Comparw to enable it- to 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 Tuetropolitan area and it~was-indicated that this was the 
fi~st-time that the Denver Area Labor,Federation· had endorsed a~rate 
increase by a public utility (Volume X1,· pages 41-43). In addition, 
Local ~11 1 s Intefnational Brotherhood of Electrical Workers also 
endorsed the rate request,for-Public· Service,tompany 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, labor problems would loom on the horizon (Volume VIII, 
pages 2-4). • 

Finally, we recognize- that- even- wHh the· rate increases 
approved today, the percentage of effective, buyi ng.J ncome ··devoted to 
paying .residential gas and electr-ic utility•bills-will be less than 
it was from 1967 to 1970, and amounts to approximately2.3% of effective 
buying income (Pub 1 i c se·rvi ce Company Exhibit No. 18, page l 01). 

Gq.s Adjustment Clause-

Public Service Company, in this proceeding, seeks-to implement 
0a 11 Gas Cost J\djustmentll tariff which -is set- forth·in filed- Original 

Sh,eets No .. 133; 133A, 133B and 133C. -In-'.common-,parlance such a -tariff 
i.s J)enera 1 ly known as a purchased gas. adjustment (PGA) tariff or clause. 
As fil.ed, Public Service Company's PGA clause-proposes-automatically, 
on October 1 of each year, to increase, rates, tq·· adjust for the preceding-· 
annuai unrecovered purchased gas cost-expense, or more often tha,n 
annually, if deemed necessary. Pu.blic Service Company's proposed PGA 
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clause also proposes to adjust>amounts-at,times other than at the 
0annual adjustment to coincide with- changes in rates to it by its 

pipeline su~pliers when increases or-decreases-equate to at least 
one mill ($0.001) per thousand c1;1bic feet~- -As a result of the 
frequency in automatic rate increases of-the 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 11at least 11 should·be deleted from paragraph l. 
under the section heading 11 Frequency of Change, 11 which appears on 
Original Sheet NO~ 133, and that Sheet No. 133A should add the 
following section: 

11 INFORMATION TO BE FILED WITH PUBLIC 
UTILITI~S COMMISSION: 

With each-filing pursuant to paragraph 1. or 
paragraph 2. under 'Frequency of Chan~e-' above, the 
Company shal 1 file in addition to, the, information 
de1 i nea ted -in said paragraphs, l -~ -and·- 2. , · such i nfor­
mation as wi 11 •set· forth- proof of-_the JCofifpany I s 
increased or decreased costs incurred from its 
supplie~~; together with such other supporting
data or information as the Commission may requ·est
from the Company-. 11 

With this type of a PGA tariff, slippage-will be avoided, but at the 
same time this Commission wi 11 be fully appris.,ed of the pertinent
information relative to all gas cost increases which trigger opera­
tion of the Purchased Gas-Adjustment cl~~ie. 

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 fa.tes and to all classes, of service. Such a proposaJ,
however, would hot be consistent with\1ts cost-of-service study whi c;h 
discloses that pas_t inequities would- continue- if. applied in such mann.er. 
It should be note_d that the cost-of-service- study does not take into 
account such factors as time of day when a consumer's load oc~ursi 
value of service and•character of load~ - -- • 

We believe that rates should be applied, by- class and- that 
residentaal rates should be restructured,to, increase-the minirau1,, but 
provi de a sma 11 er increase for the lower than average use- re.s i den ti a 1 
customer. At the same time. we--have continued-the- trend toward flattening 

0th~ rat~s. We therefore.-find and-conclude•that~the· $23i099i419 in 
electric revenues based on the,test-year~•which~we= have-stated should 
be aliowed~-may properly be,derived by=restructuring- the residential 
rat~s to result in an overall-11-. 9%- increa~e,,and, by applying various: 
percentage increases to rates for-other·clasles.-with the exGeptions
of water heating and area lighting~- As 'for,wa.ter-heat:ing, it should 
be noted that this Commission,- by 0ecision No-.; 79350,- in· Investigatio11
and Suspension Docket .No-.· 706, determined that the water heating 1 rate·: 
should be the s~me as-th~ tail end-block of residentdal. With the tafl 
end block 6f iesidenttal set at $0~0175 per~kwh. a~i~hen applie~:io 
wa. ter heating, now $0. 0146, this wi 11 result i r:i a 19. 9% increase for 
water heating. The incr-ea.se for area lighting would be 12.0%. 
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By applying various percentage increases to groups· other than 
the residential, the following increases will-occur: 

General Comm~rcial Lighting Service (GCL)· • Sheets-120-122 ll .0% 
Sfuall Lighting and ~ower Service- (SLP)-Sheets-123-124 12.0% 
General Lighting and Power Service (GLP·)-Sheet·Tzs 14.0% 
Commercial Electric Water Heating Service (CWH} Sheet 126 19.9% 
Commercial Outdoor Area Lighting Service (CAL) Sheets 128-129 12.0% 
Genera1 Secondary Power- Service- (GSP-)- Sheets- 140-142 - 15.6% 
Genera1 Primary Power Service· (GPP-) Sheet• 143 , - 15 06% 
Special Primary Power Service- (SPP-)- Sheet-147 - 13.0% 
Metal Mining and Metal Extracting Service (MMP) Sheet 146 13.0% 
Irrigatiori on Power.Service (IP)-Sheets-144-145 15.6% 
Special Contracts Sheets 160-172· 15.6% 
Street ~ighting Sheets 201-252 13.. 0% 
Other Uses Sheets:253-278 13.0% 

Electric - Lifeline 

Today, the Commission-finds-and· adopts~ as being in the public
interest and consistent with-the Public, Utilities,Law~ the concept of 
"lifeline'' pricing for minimum electric- servke•.· -The term- "lifeline" has 
been used with respect to minimum-telephone.-service in-rate cases- in 
other jurisdictions. The term- also-may-be appropriately used with •. 
respect to minimum electr-ic service,•· It•should-be- recognized at the 
outset that as we use_ the term-,- 11 1 ife,H r:ieu, service- refers- to· 1evel of 
use and not-the economic- situation-of the•user~·Thus~-a minimum user, 
regardl,ess of economic status,- will .be -entitled- to--the- Hfeline rate 
which we establish today. -We recognize,- of course·,· that in- fact many,
minimum users are- 11 kely to- be 1ow-income;~ustomers- whose electrical 
needs are not large and that th~ advantage.of lifeline pricing will· 
accrue, generally, to this· class-of,customers~ 

Rising costs is one of-the- reasons· necessitating a rate 
increc).se. In turn, new plant-and-equipment· to-meet• addittonal demand 
must be financed at today's-costs rather-than- on·the basis of historical 
costs. Although we are not adopting a-theory of incremental costi,ng .and 
pricing, we ~D believe that it is reasonable- that minimum•4sers (who
place little or no demand upon the utility system for additional -plant). -
are equitably entitled to-a lesser percentage ~ate 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 upon the system· as· a, whole._-

In thi S • proceeding-, so-called- 11 1ifel foe''· proposal S· were -
submitted by Staff Witnesses• Christolear• and Hager-,- and- Public· Service--_ 
Company' Witness Ranni ger. • • Witnesses- Chri stol ear• an<;l- Hager• proposed tt)a-t
the rate· in the· first two blocks,· (20· kwh per--monthr and,. 60- kWh· pet,
mont~) be maintained c).t the current leve1~•4.e~,•no- increase.at all 
be assigned to those two first blocks. ·All other residential blocks 
would be increased 15.6%* (Volume X, page 126 and page 144). 

*Technically it was proposed that the first block of the R-1 rate be 
rounded upward from 97.5¢ to $1. 

https://leve1~�4.e~,�no-increase.at
https://increc).se
https://advantage.of


Public Service Company WitnessRanniger presented a "soup 
bowl II a 1terna ti ve for 11 1ifel ine II service. That is, at 45 kwh per
month the proposed increase would be 15.6%; at 80 kwh the increase 
would be 2o5%; the increase would rise to 5.5% at 100 kwh per month; 
to 13091% 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 O curve proposed alternatively
by Public Service Company Witness,Ranniger. •On balance, we have adopted 
an approach in between the proposal submitted 0 by Witnesses Christolear 
and Hager and that proposed by Public Service Company. Accordingly, 
we have increased the minimum monthly charge- for residential service 
for ~-1, R-2, UR-1 and UR-2 rates buthavea1so increased th~ 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 $3095 per month,"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% increaseo The average user is one-who consumes 
approximately 411 kwh per month at a-rate of~$12.41 per month or an 
increase of ll.6%0 These rates are applicable only to the R-1 rate 
areas which apply generally in the metropolitan= areas of the state. 
For a11 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 $000175 per kwh. 

Electric - Elimination of 11 A1l Electric 11 Residential 

Under the new rates which we approve today, the 11 a11 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 genera 1 overhead service and the UR-1 , UR-2 and UR-3 
rates for underground service, except that·the "all electric 11 residential 
customer will have a minimum monthly bill based on 200 kwh usageo The 
1973 average use per customer of general "all electric" service RH was 
1,897 kwh per month (Public Service Company 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~l, R-2,or R-3 rates. In 
1973 the average use per customer of "all electric 11 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 to 2802%~ 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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11 an adjustment. Wages and salary increases 
which have been contracted for·and·which·wil1 
take _effect after the ·test year•must also be 
analyzed in the. process of calculations. Su.ch 
wage and salary increases may not exceed to c!,ny·
large extent the usual consequent increase in • 
the productivity of- the empl ayers, If ~hey do, 
which· is generally the case in perfods of uncon- -
trolled inflation, then such out•of-period
adjustment must be Tectroned within the rate 
fixing procedure, These are matters whi'ch must 
of necessity be of substantial concern to a rate 
fixing regulatory agency of the government when 
it considers all the evidence and all the factors 

11availabl_e to it in a rate CQ..Se;·, , 

The Company has complied with this Commissio.n 1s policy of 
excludinQ donations and·contributions from its test year eipense~. 

