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BY THE COMMISSION:

I
HISTORY OF THE PROCEEDINGS |

On May 18, 1981, Public Service Company of Colorado (hereinafter
"Public Service", or "Company", or "Respondent’) fiTeq wi;h the Commission
three.advice ietters, one pertaining to electric rates, one pertaining to gas
rateé, and one pertaining to steam rates.” The three advice letters are as

follows:

1. Advice Letter No. 826 - Electric, which is
accompanied by 2 tariff sheets pertaining to Colorado,
P.U.C. No. 5 = Electric;
2.  Advice Letter No. 324 - Gas, which is accom~
panied by 2 tariff sheets, pertaining to Colorado P.U.C.
No. 4 - Gas; . .
3. Advice Letter No. 27 - Steam, which is
accompanied by 2 tariff sheets pertaining to Colorado
P.U.C. No. 1 - Steam.
With respect to the filing made pursuant to Advice Letters
No. 826-E1ectric, No. 324-Gas, and No. 27~Steam, Public Service requested
the Commission immediately to suspend the same and establish procedural
and hearing dates in order that rates resulting from these respective
filings become effective at as early a date as possible.
The increases initially requested by Public Service in this docket

for electric, gas and steam rates are as follows:

Operations {$) Increasa (%) Increase
 Electric $162,813,000 27.26%
Gas . 28,584,000 6.70%
Steam 330,000 ' 4.69%
Total ' $191,727,000% 18.60%
*

By letter of June 26, 1981, Public Service identified certain errors
in its original filing, which reduced its electric, gas and steam rate
increase request to the following: :



Public Service simultaneously filed together with the foregoing
advice letters its so-called "direct case” consisting of the testimony
of four witnesses together with accompanying exhibits with respect to
its revenue requirements, to wit:

J. H. Ranniger

H. P. Blichmann

R. R. Midwinter

J. N. Bumpus

As in the past, Public Service requested that the revenue
requirements and rate design phases of hearings be separated into two
separate phases and the revenue increases resulting from an order in
Phase I be a11owedvto‘become effective immediate]& upon the completion
of Phase I and such increase be in the form of uniform percentage riders
applicable to all classes of service pending resolution of any rate design
issues.

On May 19, 1981, the Commission .entered Decision No. C81-890
wherein it set the tariff revisions fi]ed‘by Public Service with respect
to its Advice Letters No. 826-Electric, No. 324-Gas, and No. 27-Steam for
hearing to commence on July 8, 1981 and established Investigation‘and
Suspension Docket No. 1525 (hereinafter I&S 1525).

Pursuant to the provisions of CRS 1973, 40-6-111(1), the
effective date of the tariffs ff1ed with the above-mentioned advice
letters by Public Service was suspended until January 18, 1982, or
until further order of the Commiss%on.

Also by Decisiop No. C81-890, the Commission determined that
the proceedings would be conducted in two phases: Phase I would consider
. the revenue requirement of the Company and Phase II would consider the

appropriate spread of the rates. For purposes of Phase I of this proceeding,

the Commission determined it would accept the test year in this docket

(Continuation of foot note from preceding page)

Operations ($) Increase (%) Increase
Electric $160,207,000 26.82%
Gas 28,084,000 6.58%
Steam 316,000 4,49%
Total $188,607,000 18.29%




proposed by Public Service upon which the proposed rate increases are
calculated on a forecasted test year ending December 31, 1981. However, the ‘
Commission ordered Public Service to-fi1e with the Commission information
showing on a pro forma basis the revenue requirement for the 12 months ended
June 30, 18981, said revenue requirement to be determined by using actual
data for the last six months of 1980 and projected data for the first six
months of 1981. The Commission also ordered Public Service to file
information showing on a pro forma basis the revenue requirement for
the 12 months ended June 30, 1981, using actual historieal data. The
Commission further ordered Public Service to file information.Showing
on a pro forma basis its revenue requirement for the 12 months ended
December 31, 1981, using actual historical data. The Commission ordered
the first filing to be made in June of 1981, the second filing to be made
in August of 1981 and the third filing to be made in February of 1982.
Decision No. C81-890 further provided that any person, firm, or
corporation desiring to intervene as a party in the within proceeding
would be required to file an appropriate pleading therefor with the
Commission on or before June 12, 1981, and serve a copy thereof on
Public Service or its attorney or-attorneys of record.
The following parties moved to intervene and by various interim
or bench decisions of the Commission were granted status to participate as
intervenors:
CF&I Steel Corporation  (CF&I) . :
AMAX, Inc. (AMAX)
Home Builders Association of Metropolitan Denver (HBA)
0ffice of Consumer Services (0CS)
General Services Administration for :
the Federal Executive Agencies (GSA)
Ideal Basic Industries, Inc. (Ideal Basic)
Colorado Municipal League (League)
Wade and Zadie Blackburn, Imelda Marquez and
Zella Shearer (Consumer Intervenors)
Colorado Energy Advocacy Office (CEAQ)
Exxon Company USA . ;. i
Union 0i1 Company :
Elbridge Burnham :
Public Service filed a "Motion for Interim Relief" on June 15,
1981 and on June 17, 1981 filed a "Supplement to Motion for Interim Relief."

In said Motion, Public Service requested interim relief as follows:
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Breakdown of Reguested Interim Reguest

Operations - ($) - Increase - (%) Increase
Electric $ 39,669,010 5.31%
Gas 9,221,054 2.18%
Steam o 232,011 3.70%
Total  § 49,122,075 3.76%

Responses to the Motion for Interim Relief were filed on behalf of OCS,
and CEAO in opposition to, and by’HéA in support of, the Cﬁmpany's motion.
On July 7, 1981, the Commission entered an order (Decision No. C81-1187)
denying the Motion anJ Supplement to Motion for Rate Relief filed by Public
Service thereby denying Public Service's interim reguest.

Public testimony was‘received by the Commission at thé
following times and places:

Hearing Room of the Commission at Denver, Colorado,
July 8, 1981 at 12:00 Noon and 7:00 P.M.

Sterling, Colorado, July 14, 1981 at 5:00 P.M.

Pueblo, Colorado, July 15, 1981, at 11:00 A.M.

Alamosa, Colorado, July 15, 1981 at 5:00 P.M.

Grand Junction, Colorado, July 16,.1981 at 12:00 Noon

The summary of direct testimony and the cross examination of
Public Service witnesses commenced on August 19, 1981 and continued on
August 20 and 21, 1981.

During the course of the hearing, on August 21, 1981, counsel
for Public Service made an oral motion to permit the Company to present
the testimony of J. K. Fuller as part of its case in chief on the
issue of whether the Company's Pawnee Generating Station {Pawnee) would
be in service by the end of the 1981 test year. Pawnee is the name of
Public Service's largest coal fired power plant which'ié cufrent]y under
construction. Counsel for various intervenors aﬁd the Staff of the
Commission raised objections concerning the propriety of a11owjng

Mr. Fuller to testify during the Company’s case in chief, inasmuch as Mr.
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Fuller was not one of the four Qitnesses whose testimony had been prefiled
by the Company on May 18, 1981.

The Commission ruled from the bench that Public Service could
submit to the Commission the testimony of Mr. Fuller in written form on
August 24, 1981, with copies to all parties. The Commission aiso reserved
the déy of September 8, 1981 for possible cross examination of Mr. Fuller.
Briefs were filed on the issue of the propriety of allowing Mr. Fui]er to
testify during the Company's case in chief.

On August 26, 1981, the Commission ruled from the bench that .
the Company wou]d‘be.permitted to infroduce Mr. Fuller's direct testimony
which had been submitted on August 24, 1981 with cross examination of the
same on September 8, 1981. The Commission also ruled from the bench that
any intervenor testimony relating to the so~called Pawnee issue could be
late filed on or before September 21, 1981.

- On September 1, 1981, the Commission entered Decision No. C81-1519
in which it granted the oral motion made by counsel on behalf of Public
Service and set the day of September 8, 1981 for the introduction of the
direct testimony of Mr. Fuller and cross examination with respeét to the
same. On September 8, 1981, the direct and cross examination of Mr.
Fuller was heérd by the Commission.

