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BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF COLORADO 

IRADO-UTE ELECTRIC ASSOCI- 
INC., FILED UNDER ADVICE ) DECISION OF THE COMMISSION 
NO. 12, 1 

Appearances: 

October 15, 1974 
I - - - - - - - - -  

G i r t s  Krumi ns , Esq., Montrose, Colorado, and 
John J . Conway, Esq. , Denver, Colorado, f o r  

Col orado-Ute E l e c t r i c  Associat ion, I nc .  ; 
Robert R. Wilson, Esq., Cortez, Colorado, f o r  

San Miguel Power Associat ion, Inc,;  
George E. D i l t s ,  Esq,, and C l i f f o r d  C. Fossom, Esq,, 

Cortez , Colorado, f o r  
Empire E l e c t r i c  Associat ion, Inc, ; 

L. K. C h r i s t o l e a r  and Cra ig  M e r r e l l  , 
Denver, Colorado, o f  the  
S t a f f  o f  the  Commission, 

PROCEDURE AND RECORD 

COMMISSION: 

Col orado-Ute E l e c t r i c  Associ a 
r by i t s  f u l l  corporate name o r  
on June 18, 1974, f i l e d  w i t h  t h  
accompanied by c e r t a i n  cont rac t  
9 : 

1, Second Revised Schedule I' 

Revised Schedule "B") t o  
Colorado-Ute f o r  wholesal 
t o  the  f o l l o w i n g  members 
respec t i ve l y :  

i t ion ,  Inc .  ( h e r e i n a f t e r  r e f e r r e d  
as Col orado-Ute) , Respondent 

 is Commission i t s  Advice L e t t e r  
, r e v i s i o n s  p e r t a i n i n g  t o  the 

B" (cancels E i r s t  
the cont rac ts  of 
e e l e c t r i c  se rv i ce  
o f  Col orado-Ute, 

Yampa Va l ley  E l e c t r i c  Associat ion, I nc .  
White R iver  E l e c t r i c  Associat ion, Inc ,  
San Miguel Power Associat ion, I nc .  
Empire E l e c t r i c  Associat ion, Inc,  
San Lu i s  Va l ley  Rural E l e c t r i c  Cooperative, I n c .  
Southeast Colorado Power Assoc ia t ion  
San Isabe l  E l e c t r i c  Services, I nc .  
Sangre De C r i s t o  E l e c t r i c  Associat ion,  I nc .  

2. Second Revised Schedule "A-1" (cancels F i r s t  
Revised Schedule "A-1") t o  the  cont rac ts  o f  
Col orado-Ute f o r  wholesale e l e c t r i c  se rv i ce  
t o  the  f o l l  owing members o f  Colorado-Ute, 
respec t i ve l y :  



Del ta-Montrose Rura l  Power L i nes  Assoc ia t i on  
Grand Val l e y  Rura l  Power Lines, I n c .  
Ho ly  Cross E l e c t r i c  Assoc ia t ion ,  I n c .  
La P l a t a  E l e c t r i c  Assoc ia t ion ,  I n c .  
Gunni son County E l e c t r i c  Assoc ia t ion ,  I n c .  

Because o f  t h e  impo r ten t  impact  on members o f  Colorado-Ute 
s i n g  wholesale e l e c t r i c  s e r v i c e ,  as i n d i c a t e d  by t h e  p r o t e s t  
i r e  E l e c t r i c  Assoc ia t i on  and San Miguel  Power Assoc ia t ion,  
t h e  Commission by i t s  Dec is ion  85604 suspended t h e  e f f e c t i v e  

t h e  c o n t r a c t  r e v i s i o n s  f i l e d  by Colorado-Ute i n  t h e  Advice 

Empi r e  E l e c t r i c  Assoc ia t i on  and San Miguel  Power Assoc ia t i on  

A f t e r  due and p roper  n o t i c e  t o  a l l  i n t e r e s t e d  p a r t i e s  t h e  

i n t o  evidence, The e x h i b i t s  a re  l i s t e d  as f o l l o w s :  

E x h i b i t  Witness 

A f f i d a v i t  and N o t i c e  o f  An Inc rease  i n  
t h e  Rates o f  Colorado-Ute E l e c t r i c  Assoc- 
Sat ion, I nc ,  

Colorado-Ute E l e c t r i c  Associ a t i a  Member O T a l  l o n  
Sys tems C e r t i  f i ed Se rv i  ce  Areas 

Colorado-Ute E l e c t r i c  Assoc ia t i on  System O IFa l l on  

Colorado-Ute E l e c t r i c  Assoc ia t ion ,  Inc .  0 '  Fa1 I o n  
Demand (mw 1 1966- I973  



Transmi s s i  on L ines (Cost/Mi 1 es) O'Fal l o n  

P re l  i m i  nary I n v e s t i g a t i o n  Charges O 'Fa l lon  
Through 7-31 -74 

Journeyman Lineman Hour ly  ra tes  f o r  t he  Hi ggi  ns 
Years 1966 through 1974 

General Wage Increases Compared t o  Con- Higgins 
sumer P r l c e  Index (CPI) f o r  the  Years 
1966 through 1974 i n  Percent 

P a y r o l l  Expense i n  M i  11s per  K i  lowa,t t-  H igg i  ns 
hour Sold f o r  the  Years 1966 through 1974 

Colorado-Ute E l e c t r i c  Associat ion, Inc.  McGui r e  
P o l l u t i o n  Contro l  Equipment Add i t ions  