One other category of expense m.eri ts comment. Some consumer$, 
t1nderstandably, find advertising by a utility which has a monopoly to 
be-'11nomal_ous, We agree that promotional advertising bY· a utility is 
inconsistent wit.h the theory of-regulated·n:ionopoly insofar-as such 
advertising expenses would be charged to the rate~ajer tather 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 ~~hibit No. 2, page 5 of,5). None of this~advertising·
E:!Xpense was promotional -in nature, It is spedficQ..11,y noted that 
$15,990 which was,contributed"t9 the electric company advertising 
program,was not included as an operating expense by the Company. PUblic 
Service Company 1s advertising categories are: Wise Use of Energy,
Insulation, Cooking Schools and Service,,Safety, Energy Supply, Cost 
of Service, Environmental, Heritage and H;istorical, Er:nployee A~tivitie~ 
and Community Service, and·'Seasonal.· We find·all of ·these categories
of advertising expe_nse to be proper and we note that the per customef • 
cost of ·sai-d 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 

f-{aving determined that Public Service Company requires-~
total gross· i nc.r-ease in its revem,ies ·of -$29 ,695 ,083, ($23,099,419' for. 
electric and $6,595,664 for gas) it is necessary to spread the revenue 
r~quirement among its ratepayers~ • 

Public Service Company, in its J\dvice ~ett'er No, 190 - Gas, 
proposed-a 7o3% acros,s-the-board gas rate iDcrease for all of its 
classes of .customers whi.ch would increase its revenues approximately
$7,598,000 annu~lly on the baiis of the test,year, In Advice.Letter 
No, 643 - Electric, Public Service c6mpany proposed a 15~6% across­
the-board electric rate increase for al 1 of its cl asses ot 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. 



a number of electric uttlities~ including· Public Service Company,
adopted so-called "all electric 11 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 requirementsi· ·The preferential
"all electric" rate·was basically promotional,•and,a1though 
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,to,convert to and 
construct "all electric" homes will· be strong,,, thus placing 
increasing pressure on our electrical energy supplies, in the 

0future. It should also be recognized that there•is· no evidence 
in this record, to justify a lower rate for 11 all elec1;:ric11 service 
based upon cost-of-service studies, loadfactor or-otherfactors. 
In summary, we cannot look 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 1s 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.motiorr.:tbatthe· Commission-. enter' an order, awarding attorneys 1 

fees to it in the amount•.of· $500'.00. • In· support, of its .. motion, CASB states 
that this. Commission has ther power: and: authority. tm all ow attorneys I fees 
to protestant~. and. cites:.Mouhtain· States Te1 e hone-··and Tele ra h Com any 
vs. Public Utilities Commission·,. 502· P 2d 945 - • 972 ·; Miller Bros. Inc,, vs.. 
Public Utilities Comm1ss1on, 3 Colorado·. Lawyer 621 (Colo., 1974) and Colorado 
Attorney General I s Opinion No .. 74;..0035 dated September 3, 1974, in support 
of the:commis-sdon°s power.and.authority,·: It should be noted that the Attorney 
Genera1.8 s Opinion,· supra; relates .solely- to-. the power and authority of this 
Commission to award.fees and'is.completely silent as to what protestants, if 
any, are entitled to such fees, 'The awarding of.attorneys' fees is a matter 
within the discretionary purview of· the Commission. 

We.note that on its face CASB 1 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 0s 
attorneyspent in preparation.and.hearings; why CASB is entitled to have 
attorneys 0 fees awarded to.itwhich would be.assessed against the general 
body of ratepayers; what results·, if. any, were directly attributable to CASB 1s 
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 cTear lack of any factual justification for the 
awarding. of .attorneys 1 

• fees to CASB ,-. the motion-. wi 1l be denied. The Commission 
also wishes to. state·. that the- power·. and authority. to award attorneys I fees, 
in any event,.shou1d be exercised·inthe·public.interest w'ith 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 protestedassuch4.·.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 an, must be· with the- public interest first and fore.., 
most in mind. 

We note that no. intervenor· in· this proceeding, other than CASB, has 
filed any motion for attorneys 1 fees. 

X 

SUMMARY· OF· FINDINGS OF·FACT 

1. The proper test· period in this proceeding is April l, 1973 to 
March 31, 1974, 

2. Public· Service·: Company-.8 S". combined. gas. and electric rate base for 
the year ending March 31~~1974~- is· $948,758,996~ 

3. The turrent capital· structure· of Public Service Company is not 
unreasonable. 

4. A fair and reasonable·. return·. on- Pub1i:c· Service· Company I s combined 
gas and electric rate:base is 0;'62%, 

5. A,fair•rate of· return' to·. common'. equity. of'.l5% is fair and reason­
able, suffici.ent to attract-equity- capital". in- today·1s. market, and commensurate 
with rates\of return· on investments· in·other industries· having corresponding 
risks, 
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60 A. total gross increase of·retail electric revenues required is 
$23,099,4190 

. ''' . '' 
7. The total~gross increase·of gas·.revenues required is $6,595,6640 

80 To ..obtair:i .. focreased· gas.. revenues. of. $6,595.,664.,. rates for resi­
dential. customers::;_shou1d' be: increasett 6';11%'.;·. industry and ·interruptible gas 
customers ..shou'ld be increased· 6·034·%·;· and· commercia] customers should be 
incre&sed 60 75%0 · · · ··- · • • 

9o ..Public. Service. Company.0.s·. ~•aas·. Cost. Adjustment" tariff, as clarified 
to provide:i:n ·pawag~aph\:1 1 thereof :'e1Frequency. of Change!') .. to. operate only on 
October. 1 .·of·. each. year,•. and' to·. pr.ov.i:tle\.for· the'. submission· of._ supporting data 
or information to the Commission-; is reasom~ble, and should be approved. 

1O~. To obtain an additional $23,099,419 in.electric revenues, resi­
dential:rates.shb~ld.be restructured to result in an overall llo9% increase 
with specific percentage increases by cl asses, as de] i neated more speci fica1ly 
above under thef secti.on ~ headed: "Rate Design and Spread of. the R,ytaf' .. 

., ·,· . ' . ,. ·•:· 
,., • I• • •' 

11. •A: 11Hfeli ne 11 rate. for· minimum. electric service should be established• 

to provide.a.9,92% ipcrease in the· first 100· kilowatt hour per month block in 
the R-1 rate zoneo~ 

.., , . ,., , .. '' '' ' 

12~- '.ihtr:~!li1l.electricJ1:.res:'.!dent'ilal. rate should: be: abolished and the 
rate struc,ture. for: ~•an· electric~'- homes· shou·ld be the same as for other 
electrical usa~eo. 

. , . ·.·. ' .. ' ... ' ..... '•' \ 

13 o .Color.ado Assoc fati on: of·. School" Boards·. d·id. not. purport to, and in 
!act doe~ ~at~; repl'.'esent .. the' gen!ralbodf oLratep·q_y~rs 0of. Public Service and 
1ts part1c1pat1on: in.the. proceeding· herein· had no·mater,al effect upon the 
decision rendered today a - • 

CONCLUSIONS ON FINDINGS OF FACT 

Based upon an the evidence· of· record in this proceeding, the Commis­
sion concludes thati 

lo The0axisttng~gas'and:retail:electric;rates for Public Service 
Company. do. not,. and will not:,.:.in·,:the: fnreseeab'le. future:;. produce a fair and 
ireasonab1e rate oL~etlrr.n· to· Public• Service Companyo 

, ·, V •• ·• • • ' ' ' ' ' , • , • • 

2o. Suah~rates~presently:in: effect.are.not,.in the aggregate, just 
and reasonable. or-.·adequa:te,'. and,' based· upon'. the·. test. year·. ending March 31, 
1974, the overall ..~evenue· deficiency· for· Public- Setvic~ Company is $29,695,0830 

'' ·"., ,. •- t •• ',., ''.. '.' • 

. 3o ..Publ:i c .. Setv.ice'. Company- shou-Jd· be authorized to file new gas and 
electric, rates·.iand\::ta;r.i'ffs:-that':.wou'ld•;. on:. the basis of' the test year conditions. 
produce• addi;.tiona1 ·::r.evenues·:.:equi.va'l ent to. the·. revenue·. defi c1 encies stated 
above, spread. among: its· ratepayers·. in:. ttie· manner· set forth above under nRqte 
Design and Spread of the Rates 11 0 

. . . . . ' . 
4o The rites:and.tar1ffs,·.as· ordered herein~ are just and reasonable. 

''' ~ '. 

5o A Plurchase··;Gas·.Adjustment' c·lause· is• reasonable and propero 
~ . . - ,,' •· . ' ' ' . 

. 6 0 .The Colorado. Association• of· Schoo-1· Board 1 s· Motion· for attorneys 0 

fees should be deniedo 

An appropriate Order will be entereq. 
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0 R D E R 

THE COMMISSION ORDERS'.THAT: 

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

2o The electric tariff·. revisions. accompanied by Advice Letter Noc 
643 - Electric, filled. by Public. Service Company of Co 1 orado, be, and hereby 
are, permanently suspendedo 

3o Public Service· Company. of· Co'lorado be,. and. the same hereby is, 
ordered. to. file. new .. gas: rates'.. to·iproduce<. $6·,595.,664. in increased revenues 
as more specifically set forth in- Appendix· B which is attached hereto, and 
made a part hereof~ 

4o Public Service Company.of Colorado. be, and.the same hereby is, 
ordered to refiJe the following sheets which accompanied Advice Letter Noc 
190 - Gas, to wit: 

Colao PUC Sheet Number Title of Sheet 

Original 133B Gas Cost Adjustment 
Original 133C Gas Cost Adjustment 

5o Public Service Company of Colorado.be, and the same hereby is, 
ordered to refi 1 e Ori gina 1 Sheet No .. 133,. Gas Cost Adjustment, with the words 
11 at least 11 deleted from.paragraph 1. under 11 Frequency of Change 11 

• 

60 Public Service Company of Colorado be, and the same hereby is, 
ordered to refile Ofiginal Sheet· Noc 133A, Gas Cost Adjustment, with the 
f o11 owing added thereto: .. 

11 INFORMATION TO BE· F'ILED· W'ITH· PUBLIC· UTIUTIES COMMISSION: 

With each filing pursuant to paragraph 1. or paragraph 
•2.. under 0 Frequency of'Change.1 above,. the Company shall file, in 

additionto the,.information·delineated in said paragraphs 1. arid 
2o, such information. as'. wi 11' set forth proof of the Company 9 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 o11 

7o Public Ser.'vic;:e' Company of·Colorado be, and' the same hereby is, 
ordered.to file electric rates~ as hereinafter ordered, to produce $23,099,419 
in increased revenues,· 

8. -Public Service; Company. of· Colorado. be·,·: and· the: .same hereby is, 
ordered. to... refi 1e· the following. electric·. tariff· revisions·· originally fi 1ed 
by Advice Letter NQ.o 643 - Electric: 

" 
4th Revised· 140· • • •. • • Schedule 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 
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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. Public Service Company·. of'Co'lorado be,. and the same hereby is, 
ordered. to. file new residentta1~·electric'. rates· as·. more specifically described 
in Appendix C which is attached·hereto· and made a part hereof. 

10, Public Service· Company. of·. Colorado be, and hereby is, ordered to 
file other new electric ratesias 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 .1. through 10. 
sha n be. fi 1ed. by Pub1ic Service· Company of Co 1orado 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 filed. by the Colorado Association of School Boards 
be, and the same hereby is, denied. 

13. All pending motions not previously ruled upon by the Commission 
or by the Ordel"' hetetn, be, and the same hereby are, denied. 

1Ms 0'."der shall be effective forthwith. 

DONE IN OPEN MEETING the 24th day of September, 1974. 

THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF COLORADO 

COMMISSIONER HENRY E. ZARLENGO ABSENf. 
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PUBLIC SERVICE COMP.ANY. EXHIBITS 

1. Analysis of sources of construction funds. 

2. A 2=page exhibit showing the comparison of growth in electric and gas
operating revenues to operating expenses for each department. • 

3. A 2-page exhibit showing the trend of operati~g labor costs pet kilowatt 
hour and per MCF compared to the trend in sales of electricity and 
natural gas. 