On September 11, 1981, direct testimony and exhibits of the

following staff members were filed:

Robert L. Ekland - Philip A. Temmer
William Loehr Eric L. Jorgensen
Carl E. Hunt Garrett Y. Fleming

On September 14, 1981, the direct testimony of Michael D.
Dirmeiér and Jamshed K. Madan was filed on behalf. of AMAX.

On September 14, 1981, the direct testimony and exhibits of
Ben Johnsén was filed on béha]f of CEAQ, OCS and Consumer Intervenors.

On September 14, 1981, the direct testimony and exhibits of
Robert L. Marshall, John Rettenmayer and David Kelley was filed on
behalf of GSA.



On September 14, 1981, supplemental direct testimony of Ben
Johnson was filed. On the same day, the direct testimony and exhibits
of the following Staff members were filed:

George Parkins

J. Michael Summers, and

J. Tate Profilet.

On Sépfembernzi, 1981, the direét testimony andbexhibits of 
Robert Bruce Parente was filed on behalf of OCS. '

On September 30, October 1, 2, 7, and 9, the Commission
heard direct testimohy and cross~examination of all wifnesses who had
filed testimony on behalf of the Staff of the Commission, or party
intervenors. ‘ |

On October 14, 1981, Richard J. Blatnik was called as a witness
in rebuttal on behalf of Pub]ié Service. Also called in rebuttal by Public
Service were witnesses Fuller, Ranniger, Bumpus and Blichmann. " On that date
Public Service also called as a rebuttal witness, Neal B. Hitzig, who is
employed by Arthur Young and Company and retained by Public Service to
appear in this docket. On October 14, 1981, witness Parente was called
in rebuttal by 0CS and Consumer Intervenors.

| Cross examination of witnesses Blatnik, Fuller, Ranniger,
Parente and Hitzig was held on October 14, 1981.

Cross examination of the following Public Service witnesses was
held on October 15, 1981: Witnesses Blichmann, Midwinter, (who was called
by Public Service in rebuttal) Hitzig and Bumpus.

The hearings were concluded on 0ctober415, 1981 and the matter
was taken under advisement by the Commission.

On or before November 2, 1981, the following partieé submitted -
post-hearing Statements of Position.

GSA
AMAX
0Cs
Staff of the Commission

Consumer Intervenors
Public Service



GSA filed proposed findings of fact with its Statement of Position.

Rép1y Statements of Position were filed on or before November 9,
1981 by the following:

Public Service

Staff of the Commission

Consumer Intervenors _

AMAX :

GSA

In addition to the Statements of Position and Reply Statements
of Position which were filed as indicated above, the following post-hearing
motions with respect to Phase I wére also filed: On November 2, 1981,
the Staff filed a ""Motion to Correct Transcript." Likewise on November 2,
1981, Public Service filed a pleading entitled "Proposed Transcript
Corfections of Public Service‘Company of Colorado.” bn November 5,
1981, Public Service filed a "Motion to Reopen Record" which motion
was accompanied by the affidavit of Mr. R. R. Midwinter wherein he makes
"necessary corrections" to the record concerning the impact on overall revenue
requirements and cash fiow resulting from the allowance or disallowance of
the normalization specified by the Economic Recovery Tax Act of 1981 as a
condition to being able to take advantage of the accelerated cost recovery
provided by the Act." - On November 6, 1981, AMAX filed a "Motion to Strike
Portion of Opening Statement of Position Submitted by Commission Staff,"
wherein AMAX requests that the Commission disregard and striké a portion.
of the Staff's Opening Statement of Position with respect to the statement
therein that the Staff's audit of the forecasted revenues and expenses {(of
Public Service) showed that revenues and expenses matched at year-end 1981.
On November 6, 1981, OéS filed a "Motion to Strike" relating to Public
Service's Opening Statement of Position concerning Pawnee and on November 16,
1981, 0CS filed a "Second Motion to Strike" which relates to Public Service's
Reply Statemenﬁ of Position concerning Pawnee. On November 13, 1981, the
Staff filed a "Response to AMAX's Motion to Strike a Portion of Staff's
Opening Statement.*®

Each of the foregoing motions was granted by the Commission

pursuant to Decision No. C81-1956, dated November 24, 1981.
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Phase I - Final Decision and QOrder

As indicated above, the Commission in its Decision No. C81-890 »
issued May 19, 1981, stated its intention to hear Public Service's rate
request in two phases, a bractice employed by the Commission in previous
dockets. In investigation and Suspension Docket No. 1330'(hereihafter
I&S 1330), at the conc]usion of Phase I,vthe Commissﬁoa.i§sued Decision
No. C79-1821 on November.21, 1979, to become effective November 23, 1979,
wherein it established the Phase I revenue requirement and authorized
Public Service to file interim rates, on a uniform percentage baéis, to
be effective no earlier than November 26, 1979, pending the Commission's
Decision in Phase II in that Docket. The suspension period in I&S 1330
extended until February 15, 1980; the Commission issued its final order in
I1&S 1330 on January 22, 1980.

In the next general rate case foi1owing I&S 1330, namely in
Investigation and Suspension Docket No. 1425 (hereinafter I&S 1425) the
Commission recognized that it would not be possible in that docket to
.conclude the hearings in the Phase II spread of the rates aspects and enter
a decision with respect thereto before the expiration of the suspension
period in I&S 1425 on January 7, 1881. Accordingly, unlike I&S 1330,
the Commission in Phase I in I&S 1425 authorized Public Service to place
into effect, in order to have the opportunity to meet its revenue reguirement
as found in Phase I, final rates rather than interim rates. Final Phase I
rates were authorized by Decision No. C80-2346. on December 12; 1980 in J&S 1425.
Accordingly, the Phase I revenue requirement decision in I&S 1425 was considered
final and it was so designated for the purposes of the procedural provisions
of CRS 1973, 40-6-114 and 40-6-115.

In I&S 1525,.we have decided to follow the same basic procedure
that was first adopted in I&S 1425 approximately one year ago.’ That is,
hereinafter in this Phase I decision we shall authorize Public Service
to place into effect rate riders which will enable Public Service to have
the opportunity to meet its revenue requiremént. The rate riders shall be

final for purposes of the procedural provisions of CRS 1873, 40-6-114 and



40-6-115. Although the rate riders as authorized in this decision are
designated as final rate riders subject to the foregoing mentioned
procedural provisions of the Public Utjlities Law, it should be recognized -
that a portion of the revenue generated by the rate riders are subject
to refund in accordance with the specific provisions relating thereto
which-are set forth later in this Decision.
Submission
The herein instant matter has been submitted to the Commission
for decision. Pursuant to the provisions of the Colorado Sunshine Act of
1972, C.R.S. 1973, 24-6-401, et seg., and Rule 32 of the Commission's Rules
of Practice and Procedure, the subject matter of this proceeding has been
placed on the agenda for.an open meeting of the Commission. At an open
meeting the herein Decision was entered by the Commission.
II
DESCRIPTION OF THE COMPANY
Public Service is the largest public utility operating within
the State of Colorado which is engaged in the generation, transmission,
'distribution and sale of e]eétricity and the purchase, distribution and
sale of natural gas to various areas of the State of Colorado. Public
Service is the result of the merger and acquisition of many gas and _
electric companies dating back to the organization of the Dénver Gas
Company in 1865. The pfesent entity was incorporated under Colorado
Taw on September 3, 1924. In addition to its gas and electric service,
Public Service also renders steam heat service in the downtown business
district of Denver.
Electric or natural gas sgrvice, or both, are rendered at
retail in over 100 incorporated cities and towns and in various other
communities and rural areas through Colorade. The Combany»a]so sells
electric power and energy at wholesale for resale to six municipal electric
utilities, Home Light and Power Company, Colorado-Ute Electric Association,
Inc., and Southern Coloradc Power Division of Central Telephone and Utilities,

Inc. Wholesale electric rates and service are under the jurisdiction of the



Federal Energy Regulatory Commission {FERC), the successor to the Federal
Power Commission. - ‘

The Company owns all of the common stock of two subsidiary
operating utility companies, namely, Cheyenne Light, Fuel and Power
Company, which supplies electric, natural gas, and steam services in
Cheyénne,:Wyoming, and it§ environs, and Western Slope GasﬁCompany, which
is a naﬁural gas transmission company transporting natural gas for sérvice
in several geographic areas in Colorado. '

In addition, the Company owns approximately 99.5 percent of
the common stock of Home Light and Power Company, which renders electric
uti1ity service in the City of Greeley and a large portion of Weld County,
Colorado, serving approximately 35,000 customers.