Annual D a i l y  Load and Resource Graph Hale 
Calendar Year 1973 

Var iab le  Product ion Costs by Source Hale 
12 Months Ending J u l y  31, 1974 

Monthly Load and Resource Durat ion Curve Hale 

1973 Annual Load & Resource Durat ion Hale 
Curve (Net s en era ti on) 

Study Load & Resource Durat ion Curve Hale 
f o r  57% Load Factor  

Study Load & Rwource Dura t ion  Curve f o r  Hale 
36% Load Factor  

Study Load and Resource Durat ion Curve Hale 
f o r  79% Load Factor  

Est imated Var iab le  Energy Cost f o r  D i f -  Hale 
f e r e n t  Annual Load Factors 

Est imated Var iab le  Energy Cost f o r  D i f -  Hale 
f e r e n t  Annual Load Factors (Graph) 

Resolut ion (Increased Rates) Vol d 

Computation o f  Rate o f  Return on Average Vold 
Rate Base and Pro Forma w i t h  Rate Adjust-  

Balance Sheet & Statement o f  Operations Vol d 
J u l y  31, 1974 

Statement o f  Income and Expense w i t h  Ad- Vold 
justments 12 months ended 7-31-74 

Computation o f  Average Rate Base - 12 Vol d 
months ended 7-31-74 

Cost o f  Serv ice - 12 months ended 7-31-74 Vold 

Cost o f  Cap l ta l  Computations - 12 months Vold 
ended 7-31-74 



Computation o f  Rate o f  Return on Average 
Rate Base and Times I n t e r e s t  Earned Ra t io  

Vol d 

12 months ended 7-31-74 

28 F inanc ia l  P o l i c y  Statement No, 3 

Excerpt from: Supplemental Mortgage and 
Securi  ty Agreement 

Vol d 

Vol d 

Resol u t i o n  (Dapi t a l  C red i t s )  Vol d 

Times I n t e r e s t  Earned Rat io  ( E l e c t r i c  Vol d 
U t i l i t i e s  Operat ing i n  Colorado 1973) 

P r o ~ e c t e d  Growth i n  Investment 1974-1977 Vold 

Equ i t y  Rates t o  be Obtained i f  Rate o f  Vol d 
Return as Sought i s  Maintained - 1974-q977 

Est imated E a u i t . ~ .  Rate o f  Return, and Rate Vold . - -  
Increase Requirements a t  Various -TIER 
Levels 1974-1 977 

Computation o f  I n t e r e s t  Coverage a t  4.89% 
Rate o f  Return 

Excerpt from: Supplement dated as of 
September 18, 1973, t o  Supplemental 

Vold 

Vold 

Mortgage and Secu r i t y  Agreement 

7 Margins t o  be Produced by F i l e d  Rates Vol d 

Comparison o f  Cost per  kwh a t  Various 
Levels o f  Usase, Present and Proposed - - 
Rates 

Comparison o f  Revenues, Present and 
Proposed Rates, 12 months ended 7-31-74 

Vol d 

Vol d 

M r ,  Johnson t e s t i f i e d  on beha l f  o f  Empire E l e c t r i c  Associat ion, 
enor, 
ed i n  

and sponsored t h e  f ~ l l o w i n g  exh ib i t s ,  a l l  
t o  evidence: 

E x h i b i t  

40 Colorado-Ute E l e c t r i c  Energy Revenue 
May 1973 through A p r i l  1974 

Monthly Demand - Colorado-Ute Members 
( KILOWATTS ) 

o f  which were 

Systems Annual Load Factors - 12 Months e 
A p r i l  30, 1974 

nded 

46 Rate Curves - Load Factor  % 
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Colorado-Ute Member Systems - Purchased Power - 
Mills/KWH - 12 months ending April 30, 1974 

Average Cost of Purchased Power - Period 
Ending Aprj 1 30, 1974 - Proposed Rate "A-1" 

Average Cost of Purchased Power - Period 
Ending April 30, 1974 - Proposed Rate "B" 

Power Factor Example 

the r  San Miguel Power Association nor the Commission Staff offered 
testimony or  exhibits.  A t  the conclusion of the hearing the 

t e r  was taken under advisement by the Commission, 

FINDINGS OF FACT 

From the en t i r e  record herein the Comnission finds as fac t  

1 ,  Colorado-Ute i s  a pub1 i c uti  1 i ty  engaged in a business 
urchase, generation and transmission of e l ec t r i c  power and 
y for  sa le  a t  wholesale. I t  i s  a Colorado corporation 
ized as a cooperative association and has f i f teen  members. 

rado-Ute's in t ras ta te  operations within the State  of Colorado are  
ect  t o  the ~ u r i s d i c t i o n  of the Commission. 

2. The proceeding herein involves the wholesale power rates 
olorado-Ute to i t s  thirteen members within the State  of Colorado 

Delta-Montrose Rural Power Lines Association 
Empire Electr ic  Association, Inc. 
Grand Val ley Rural Power Lines, Inc. 
Gunnison County Electric Association, Inc. 
Holy Cross Electr ic  Association, Inc. 
La Plata Electric Association, Inc, 
San Isabel El ec t r i  c Servi ces, Inc, 
San Luis Valley Rural Electr ic  Co,operative, I ~ c .  
San Miguel Power Association, Inc, 
Sangre De Cristo Electric Association, Inc, . 

Southeast Colorado Power Association 
Whi t e  River Electr ic  Association, Inc. 
Yampa Valley Electr ic  Association, Inc. 