4. An 8~page exhibit examining certain indicators of labor performance. The 
first 4 pages relate to the electric department and the last 4 pages to 
the ggs department. 

5. A 2~page exhibit showingi for the period 1969 through 1973~ the cost of 
operating labor as a percent of total revenue. 

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

7. 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. 

8. A tabulation of the Consumer Price IndexID with various price comparisons.
from 1953 - 1974. 

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

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

11. A tabulation showing the fee=line credit of PSC. 

12. The pattern of short-term borrowing during the test period by PSC. 

13. Determination of wage adjustment for twel ve,:rnonth period ended March 31 ~ 

1974. 

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

15. •on 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. 

16. Statement of the Capital Structure of the Company at March 31~ 19740 

17. 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 1 s residential rates~ all from 1967 through 1973. 
Second page shows the relationship of PSC 0 s residential natural gas 
rates based on the 1973 average of 154 CCF per month. 
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180 Chart showing the percentage of 11 Effective Buying Power Per Householdn 
required to pay for gas and electric serviceo 

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

200 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 costso 

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

22; Compilation of recent events or 11 happenings 11 in utility financing to 
illustrate the difficulties presently being encountered in the market= 
placeo 

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

24. Internal generation of construction requirements of the Investor=owned 
Electric and Telephone Utilities Industrieso 

25. Assorted data from Moody 0s Investors Services regarding utilities 
securities o 

26. Uti'I i ties whose bond ratings have been reduced by Moody 0 s and/or 
Standard and Poor 0s since 1970. 

270 Data concerning the direct offerings of electric utility common shares 
to the public since 19700 

28a Price performance of 51 electric utility stocks since the Con Edison 
dividend omission. 

29. Flow.of Funds Table describing the increases in the individual 0s fin= 
ancial assets in the UaSo economy since 19680 

30. Impact of inflation on individual income since 1967. 

31. Assorted Data regarding Standard and Poor 1 s averages of industrial and 
~lectric power company stocks and regarding Moody 0s electric power 
company average. 

32. Certain measures of growth for Public Service Company of Colorado. 

33. Additional data on electric utilities downgraded from AA/Aa to A by
Standard and Poor 0s and/or Moody 0s in 1973 and 1974. 

34. Available returns on various instruments since 1968. 

35. An exhibit prepared by Reis &Chandler~ Inc. 11 entitled 11 Studies of Cost 
of Capital and Other Data Used in Determination of Fair Rate of Return/' 
dated July$ 19740 
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36. A 9-page exhibit showing PSC's net operating earnings of the electric 
and gas departments for the 12 months ended March 31~ 1974. 

37. A 4-page exhibit - setting forth financial statements for the total 
company for the 12 months ended March 31, 1974. 
Page l ,,, Statement of Income 
Page 2 - Statement of Retained Earnings
Pages 3 and 4 - Balance Sheet. 

38. A 5-page exhibit setting forth the Company 0 s Net Original Cost Rate 
Base at March 31 ~ 1974. 

390 A 5=page exhibit setting forth various calc4lations. Entitled 11 Determina= 
tion of Electric Dep.artment Earnings Requirement with a 9.10% Gas Depart~ 
ment~ 8.86% Electric Department, and 8.90% Combined Electric and Gas 
Departments Return. 

40. 00 Proposed Electric Rates. 11 

41. 01 Proposed Gas Rates. n 

42. 18 Ca1cul ation of Proposed Gas Rates. 11 

43. A 2=page exhibit showing 01 Increase in Rate of Return vs. Rate of Return 
Under Conditfons of a Uniform Increase in Rates/1 for the electric and 
gas departments. 

44. A 2=page exhibit entitled 01 Average Monthly Revenue Increase 11 for the 
electric and gas departments. 

45. A 2=,page exhibit illustrating the method used to normalize gas sales~ 
the change in opera ting revenues due to norma·1 i za tion and the corres= 
ponding change in the cost of purchased gas. 

46. 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. 

47. A 28=page exhibit entitled aaPublic Service Company of Colorado~ Bank 
Line Commttments. n 

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

49. A 4~page exhibit detailing rates for wholesale service. 

50a An alternate residential rate proposal for the electric department. 

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

52. 00 Approximate Proportion of Common Stock Equity to Total Capitalization 
of Principal Electric Utilities at December 31G 1973.n 
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STAFF EXHIBITS 

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

2. A 5=page exhibit developing income statements for the test year@ and 
showing mass media expense. 

3. A 2=page exhibit developing a fair return on equity~ and a capitalization 
statement. 

4. A 4-page exhibit developing the revenues of the Company 0 s gas and 
electric departments using a coverage ratio approach. 

5. A 4=page exhibit on spread of rates by staff. 

6. A 2-page exhibit in respect to proposed electric revenues by staff. 

7. A 2-page exhibit in respect to proposed gas revenues by staff. 

ZARLENGO EXHIBITS 

1. Letter by Commissioner Zarlengo dated August 29~ 1974~ addressed to 
Respondent 0s Counsel a Mr. Bryant 0°Donnell. 

2. A study containing a peak electric load projection for the year 1978. 

3. Letter by Mr. 0°Donnell dated September 4~ 1974ro in response to 
Commissfoner Zarlengo 0 s letter of August 29J 1974. 

GENERAL SERVICES ADMINISTRATION EXHIBITS 

1. A 5=page exhibit consisting of 3 publications entitled i!Financia1 News 
and Comment. uu 

2. A document entitled u 
1Rate of Return earned on Average Common Equity. 00 

3. Revenue Requirements of Public Service Company based on Commission 
Deci sfon No. 82411 , February 23 a 1973. 

COLORADO ASSOCIATION OF SCHOOL BOARDS EXHIBITS 

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

2. A 10-page exhibit entitled 01 Authorized Revenue Base for Colorado School 
Districts~ ·1975 Budget Year. 80 
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COLORADO PUBLIC INTEREST RESEARCH GROUP EXHIBITS 

l. A 14=page exhibit detailing customer information for the electric depart= 
ment of Public Service Company for the twelve months ended March, 19740 
Also referred to as Attachment No. 4. 

2. A 3=page exhibit detailing the 10 largest electric 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 lO=page exhibit showing by plants or plant units, as the case might
be~ the percentage of maximum output capacity, along with appropriate
footnotes. Also referred to as Attachment No. 16. 

J. D. MACFARLANE EXHIBITS 

1. Statement of Mr. MacFarlane. 

2. A set of four tabulationso 

SAUL PRIMACK EXHIBIT 

1" Statement of Saul Primack. 

BARBARA HOLME EXHIB,IT 

1. Statistical data entitled 01 Sales of Electricity by Rate Schedules (Selected
Schedules).n 
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"·coLORADO P..l{, Cc No...4 ·- GAS :AA,Tf s EFFECTIVE BY THIS ORDER 
• RESI DENTIAL ANO COMMERCI AL 

Present · I ncrease Per Block :. 
Sheet- Number Schedule · ·Minimum (Includes ) Percent Unit 

_$ 
Thi rteenth·· Rev i sed 26 RG;_1 · 1 .4.0 4 Ccf 6. 11 Ccf · 
Eleventh . Revised 27 RG-2 1. 45. 4 Ccf 6. 11 Ccf 
Twentieth • Revised 28 RG-3 1..45 .4 Ccf 6. 11 Cc.f 
Fourth Revised 29 RG- 4· 1. 45 4 Ccf · 6. 11 Ccf 

•Ni nth • Revised 30 .RG,_,5· 1.75 4. ccf 6. 11 Ccf 
Thirt~enth Revised 31 RG-6 1..75 4 Ccf 6.11 Ccf 
Tenth Revised 32 RG-7 1.80 4 Ccf. .6. 11 Ccf 
Ff fteenth · Revised. 33 RG- 8 1.45· 5 Ccf • . 6. 11 Ccf 
Ninth Revis.ed 37 . GL:-l 1..95, first TWth .Mantles: •$Q~62,:. ea. add'.1 ~ mantle 

·f-Unth ·• Rev:i-sed: 38· GL-2 2. 20, First:rwo-·~Marftles $0 r65·::ea . .·affd 1·l ....mantle 
Seventh · • Rev, sed; 39 GL-3 L80, .First J.wo .Mantl.~s •. ·to.6t·ea . ·-ad:a~1 • ma·htle 

Th,i rteenth ·Revi·sed 51 • CG,-1· 2. 50 4 Ccf • • 6.75 Ccf · 
Tw~1fth • Revi·sed .52 · CG-2. 2.60 4 Ccf . 6. 75 Ccf 

• Twentieth Revi se,d 53 CG-3 ·2:t;o 4 Ccf · 6. 75 Ccf 
~ Fifth Revised: 54 CG-4· 2•.60 • 4 Ccf • 6.75 Ccf 
• Ni.nth Revised 55 ' CG.-5 2.;90 4 Ccf 6. 75 ·.ccf 

Thirteenth .Revised 56 CG-6 2.:95 4 Cc·f 6. 75 Ccf · 
Twe ffth Rev ised 57 CG- 7· 2..95 . .4 Ccf 6.75 Ccf · 
El eventh . Revised 58 •• !CG""l Grea:te.r of :.$61 . 00 .or -_BiJ1 i;r1g: Demand 6. 75 Mcf, Coirim~idl~Y and Demand · 
Tenth Revised 59 ICG-2 Greater of $61.. 00 er ·.s., 1.Hhg Demand 6.75 Mcf, Commodity and Demand 
Fourth : Revised·•59A ICG..2 · Greater of ·$Q1 .oo :Or .Bi l H ,ng'. Demand. 6. 75 Mcf, Com.modi tY and Demand 
Thirteenth Revi~e,d 60 ICG-6 . Grea.ter of- $89, . 00.or Bil.ling Demand . 6. 75 • Mcf, .Commod fty and Demand 
.Eleventp Rev-iseg: 61 . CGL-1 l .;·95, First Two :Mantles •• ) il~62 ea .. add'l . mantle • " • 
Th.i rte.e~th Revi .sed 62 · CGL:-2 2. 20, First Two Mantles $0~i5. ea. add'l . mantle 

2~0 • • .Thi.rt~:~ th .Revis~q 63 CG-8 ·5 Ccf • 6.75 Ccf 
IHev.ent . Revised 64 • ICG- 8 Gr~ater of .$-62 . 00 ·.or Bil1i ng Demand 6. ?s · Mcf, Commodi t r and'·0·6e.marrd 

• .Ei g)1t·h .!. • Revised 65 CG~:-3- 1.80; First Two .Mantl e~ $0.62 ea . .,,ad'd'.1 . mantle 
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COLORADO P.u.c. NO . 4 - GAS, RATES EFFECTIVE BY THIS ORDER 
INDUSTRIAL AND INTERRUPTIBLE 

Present Base and.Excess Minimum Annual 
Sheet Numbers - Revision Schedul ~ %Increase Unit On Peik/ Mcf Apr~Oct Nov=Mar Minimum 