The Company also owns all of the common stock of 1480 Welton,
Inc., basically a real estate company which owns Public Service's central
office building, and of Fuel Resources Deve]opment Company (Fuelco), a
subsidiary primarily engaged in exp1oratfon, development, and prodhction
of natural gas and oil. In addition the Coﬁpany owns all the common stock
of Bannock Center Corporation, which is a company recently organiZed by
Public Service to engage in real estate transactions. The Company also
owns stock in various ditch and irrigation éompanies in connection with
its use of water for generating plants.

Public Service as of September 30, 1981 had 776,521 electric
customers and 670,612 gas customers. Generally, these customers are broadly
classified as residential, commercial, and industrial. As of September 30,
1981, the Company had 72,181 shareholders holding common stock in the )
Company (30,485 of whom own 100 shares or less) and 6,018 shareholders
owning preferred stock in the Company. Common shareholders who live in

the State of Colorado comprise 26,815 of the total number thereof.*

Information as to the number of electric and gas customers and shareholders
was supplied informally to the Commission by counsel for Public Service.
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III.
GENERAL
There have been a number of rate proceedings involving Public

Service in the past several years. During these years there has been an
increased awareness and interest in the ratemaking functions of this
Commission. Utility rates with respect to gas and e]éctric service affect
virtually all segments of the public. In view of inflationary and oﬁher
economic pressures, general rate cases have become more fregquent despite
the fact that gas cost adjustment (GCA) or purchased gas adjustment (PGA)
and electric cost'adjustment’(ECA) clauses will, generally speaking, tend
to mitigatg the frequency of general rate case filings.** Public partici-
pation in rate making process before the Commission also has increased in

.the past several years.

Rk

The Commission in 1977 investigated the GCA and the Fuel Cost Adjustment
(FCA) clauses in Cases No. 5721 and No. 5700, respectively. On April 5,
1978, the Commission in Decision No. C78-414 entered a decision which,
in essence, continues the use of GCA and PGA clauses (with a procedural
modification for an annual hearing) so as to reflect the delivered
price of pipeline and wellhead gas, including charges for gathering,
compression and transportation. The Commission also required annual GCA
or PGA reports to be filed by the utilities, followed by an investigative
hearing to encompass present and projected market requirements for gas
service, and projected supplies of gas available to meet those requirements,
and current or projected curtailment of service as a result of inadequate

_ supplies, the gas purchase practices of the utilities as they affact the
success of the utilities in obtaining adequate supplies of gas at reasonable
prices, and any other subject that the Commission may wish to investigate.
Certain technical modifications to Decision No. C78-414 were made pursuant
to an errata notice dated April 7, 1978, Decision No. C78-583, dated May 2,
1978, an errata notice dated May 4, 1978, and Decision No. C78-741, dated
May 30, 1978. By Decision No. C79-941, dated June 19, 1979, in Application
No. 31896, the Commission changed the annual review requirement for Public
Service to a quarterly review requirement. A GCA hearing for the period
April 5, 1978 - December 31, 1978 and calendar year 1979 was heard on
March 6, 1980 and resulted in Decision No. R80-1062 dated May 30, 1980.
Said decision was remanded by the Commission to Examiner Trumbull by
Decision No. C80-1593. Decision No. R80-1710 was subsequently entered
September 2, 1980.

A more specific methodology hearing based cn the third and fourth quarters
of 1979 was held on February 14, 1980 in Application No. 31896 with Decision
No. C80-1327 being entered therein on July 1, 1980. An errata notice was
entered July 8, 1980.
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The regulatory jurisdiction of the Public Utilities Commission
over non-municipal utilities in the State of Colorado is grounded in
Article XXV of the Constitution of the State of Colorado which was
adopted by the general e]ec;orate in 1954. The Public Utilities Law,
which currentiy is contained in Artic]e.40 of the Colorado Revised Statutes:
(1973, as amended), implements Article XXV of the Colorado Constitution.
More specifically, CRS 1973, 40-3-102, vests in this Commission the power
and authority to govern and regulate all rates, charges and tariffs of

every pubiic utility.

4
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Application for rehearing was filed to said Decision No. C80-1327 and
subsequentiy denied by Decision No. C80-1495 entered July 29, 1980.
Thereafter quarterly reports were fiied by Public Service and accepted
by Decision No. R80-1542 entered on August 8, 1980 and Decision No.
R80-2087 entered on November 5, 1980.

On September 13, 1977, the Commission entered its Decision No. 91290

in Case 5700 dealing with the FCA tariff of Pubiic Service. The
Commission authorized the continued use of an FCA clause subject

to certain modifications such as the exclusion of transportation

costs, and costs associated with unioading, handling of stockpiles,
fuel treatment and ash disposai. The Commission also required
guarterly audits and hearings with respect to the implementation of

the FCA clause, The Commission also ordered Pubiic Service to credit |
against the FCA certain amounts as a resuit of moneys paid by Public
Service to Fuel Development Resources Company during the period

October 1, 1973, to November 1, 1977. Certain modifications to
Decision No. 91220 were made subsequently by Decisjon No. 91519,

dated October 20, 1977, Decision No. 91577, dated October 31, 1977,
Decision No. 91868, dated December 22, 1977, Decision No. 91904,

dated January 4, 1978, Decision No. C78-158, dated February 7, 1978,
Decision No. C78-280, dated March 7, 1978, and Decisjon No. C79-432,
dated March 27, 1979. Decision No. R78-746, dated June 1, 1978 (which
became the Decision of the Commission on June 21, 1978) approved the
first quarterly report filed by Public Service with regard to its FCA
tariff. Subsequent Public Service Quarteriy Reports have been approved
by the Commission by Decisions Nos. R78-1033 (August 2, 1978), R78-1464
(November 9, 1978), R79~252 (February 26, 1379), R79-710 (May 14, 1979),
R79-1150 (July 26, 1978), R79-1680 {October 26, 1979), R80-168

{January 28, 1980), R80-850 {May 2, 1980), R80-1541 (August 6,

1980) and R80-2088 (November 5, 1980). On September 23, 1980,

by Decision No. C80-1817, in Appiication No. 32603, the Commis-

sion authorized Pubiic Service to combine its PPA and FCA into an
electric cost adjustment (ECA). The ECA also is the most recent
mechanism used by Public Service to recover, in addition, transportation
costs related to fuel, and purchased power costs. Subsequent Public
Service quarterly reports, with regard to the ECA, have been approved
by the Commission by Decision Nos. R81-446 (March 13, 1981) and R81-1136
(June 29, 19881).
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It first must be emphasized that rulemaking is a legislative

function. The City and County of Denver vs. People ex rel Public Utilities

Commission, 129 Colo. 41, 266 P.2d 1105 (1954); Public Utilities Commission

vs. Northwest Water Corporation, 168 Colo. 154, 551 P.2d 266 (1963). It

should also be emphasized that ratemaking is not an exact science, Northwest

Water, supra, at 173. In the landmark case of Federal Power Commission vs.

Hope Natural Gas Company, 320 U.S. 591, 602-603 (19445, Justice Douglas,
speék‘i ng for the United States Supreme ACourt, stated that the "ratemaking .
process under the‘(Natural Gas) Act, i.e. the fixing of-'just gnd reasonable’
rates, involves a balancing of the investor and consumer interests.” The
Hope case further sets forth the proposition that'under "the statutory
standarﬁ of 'just and reasonable,' it is the result reached, not the method
employed, which is contrelling.”

In the case of Public Utilities Commission vs. The District Court,

186 Colo. 278, 527 P.2d 233, the Colorado Supreme Court stated at péges 282
“and 283: ' '

[4.5] Under -our statutory scheme, the PUC is
charged with protecting the interest of the general
public from excessive burdensome rates. The PUC
must determine that every rate is "just and reason-
able" and that services provided "promote the
safety, health, comfort and convenience of its patrons,
employees, and the public and shall in all respects
be adequate, efficient, just and reasonable.®™ C.R.S.
1863, 115-3~1. The PUC must alsoc consider the reason-
ableness and fairness of rates so far as the public
utility is concerned. It must have adequate revenues
for operating expenses and to cover the capital costs
of doing business. The revenues must be sufficient
to assure confidence in the financial integrity of
the enterprise, so as to maintain its credit and to
attract capital.