3, The proper t e s t  year for  the determination of the reason- 
ness of i t s  wholesale power rates in the State  of Colorado i s  
twelve months ended July 31, 1974, with proper adjustments as 

in the findings below, 

4. Besides wholesale power and energy sales  to  i t s  thirteen 
rado members, Colorado-Ute also provides certain services to  i t s  
e r  in Arizona, the Sa l t  River Project, and makes certain surplus 



6 ,  Colorado-Ute provides wholesale e l ec t r i c  power service to  

as make varSous wheel ing and displacement arrangements with 
ing u t i l i t i e s ,  A beneficial aspect of such geographic dis- 
i s  the resulting wide diversity among member system loads, 

Go% orado-Ute ' s member system l oads have been increasing a t  

of January 1 ,  1973, the average cost per mile of a l l  115 
n l ines constructed by Colorado-Ute was less  than $15,000, 
ines constructed in 1973 and 1974 have averaged in excess 
mile, These Cost increases are due primarily t o  increases 
materials and rights-of-way, For example, a1 uminum 

agent by the National Labor Relations Board pursuant to  
n held in early 1974, 

ndex ( C P I )  pub1 ished by the Bureau of Labor 



a t i s t i c s  increased 1008% between September 1973 and August 1974; 
r the f u l l  twelve-month period, the increase i s  estimated to  exceed 
%. Colorado-Utes general wage increases in 1973 and 1974 sub- 
anti a l  ly exceeded general wage increases in previous years, This 

understandable since 3973 and 1974 have been periods of uncon- 
olled inf lat ion as demonstrated by increases in the CPI, Moreover, 
e 1974 wage increases are not related to,  and will not be of fse t  
, increases in productivity, Colorado-Ute's unit labor costs 
r kwh sold increased from 1.0 mills/kwh in 1972 to 1.2 mills/kwh 
1973, and fur ther  to  3,3 mills/kwh during the f i r s t  s ix  months 
1974" This increase in unit  labor costs exceeds the increase 
wage rates for  the same period, t h u s  indicating a complete lack 
increase in productivity, The reason f o r  th i s  lack of increase 
productivity of Colorado-Ute's employees i s  rather obvious. In 

e f i e ld  of power supply, the basic cause of increased productivity 
the instal la t ion of more modern, larger and more e f f i c i en t  
erating units.  Colorado-Ute has not added any such units since 
5,  and i t s  most e f f i c i en t  unit--Hayden I--  i s  now fu l ly  u t i l ized ,  
f i r s t  opportunity for  a productivity increase cannot be expected 

i l  additional generating capacity i s  added in 1976. 

10, The enactment of emission regulations to  control a i r  and 
e r  po%lution in 1971 has required Colorado-Ute to  construct 
i t lonal pollution control f a c i l i t i e s  a t  both Nucla and Hayden 
t ions,  Unti l such faci 1 i t i e s  are placed into service,  Colorado- 

continues to  operate under temporary variances. The ins ta l la -  
n of these f a c i l i t i e s  has been undertaken and pursued by 
orado-Ute with al % due diligence, b u t  i t  has taken time to 
perly engineer, design, procure and instal  1 equipment that  wi l l  
t the applicable standards, To do th i s  has required the removal 
Sunking of the existing mechanical collectors and a cold-side 

c t ros t a t i c  precipi ta tor ,  instal led when Hayden Unit 1 was i n i t i a l l y  
tructed, whlch removed less  than 90% of par t iculate  matter from 
k gasses, and did not meet the 1971 regulations. As of July 31, 3974, 
rado Ute had invested $1 2,397,181 in pol lution control equipment 
1 under construction, The total  cost of th i s  additional equipment 
stimated to  be $1 4,421,710. Aside from reducing pollution, the 

ta l la t ion  of th i s  equipment will have no beneficial economic ef fec t .  
productive capacity of Col orado-Ute wi 11 be reduced by approx- 

te ly 2.5 megowatts + There wi 11 be additional operation and maintenance 
capital costs,  without any offset t ing increases in revenue or decreases 

l l , In the operation and management of i t s  business, Colorado- 
makes extensive use of an electronic data processing (EDP) 

tem, The EDP system i s  also available fo r  use by Colorado-Ute's 
rteen Col orado members, under certain conditions, wi thout any 

-7- 



harge. The p a r t i c i p a t i n g  member must agree t o  p rov ide  

12. Colorado-Ute ' s  major  resources ava i  l ab1  e t o  meet members 
i s t  o f  t h e  Hayden S t a t i o n ,  Nucla S t a t i o n  ( 3  u n i t s ) ,  t h e  
u t  o f  t he  Mol i n a  Hydro p l a n t s  ( g e n e r a l l y  known as t h e  
r o j e c t  o f  t h e  U n i t e d  S ta tes  Bureau o f  Reclamation),  and a 
o n t r a c t  w i t h  P u b l i c  Se rv i ce  Company o f  Colorado. V a r i a b l e  

cos t s  on a t e s t  y e a r  ad jus ted  bas i s  va ry  f rom a low o f  2.71 ' 

f o r  Hayden energy t o  7.19 m i l l s / k w h  f o r  p u r c h a ~ e s  f rom 

t h e  most economical energy. Col orado-Ute schedules these 
urces i n  such a manner as t o  produce, f o r  s a l e  t o  i t s  a1 l- 
t s  members, t h e  most economical energy poss ib l e .  Th i s  means 
owest c o s t  energy resource  i s  scheduled f i r s t ,  and t h e  
s t  resource  used o n l y  du r i ng  peak pe r i ods .  I n  a d d i t i o n  t o  

u a l  l o a d  f a c t o r  o f  t h e  system, Thus an i nc rease  i n  Colorado 
a c t o r  would n o t  lower  v a r i a b l e  energy cos t s  ( f i x e d  costs ,  

remain t h e  same, r ega rd less  o f  l o a d  f a c t o r ) .  I n  f a c t ,  a sub- 
ncrease i n  annual l oad  f a c t o r  f o r  Colorado-Ute would i nc rease  
, as a l oad  f a c t o r  i n  excess o f  80% cou ld  n o t  be handled w i t h -  