$ $ $ 
78 thru 78E as Applicable C= 1 6.34 Mcf 13~35 55 .45 5.55 
79 and 79A as Applicable SS-1 6. 34 Mcf 21 .95 1,110.00 
80 and 80A as Appl icable D-1 6.34 Mcf 21 . 95 288 .00 
81 and 81A as Applicabl e E- l 6. 34 Mcf 21 . 95· 3, 330 .00 
82 thru 82D as Applicable E-2 6. 34 Mcf 23 . 30 1,660. 00 
83 and 83A as Applicable E-3 6. 34 Mcf 23 . 30 1,660 .00 
84 and 84A as Applicable E-4 6. 34 Mcf 23 . 30 1,660.00
86 and 86A as Applicabl~ E-6 6. 34 Mcf 54.55 554 . 50 
87A and 87B as Applicable E-7 6. 34 Mcf 23 . 30 1,660 .00 
88 and 88A as Applicable F-1 6.34 Mcf 21 . 95 55,400. 00 
89 thru 89C as Applicable C- 2 6. 34 Mcf 13 .45 56.0Q 5. 60 
90 and 90A as Applicable SS-2 6.34 Mcf 22 . 20 1,120.00 
91 and 91A as Applicable 0-2 6.34 · Mcf 22.20 280 . 00 

w 
I 92 and 92A as Applicable E-:-8 6. 34 Mcf 22 . 20 3,360.00 
~ 
I 93 and 93A as Applicable F-2 6. 34 Mcf 22.20 112,000 ,00 

101 as Applicable SCS-1 6. 34 Mcf 
102 as Applicable SCS-2 6.34 Mcf 55·,400.00 
103 as Applicable SCS-3 6.34 · Mcf 22,200.00
104 & 104A as Applicabl1; SCS-4 . 6.34 -Mcf 21 .95 
105 as Applicable SCS-5 6.34 Mcf 3,880.00 
106 & 106A as Applicable SCS-6 6".34 Mcf 22 . 20 112,000.60 

-0 )> c:, -
QI -0 (D Qo 

<.O -0 .(") (/) 
(D rri -'• 

:Z Ul c:, 
NC:,-'• 0 

Where the entry block provides for multiple units of vohime that block rate .shall be increased 6.34%. 
.... onRounding Criteria o x~: :;,s:­

-h (D 
co :z r+ 

Commodity Charges Demand, Excess, and Minimum N 
. 
0 

:z 
0

Unit Charge Entry Rounded co . 
(.Tl . $ ""-J co 

Ccf . 0001 .10 - 1.00 "'°'co. 001 ~ 

Therm . 0001 1.01 - 100.00 .05 
Mcf . 001 100.01 - 1;000.00 1.00 
MMBtu . 001 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 

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


RESIDENTIAL 

Existing 

PUC #5-Electric Blocks Rate Per KWH 
Sheet No. & Schedule KWH/Month or Minimum 

101 
Resi den ti a1 R-1 1st 20 $ 0.975 Min 

Next 60 .0367 
Next 920 .0240 
Over 1000 .0156 

102 
Residenti a1 R-2 1st 20 $ 1.22 Min 

Next 60 .0425 
Next 920 .0257 
Over 1000 .0156 

103 
Residential R-3 1st 32 $ 2.05 Min 

Next 48 .0435 
Next 920 .0257 
Over 1000 .0156 

107 
Residential RH 

R-1 Area 200 $ 5.95 Min 
R-2 Area 200 5,95 Min 
R-3 Area 200 5.95 Min 

Applicable Residential 
Energy Rate., If for 
purposes of accounting 
and Lise control, 
company may fi 1e a 
s~parate sheet for 
each rate citEla~ 

109 
Residential Water Heating All $ 0.0146 
RWH, Company may, at its 
option, bill at this rate at 
t~il of applicable area rate 
bill by suitable language in 
area tariff. 

111 
Rasidential Area Lighting RAL. 
Round monthly charge to near-
est cent, • 

I&S Docket No. 868 
Decision 85724 
APPENDIX C 
·Page l of 2 

Allowed In This Order by Commission 

Blocks Rate Per KWH 
KWH/Month or Minimum %Increase 

1st 30 
Next 70 
Next 900 
Over 1000 

l st 30 
Next 70 
Next 900 
Over 1000 

1st 30 
Next 70 
Next 900 
Over 1000 

$ 1.50 Min 
,035 
.0272 
,0175 

$ l .80 Min 
.041 
.029 
.0175 

$ 2.10 Min 
.042 
,029 
,0175 

$ 6.67 -Min 12. l 0 
7.57 Min 27.23 
7.94 Min 33.45 

$ ·o.0175 19.86 

12.0 
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I&S Docket No. 
Decision 85724 
APPENDIX C 
Page 2 of 2 

868 

RESIDENTIAL 

Existing Al 1owe,d In This Order by Commission 

PUC #5-El ectri c 
Sheet No; &Schedule 

Blocks 
KWH/Month 

Rate Per KWH 
or Minimum 

Blocks 
KWH/Month 

Rate Per KWH 
or Minimum %Increase 

104 
Residential UR-1 1st 20 

Next 60 
Next 920 
Over 1000 

$ 1,61 Min 
.0464 
.0257 
.0156 

1st 30 
Next 70 
Next 900 
Over 1000 

.$ 2 .10 Min 
.045 
.029 
.0175 

l 05 
Residential UR-2 1st 20 

Next 60 
Next 920 
Over 1000 

$ l .85 Min 
.0523 
.0277 
.0156 

1st 30 
Next 70 
Next 900 
Over 1000 

$ 2.40 Min 
,051 
.031 
.0175 

106 
Residential UR-3 1st 32 

Next 48 
Next 920 
Over 1000 

$ 2.78 Min 
.0532 
.0277 
.0156 

1st 30 
Next 70 
Next 900 
Over 1000 

$ 2.70 Min 
,052 
.031 
.0175 

108 
Residential URH 

R-1 Area 
R-2 Area 
R-3 Area 

200 
200 
200 

$ 8.39 Min 
8.39 Min 
8.39 Min 

$ 8.15Min 
9.07 Min 
9.44 Min 

(2.86) 
8 0 10 

12 0 51 

Applicable Residential 
Energy Rate. If for 
purposes of accounting
and use control, company 
mzy file a separate
sheet for each rate area. 
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ALL RATES NOT COVERED 
APPENDIX C 

Colo. PUC #5-Electric 
Current Rates 

Sheet No. 

3rd Revised 120 
3rd Revised 121 
3rd Revised 122 
2nd Revised 123 
2nd Revised 124 
2nd Revised 125 
2nd Revised 126 
2nd Revised 128 
2nd Revised 129 
2nd Revised 146 
2nd Revised 147 
1st Revised 201 
1st Revised 201A 
1st Revised 201B 
1st Revised 201C 
1st Revised 2010 
2nd Revised 209 
ls t Revised 210 
3rd Revised 211 
1st Revised 211A 
2nd Revised 212 
1st Revised 213 
2nd Revised 214 
1st Revised 215 
2nd Revised 216 
2nd Revised 217 
1st Revised 218 
3rd Revised 219 
1st Revised 220 

Title of Sheet 

Schedule GCL-1 
Schedule GCL-2 
Schedule GCL-3 
Schedule SLP-1 
Schequle SLP-2 
Schequle GLP 
Schedule CWH 
Schedule CAL-1 
Schedule CAL-2 
Schedule MMP 
Schedule SPP 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Sch~dule SL 
Schequle SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 

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

IN 

Increase in% Over 
Current Rates Allowed in 
this Order by Corrrnission. 
Round as in'Filed Rates. 

11.0 
11.0 
11.0 
12.0 
12 .o 
14.0 
19. 9 
12. 0 
12. 0 
13 .0 
13 .o 
13 .o 
13.0 
13.0 
13 .0 
13.0 
13 .o 
13.0 
13.0 
13 .o 
13 .o 
13. 0 
13.0 
13 .0 
13.0 
13. 0 
13 .o 
13 .0 
13 .0 



ALL RATES NOT COVERED 
APPENDIX C 

Colo. PUC #5 Electric 
Current Rates 

Sheet Noo 

1st Revised 221 
1st Revised 222 
1st Revised 223 
2nd Revised 224 
1st Revised 225 
2nd Revised 226 
1st Revised 227 
1st Revised 228 
Ori gi na l . 229 
2nd Revised 229A 
Origfoa·i • 230 
2nd Revised 230A 
2nd Revised 231 
1st Revised 232 
1st Revised 233 
1st Revised 233A 
1st Revised 234 
1st Revised 235 
1st Revised 236 
1st Revised 237 
1st Revised 250 
1st Revised 251 
1st Revised 252 
2nd Revised 253 
2nd Revised 254 
2nd Revised 255 
2nd Revised 256 
2nd Revised 257 
2nd Revised 258 
2nd Revised 259 
2nd Revised 260 
2nd Revised 261 
2nd Revised 262 
3rd Revised 270 
5th Revised 271 
3rd Revised 272 
3rd Revised 273 
1st Revised 275 
1st Revised 276 
2nd Revised 277 
1st Revised 278 

Title of Sheet 

Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SL 
Schedule SSL 
Schedule SSL 
Schedule SSL 
Schedule SL 
Schedule SL 
Schedu'] e SL 
Schedule SL 
Schedule SLU-1 
Schedule SLU-2 
Schedule SLU-3 
Schedule MBS-1 
Schedule MBS-2 
Schedu1 e SPL-1 
Schedule SPL-2 
Schedule MBS-3 
Schedule MBS-4 
Schedule MBL-1 
Schedule MBL-2 
Schedule MBL-3 
Schedule MBL-4 
Schedule MP-1 
Schedule MP-2 
Schedule MP-3 
Schedule MP-4 
Schedule TSL 
Schedule HSL 
Schedule SC 
Schedule ARW 

I&S Docket No. 868 
Decision No. 85724 
APPENDIX D 
Page 2 of 2 

IN 

Increase in% Over 
Current Rates Allowed in 
this Order by Commission. 
Round as in Filed Rates. 

13 .0 
13.0 
l3o0 
13. 0 
13.0 
13 .o 
13. 0 
l 3o0 
l 3o 0 
13 .0 
13.0 
13 .0 
13. 0 
13o0 
13.0 
13.0 
13o0 
13.0 
13.0 
13.0 
13 .o 
13,0 
13. 0 
13 .0 
13. 0 
13.0 
13.0 
13o0 
13 .0 
13.0 
13.0 
13.0 
l3o0 
13.0 
13.0 
13 .o 
13 .o 
13.0 
13. 0 
13.0 
l 3o0 
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BEFORE THE PUB~lC UTILITlES. -COMMISSlON 
OF THE _STATE OF CO~ORADO 

* * 

IN THE MATTER OF RATES AND CHARGES) IN~ESTIGATION AND SUSPENSION 
FihED BY PUBLIC SERVICE COMPANY ) DOCKET NO . 868 • • 
OF COLORADO UNDER ADVICE LETTER ) • 
NO . 190 ,.; GAS AND UNDER. ADVICE , ) ERRATA NOT !GE 
LETTER ·No ~ • 643 - ELECTRIC . ) 

- .,. .. - - ·- · .. - - -
October 7, 197_4 

Decision No. 85724 

DECISION AND ORDER Of THE 
COMMI~SION ESTABLIS~ING. NEW 

. RATES AND TARIFFS 

(Issued Septembe·r 2~, - i974) 

• .• • • Pa~e 1 : . Under "Appearances II change the word "Respondent" .to 
"Pub 1 i c Servi_ce Company11 

• • • 

. Pag_e '2: -. Ghange the second 1ine_·,n ,appearances concerning 
Archie Calvaresi~ Denver 9 Colorado, from 11 for 11 the Colorado Motel 
Association to "of'' the Colorado Motel Association . 