The process by which utility rates are-estab1i§hed should
be explained. Under current law, when a pub]ic utility desires to
change its rate or rates, it files its néw:rates with the_Commission,
.and they are open for public inspection. Un]eés the Commission otherwfse
orders, no-increase in any rate or rates may go into effect except after
thirty (30) days' notice to the Commission and to the customers of the

utility involved.
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If the thirty (30) day filing period goes by without the
Commission having taken any action to set the proposed new rate or
rates for hearing, the new rate or rates automatically become effective
by operation of law.* However, the Comﬁission has the power and authority
to set the proposed new rate or rates for hearing for utilities which are
not électficvcooperatives,'whi;h, if done, autohatica]]y suspends the
effective date of the proﬁosed new rate or rates for a period of 120

" days,** or until the Commission enters a decision on the filed rates
within that time. The Commission has the further option of continuing
the Suspension of the‘proposed new rate or rates for an additional peried
of up to ninety (90) days for a total maximum of 210 days br approximately
seven months. If the Commission has not, by order, permitted the proposed
new rate or rates to become effective, or established new rates, after
hearing, prior to the expiration of the maximum 210 day period, the proposed
new rate or rates go into effect by operation of ]éw and remain efféctive
until such time thereafter as the Commission establishes the new rafe or
rates in the docket.

In the simplest terms, the Commission must determine and
establish just and reasonable rates. In order to make this detgrmination,
the Commission generally answers two questions; first, what are the reason-‘
able revenue reguirements of the utility involved that will enable it to
render itsvservice, and, second, how are the reasonable revenues to be
rafsed from its ratepayers. In other words, the Commission must determine
the "revenue requirement” and the “spread of the rates” to meet the revenue

requirement. To accomplish its task, in these regards, it must exercise

x Under CRS 1973, 40-3-104, most fixed utilities file rates on thirty (30)
day notice; however, thirty (30) days is a minimum notice period, unless
otherwise ordered by the Commissjon. A utility may select a Tonger notice
period. In any event, if the Commission elects to set the proposed rate
or rates for hearing, it must do so before the proposed effective date.

*x*  CRS 1973, 40-6-111, as amendedvby House Bill 1444 (1981). House Bill

1444 also provides that rates filed by electric cooperatives are not
subject to suspension by the Commission.
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a considerable degree of judgment and, to the best of its ability, be as
fair as possible to the different parties and positions that present
themselves in any major rate case. The ratemaking function involves, in

other words, the making of ‘pragmatic adjustments” (the Hope case, supra,

at page 602). It is not an easy task, but, on the other hand, neither is

A it a task impossible of attainment. As stated above, the rates established

by this decisionlare based dpon the Company's current rate structure and

its found revenue requirement. Adjustments, if any, to Public Service's

current rate stquture will be determined in Phase Ii in tﬁis docket.
Decision No. C80-8380 entered on May 19, 1981, set for hear%ng

the proposed electric, gas and steam tariffs filed by.Pub1ic Service, and

suspendéd their effective date until January 18, 1982, or until further

order of the Commission. The Decision herein is the Order which effectively

establishes electric, gas and steam rate increases for Public Service by tariff

riders.
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Iv.
TEST PERIOD

In each rate proceedfng it is necessary to select a test period.
The operating results of the test period then are adjusted for known changes
in revenue and expense levels so that the adjusted opérating results of the
test period will be representative of the future, and thereby afford a
reasonable basis upon which to predicate rates which will be effegtive
during a future period.

In 1&S 1330, the Commission indicated it might be appropriate
for Public Service to present its then next rate case on a partial (six
months) future test year coupled with a partial historical (six months)
test year. As a result of what the Commission indicated in I&S 1330,
Public Service in its next rate case subsequent (I&S 1425) did file on
a partial six month future test year coupled with a pgrtia] historical
{six months) test year.

In I&S 1525, the proposed rate increases of Public Service are
calculated on a forecasted test year eﬁding December 31, 1981. Although
a test year ending December 31, 1981 filing might sometimes be denominated
as a "future test year" filing, perhaps a more precise description is that
it is a "current test year” filing. In other words, the test year proposed
by the Comﬁany coinéides with the current year in which its general rate
case is heard. Thus a current test year filing is distinguished from
a "historic test year" filing which would have used the full historic
test year ending December 31, 1880 or a "full future test year® filing
which would have used a test year ending December 31, 1982. The term
Uforecasted test year" is applied both to a "current test year” filing
and a "full future test year” filing. The term as used in this decision
refers to Public Service's “current test yéar“ filing and not to a "full
future test year” filing inasmuch as the latter type of filing was not

proposed for this docket by any of the parties.
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In Decision No. (81-890, dated May 19, 1981, in which the
Commission set for hearing and suspended the effective date of Public
Service's tariff filings, the Commission stated that it would accept
Public Service's test year (ending December 31, 1981) in this docket.
In that Decision, we also ordered Public Service to file with the -
Commission information showing on a pro forma basis the revenue
requirement for the twelve months ended June 30, 1981, with the said
" revenue requirement to be detgrmined by using actual data for the last
six months of 1980 And projected data for the first six months of 1981.
We also ordered Publig Service to file with the Commission information
showing on a pro forma basis the revenue requirement for the twelve
months ended June 30, 1981 using actual historical data. we‘also
ordered Public Service to file with the Commission information on a
pro forma basis indicating its revenue requirement for the twelve
months ending December 31, 13881, using actual historical data with the
first filing to be made in June of 1981, the second filing to be made
in August of 1981, and the third filing io be made in February of 1382.

0CS and Consumer Intervenors oppose use of a forecasted or
curfent test year ending December 31, 1981. To the contrary, they
advocate using a historic test year ending December 3i, 1980, or a
historic test year ending June 30, 1981. AMAX, although using the
forecasted test year éhding December 31, 1981, did express a pumber
of concerns with respect to using a totally forecast test year.
Perhaps, inferentially, it can be presumed that one or more of the
concerng expressed by AMAX with respect to a full future test year,
or what it calls a "totally forecast test year" would be applicable,

at least in part, to a “current test year" filing as well.

It is certainly true that no forecasting methodology is immune

from criticism. -~Public Service's forecasting methodology was subjected

to seve;e criticism in this docket by the Staff and intervening parties.
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Boiled down to its essentials, OCS contends that Public Service's
forecasting basically reflects the judgment of individuals or group
of individuals without any supporting data as to the exact nature of
the judgments or the timing of the judgments. OCS contends that Public
Service's fo}ecasting substituted judgment for analysis. Likewise, the
Staff was critical of the Public Service methodology fn that it failed to
supply historical information which thereby made the process of evaluation
difficult. The Staff was a]sb critical of the Public Service methodology
in not explaining where substantial deviations from past history had
occurred. Furthermore, the Staff criticized the Public Service methodology
in deriving its revenue rgquirement because one of ﬁhe key pieces of inform-
ation that was missing was per unit price. The Staff contended that without
a per unit price, the number of customers and average uée per customer cannbt
be translated into sales operating revenue. Nor can total usage by class
of customer be translated into sales operating revenue without a per unit
price. The Staff also was critical of>the Public Service methodological
failure to provide data in support of the derivation of its forecasted
operating revenue reductions. It was also not clear, according to the
Staff, wﬁen Public Service used an econometric model and when other
forecasting methods were used. In addition to some of the foregoing
technical criticisms of the Public Service methodology, Stafflwitness Hunt
also offered several conceptual criticisms regarding the use o% a forecasted
tést year, including (1) rates being based on estimates rgther than on
actual experience, (2) forecasts often translating into budgets, and
(3) forecasts tending to become self-fuifilling prophecies thch reduce
incentives for efficiencies as forecasted amounts are routine]y met.
Although Staf% witness Hunt did acknowledge certain conceptual
problems in the usé of a forecasted test year, and although he further
identified certain technical difficulties wfth the Public Service methodo]ogy
used in this docket, nevertheless, he analyzed Public Service's forecast

results (which must be distinguished from Public Service's forecasting
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methodology) and found that the forecast results were, in fact, reasonable.
Public Service's forecast results can be analyzed either by an appraisal of
its forecasting methodology, or by a comparison of its fprecast results to
other forecasts. $taff withess Hunt concluded, and we so find, that Public
Service's forecast results fell within the range of other estimates and are
therefore reasonaS]e estimates of revenue requirements.