13. Th i s  proceeding i n v o l v e s  t h e  r a t e s  o f  Colorado-Ute t o  i t s  
i rements members i n  t he  S t a t e  o f  ,Colorado (sometimes r e f e r r e d  
e " t h i r t e e n  members"), t h e  p resen t  and proposed r a t e s  a r e  as 

Schedule "A-1 " 
(Load Center Del i v e r y )  

e r  kw o f  maximum demand 

For  a11 remain ing kwh used 
pe r  month, per- kwh 

7 , 6  m i l l s  

4 , 3  m i l l s  

7.3 m i l l s  

7 - 3  m i l l s  



Schedule "B" 
(Bul k Del i very)  

Present  Proposed 
Monthly Rate Monthly Rate 

6.2 m i l l s  6.6 mi l l s  

r a l l  remaining kwh used 
r month, per  kwh 4.3 m i l l s  6.6 mi l l s  

In addi ti on, Col orado-Ute proposes t o  update the  ex i s  t i  ng 
justment c lause  so  t h a t  any fue l  e sca la t ion  would be based on 

15,  The appropr ia te  r a t e  base of Colorado-Ute' appli  cab1 e 
s t h i r t e e n  member s a l e s  i n  t h i s  proceeding i s  $53,415,000 cons i s t -  
f the  fol lowing:  

Deduct Amount Rate Base 
Allocated t o  Applicable t o  

Total Surplus Sales  13 Members 

$66,203,742 $4,656,723 

---- 1,474,374 

s :  Accumulated 
12,831,919 1,819,689 11,012,230 

rage Rate Base $56,605,687 $3,191,196 

-9- 



Plant"  as  l i s t e d  above includes average Work i n  Progress of 
a t e l y  $20 mil l i o n ,  o r  more than 1 /3  of t o t a l  average r a t e  base. 

16. Col orado-Ute's opera ti ng revenues f o r  t h e  t e s t  yea r  
t o  a t o t a l  of $1 1,718,925. Revenues app l i cab le  t o  the  r a t e s  
i n  t h i s  proceeding a r e  determined as  fol lows:  

Total Operati ng Revenue 
Less : Revenue from Other Sal es  
Actual Revenue - 13 member s a l e s  
Add: Adjustment f o r  r a t e  changes 

during the  t e s t  yea r  289,146 
Adjusted Tes t  Year Revenue - 13 member 

$ 9,072,584 

Total operat ing revenue deductions $9,904,272 
Amount Applicable t o  Other Sa les  (2,672,832) 
Operating revenue deductidns Appl i c a b l e  

t o  13 Member Sales  $7,231,440 
Proper Adjustments t o  Tes t  Year Expenses 

a s  l i s t e d  i n  t h e  Finding No. 17 below 
Adjusted Operati  ng Revenue Deductions 

Applicable t o  13 Member Sales  

a .  General Wage Increases 
(1)  5 % o n  September 9, 1973 $ 11,503 

( 2 )  3% on June 1 ,  1974 and 
8% on September 7, 1974 248,237 

$259,740 

b. Increase  i n  f r i n g e  bene f i t s  (medical 
6,003 

c .  Payroll  overheads on pay inc rease  -37,610 

d .  Increase  i n  F .  I .C . A .  base 1974 over 
13,248 

e .  Research and development c o s t s  
e f f e c t i v e  1-1 -74 35,681 

f .  To r e c l a s s i f y  cont r ibut ions  ( 999) 

g . Depreciation on Pol 1 ut ion Control 
Equipment included i n  Work i n  Progress 
a t  7-31-74 

Nucl a $1 63,274 

21 7,546 380,820 

h . To a d j u s t  depreci a t i  on expense t o  
(1 21,180) 

Total Increase  
-10- 
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t o t a l  amount, $554,946 i s  app l i cab le  t o  the  t h i r t e e n  member 

19 ,  I n t e r e s t  o r  debt  f o r  the  t e s t  yea r  amounted t o  $1,490,580, 
$760,862 was charged tot  cons t ruc t ion  a s  A1 lowance f o r  Funds 

Construct ion,  leavi  ng a balance of $729,718 of i n t e r e s t  expenses 
t o  opera t ions .  Other deductions amounted t o  $5,985. The t o t a l  

t and o t h e r  deductions a r e  properly a l l o c a t e d  and adjus ted  as  

Total I n t e r e s t  $1 ,490,580 
Other Deductions 5,985 
Total I n t e r e s t  and Other Deductions 

f o r  Tes t  Year 1,496,565- 
Amount Applicable t o  Other Sales  ( 86,768) 

Amount Applicable t o  13  Member Sales  $1,409,797 
Adjustment t o  I n t e r e s t  Expense t o  Ref 1 ec  t 

the  Composi t Cost of Money on 7-31-74 of 
102,735 

I n t e r e s t  and Other Deductions, as  Adjusted $1,512,532 

$9,072,584 

Adjusted Operati ng Revenue 
Deductions (Fi ndi ng No. 17)  7,786,386 

El e c t r i  c Operating Margi ns $1,286,198 

s poin t  i t  i s  ev ident  t h a t  i n t e r e s t  and o the r  deductions on a 
e a r  adjus ted  bas i s  exceed e l e c t r i c  opera t ing  margins, which 
i n d i c a t e  a d e f i c i t  opera t ion .  However, $760,862 of i  n teres  t 
per ly  c a p i t a l  i  zed as  A1 1 owance f o r  Funds Used i n  Construction. 

borrowed f a r  such p r o j e c t s .  