• ·p~e 3: Under Paragraph No. 3, (2) change the word "Respoh­
dent ' s 0 .·to~' PubHc 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" 
t o "Publ i c -Service. Company ' s 11 

• • 

· • Pa51* 4 : · Change the typographical error in Paragraph No. 2 i 
line 1, from parities11 -to parti es" .-

· ·page 5: Charige the typographiGal error -in line 4 from 
ncompri ese11 to 11compri se" . . • 

Page 7 : Change the word 11 rate~matdng 11 in the first line of 
Paragraph No . 3 to "rate making" . · Al so, in Paragraph No. 3, 1ine 2,, 
change th~ wor.d 11ratemaking11 to "rate making" . 

• ·pa~e ] O: Change the figur-e in line 2 of Paragraph No. 1 .. from 
1
_
1$5t 6,278 ~TT> 11 t o 11 $156 9 278 9 162" ~-

Change t he word "or" in Paragraph No . 2, line. 311 to "of''· 



·Page· 16~ Paragraph No. 3~ line 11 ~ should be. changed. from 
"operating~arnfngs of of . . . " to "operating earnings of. . . ~. 

··PA~·¥) Paragraphs No . 3 and No . 4 sh.ould be deleted from 
that section an placed at the end of Section VI II. 

·pa,e ·21 : Under the heading "Electric - Lifeline11 
, Paragraph

No. 2, line $) cfiange the word 11 vis-avis11 to ..•11 v1s-a-vis 11 
• 

·page ·2?: In Ordering Paragraph No . 10, line 3, delete the 
words 11 incorporated herein". 

• • Pa9e 31 : Under "ZARLENGO EXHIBITS", Item No. 1 , change the 
word "Respon ent•·s0 to· 11 Publ ic Service Company 0 s". 

Under "COLORADO ASSOCIATION OF SCHOOL BOARDS EXHIBITS", Item No . 
1, line one , change 11A 3-year" to 11A 3-page". 

THE PUBLIC UTILIT~EijOMMISSION
OF rHE STAT~it •.. JORADO ····· ·· , ... - ; •- · . •• 

Dated at Denver~ Colorado~ this 
7th day of October, 1974. 
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DISSENT TO·: 

DECISION NO; 85724 
pated September ·24, 1974 

BEFORE THE PUBLIC UHLITIES COMMISSION 
OF THE STATE OF COLO.RADO 

* * * 

IN THE MATTER OF THE PROPOSED INCREASED ) 
RATES ·AND CHARGES CONTAINED IN TARIFF ) . 
REVISIONS FILED BY PUBLIC SERVI CE · ) INVESTIGATION AND SUSPENSION 
COMPANY OF COL.GRADO UNDER ADVICE LETTER J 
NO: 190 - GAS AND UNDER ADVICE LETTER - ) DQCKET NQ .. 868 
NO; 643 - ELECTRIC. ) 

October 10, 1974 

I respectfully dissent: 

PREFACE 

. This Decision. was entered, in my opinion, without good reason 
during a short unav9idable absence depriving me of.the opportunity of 
participating in, and simultaneously making and entering, the.decision. 

Although the Commission has extremely wide -discretion .in the 
exerci"se of its judgment in making findings of fact, this disc;reti,on is 
no'(; unlimited. It .. is require_d by law to'makeat least some specific, 
and ba~ic finding of fact to support its decisions. The: Supreme Court· 
itself adheres to'. this principle stating: 

''Aspen argues that the Com1T1ission '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 Jess a finding that such service 
was inadequate.· ·We·agree·such findings-are 
neces~ar •

11 
fog Co'lo. '5'6~ a-t-'pa-ge"61: (Emphasis

suppl 1ed. 

"However, the Commission (Industrial) 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 sufficient detailed findings of _ 
fact so that the courts ca)'.l determine whether -the 
order or award is supported -by ,the facts' . 11 

168 Colo; 364; at page 370. 

Were this. not so, the Commission _could. regulate by fi-at 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 wo.uld .remain irremediable. 



As no Petitions have been fi.1 ed _by Protestants: it would appear 
that this dissent is an exercise in futility; how:ever, 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 deterroining the "just and • 
reasonabl e 11 rates required by 1aw as the amount of operating expenses 
together -with the. amount of revenues are the determinative factors in 
determining its profit, or fair rate of return, which rate --of return the 
charge$ }or service must provide. In th-is -instance the debt ratio of 
52. 45% l l is, under the circumstances as wi 11 be shown, unreasonable. In 
fact; the only scant evidence touching upon this point-that the debt ratio· 
should not be increased is only vague opinion evidence consisting of 
generalities and prophesies unsupported by any factual evidence; all 
standing in opposition to the mathematical fact that debt capital costs. 
the utility, and in. turn the ratepayers, 25% less than commonequity 
capitaL l.2J The drastic di.fference 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 d~bt-rafio should be, and 
could be; impu-te.d obviating any increase in ch.ar.ges, or a •s,,ubstantial 
part thereof; assuming but not admitting that any increase at all is 
justified.. • • 

Had a reasonable debt ratio been.achieved~ as prudent mana­
gerial financing clearly dictates, a savings in an amount equal to the­
total amount of the increase authorized, or subs.tan ti al _part thereof, 
would have resulted and there would be no nee.d for any increases in 
.charges, or a substantial part ~hereof.- That such debt ratio can legally. 
be imputed is unquestioned, for if the Commission is -.under the :obligation 
to impute a method of depreciatipn which will. rea-sonably-permit a sub- • 
stantial savings to the ratepayers H can impute ·a debt ratio _for the 
same reason. The- Supreme Co1Jrt ha,s held:· 

11 In the light of the Commission'$ ._findi,ng th.at the. 
use of accel erat~d depreci,ation would b.enefi-t 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 Colllini ss·ion not only:. 
has th.e power but al 5-0 -has. tt,e obligation to .impute a 
method of de,preciati.on- which will .reasonably permit a 
subs.tant.i al ,saving to ratepayers.- See -Souther.n New 
England Tel-eph,one. ,Company; 78 P.U.R;3d "504-and cases 
therein cited.II 172· Colo. 188 at page 203. 

(1) Decision page 14 . 
(2) Deci•s'i,o,n No. 85628,.September3;· 1974, is attached as:Appendix A 

includfng dissent explaining this~ pages 6 and 7.. 
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IL 

The effi ci.ency, of operations of a, utility is a very material 
issue to be considered and must _be first deterl'(lined before authorizfog 
increases in rates. Effici,ent operation is, and must be., a condition 
precedent,, for. unless the uti:,1 i ty, oper:a tes. efficiently any rates Jncrei1sed 
would not be "Just and reasonable'' rates. Inefficie,ncy- cannot be dis- . 
regarded. The Commission must make ·a finding that the utility .is oper-:­
ating .efficientJy, otherwise in authorizi.ng an inczrease it could ..well be -
authorizing an increase regardless of the -eff:ici~ncy of the utilit.Y0s. 
operattons ., In this in_stance there, As ·no finding of fact that PubJi c 
Service ·Company is operating efficiently.. • 

Serio.us consideration must ,.be given- the fact that by its own 
evidence it is shown- that the Company' initiated in February 1973, and 
continuing to.the time of hearing, a study of the.efficiency-of its 
operations. to b~ made by the expert .firm of Emerson Consult~_nts ,· Ince 
Generally, the question of the efficiency of a utility's. operations is. 
illusive. and complicated, .however, in this -case the favorable coincidence. 
is present 'in .that-Public Service ComRany has available evidi:mce of a 
mo_st competent .kind,; Leo this study. The cost of this ,study to the -
time -of hearing is some $198,9215, (1 J ultimately to be borne ;by the, rate­
payers·, indi:cating an inte,nsive/-and far-reaching study. Yet, regardless 
of repeated requests, and a motjon by :'Commissioner r_Zarl engo ;· that this 
stud,y ·be submitted for inspe_cti 9n and made a part ·of the record in' order -
to provide evidence. as to the issue of the -Company's effidency., to afford 
an opportunit;y 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 categori cal_ly refused; and the motion wa.s not 
supported by the majority on the 111-)founded grounds that it .was vo1umfoous_ 
and was not material to .the issuesl although it never was inspectedo 
The study would have shown either that the operat;ions were efficient, or. 
inefficient; or show.nothing. - If either of the former it is most material; 
if the latter it wouldJndkate a waste of-the ratepayers' nioney- and like­
wise be material o Thus, the ratepayers have been .unlawful 1y deprived -of -
the. study made .at their expense and the _Comm;ssion itself -deprived .of -
com~etent available evidence to determin~ .the efficiency _of the Company 8s 
ope_rattonso The material issue of the Company 1 s efficiency o_f op.er~tion~ 
remains undetermined and no finding made thereof and the increase.s are 
authorized clearly in. total disregard of the lawo. 

The Commission has -$hifted from use -of an "average ·rate base 1' 

(only so recently- as February ·23, 1973, Decision No; 82411, established -
and determined by the Commission to be the proper, and legal base for 
determining rate~-. 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 
con di ti ans of attrition, inflation; and growt;h 
lead us to conclude-that it shoul-d be ~dopted. 11 

Page 11, Decision No. 85724~ 

It is not .contended, or .shown, that·these same conditions did. 
not similarly -exist, and they did, when the llaverage rate -base" method 
was adopted, or .why, now; its form~r reasoning s~oul d be abandonedo . 

(1) Zarlengo Exhibit No~ 3. 
(2) Transcript Volu_me VI, pages 110-124. 
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Use of 11year end 11 rate base is improper, inter ·a,lia, because 
the 11year end 11 rate base does not take into consideration ·all the 
revenues the invested capital at .the year• s end.would have produced 
during the whole of the test year ~ad such invested capital been pro­
ductive for the full year. It~ therefore, distorts the.net earnings 
downward requiring higher charges· to maintain 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 Co11JT1ission approval of • 
acquisition of approximately $30,250,000 of new equity capital. This 
application was approved by Commission majority in spite of tbT)fact, 
as mathematically shown in the dissent in Decision No. 85628,l that: 
had such financ,ing been by acquisition of debt capital rather than equity 
capital a savings to the ratepayers of $6,413,000 annually would have 
resulted. • 

Faced with the· alleged need for aclditional revenues to improve·· 
the. Company 1s 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{2) a so"".lcalled llGas Adjustment Clause 11 

which automatically authorizes Public Service Company to increase charges . 
in the. future to its customers to provi·de 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 disregarcling requirements of the law that 
no charges shall be increased by a-utility unless:.· 

A. 