While OCS critizes the time series analysis used by Dr. Hunt
to produce customers and sales forecasts,_Dr. Hunt testified, and we agree,
that this analysis forecasts fairly well in the short run as a low cost .
method, and does not have severe data restrictions. .Furthe;more, the size
and sophistication of a model are not necessarily a good barometer of the
worth or predicting ability of a model. We also agree with Dr. Huntlthat
the time series analysis produced better statistical results than the
econometric technique which he used to verify Public Service's forecast.
0CS also. claims that Dr. Hunt did not corroborate other production expense
and revenues. Although Dr. Hunt did not analyze each expense, he did
verify the total expenses forecasted by Public Service by comparing them
to several estimates he had made using different technigues.

William Loehr, another witness for the Staff, testified that
his forecast of sales was 0.5% Jower than Public Service's and that in his .
opinion this is not a significant difference.

0CS conciudes that Dr. Loehr's testimony provides no validation
of the Company's forecast methodoiogy or results. We believe that this
conclusion misapprehends the purpose of Dr. Loehr's testimony. His
estimates of customers and sales, using econometric techniques, are bases
for the revenue forecast and various portions of the expense forecast.
They provide validation for a critical ingredient in Public Service's
forecast re;u1ts and were also used by Dr. Hunt to produce estimates

of revenues and expenses which validated Public Service's forecast resuits.
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Dr. Loehr's forecast of customers and sales was also criticized
by OCS because of his implied acceptance of almost all of the assumptions
used by the Company. However, the assumptions used by Dr. Léehr are set
forth in his Exhibit 93 and nowhere does the record show that these are
the same assumptions that were used by Public Service: 0CS further
critizes Dr. Loehr for collapsing all of the comp]exifies and differences
in various types of residential electric consumption (genera] consumption
plus residentia] heating, etc.) into a single equation. 0CS also contends
that the marginal price of electricity and natural gas would produce
a better forecast than Dr. Loehr's use of average price. However,
there is no expert opinion or other evidence in the record that the
econometric model developed by Dr. Loehr is deficient in the respects
claimed by 0CS. In summary, we conclude that the minor criticisms
offered by 0CS do not support its conclusion that the testimony and
exhibits presented by Dr. Hunt and Dr. Loehr cannot provide support
or validation to Public Service's forecasts in even a limited way.

It is reasonably certain that there will be variances
between projections and actual experience, but we find on the whole
that the recent forecasts of Public Service have been accurate. For
example, Exhibits 45 and 46 show that pro forma net operating earnings
(electric) for the twelve months ending June 30, 1981, varied only by -
$940,000 (0.7%) -when determined on the basis of 12 months actual data
as opposed to 6 months actual and 6 months forecast data. Similarly,
‘Exhibits 56 and 138-40 show that the variances between forecasts and
act;ais for the test period have been relatively unsubstantial at the
bottom 1ine (even unadjusted) and to a considerable-extent have been
sales related. Moreover, some of these variances have resulted from
warmer father than forecasted "“normal" weather. It also must be
fecognizéd that in a general rate case pfdﬁeeding; such as I&S 1525,
base rates are at issue. Thus, éxpenses that vary directly with sales,
such as fuel for generation and gas purchased for resale, are to a

large degree recovered through the respective adjustment clauses rather
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than through base rates. Weather related variances and other factors
which cause sales io be greater or lesser than anticipated do not have
a great impact on the accurancy of the "bottom line" projected for
general rate increase purposes. Thus, as Public Service witness
Blichmann testified if the GCA and ECA re]atea revenue and expenses
were eliminated, the variancé between foreéasted and actual expenses
wés less than 0.8% for the first six months of 1881.

Premises considered, the Commission finds that a forecasted
test year in this docket js based upon reasonable data and that such
a year will operate ag an attrition alleviating tool. Accordingly, the
forecasted test year ending December 31, 1981, as initially adopted
in Decision No. C81-890, dated May 19, 1981, is affirmed for use herein.

A It should be understood that general rate cﬁse requirements -
evolve over time as economic and other conditions change. The Commission,
at this time, is reasonably comfortable with the concept of the type of
forecasted or current test year as used in this docket. That is, the
forecésted test year in this docket coincided with the year in which the
hearings were held, rather than with the full year subsequent to the year
in which the hearings were held. Public Service, on page 2 of jts Opening
Statement of Position, apparently endor#ed for future general rate cases,
the use of a full future test year as the preferred approach in dealing
with what it describes as the “ever present probiem of attrition.¥ Public
Service describes the December 31, 1981 test period (current year) as "but.
another step along the way.” The Commission interprets these remarks as
meaning that in the event Public Service were to file a general rate case
in 1982, Public Service would not propose a then current test year ending
December 31, 1982, but rather a full future test year ending December 31,
1883. The Commission, in this decisjon, neither endorses nor rejects
Public Service's proposal that subsequent general rate cases adopt a full
future test year. The Commission, of course, cannot preclude Public

Service from filing on the basis of a "full future test year."
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However, if Public Service in general rate cases subsequent to the one
involved in this docket chooses to propose a full future test year, it
also should present, at a minimum, data developed on a "current test
year" basis as defined above. Whether or not the Commission would
accept or reject a full future test year will depend, of coursé, upon
the facts and circumstances existing at the time of aﬁd the record made
in the case.

Another issue involving forecasting, at least insofar as
future rate cases is concerned, is the information to be presented to the
Commission and prdcedural requirements with respect to the same. Public
Service, in Exhibit 133 in its rebuttal case, submitted a proposal for
information that‘wou1d be "made available" when a rate proceeding is based
upon a forecasted test year. The Staff believes, and we agree, that in
the event Public Service files a future general rate case on the basis of
a forecasted. test year (whether current or full future), it shou]q file
its forecasted test year data simu1£aneous]y with its filing of its
proposed tariffs. Since such forecasted test year information is likely
to be voluminous, it will be appropriate for Public Service to file that
information with the Commission in six copies so that such information
may be utilized by intervenors and the public who desire to examine that
information at the offices of the Commission.

In the event Public Service files a forecasted test year rate
case in the future, it should file with the Commission the following
forecasted test year information:

1. Detailed estimates of revenues and costs for

the forecasted test year for each department (electric,

gas, steam).

2. Estimates of revenue and costs should be supported
by workpapers showing the calculations used to derive

and/or support the exhibits.
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3.  Exhibits which:
a. Are arranged in an orderly sequence, appropriately
indexed and legible.
b. Describe the methodology used to estimate the data.

c. Show derivation, including the specification of any
- equations used, of each estimate.

d. Explain result and how it was reached where judgment
is involved in estimation.

e. List all assumptions that have consequent effects
necessary for the derivation of each individual
estimate and show or explain how each assumpt1on
was used in each estimate.

f.  Show at least ten years' historical data to
support estimates derived from an historical base.

g. Describe the management analysis and approval

procedures.
4. Revenue estimates which have at least the following exhibits
as backup for each department by customer classification.

a. Number of customers

b. Sales per customer

c. Total sales

d. Relevant unit prices

e. _ Revenues

5. Estimates of operating expenses by category including per

unit costs where costs vary directly with changes in odtput.