-11- 



22. The ra tes  proposed by Colorado-Ute in  t h i s  proceeding 
d, on a t e s t  year  bas is ,  produce addit ional  revenues of $564,163 
a l l y ,  o r  an increase of approximately 6.2%. Since expenses 
d not be affected by such increased r a t e s ,  margins wou-ld a l so  
ncreased by $564,163. After such a r a t e  adjustment, the  f inancia l  
1 t s ,  applicable to  th i r t een  member sa les ,  would be as  follows: 

Adjusted Elec t r i c  Operating Margins 
before r a t e  increase (includes 
a1 1 owance f o r  funds used i n construction) $ 2,047,060 

Rate Increase 564,163 

Adjusted Elec t r i c  Operating Margins 
a f t e r  r a t e  increase $ 2,611,223 

Average r a t e  base $53,414,491 
Rate of Return 4.89% 

i 

Operating Margins as adjusted before r a t e  
i ncrease $ 534,528 

Rate Increase 564,163 

$ 1,098,691 

In t e r e s t  expense as adjusted (does not 
include i n t e r e s t  capi t a l  i zed as A1 1 owance 
f o r  Funds Used in  construction) $ 745,685 

Total af Operating Margins a f t e r  r a t e  increase 
and i n t e r e s t  expense, a f t e r  a l l  adjustments $ 1,844,376 

Times In t e r e s t  Earned Ratio, a f t e r  r a t e  increase 
($1,844,376 t $745,685) 2.47 

23, A reasonable TIER considering Colorado-Ute's present 
mstances i s  i n  the range af 1.5 t o  3.0. This finding i s  made i n  
dera t i  on of Col orado-Ute ' s cooperati ve organi za t i  on, i t s  1 ong- 

a1 1 -requi rements who1 e sa l e  power contracts wi t h  i t s  members 
t s  c e r t i f i c a t e s  of public convenience qnd necessity t o  serve 
members, as  well as i t s  current  financing and mortgage obligations.  

24. In addit ion t o  construction work i n  progress a t  the end of 
t year ,  Colorado-Ute has j u s t  s t a r t ed  construction of the Craig 
of the Yampa Project ,  and other  s i z ab l e  addit ions to  i t s  system 

ry t o  provide the capacity t o  meet the  load growth of i t s  members. 
mates t h a t  i t s  net  p lant  wi l l  increase from approximately $66 

( a )  Insured loans from the Rural ~ l e c t r i f i  ca t i  on Admi ni s t r a -  
Some 2% money will  s t i  11 be avail able  to  Colorado-Ute under previous- 

proved loans not y e t  drawn down; current  i n t e r e s t  r a t e  i s  5%. 

-1 2- 



( b )  Long term financing from e i ther  the Federal Finance Bank 
National Rural Uti 1 i t i e s  Cooperative Finance Corporation, 

i a l ly  a t  open market in t e re s t  ra tes .  

mortgage dated October 24, 1P72, was executed by Colorado-Ute 
to authorization of the Commission. Essentially a l l  u t i l i t y  
of Col orado-Ute, now owned or hereafter acquf red, i s  encumbered 

i s  mortgage, The f i  nanci ng arrangements presently avai lable 
ado-Ute are generally qui t e  favorable to  Col orado-U t e ,  i t s  
and the ultimate consumer. 

26, The r a t e  of return for  Colorado-Ute must be suf f ic ien t  
e confidence in the financial integri ty  of Colorado-Ute, so as 
ain i t s  c redi t  and to enable i t  to ra i se  capital on reasonable 
The most appropriate measurement fo r  th is  purpose a t  th i s  time 

Interest  Earned Ratio. A ra te  of return of 4,89% on average 

2 7 ,  The mortgage referred t o  above also r e s t r i c t s  refunds of 
ul a ted patronage margi ns to Col orado-Ute Is members. The r e s t r i  c- 
are as fol 1 ows : 

(b)  No refund may be made i f  a f t e r  making such refund, current 
i t i e s  (including short-term borrowings) would exceed current assets .  

Colorado-Ute, pursuant to  s t a f f  s tudies ,  and by a resolution 
d by i t s  Board of Directors, has requested the Mortgagees to 
e r  the elimination of such res t r ic t ions .  I t  i s  our finding tha t ,  
generation and transmission cooperative i n  Colorado-Ute's s i tua t ion ,  
s the best measurement of financial integri ty .  While the Commission 

the credi tor ,  nor does i t  manage the enterprise,  we do find that  
e ra t i  ve must find a way to return capi ta l  credi t s  to i t s  members 
a reasonable time, In case of a generation and transmission 

a t ive ,  such time period should idsal ly  be no longer than the period 
ed by i t s  members for  revolving the i r  capital  credi ts ,  In the case 
orado-Ute, a revolving period of not less than f ive and not more 
en years i s  reasonable, i f permi t ted under mortgage condi t i  ons . 