The-utility 
1. Fil es a tariff 
2. Notice of s~id tariff 1$ given to th~ public 
3. The customers have had an opportunity to protest; and 
4. The Commission considers ..the t~_r,i-ff and either. 

suspends said tariff and holds a hearing, or .allows 
the tariff 

•. 

to become :effective 
• 

by operation of law; or, 
I 

B. 

The utility 
Files an application, notice thereof is gi_ven to the 
public, and a hearing he.1d thereon. 

(1) Appendix A attached. 
(2) Decision page 19. 
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This premature commitment and .preordained authorization of 
automatic incre.ased charges in the future also disregards the many other 
factors which theJaw requires the Commission to consider in detenni ning
whether, or not, charges should be increased; such as the rate of return 
on rate base, the rate of return on equity, the capital s~ructure of the 
company, the efficiency of operations, etc.; w,hi ch ·m~y -ex1.st 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 i ncentive 
w_hich the Company m_ight have to resist the -'granting of increases to its 
suppliers., as its ult imate profits would, as ·a practical matter, remain 
unaffected. 

VI. 

The Company's expert witne~ses have strenuously urged that its 
revenues must be increased in order that its ·stock wi 11 become more 
attractive to investors and, thus, facilitate the acquis iti on of equity
capital . A129,695,083 increase has been ~uthor1zed as of September 24, 
1974, yet as of October 9, 1974, some 15 days later, .what impact has this_ 
substantial increase prodyced? The stock: market quotations of Publ ic 
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 11 l/4 10 7/8 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 ·;ts 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 debt capit~l -
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. 

. (Decision No. 85628) 

BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF COLORADO • 

* * * 

•IN .THE MATTER OF THE APPLICATION OF ) 
PUBLIC SERVICE C0fvlPANY OF COLORADO, L 
550 ~ 15TH STREET, DENVE~, COLORADO, )' 
FOR AN ORDER AUTHORIZING THE ISSUANCE) APPLICATION NO. 27749-Securitie·s - . 
QF NOT TO EXCEED 2,750,000 SHARES OF ) 

. ITS COMMON STOCK. • ) 

September 3 ,. 1974 

Appearances: Lee, Bryans, Kelly & Stansfield,. 
Denver, Color.ado~ by 

L A. Stansfield, Esq., Denver, 
Co1 orado, • for App1i tan~; 

Lou Bluestein, Esq.~ Denver, 
Colorado, for Colorado.Public 
Interest Research troup, Inc,; 

John L Ar-chibold, Esq., Denver, 
Colorado, for the Cammi ssi on. 

ST ATE ME.NT 

BY .THE COMMISSION: .• 

Pub1i c Serv·i ce Company of Col o·rado • (Applicant}, .a Co1 orado 
corporation, fi1ed with this Commission on August 6, 1974, an applica­
tion for an .order authorizing the i~suance and sale of not to e~ceed 
2,500,000 shares of Common Stock of the par value of $5 per :;hareto 
a group of underwriters pursuant to the provisions of a-n underwriting 
agreement to be entered into·wHh such underwriters and to offer not 
to exceed 250,000 shares of Common Stock of the par value of $5 per 

. share for subscript ion by employees of App'! ic.ant and certain of its . 
subsidiaries, for the purpose of raisfr1g new capital funds to finance 
in part Ap.plicant's 1974 construction program, for reimbursing Applit 
cant's treasury for monies expended on such program and for other 
corporate purp6ses. 

The instant application was set for hearing -- after due _and 
• proper notice -- at 9:00 a.m., on Wednesday, August 28, 1974, in the 
Heari,ng Room of the Commissfon, 500 Columbine Building; 1845 Sherman 
Street, Denver, Colorado, and was there heard by the full Commission 
and, at the conclusion thereof~ was taken under atjvisement. • ' 

No petitions wer·e filed in opposttio~ to 'the application 
pr,ior to the hearing. 



. Following the call of. the app1 'fcatf on. fo·r hearing by the 
Chairman, the Colorado Public Interest Research Group (hereinafter~ 
referred to as COP!RG) oralJY moved for leave to. .intervene. No • 
objection having been ra·fsed~ the motion was granted ..· Thereafter, 
COPIRG presented a. written 11Motion fo1(Denfal of Application. 11 

Counsel for COPIRG stated he wished. to present an alternative to 
the denial of the ·app11cat1on, namely, a mot1nn to join the applica~ 
tion with Investigation a.nd Suspens·ion Docket No~ 868 .. The Motion 
.for Denial of Application. as ora1'1y a.mended, was d.enied. COPIRG 
then moved to continue the hearing on the application until there 
had been a determination in Investigaf:fon and Suspension Docket No.· ... 
868 as to. the· m13tters concerning a debt/e:quit:y ratio .. The motion was 
denied, ComnHssioner Za·rlengo dissenting. At the·conclusion of. . 
'Applicant's direct case, COPlRG orally ·renewed its foregoing motions .. 
T:he motions were denied. • No evidence was introduced by COPIRG: 
COPIRG moved that the Commis.sfon take offkfol notice of the record 
in Investigation and Suspension Docket No.868. This m6tion was denied. 
COPIRG then moved to. take official notke of'. the following documents 
in Invest'igation and Suspension Docket No" 868, to.wit: • 

Advice-letter No. 190 ~ G~s; .. . . 
Advice Letter No. 1~0 - Supplement - Gas; 
Advice Letter No. 643 - Electric • 
Advice Lett.er No. 643 - Supplement - Electric.; 
Commission Decision No. 85241 dated June 21 , 1974; 
Comm·ission Decision No. 85348 date.d J1Jly 9, 1974; and· 
Commission Decision. No" 85407 dated July 19, 1974. 

This motion was granted" 

App'licant's ex.hib·it:s ·ndentif'ied as At B,C, D, E, F Revised, 
G, Hand I were admitted into evidence without any objection . 

. For the record, it ·f s no:ted t.hat on August 29, 1974, the 
Commission re.ce1 ved a letter from Tucker K. Trautman, attorney at 1aw, 
who stated that he r·epresents nine ·1 ow ·t ncome consumers an·d subscribers 
of gas and electric .service prov·1ded by the Public Service Company of 
Colorado .. Mr. Trautman 1 s letter requests tha.t the Commission lldelay 
giving approval. to. the proposed stock offering of Public Service which 
is scheduled for. Sept.ember untfl such time that the Commission as a 
whole resolves 'the issues rahed ·1n Investigation and Suspe·nsion •.· • 
Docket No. 868 currently before the Corrm'hsion. 11 It is further noted 
that no appearance by Mr. Trautman has been entered on behalf of any· 
~arties in thi& proceeding. • • • 

FINDINGS. OF FACT·~ --""';·--

After due and careful consideration of the entire record ·in 
this proceeding, the Commiss1on f1nd~ as fa~.t that~. 

1. App1 'leant, Public 5ervfoe Company of'• Colorado, is a pub1i c 
utility as defined in Chapter 115-1-3, Colorado Revised Statutes, 1963. 

•·. 2. App 11 cant, a Co1 orado corporati on, .. Js a pub1fP,. uti1i ty 
.operating" company engaged pr'fncipa.lly 'in the, generation, Jj'[Jrchase, 
transmission, distribution and sale· of electricity and in the purchase, 
distribution· and sale of natural gas in various ar•as, all within the 
State of Colorado. • 



3. A certified copy of AppH¢ant 1 s Restated Articles of 
Incorporation containing Its Articles of Incorporation, .as amended. 
to date, has been ffled with this Commission. • • 

4. Applicant is the owner of an the ·capital stock ·of 
Cheyenne Light, Fuel and Power Company, a Wyoming corporation; 
Western Slope Gas Company, a Col~rado 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 controlli.ng interest in four 
other relatively small water and ditch companies, whose operations 
are not significant, and are not consolid~ted in Applitant 1s financial 
and stattstical statements" . . • •• • ·- , 

5. This Commissfon has jurisdiction over Applicant·and the 
subject matter.of the aforesaid application .. 

6. This Commission is fully advised in the premises. 

·7. Pursuant to Applicant 1 s Restated Articles of Incorporation, 
as amended, the authodzed capital stock of Applicant consists of· 
$450,000,000 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 o~tstanding 17,018,200 shares of 
Common Stock and 1 ,350 ,000 shar-es of -as Cumulative Preferred Stock 

- consisting of the varfous series set forth in the aforesaid application. 
On July 10, 1974, Applicant issued and ~old an additional 344,000 shares 
-of its Cumulative Preferr·ed Stock designated as, its 8.40% Series. As· 
of the date of the hearing, Applicant had issued and outstanding 
1,694,000 shares of Its. Cumulative Preferred Stock. 

_ 8" As of June .30, 1974, the aggregate long-term indebtedness 
of Appl,cant was $490,203,994 conststing of First Mortgage·Bonds issued 
1n 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 Yo~k), as Trustee, and the unamortized premium and dis­
count on said Bonds" 

9. App]icant 1 s aggregate outstanding short-term i~debtedness •. 
at June 30, 1974, was $60,255,000 and a:t August 27, 1974, was $43,345,000. 
At the time the proceeds are realized from the proposed _issuance and .sale 
of Applicant's Common Stock anticipated on or about October 1, 1974, 
Applicant 1 s short-term indebtedness will be approximat.ely $54,600,000. 

10. Of the proposed 2,750,000 shares of its Common Stock ~f 
the par value of $5 per share which Applkant seeks authority to issue 

.. and sell, 2,500,000 shares are to be offered to the public by under­
writers on a'negot.iated direct sales basis.· ,The remaining 250,000 
.shares of said proposed 2;750,000·shar-es of Common Stock will be offered 
for subscription to an reguiar full-time employees 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 employee 
offering wil 1 not be underwritten and the portion, if any, '5f the .. 
·250,000 shares of Common Stock not subscribed' wi1l not be issued! 
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. :n .. A c.opy of App11c:ant•s Preliminary REig1strat1on Statement 
on Form 5.. 7 filed w1 t.h the Securft1H and Exchange Commission on , • 
August 20, 1974t subject. to ~mendment. 1ncludjng separate prospectuses
re1at1ng to the proposed issuance and sale of 2,500,000 shares of 
App1i cant I s Common St.ock t.o the pub l 1 c through underwriters, and to . 
the proposed offer of 250,000 drnres for· subscdpt'ton by eligible
emp1oyees bf Appl kant and certa·1n of' ,ts· subsidiardes, was received 
1n evidence as Exhf b1t L The propose.d new shares of Common Stock . 
when issued w111 be Hsted on the New Y9rk and-Midwest Stock Exchanges. 