6. Estimates of major capital expenditures should be
separated into specific categories with ten years' historical and

ten years' forecasted data. N

The above described forecasted test year information to be

filed is a good starting point. If the Company, the Staff, or any

intervenor has suggested changes in format the Commission will consider

them. .
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RATE BASE

A. Year End Rate Base

The Commission, in‘Investigation and Suspension Docket No. 935,
authorized Public Service to utilize a year-end rate base for its Electric
Department inasmuch as Public Service had been adding significant amounts
of'non-revenue pﬁbducing pollution control equipment to its plant. In
Decision No. 91581, dated November 1, 1977, in Investigation and Suspension
Docket No. 1116 and Recommended Decision No. R78-675, affirmed by the Commis-
sion June 5, 1978, - in Investigation and Suspension Dockets No. 1185 and 1186,
the authorization for year-end rate base was extended to the Gas and Steam
Departments, respectively. The Commission found that adoption of year-end
‘rate base is a methodo]ogy that recognizes earnings attrition which is beyond
the Company's control. '

We stated in I&S Docket No. 1330, in Decision No. C80-130 dated
January 22, 1980, that Public Service had continued to suffer attrition
evén though the use of the year-end rate base had been in effect for several
years, and that a reversal of the year-end rate base approach would contribute
to further deterioration of Public Service's financial condition.

In DeciSfon No. C80-2346, in I&S 1425, the Commission continued
the use of year-end rate base as a partial offset to attrition. In this
docket, both Public Service and the Staff f&vor a continuation of the use
of a year-end rate base as a partial offset to attrition. GSA, AMAX,
and Consumer Intervenors recommended the use of an average rate base
in this docket, or, a]ternative]y,,ﬁsing a year-end rate base for the
period ending June 30, 1981. | A -

AMAX witness Dirmeier recommended the use of an average rate
base principally on the grounds that a year-end-rate base results in a

mismatch of investment, expenses and revenues and that any guidelines
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offered by Public Service with respect to when it believes a year-end
rate base should be used are totally arbitrary. AMAX witness Madan and
GSA witness Marshall pointed out that this is the first docket in which
Public Service proposed to use a forecasted test year and a year—end
rate base. It was their view that the problem of attrition has largely
been alleviated by such regulatory mechanisms as the new ECA c]auée; |
as well as the use of a forecasted test year in this docket. It was
also pointed out that the financial health of the Company had become
substantially stronger over the past year résu]ting in imprqved cash
flow and cost recovery, and an iﬁterna1 funds generated to conétruction
ratio of 54.9%, a level expected to improve even further with revised
line extension policies. It was also pointed out that projections
indicate that earnings to fixed charges and internal funds to construction
are surpassing levels of the past ten years.

Public Service witness Midwinter testified that the use of a year-
end base was still appropriate because of continued earnings attritioﬁ,
notwithstanding the use of a forecasted 1981 test year. Staff witness
Fleming also recommended the use of a year-end rate base in this docket
as a specific attrition offset since the 1981 forecasted test yeér will
not completely eliminate fegu]atory lag and since construction costs are
rapidly escalating. Mr. Fleming cautioned that it is erroneous to
assume that inflationary factors will cease eroding the rate of return
earned during the first year the new rates are in effect. Of course,
the decision of whethér to use year<end rate base js a judgmental one
and requires an analysis of all factors that may impact on earnings
erosion in the period when rates will be in effect. For example, if
growth in plant exceeds growth in sales, there would be an erosion in
the return on réfe base. Year-end rate base treatment would help to
compensate for this attrition. Staff witness Fleming examined growth
in rate-base and growth in sales over the last ten years and as projected
by Public Service for 1981. He also reviewed the construction budgets and

projected revenues for 1982. It was his conc]hsion that both rate base
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growth and sales growth would substantially decline in varying proéortions
although he did not make any precise quantification. It was his conclusion,
one with whfch the Commission agrees, that the decline fn rate base growth
will not keep pace with the decline in sales growth thus justifying the

continued use of year-end rate base in this docket as a partial attrition
~ -

H

offseiting regulatory mechanism. } Although a forecasted test year ending
1981, the revised.ECA, and the anticipated revision in the 1ine extension
policies will assist in alleviating attrition, these mechanisms, by
themselves, probably will not eliminate it. Accordingly, we find that

continued use of a year-end rate base in this docket is justified.

B. Pawnee Generating Station

In terms of revenue impact, the issue of rate base trea}ment of
Public Service's Pawnee Generating Station (Pawnee) is the singd]ar major
issue in this docket. Pawnee represents the largest single addition
(500 megawatts plus (Mw+)) to the Company's geﬁerating capacity.

In I&S 1330, Publdic Service proposed that the Commission make
a significant adjustment to its policy with regard to allowance for funds
used during construction (AFUDC). 1In that docket, Public Service requested
that the 1978 year-end expenditures with regard to Pawnee in the amount of
$121 million be included in the rate base without an offset credited to
the income statement. In I&S 1330 authorization of current earnings on
construction work in progress (CWIP) without an AFUDC offset with respect
to Pawnee was opposed by the Staff of the Commission, AﬁAX, and certain
other consumer intervenors. The Commission, in that docket, authorized
Public Service to earn currently on 40% of CWIP related to Pawnee.

In the general rate docket subsequent to I&S 1330, that is,

in I&S 1425, the Staff proposed and the Commission agreed to continue
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its 40% non-AFUDC treatment pertaining to the CWIP related to Pawnee.
However, in Décision No. C80-2346, in I&S 1425, the Commission stated

at page 20 thereof,

“Because our treatment of Pawnee CWIP is premised on

the cash flow problems of the Company, and not because:
of an endorsement of a regulatory treatment, we believe
that Public Service is obligated to do everything in
its power to make sure that Pawnee is completed and . -
placed into service without delay. Pawnee, according
to the Company, is scheduled to go into service during
the fall of 1981. The Commission would state that in
the event Pawnee is not on line by January 1, 1382, the
40% CWIP Pawnee treatment adopted herein will cease."

In view of the foregoing statement by the Commission in
I&S 1425, one of the most hotly contested factual issues in this docket
was whether or not Pawnee would be in service by January 1, 1982. Public
Service, the Staff, and O0CS put forth three different approaches in dealing
with rate base treatment for Pawnee. Since the Commission is adopting
a year-end 1981 rate base, in this docket Public Service takes the position
that Pawnee should be included in the rate base as of the time of the
Commission's Phase I order in this docket inasmuch as the 1ikelihood is
strong that Pawnee will be on line before January 1, 1882.

Staff witness Parkins has recommended that Pawnee be considered
used and useful to the ratepayers and given rate base treatment on the
in-service date in which Pawnee has completed 24 hours of continuous operation
at rated capacfty with all necessary supporting systems operafing normally.
For such purposes, the Staff considers any output greater than 500 megawatts
(ij'as.acceptab1e since Pawnee's nameplate rating is 527 MW and the generator
is guaranteéd for at least 507 MW. Staff.witness Summers estimated the
in-service date of Pawnee by comparing the time from steam blow to full
load for Pawnee and nine similar units throughoutbthe country. Of the
nine comparable units, on the average it took 16% weeks from steam blow
to full load. Steam b]owvwas started at Pawnee on Sunday, September 13,
1881, or during the week of September 7, 1981. Adding the average 163

week perjod necessary to achieve full load would result in an in-service
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date for Pawnee of December 13, 1981. Mr. Summers constructed a range
around that date, and concluded that aside from any'major problems,
Pawnee should be in service beﬁween December 15, 1981 and January 15,
1982.

Staff witness Profilet estimated that Pawnee, absent any major
prob]éms, would achieve full load four to eight Qeeks-after turbine roll.
If turbine roll occurred during the last week of October 1381, as scheduled,
then Pawnee's full load would be achieved by late December 1981, according
to Mr. Profilet's analysis. The Staff contends, however, that it is impossibfe
to predict with a‘reasonable degree of engineering certainty whether a plant
such as Pawnee will encounter any major problems before the end of 1881.
Thus the Staff believes that it is impossible to predict with certainty
when the plant will be in service. The Staff be]ives that if Pawnee has
not completed 24 hours of continuous operation at rated capacity with |
a1i necessary supporting systems operating normally by the date the
Phase I order is entered in this docket, Pawnee should be excluded
from rate base in determining the revenue reguirement in Phase I. However,
Staff witness Parkins did recommend that Public Service be authorized to
place Pawnee in rate base and have tariffs go into effect for the associated
Pawnee revenue requirement on less than thirty days notice when Pawnee has
gone on line. The Staff believes that Dr. Parkins's proposal benefits
both the ratepayers and Public Service. The ratepayers are benefitted
because they are assured that they are only payfng for Pawnee when it
actually goes in service. The Company also is benefitted because it
would avoid the problem of de1ay associated with filing an entirely new
rate case. A rider would recover revenues associated with Pawnee with
almost no regulatory lag if allowed to go into effect upon less than
thirty days' notice.