28. The rates proposed by Colorado-Ute are  based upon a cost 

been allocated to th is  service (Rate Schedule A-1). On t h i s  basis, 
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29, A monthly load factor  rate  with a single block in the energy 
i s  consistent with the philosophy of encouraging conservation, 

than use of energy, Such a ra te ,  as proposed by Colorado-Ute in 
oceedi n g ,  i s  not unjustly discrdmi natory to any of Colorado-Ute's 
or ultimate consumers, An annual load factor rate  i s  not appropriate 

-requirements wholesale sa les ,  as i t  would tend to  unduly penalize 
mbers with low load f a e t o ~ s  whose peak demands occur during a 
hat i s  not a peak peraod for the en t i re  Colorado-Ute system, Such 
not cause the incidence of additional costs ,  b u t  may in f ac t ,  con- 

to lower costs by increasing diversi ty ,  An annual load factor  rate  
asonable for  partsal ~equirements customers who are able t o  take 
of monthly fluctuations by juggling purchases, A monthly load 

t e  i s  reasonable and not unjustly discriminatory for  Colorado-Ute's 
s a t  this  t%me. (Note: The Commission i s  pleased that  two members 

do-Ute appeared a t  the hearing j n  th i s  matter t o  protest  the 
f the ra tes" ,  One of the strengths of a cooperative association 

e differing views of an informed membership, In the instant  case, 
ission has n o t  accepted the views of the protesting members, How- 
may we1 l be tha t  under different  factual conditions that  will 

s to the genesat~ny fac i l  I t ~ e s  of Colorado-Ute in years t o  come, 
adjustment clause r e l a t i  we to  annual load factors may be appropriate,) 

30, Colorado-Ute has no current problems with a poor power factor .  
past ,  power factor problems on Colorado-Ute's system have been 
ed by instal  lation of appropriate equipment by the party causing the 

Correction of a poor power factor  i s  beneficial to both the 
nd the customer- A poor power factor  i s  a waste of system capacity 
e corrected by appropriate equipment; i t  i s  not cured simply by 
of a ra te  penalty- 

DISCUSSiON 

The Colorado Public U t ~ l i t i e s  Commission, as a consumer protection 
, i s  charged w i  t h  the 6-esponsi b i  l i ty of ensuring that  consumers 
e adequate u t i l i t y  serwces a t  jus t  and reasonable ra tes ,  A corollary 
s i b i l i t y  i s  t o  see tha t  investors in u t i l ~ t y  securi t ies  are properly 
ted and compensated, i n  order that  such investors wi 11 continue to be 
g t o  provide funds for the eonstr.uction of the necessary u t i l i t y  plant t 

vide service,  Hn exercising judgment ~n performing these responsibi l i t ies ,  
necessary fo r  a tegulatory commiss~on t o  erect  a regulatory framework, 
enough to provide the necessary protect'ion b u t  f lexible  enough to 

odate and to meet the differing needs of consumers, of andiwidual 
i e s ,  and of investorsr 

The Colorado Commission, i n  past years, has demonstrated the ab i l i t y  
e adjustments i n  the regulatory framework to  accommodate the needs of 
ent types of uti di t l e s ,  A good example would be the u t i l  ization of 

r a t i  ve i nves tor-owned uti iity operati ng rat ios  i n determi ni ng the revenue 
ements of a municipally owned u t i l i t y  providing service outside i t s  
a te  l imi ts ,  Another example, which i s  direct ly  relevant in the instant 
ding, i s  the appl ica t~on of ra te  of return concept, with adjustments, t o  

ec t r i c  cooperatives The Commission f i r s t  applied this  concept to a 
ive u t i l i t y  in Dec~sion 71084, Re Union Rural Electric Association, 

, Application No? 22987 (March 26, 1968), 

In the Union case, the Commission developed a method of computing 
i r  ra te  of return for  a cooperative that  obtains i t s  equity capital 
ugh  retention of patronage marglns for  a limited period of time. Basical- 
the Commission found that  the cost of such equity capital ar ises  from the 
s s i ty  of returning i t  to the patrons within a specified period of time. 
ematically, i t  computed equity cost by dividing 100% by the number of 
s of the revolving period, Thus, a 10-year revolving period would resu l t  
capital cost ot 10% while a 15-year revolving period would resu l t  in a 
of 6-2/3%, In addl t ion,  the Commission found i t  appropriate t o  base the 

te  of return determination upon a hypothetical capital s t ructure that  would 
t the desirable rather than actual debt-equity ra t ios ,  This was neces- 
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operatives. In the San Luis Valley Rural Electr ic  Cooperative, Inc. 1971 
t e  case, the Commission by adopting the recommended decision of an examiner 
ecision No. 78921 ) s e t  equity guide1 ines for  rural e l ec t r i c  cooperatives 

30% to 45% and the period for  rotation of capital credi ts  from 10 to 15 

the use of a hypothetical capital s t ructure.  For Colorado-Ute, the use of 
hypothetical capital s t ructure i s  unrea3istic a t  this  time, After a l l ,  the 

othetical capi ta l  structure that  i s  used for  ratemaking purposes should 
r some resemblance to  what a desirable debt-equi ty r a t io  i s ,  and should 
o be reasonably capablq of attainment, As the evidence i n  th is  proceeding 
closes, under current conditions Colorado-Ute neither expects nor needs to 
umulate equity to the extent that  equity would constitute a large percent- 
of i t s  total  capi ta l ,  The financial strength of Colorado-Ute l i e s  in i t s  