' ' . ' 

.12. AppHcant"s estimated expenses of issuing and sel'ling 
. thepropo~ed new $hares,. exc1ud1n.g·underwri-ter 1scompensation, w.ill be 
•approximately $143,000. . . , . • • • · . · 

' ' ' 

• • 13. the net proceeds derived by App1i cant from such proposed
issuance and sale wtlJ be applied ta the reduction of tts outstanding • 
short-term 1ndebtedness·1ncurred frir AppltcJnt 1s 1974 construction· 
program, . 

• 14. AppHc.aritas pro fo.rrna· capital structure as·of June 30, 
1974. gi v"ing effect to the hsuance and sa 1 e of the proposed 2;750 ,ooo
shares of Common Stock and to· the sa 1 e ·1 n July 1974 of 344 ,ooo· shares 
of its 8.40% Series. of' Cumu1ative Pr~ferred St:otk, ·fs 49.3% 1ong-term
debt, 11.·0% Pref'e-rred Stock and 33, ?% Common Stock E.qu1 ty. • 

DISCUSSION
• t·. ,,. Jlli 'ii. 

App1 icant. 1s capital cons,tructfon • program, the predicate of 
its app11cat.Hm, h necessa.ty for AppHcant. to provide on ... going service 
to tts customers. and no dispute was ra11ed thereto. However- this 
proceeding did tah:e quest'fons as to the proper debt/equity ratio of 
the AppH cant. The recor-d 1S clear that 'It h true that the cost of 
debt may. be lower, at: c1 .singular• point fo time, tha.n" the cost of equity.
Nevertheless. the record h aho qttit.e c'lear· .that if Applicant were to • 
resort td the issuance of' debt at t.hB t!me ra.ther than raising additiona1 

. capital by common equHy, the overa:11 composite cost of capita1 to the 
Applicant Would be higher wn1ch ult1mately wou1d have to be reflected 
in higher rat.es to the rat.&, payer. 'The duty and obHgation of a public
ut11Hy company·h to pw-ovlde reasonable and adequate service at the 
lowest· po.u ·1 b I e cc st.s , 1n<:'! ud ·i ng ,.a.pJ ta 1 co~ts ~ If a ut11 i tY were to 
resort to an fmmedU.te lower cost of capital which would have the . . 
result u1t1mately of .rafs·tng na overan cap·ltal tosts, that uti1ity 

· company wou'ld not be actfng in the .best rnterest of its rate. payers.· 
I 

. • ' ln the rec.ent case of' M~~Jj~eJn B.e·11 te e hone and Te1e ra h 
vs., P,!Jb'l1c Ut·l.!Jt;"i~s Commtss·I.Q!!,, 5~3 Pu '2d 72·, 27 19 3 • the Supreme 
eourt. of" Co1orado sa~ •. . • . 

11 ... (M)ethods. of rahing capital should be 
1eft to the discret1on of management unless 
there 1s o sub~tant1al showing that rate 
payers are be1ng prejudiced ma.t.erfa.11y by . 
the managerial options 1n the area of capita1 
f1 nancu,g. 11 

• 

' ' 

I.n thh proteeding no showing at ali; let alone a substantial· 
showing,· has been mo.de that rate payers are being prejud.iced by the . 
Applicant 1s dec.isfon t.o finance c:onsttuction by 'its proposed equit~ 
offer·ing. On the contrary, H hour con~ldered opinion, the overall 

. ~1timate c.ot,t. to the tot~ payer wfn be lower-~ rmt highe.r, by·ustng • 
equity. to obtain its <1ddH1ona, rilpHa t need~.. . . • 
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CONCLUSIONS ON FlNDINGS OF FACi___,__....,....,-~-,,..,..........,...,.,....___.,__,_.._,.__..........,___ 

1. The proposed iSsuance and sale by App'l kant of 2,500,000 
shares of its Common Stock of the pat value of $5 each to a group of 
underwriters as hereinabove set forth, and. the proposed issuance and 
off'er to sell of not to exceed 250.000 shares of its Common Stock of 
the par va1ue of $_5 per Share to eligible employees of Applicant' and 
certatn of its subsid·1aries as hereinabov~ set forth, is reasonably·
required and necessary for App·t kant' s· proper corporate financing and 
should be authorized and approved. , 

•2. The proposed secm'Hies issuance is not inconsistent 
w.ith the public 1.nterest, and the purposes thereof are permitted by
lr,iw and are. consistent wHh the prdvisions of' Chapter 115, Colorado 
Revised _Statut~s 19G3, as amended. • 

. 3. The a~thorization sought in the afor~satd applicatfo~ 
should be granted and the following Order should be eMtered. • . 

.ORDER 

THE COMMISSION ORpERS: 

. . 1. That App1kant, PubHc Service Company of Colorado, be, 
and hereby is t .author1 zed to· 1issue ·and sei l .to underwriters not to 
exce~d 2,500,000 shares of Common Stock of t~e par value of $5 per
share a$ hereinbefore set forth . 

. • . 2. That Applicant be, and it hereby is~ authorized to issue 
and'offer for subscr1ptton to eligible em~loyees of Applicant and certain 

·of its subsidiaries not t.o exceed 250,000 shares of its Common Stock of 
the par value of $5 per share as. herednbefore set fo'rth. • • 

. . -J. That the ;Securitf(!s authoriz.ed to. be sold Mreunder shall 
bear on the face thereof serial numbers for proper and easy identifica'."' 
tion. • 

4. That Applicant, within thirty (30) days after the sale • 
price of the new shares of Common Stock to be offered by the under­
writers to the public has been determined, shall make a ve~i'fied report 
to this Commiss1on of s:uch pdce and accompany such report with a 
conformed copy of a11 amendment.s to .AppHcant' s Registration Statement 
f:iled with the Securities and Exchange Commission in connection with the 
,ecur1t1es authorized to be issued and. sold h~reurider. • 

•5. That Applicant; within ninety (90) days after the i.ssuance, 
sale and delivery of the aforesaid secur'lties~. shall file with this 
Commission a verified report showtng the dates of the respective sales 

•• of such ser..urittes, the fees~ commissions and other expenses inc.urred 
.by Appl kant incident to. such sales and the net proceeds r~ceived by 
Applicant from such sales. • 

6. 'That nothing herein sha11·be construed to imply any 
• recommendation or guarantee of, or ~ny obligation with resr>,,ect to, 
•S~id securities on the part of the State of Golorqdo. 

, 7. That the Comm·is.sion retain jurisdiction of thi's pro-
c~eding to the end that 'it may make such further order or orders in 
t~e premises a~. toit may seem to be.proper .and desirable. 
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.· · . 8. _That the authority herein granted shall be exercised. 
from and after the date of this Decision and Order, a-nd the same sHall 
be effective fdrthwith. • • • • • 

DONE IN OPEN MEETlNG .this 3rd day of September, 1974~ . • . . . 

THE PUBLIC. UTJLITIES 'COMMISSION 
OF THE STATE OF COLORADO 

EDWIN R. LUNDBORG 

HOWARDS. BJELLAND 

Commissioners. 

COMMISSIONER HENRY E. ZARLENGO ••• 
DISSENTING. • 

ma 
COMMISSIONER HENRY. E~ .. ZARLENGO. DISSENTIN·~: 

I respectfully dissent. 

·, . In this c~se Public Ser~ice Company. (PSC) has fn'ed an appHcatign • 
for Commission approval of acquisition of approximately $30,250~000 [!... 
new capital. This capital it can acquire by egLi.itY /2 financing, i.e. 
by the. sale·of common stock or by debt f.l financing, i.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 
11 shall enter its written order approving the petition and authorizing 
the proposed -securities transactions unless the. commission shall. find 
that such transactions are inconsistent with the public int~rest .. 11 

(Emphasis .supplied.) 

The qtfestion is: Is this securities transaction 11 inconsistent 
with the public interest 11 ? 

The evidence in the record can reasonably support only one 
finding, i.e. that the transaction is 11 inconsistent with the.public 
interest 11 , for on the one hand we have factual evidence, bordering on. 
mathematical certainty, that this capital must be acqu,ired by debt • 
financing to be llin 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 general, vague and speculative as to hardly require refutation .. 

••. T?~ taxable in~ome of a 'corporatiop5is taxed under the federal .. 
law at 48% - and under the state 1aw at 5% .- Because of reci pro'ca.l , 
inter se deductions allowed by said laws t~e co~posi!e t7~ is at .least 

•50% .. As money used to pay the cost .of equ1 ty frnancrng - comes from 

Ll Authority is sought to s.ell 2,750,000 sha'res of common stock, Stock 
·quoted on board as of 9-3-74@ $11.00. 

/2:, Common Equity • 
/3 . _Long Term Debt . 
/4;. Section 11 of the Intern.al Revenue Code (1971) 
Ts, Section 138-1-3 (2), CRS. 1963 
/6 "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 C.ompany must collect from 
the ratepayers $1 to pay the cost and $1 to pay the income taxes. The 
presently autho1r1zed minimum rate of return of Public Service Company on 
equity is 12.5%- Because of this doubling effect of income taxes Public 
Service• Company for every $100 of the new equity capital 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 federc1l 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 

'7.62%'/2 .. when Public Service Company pays its income taxes it could in 
calcu1ating its income taxes, if debt capital were acquired, deduct $7.62 
from the amount of its taxable income for interest paid and, at the ,composite 
rate of income taxes payable of 50%, this. would result in/j reduction and 
savings in the amount of income taxes to be paid of $3.81 ,- or of 3.81%. 
This is true, of course, assuming -the Company has sufficient income taxes to­
be paid against which this offset may be applied; an assumption hardly 
di'sputable. These savings of 3.81% to the utility .in payment of its income: 
taxes, by flow through, will ac;:tually be a savings to the ratepayers. As a .. 
re~ult 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,P..e ·n.Q._t. 
7.62%, the ostensible rate of interest, but 3.81%. If we.deduct, then, this­
actual rate of interest, i.e. 3.81%, from 25.00%, the actual cost rate. of 
equity capital we find that this new equity capital authorized wil 1 cost the· 
ratepayers 21.2% more tha·n if debt capital were acquired. 

·Public Service Company witness, Mr. Bumpus, admits these . 
conclusions, to wit: 

11 Q•. Mr. Bumpus, do you agree that the rate of interest on debt 
to the utili_ty 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 approximately the arithemetics 
yes. 

Q. In othe.r words, if the interest rate is .nine percent or.. 
ten _percent, the actual .cost would be four and one-half percent or 
five percent? 

A. That depends, Mr. Zarlengo, to some degree upon what the 
effective income tax rate is and --

Q. Well, say at a 50 percent, between state and feder:a 1. 

A. Well, if I might just create a hypothetical instance 

Q. Yes, you may. 

/l Decision No. 82411, February 23, 1973. 
/2 This rate is assumed as it is the most recent rate for Tong term debt 

for Public Service Company. Decision No. 82976, May 18, 1973. 
Example: For every $100 ,af taxable income@ 50% = $50.00, taxes:required: 

For every $100 of taxable income $7.62 
interest will ·be deducted leaving 
$92.38 taxable income@ 50% 46. 19 taxes required: 

lax savings for every $100 of new 
debt capital $ 3 .81 



A. Whi:c:h 1s not really _that hypothetical .• •Suppose .that' .there 
were no taxab1 e income.,: that the.effective tax rate, bec~use·'. of 
deduction of existing expenses reduced that ·effective .taxable . 
obligatio'n to zero, then. in effect there would .be no taxable obliga-.
tio~ against which to d~duct. the .interest •. so that with that clarif... 
ication, yes, I would agree. 