In its rebuttal case, Pub]iC'Servicé maintained that the
Phase I order should authorize revenues which include Pawnee in the
rate base whether or not Pawnee is actually in service at the time of

the Phase I order. However, Public Service made two additional suggestions:
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First, the new rate riders should go into effect on one (1) day's notice
upon the issuance of the Phase I decision, and second, Public Service

] wOuid be willing to make refunds from the effective date of the Commission's
Phase I order to the extent that the Commission moves the revenue require-
ment downward if it is determined as a result of any subsequent hearing
held with respect'to Pawnee that cfrcumstances do nét entif]e Pawnée fd

full rate base treatment from the date of this Phase I decision or as

a result of action on an application for reconsideration involving a
non-Pawnee issue.

OCS maintained that Pawnee should be required to pass both a
"necessary" test and also a "sufficient" test before Pawnee is considered
used and useful to the-ratépéyers and entitled to rate base treatment.
0CS witness, Dr. Parente, recommended that Pawﬁee be required to demqnstrate
a gross capability of 500 MW or more for a 24 hour period in order to pass
the "necessary" test. Dr. Parente's "sufficient”" test was that Pawnee
operate at a 70% capacity factor for at least six of its first nine
months of operation.

0CS contends that the combined "necessary" and "sufficient” tests
of Dr. Parente have one major advantage over the test proposed by Staff
witness Parkins. OCS contends that the Parente tests are objective, numeric
tests which do not require any subjective judgments. If the Commission
were to adopt the Parente test, OCS says, it could verify that the tests
were passed or failed by simply referring to the Company's geﬁeration logs
which would show when Pawnee demonstrated capability of 500 Mw or»moré, or
whether'Pawnee averaged a 70% capacity factor for the six be#t months of
its first nine months of operation. According to OCS, applying the Parkins
test would require a subjective judgment on whether Pawnee, in fact, had
qualifijed. In other words, a subjective judgment would have toc be made
on whether all the necessary supporting systems had operated normally
for tweﬁty-four hours which,; OCS contends, may lead to confusion and

uncertainty.
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A significant portion of the hearing time in this docket was
taken up with the issue of whether or not Pawnee, in fact, was 1ike]y to
go on line (that is demonstrate capability at the 500 MW or more level
for a 24 hour period) on or before December 31, 1981. No useful purpose
would be served by an extended discourse on the conf]jcting evidence
presented to the Commission by the various parties on.this issue. Suffice
it to say the conflicting evidence requires this Commissiop to make its
best judgment in light of the evidence presented to it. Unfortunately,
the failure of Public Sérvice to anticipate the importance of the Pawnee
issue at the time' it filed its proposed rates and its evidentiary case
in May of this year increased the procedural burdens of the Commission
and other parties which otherwise would have been avoided. Nevertheless,
as we stated in our September 1, 1981 decision (Decision No. C81-1519)
this Commission does have the duty to ascertain necessary facts enabling
it to reach a reasoned conclusion, and in a ratemaking proceeding it acts
legislatively rather than judicially.

éased upon the record in this case, and more specifically upon
fhe rebuttal testimony of Public Service witness Blatnik, it is our
judgment and finding that it is more likely than not that Pawnee will be
on Tine, in accordance with the criteria set forth by Staff witness
Parkins and agreea to by Public Service witness Fuller, on or before
the end of 1981. Neither Public Service nor this Commission can be
guarantors of such eventuality, nor is there any legal doctrine which
requires either the Company or this Commission to assume such a role.

It is true, of course, as pointed out by Staff witnesses Profilet and
Summers, and OCS witness Parente, that things can go wrong and that
Pawnee, in fact, may not go on line on or before the last day of 1981.
Although we cénnot deny the possibj]ity as an abstract propbsition{that
Pawnee will not be on 1ine before the end of 198i, we were not persuaded :

by the evidence presented in this docket that such is Tikely to be the case.
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It should also be noted that Public Service has made'thg'offer
to make approp%%ate refunds in the event the "Pawnee~being-on-1line-before
1982% scenario does not take place in fact. Beyond that, Public Service
has made the further offer to make refunds in the event there js a
downward adjustment in rates inQo]ving some issue other than Pawnee.

In view of the fact that we expect Pawnee to be on 1ine before the end
of 1981, and in view of the fact that Public Service has offered to make
refunds both on any adjustment related to Pawnee and any adjustment not

related to Pawnee, we find that Public Service's proposai in this regard
’is reasonable and provides full protection to its ratepayers. .

We are aware of the legal position taken by 0CS to the effect
that this Commission has no authority to authorize ratés subject to
refund. The Commission does not agree with that position. 1In fact,
the concept of a particular rate being subject to refund is not novel
either with this Commission or other utility regulatory bodies. A
well known example, which has been used by this Commission for a
number of years, is the situation in which the Commission authorizes
a retail utility to charge a higher rate, subject to the proviéion
that a refund would be made in the event that retail utility's
supplier is required, u]fimate]y, to reduce its rate to the
retail utility as a result of final action by the Federal Energy
Regq]atory Commission.

| This Commission has a general responsibility to protect the

public interest regarding utility rates and practices. It is the result

reached, and not the method employed, which determines whether a rate

is just and reasonable. Colorado-Ute Electric Association v. Public

Utilities Commission, 198 Colo. 534, 602 P.Zd 861, (1979). It must be
recognized that ratemaking is not an exact science but a legislative
function fnvo]ving many questions of judgment and discretion. Id.
Thus, when one or more equally responsible courses of action are open
to the Commission, neither intervenors; the Company itself, or a

court can substitute its judgment for that of this Commission in
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selecting the appropriate alternative. It must also be recognized
that in fulfilling our function of utility regulation, this Commission
has "broadly based authority to. do whatever it deems necessary or

convenient to accomplish the legislative functions delegated to it.”

Mountain States Tel. and Tel. Co. v. Public Utilities Commission, 195
Colo. 130, 135; 576 P.2d 544, 547 (1978).

As indicated above, we believe that the general proposa] by -
Public Service to include Pawnee in year-end 1981 rate base, subject
to appropriate refund, is the most reasonable alternative that has
been presented to“the Commission, and we will adopt it.

It now remains necessary to set forth how the Public Service
refund proposal should be implemented. Generally, in a Phase I decision,
the Commission orders the utility to file appropriéte riders to reflect,
oﬁ a percentage increase basis, the revenue increase authorized. The
percentage increase riders remain in effect pending the fipnal determination
of spread-of-the-rates issues in Phase II of the particular docket. Iﬁ
Phase I of this docket, we shall order Public Service to file rate increase
riders for its electric, gas and steam departments, respectively, with
regard to the revenue increases authorized herein.

Within three business working days after Pawnee has operated
for 24 continuous hours at a capacity of 500 MW or more, with 511
necessary supporting systems operating normally, Public Service shall
file with this Commission, with copies to all parties herein, an affidavit
to said effect signed by the éppropriate operating vice president of the
Company who is in charge of Pawnee. Presumably, thisvwou1d be Public
Service's vice president for operations,'Mr. Fuller. The affidavit
should be accompanied by the Eompany's generafion logs which will indicate
when Péwnee demonstrated capability at 500 MW or more. The affidavit, of
course, is to bé sworn -and subscribed before a notarj'pub]ic. ‘The last day
upon which Pawnee can demonstrate capability of 500 MW or more in 1981 is

December 31st. Accordingly, the deadline for receipt of the Public Service
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affidavit is .5 p.m., Wednesday, January 6, 1982, which is the third business
day subseguent to demonstration if such occurs in 1981.