1 usive cer t i f ica tes  of pub1 i c convenience and necessi ty to provide whole- 
e service to i t s  members, i t s  wholesale power contracts tha t  obligate such 
bers to  purchase a1 1 the i r  requirements from Colorado-Ute, and i t s  ab i l i t y  
earn and col lect  adequate revenues from such members. Accordingly, i n  the 
ceeding, the measurement of a f a i r  and reasonable ra te  of return for  
orado-Ute should be made on a basis tha t  re f lec ts  such revenue earning 
1 i ty.  The best financial measurement for  this  purpose i s  the Times Interest  
ned Ratia. This ra t io  indicates the ab i l i t y  of the enterprise to pay i t s  
i ta l  costs out of current revenues, Certai;nly, a t  l eas t  fo r  Colorado-Ute, 
i s  the most meaningful measurement of the magnitude of the capital costs 
t should be included in total  revenue requirements fo r  ratemaking purposes. 

The Colorado Pub1 i c Uti 1 I t i e s  Commission i s  a1 ready utl l i  zi ng 

"Witness Garrison of the Commission Staff presented a 
third approach which properly might be described as the 
9 nteres t coverage' approach, Mr. Garrison t e s t i f i ed  that  
earni ngs avail able for  coverage compared to the total  i nteres t 
expense of the e l ec t r i c  department resulted in a ratao of 2"53 
to 1 and wi t h  respect to the gas department of 2,39 to 1 , Mr , 
Garrison, who has a long time background i n  f iancial  analysis,  
indicated tha t  a 3.5 times coverage r a t io  was necessary fo r  the 
e l ec t r i c  department and a 3<52 times coverage r a t io  was neces- 
sary for  the gas department, If the in t e res t  coverage ra t io  i s  
below 1 ,  a company cannot pay i t s  i n t e re s t ,  Indenture requfre- 
ments, calculated on somewhat different  basis, normally require 
that  the ln t e res t  coverage ra t io  be a t  l eas t  2,5, The higher 
the in t e res t  coverage r a t io ,  the lesser  the r i sk  and the easier  
i t  i s  for  such a company to se l l  debt, and also i t s  common equity. 
Other things being equal, the in t e res t  coverage ratso of 3,O 
i s  about the min lmum tha t  a company must have in order to induce 
i nves tors to become e i ther  bondholders or stockholders . In fac t ,  
3 . 2  i s  a more pea l i s t ic  f igure,  I t  i s  then necessary to upwardly 
adjust that  figure fo r  the factor  of erosion which, in the case 
of Public Service Company, has been rather sharp in recent years. 
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For  example, Publ i c Se rv i ce  Company's i n t e r e s t  coverage r a t i o  
has d e c l i n e d  11,06% i n  t h e  3-month p e r i o d  o f  t he  f i r s t  q u a r t e r  
o f  1974 and an a d d i t i o n a l  8,61% i n  t h e  second q u a r t e r  o f  1974. 
Taking a  3,2 i n t e r e s t  coverage r a t i o  and upwardly a d ~ u s t i n g  i t  by 
a  compara t i ve ly  conse rva t i ve  10% e ros ion  f a c t o r ,  g i ves  a  3,,5 
i n t e r e s t  coverage r a t i o  f o r  the  e l e c t r i c  department, 

"Mu1 t i p l y i  ng t h e  t o t a l  S n t e r e s t  expense o f  $22,703,607 by 
3.5 r e s u l t s  i n  a  f i g u r e  o f  $79,462,624, A f t e r  s u b t r a c t i n g  p resen t  
a v a i l a b l e  earn ings  f rom t h a t  sum, and making necessary t a x  f a c t o r  
adjustments,  t he  t o t a l  revenue i nc rease  r e q u i r e d  by t he  e l  e e t r i c  
department us i ng  a  3 , 5  t imes i n t e r e s t  r a t i o ,  i s  $22,561,707, 
Us ing  t h e  same method f o r  the  gas department w i t h  an i n t e r e s t  
coverage r a t i o  o f  3.52 (due t o  inc reased  r i s k s  o f  t he  gas depar t -  
ment), a  $6,350,310 gas revenue i nc rease  would be requ i red .  T h e  
t o t a l  revenue i nc rease  f o r  b o t h  t h e  gas and e l e c t r i c  departments, 
as c a l c u l a t e d  by t h e  i n t e r e s t  coverage r a t i o  deemed proper  by 
W i  tness Garr ison,  amounts t o  $28,912,017, Based upon t h e  cap i  t a l -  
i z a t i o n  of t h e  Company, which we have adopted, and t h e  n e t  ope ra t i ng  
earn ings  of  $81,400,643 which i s  ob ta i ned  i n  de te rmin ing  t h e  
revenue i nc rease  of  $28,912,017, Publ i c  Se rv i ce  Company would 
r e a l i z e  a  r a t e  of r e t u r n  on i t s  year-end r a t e  base o f  8,62% and 
t he  c o s t  o f  common e q u i t y  would be 15,01% ( S t a f f  E x h i b i t  No, 4, 
page 4 o f  4; Volume X, pages 89-104). 