Q. I understand;. 

A. That would vary wi-th. t~e .effective ..... • 

Q.· :So ·1ong as the .c?mpany ~as taxable 1n·come.this wo.uld be ·true?'· 

_A. •.. Yes; thatw:ou·ld be·true. 
•' . • ' ' ·. . . 

. Q. Now do you agree that the cost ofequi.tyto the-utiiity an.d· . 
in turn to the ratepayers is double the rate of .re.turn on equity author.;.. 
1ze.d by the Commission as it takes one dollar of net revenue to :pay the. 
return on equit.y and one dollar to pay, th~ .,income taxes? . 

.·A. Again with the qualification that that depends upon the­
effectiVe tax rates. I would agree ·with that general ph11osophy . 
.(Transcript pages 82 and 83). · . · · • 

. • -From these facts ·emerges this con.clusion. As this new·equity. • . 
capita1 in the.sum of $30_,2so.ooo (approx.). he·rein ·appr_oved. by. the,co_mmfssion:_·
majority., wi11 cost the ratepayers 2l.2% more than if debt capital .were. •• 
acquired the aonual cost to themwi-11 b~ $21.2% X $30.2so,090, or $6,413,000 • 
more.: How ·1s this greater annual cost of $6,413.,000 justified and found .to .be··Tiflhe· pub1i c interest? • • • • 

. ' /1 ·, ' 
In .its CONCLUSIONS ON FI.NDINGS ·OF. FACT-the MaJority .ffods: 
11 The proposed' securiti'es issuance is riot inconsistent with ' 
th~ public iriterest... 11 

. • .. • ... 

No findings of fact sueeortt. or tend to support, this conclusion.
1.1.. ' '' ' 

In its DISCUSSION it states,. to wit: 

·"The re.cord is clear that it is· true .that.:the cost of debt .. 
.may be 1ower, at a singular point .in time. than the ·cost of. • 
equity. Neverth~1ess, the record is :a1so ,quite. clear that . 
if.Applicant wete tor-sort to the ·issuance of debt a~ this· . 
time rather than raising additional capital _by common .equity,
the overa11 composite. cost of capita1 -to the Applicant wou1 d. 
be higher which u1 timate1y .would have to be reflected in · 
higher rates to the ra·te payer ..• . If a utility were, to .... 
resort to an immediate lower,c·ost of capital which wou'ld.have 
the Y'8SU1 t ·U1 timatta1y of rai s inS its overa l1 capi £a 1t:()sis, . 
tfiat utf1fty company wou1 anot e acting fo· tFie 6est .inter.es.t :• 
of its rate, payers.·· 11 (Eniphasi-s su.pplied.) • • 

NO.TE 
••Discrepancies occuring· as .. to the total amount of sale of .stock is due· 

to -~he fact that on a..2a ... 74, the date of hearing. PSCo, stock ,was quoted. tt. 
$10-and the number of shares being sold was assumed to be 2,500,000 instea~ 
of 2,750,000 shares. On September 3, 1974, the date of this decision such·· 
stock was quoted .at $_11 .and the tota-1 .number of shares used is. 2,750aOQO as 
$hown in the'app1ication. 
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. . It admits that the cost of debt 1tmay 11 be lower yet conclude$ that 
11 it is also quite clear that if Applicant were to resort to the issuance of 
debt at this time rather than raising '1.dditional capital by common equity_, ·._.·. . 
the overall compos1te cost of cap1tallL to.the ApplicaQt would be ~igher . ~· . 11 

How can the compos1 te cost of cap1 tal be higher by adding debt cap1 tal rathe·r 
than equity capital which costs approximately 6 times m?re than debt capital? 

.It is further stated: 11 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 of its rate payers.II This statement appears to be nothing more than. 
a self-serving .general assumption and conclusion irrelevant in t~is case and 
unsupported by any evide.nce as applicable to Publi.c Service Company. •• 

. .It should be noted that these 1atter observations, assumptions and, 
concllJsions are not made as findings of fact but as 11 discussion11. 

/2 
In· its 11 DISCUSSlON 11 the Colorado Supreme Court is quoted:-

11.. (M)ethods of raising capital should be left to the 
discretion of management unless there is a substantial 
showing that rate payers are being prejudiced materially .. 
by the managerial options ·in the area of capital 
financing. 11 

Wfth this pronouncement I readily agree and point out that this is ·a case 
wherein it is shown that there is 11 a substantial showing that rate payers 
are being prejudiced materially by the managerial options in the area of 
capital financi.ngll, and further ·point out that the Court in the same case as 
to ·the Commissfo1i"1s exercise of judgment in ratemaking (and determination of 
capital structure-as here niade is· an essential factor in ratemaking) also said: 

.·"Public Utility rate making is a legislative matter, and·to. •• 
the PUC, under our statutory scheme, has been delegated 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 Dr discretion.·· This judgment or 
discretion on the part of the PUC must be· based upon evidentiary 
facts, calculations, known factors, relationship between known 
factors, and adjustments which may affect the re lationshi 
between known factors. 11 Emphasis supplied _ 

all of which are lacking in finding that the 11 proposed securities issue is 
not inconsis1;ent with the public interest". 

. . . . . 
Utilities urge that there is a serious danger in incr~asfog. 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 foteresi; rate on 
future debt will likely increase. Realistfcally, however, this·:objection is 
seen to have little substance, when the cost of debt and e·quity 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 rat~,; of return ·on 

_equity; -- to illustrate. The presently autoorfzed minimum' rate of return . . 

./1 The composite cost of capital must mean the composite cost of ~ebt 
-: and equity capita1 . . 
/2 . 513 P2d 721, page 727 (1973), 
/3 Ibid., page 726 o • 
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on common equity of Public Service Company is 12'.5% and the cost .thereof 1s. 
25% •. • For the net cost of debt capita1 to the ratepayers to equa1'.':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 
1e's$er the rate of interest than 50% the greater the- advantage...with the 
present rate of interest about 10% it is hardly conce1v~ble that sd fantastic 
a high interest rate will ever. be reached.. The 1idanger 11 is unreal ·and-pure

. _conjecture. • • • 
, . . 

An additional· and very realistic and substantial disadvantage of • 
·.equtty _financing 1s also apparent, Whenever debt .capital is acquire .the 
interest rate, Le. the cost of such capital .to the ratepayers, is fixed/
If at the tima of issuance of debt the rate of interest should be 10%, the. 
cost of .said debt .to the rat~payers thereafter and unti.l maturity of the . • 
debt will remain at 5%, .due to the fact that interest is a deductible item. 
in income tax reporting .. Whenever egui.ty capital is acquired, the cost:. 
thereof to the ratepayers is not f.ixea. as 1n the future if the Commission. 
shouldraise the.return on equity, a likely prospect under present.economic
conditions, the cost of such equity to the ratepayers will increase. And; 
it will in-crease,. as indicated at. double the% rate of. increase authorized.· 
by the Commission. So, if 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 equity. If a 2% increase is authorized, a 4% increase 
would foll ow. ·This disadvantage is very real and may amount to manl, 
millions· of dollars more in additional cost annually Jar capital,· 

StateQ another way: 

Whenever the uti 1 ity acquires equity .·capital rather than debt 
capital, thenceforth indefinitely in the future whenever. an increase in 
the rate of return on equity is authorized by the Commission, that_ eguity . 
capital Will cost the ratepayers additionally a sum at,doublei·the %of'·the 
rate of increase authorized but whenever debt capital rather than equity • 
capital 1s acquirjdi:thenceforth in the future, that debt tapital ~ill 
continue to cost the ratepayers at 1/2 the %of. the rate of interest .when . 
that debt capital was acquired. • • 

There is .no evidence that-Pub1ic:Service Company could not·se11 • 
bonds. To the contrary we find:. • 

11 Q. Has i't ever- tried a ten~year bond? 

A. No, sir. We have always been able to sell 30-year bonds, 
which from the company •s standpoint are more attractive and so that· 
is what we have done. 11LL . • ••• 

Again, we find this evjdence:/2 
. ' 

11 Q. Would the issuance of debt decrease the book value.of:the 
common stock?. • 

A. No, it. would.not. 

Q. I 'm sorry, I coul dn I t hear. yo1:.1r an:,wer. 

A.. No, it· would not in and of itse1L0 • 

•. Again, we -find this evidence:/3 

11 Q. Thank you. Now I figured ... I may be wrong •- but it-will. 
cost the company over $2 mi 11 ion to sell this issue of stock; 

71' Transcript Page 87.
72 Ibid., Page 95 • 
-,.,:,0 W-M ~ I I"\ .... _,.-..- , 0':) t'JJI 
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·

·

,

•estimated. •What ..would you estimate it would cost the .company~to sell 
• boi1 ds in the same amount? • • • • ' • • 

A. It .would be very substa_ntially _less .than that, Mr. Z_a·rl~ngo,
I don't haye a pre_cise figure. • 

·Q. Would you say --

A. Perha~s.half. 

_Q. ' Half? 

A. P._erhaps ha1f. 11 

Again·, we flnd this ·evidence: 

11 Q. You made the .remark that •-if -debt ..were. sold,. the ,to.tal cost 
of embedded d_ebt would rise, that is, if the company borrowE~d. this.. 
$25 million rather than sell. stock? • • • 

.A. I believe ·1 testified that it would·, and also in rrw judgment~ 
the to_t _al cost of capital would -rise -in -the futµre~· . •. •.' 

Q. • Yes, but in compar"ison of. :$25 million additional debt to -the·,. 
total ~lready embedded debt, . this rise would be more or less negligible, 
wouldn't it? . 

. . . . 
A. Well, when -·one ·considers tha_t one would be adding $25 irifllion 

. to ·a base approaching ha_l f a _bill 1on dollars, the -immediate impact upon 
embedded debt cost would be relatively -small. 11 (Tr. Page 81l): ..• • •
• • . ******* • • • 

In this .case the. ·a·lt-~rnatives are clear. Management hi~S exercised·,. 
its d·iscretion and ·the Commission majority ap-proved it -- a"11 contrary to the, 

- declaration of the Colorado Supreme Court, to wit: 
. . . 

• 
11Courts ·and commissions should respect ·the decisions of -. 
mahagement and, in general, -not succumb to the temptat·ior} 
of ass.urning the rol~ of management. However, n6 matteIr- ho.w 
much deference we have and ,should have ·for high1y-.:trained 
management, when -that ·management a~uses its. manageri.al 
discretion to tl1e detriment of .its .-customers, our regu·tatory 
commissions have ·a duty to declare :the a~use ·?nd make i;uch 
orders as wi 11 give to ratepayers the advantage of th.oi;e 
economies of whith management has fail~d to avail itself~~ 
172 Colo . 188, at pages 203, 204. 1970. . 
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