" I n  summary, approaching e q u i t y  r e t u r n  f rom the  p o i n t  o f  
v iew o f  compe t i t i on  f o r  cap1 t a l  funds, d iscoun ted  cash f low,  
and Witness Ga r r i son ' s  i n t e r e s t  coverage r a t i o  concept, t h e r e  
i s  a  convergence t o  suppor t  our  f i n d i n g  t h a t  a  r a t e  o f  r e t u r n  
on a  r a t e  base of  8.62% and a  r a t e  o f  r e t u r n  on common e q u i t y  
o f  15% i s  adequate and reasonable f o r  P u b l i c  Se rv i ce  Company-" 

The TIER range i n d i c a t e d  as reasonable i n  t h i s  proceeding i s ,  o f  
course, q u i t e  wide. I t  must n e c e s s a r ~ l y  be so, as f i g u r e s  f rom the  i n d u s t r y  
i nd i  cate,  because condi t i o n s  vary ,  For  Col orado-Ute, i t i s  necessary a t  t h i  s  
t ime t h a t  a  TIER i n  t h e  h i g h e r  end o f  t he  range be a t t a i n e d  f o r  obvious 
reasons: t h e  immense c o n s t r u c t i o n  program t h a t  i s  under way, and t h e  tremen- 
dous f i n a n c i n g  task  j u s t  ahead, A TIER a t  t h e  l owe r  end o f  t h i s  range would 
n o t  c u r r e n t l y  cover  Col orado-Ute 's  e n t i  r e  i n t e r e s t  cos t ,  because about one- 
h a l f  o f  i n t e r e s t  cos ts  a r e  c u r r e n t l y  c a p i t a l i z e d .  Rates are,  o f  course, 
made p r o s p e c t i v e l y ,  and t h e  f a c t  t h a t  c o n s t r u c t i o n  work i n  progress w i l l  
soon be p laced  i n  s e r v i c e  and a p p l i c a b l e  i n t e r e s t  w i l l  then cease t o  be 
c a p i t a l i z e d ,  must be considered. 

The a p p l i c a t i o n  of t h e  TIER concept t o  Colorado-Ute under t he  f a c t u a l  
s i t u a t i o n  presented t o  t h e  Commi s s i o n  i n t h e  i n s t a n t  proceed1 ng meets comrni s s i o n  
c r i t e r i a  t h a t  t he  i n t e r e s t s  o f  consumers must be p ro tec ted ,  an t h a t  t he  i n t e r e s t s  
o f  i n v e s t o r s  must l i k e w i s e  be p ro tec ted ,  i n  o rde r  t h a t  consumers con t i nue  t o  
r e c e i v e  u  ti 1  i ty s e r v i c e  a t  j u s t  and reasonable r a t e s  , 

The evidence presented 7 n t h ~ s  proceeding i s  r e l e v a n t  o n l y  l n s o f a r  
as i t  r e l a t e s  t o  Colorado-Ute 's  wholesale power r a t e s  and t h e i r  reasonableness, 
I n  determi  n i  ng what r a t e s  a r e  reasonable,  cons ide ra t i ons  o f  methods o f  f i n a n c i n g  
and t h e  r e l a t i v e  cos t s  o f  such f i n a n c i n g  a r e  o f  paramount impor tancen Th is ,  
however, i s  n o t  a  proceeding t o  determine how Colorado-Ute should be f i  nanced 
o r  managed per se -- n o r  does t he  Commission w ish  t o  unduly  i n t e r f e r e  i n  prob-  
lems t h a t  a r e  p r i m a r i l y  ma t te r s  o f  management, The Commission, o f  course, 
exerc ises  no j u r i  s d i  c t i  on ove r  i n v e s t o r s  i n t h e  s e c u r i t i e s  o f  Col orado-Ute, 

However, t h e  f a c t  t h a t  mortgage r e s t r i c t i o n s  (F ind ing  o f  Fac t  No - 27) 
may p reven t  t h e  re funding of  c a p i t a l  c r e d i t s  t o  t he  members o f  Colorado-Ute 
i n  t he  fo reseeab le  f u t u r e  i s  a  m a t t e r  o f  grave concern t o  t he  Commass%on, 
Th i s  money does n o t  be long t o  Coborado-Ute, Th i s  money does n o t  be long t o  t he  
members o f  Colorado-Ute. Th i s  money belongs t o  t h e  ra tepay ing  consumers who 
r e c e i v e  s e r v i c e  from the  r u r a l  e l e c t r i c  d i s t r i b u t i o n  coopera t i  ves who a r e  
t he  members o f  Colorado-Ute. I f  t h e  TIER concept i s  t o  become a  permanent 
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CONCLUSIONS OF FINDINGS OF FACT 

From the  F ind ings  o f  Fac t  here in ,  t h e  Commission concludes t h a t  t he  

O R D E R  

1 . The c o n t r a c t  r e v i s i o n s  f i l e d  by Colorado-Ute E l e c t r i c  Associa- 
n, I n c ,  , on June 18, 1974, under i t s  Advice L e t t e r  No. 12, be, and hereby 
, p e r m i t t e d  t o  become e f f e c t i v e  on t he  e f f e c t i v e  da te  o f  t h i s  Order,  

2 .  Colorado-Ute E l e c t r i c  Assoc ia t ion ,  I n c .  s h a l l ,  w i t h i n  30 days 

3. Th i s  Order s h a l l  be e f f e c t i v e  f o r t h w i t h .  

DONE I N  OPEN MEETING the  1 5 t h  day o f  October,  1974, 

THE PUBLIC UTILITIES COMMISSION 
STATE OF COLORADO 

COMMISSIONER HENRY E. ZARLENGO ABSENT, 
v j r -  
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