In the event that the Public Service affidavit with respect
to a Pawnee demonstration on or before December 31, 1981, is received
by thé Commission on or before January 6, 1982, its E]ectfic Department
rider may continue in effect until such time as the spread-of-the-rates
issues are determined in Phase II of this docket. 1In the event, however,
that the Public Service affidavit with respect to Pawnee demonstration
in 1981 is not received on or before January 6, 1982, or in the even£
any party to this proceeding has probable cause to believe éhat the
Public Service affidavit is inaccurate, then the Commission will hold
a hearing with respect to the matter of the 1981 Pawnee demonstration
in order to determine whether or not Pawnee demonstrated in 1881, and
if not, the approprigte amount of refunds and interest thereon to be

made and the methodology therefor, **

*k

Public Service, with regard to its Electric Department rider,
should maintain appropriate records to isolate the revenue increases
into two parts; (1) the revenue increase attributable to all issues
involved in I&S 1525 other than the 100% inclusion of Pawnee in rate
base, and (2) the revenue increase attributable to all issues in I&S 1525
including the 100% inclusion of Pawnee in rate base less the revenue
increase in (1). In calculating part (1), the slippage treatment of
Pawnee to be included should be based on the Commission's traditional
pre-I&S 1330 treatment, to wit, slippage based on (a) not compounding
interest on previously - accrued AFUDC interest, (b) recognizing, if
applicable, delay on a booking basis of the capitalization of AFUDC,
(c) recognizing the slippage which occurs from difference between the new
authorized rate of return and the rate at which AFUDC had been capitalized
to construction and (d) not capitalizing AFUDC on small construction
work. -

The revenue derivation, on the foregoing two part basis,
should be maintained so that in the event it becomes necessary, Public
Service can make volumetric-based refunds for the requisite number of
days which the Commission hereafter may order.
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That hearing will be held on Wednesday, January 20, 1982 at the
Commission. It should be understood by all the parties in this docket
that the January 18, 1982, expiration of the suspension period w{th regard
to the rates filed by Public Service on May 18, 1981, becomes jnoperatiVe
and of no effect by virtue of the entry of this deciston which permanently
suspends the filed tariffs. The tariff revisions filed by Public Service
on May 18, 1981 were suspended until January 18, 1982, or until further
order of this Cdmﬁission. Accordingly, this decision is the further

ofder of the Commission which effectively determines thé just and
reasonable rates and terminates the further operation of the January 18,
1982 suspension date. In other words, the rates initially filed by

Public Sérvice on May 18, 1981 are being suspended permanently by the
decision and order herein, and Public Service is being authorized to file
appropriate tariff riders reflecting both the revenue increaée authorized
herein relating to non-Pawnee issues, and the revenue increase authorized
herein relating to the inclusion of Pawnee in rate base. The procedural
provisions regarding fipality set forth in CRS 1973, 40-6-114 and 40-6-115

will be made apé]icab]e to the tariff riders.

€. Cash Working Capital

One of the.most vigorously contested rate base issues in
this docket was the issue of cash working capital (CWC) and its .
inclusion,- or exclusion, from rate base. Rate base, of course,
represents the amount of capital provided by investors in order
to purchase‘assets.for use in utility service and upon which the
utility is provided an opportunity to earn a fair rate of return.

fCNC} as a component of rate base for_rate regulation

purposes, has been defined as:
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The "allowance for the sum which the
Company needs to supply from its own funds
for the purpose of enabling it to meet
its current obligations as they arise and
to operate economically and efficiently."
(Barnes, The Economics of Public Utility.
Regulation (1942) 495.) Since it is
normally contemplated that all operating
expenses will eventually be paid for out
of revenues received by the Company, the
need for working capital arises largely
from the time lag between payment by the
Company of its expenses and receipt by
the Company of payments for service in
respect of wh1ch the expenses were
incurred.

Commission, 203 F.2d 494, 498 (3rd. Cir. 1953). See also, Lity of

Pittspurgh v. Pennsylvania Public Utility Commission, 370 Pa. 305,

88 A.2d 59, 61-65 (1952); Boise Water Corporation v. Idaho Public

Utilities Commission, 97 Idaho 832, 555 P.2d 163, 166 (1976); People's

Counsel v. Public Service Commission, 359 A.2d 43 (D.C. App. 1979); New

England Telephone and Telegraph Co. v. Public Utilities Commission

__Me. __ , 390 A.2d 8, 50-53 (1978). Inclusion of CWC in rate base is
necessary when the utility demonstrates that investors have been required
to provide the funds needed to operate the business between the rendering
of utility service and the payment therefor by customers. By including
CWC in rate base, the investor earns a return on the CWC funds at whatever

rate is earned on investment in plant. As explained by the Court in

Boise Water Corporation v. Idahc Public Utilities Commission, -supra:

Cash flow problems often confront a utility

which must pay for expenditures prior to the time < e -
revenues therefor have been collected. To the

extent that such amounts exceed the revenue
collected, it is supplied by the owners of the
utility as a portion of their investment and thus
becomes a part of the rate base. Thus, cash working
capital is a recognition of the sum which the utility
needs to supp]y from its own funds (rather than the
ratepayer s) to meet current obligations as they
arise due to the time lag between payment of

expenses and collection of revenpues. Alabama-
Tennessee Gas Co. v. Federal Power Commission,

3 Cir., 203 F.22 434 (1953). Such allowances

by the Commission are not guaranteed as a matter

of course; the utility carries the burden of

showing by competent evidence that the need exists.
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Application of Wilmington Suburban Water Corp., 203
A.2d. 817. 829 (Del. 1964). Traditionally, such a
showing was made by producing data from the
utility's actual experience showing the need
resulting from the time lag in collection

of revenue, i.e., from a lag study. (555 P.2d at 166)

As stated in the Boise Water case, the burden of demonstrating
that there should be an allowance for CKC in rate base is upon the
utility requesting it. This allowance is demonstrated by means of a
lead-lag study.

A lead-lag study reflects the lag in the

number of days between the payment of

operatifhg expenses . . . and the receipt

of payment from customers for service
rendered.

Gas Service Company v. State Corporation Commission, 4 Kan. App. 2d.

623, 609 P.2d 1157, 1164 (1980). The lead-lag study was explained in
‘New England Telephone and Telegraph Co. v. Public Utilities Commission.

supra:

As indicated earlier, the utility's receipt

of revenues or customer payments for services
provided often tends to lag behind the date

upon which the utility incurred expenses with
respect to the provision of such services.

Thus, the utility requires a “cash advanced for
expenses” working capital allowance to cover
expenses during those lag days. The calculation
of the utility's "net lag" involves the
subtraction of its average expenses lag from its
average revenue lag. Reventie lag is simply the
time span over which revenues lag behind expenses.

330 A.2d. at 51. The lag, however, may work in favor of the utility,

as well as against the utility. See Alabama-Tennessee National Gas Co.

v. Federal Power Commission, supra where the Court wrote:

But there are time lags which work in favor
of the Company as well as those which work
against it. The Company no more pays immed-
iately every 1iability accrued than do its
customers.
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203 F.3d. at 488. Or as the Court wrote in the New England Telephone

and Telegraph Co., case, 390 A.2d. at 51: "On the other hand, expense

lag involves the converse situation, where the utility's expense payments
lag behind the date upon which the utility receives the products or services
for which it is p;ying;" Lead-lag studies also study ihese expense lags

and use them as offsets to revenue lags to -érrive at net cash worki ng capital:

In determining the need for working capital, the
Commission may quite reasonably and properly
take into account factors which reduce the need
as well as those which increase it.

4

Alabama-Tennessee Natural Gas Co. v. Federal Power Commission

supra, at 488.

One of the earliest and most cited opinions on the subject

of CWC is City of Pittsburgh v. Pennsylvania Public Utility Commission,

supra. The purpo§e of CWC how it is calculated énd, whether it should

" be allowed, etc., is discussed in said opinion:

Cash working capital ordinarily is the

amount of cash required to operate a utility
during the interim between the rendering of
service and the receipt of payment therefor.
It is the blood stream that gives 1ife to the
physical plant and facilities of the
enterprise. It can readily be seen that
initially, at the commencement of operation,
capital supplied by investors must, in order
that the Company can function, include such
working cash in addition to the amount
required for physical plant and facilities.
Its allowance as an element of fair value for
rate making purposes has been approved by
decisions of both the Superior and Supreme
Courts of this State and of the appellate courts
of other jurisdictions. Almost invariably
however, its allowance has been determined

by the actual necessity therefor existent .
when disputed rates of an established and
going concern are before the Commission.

The determination of the dollar amount of cash
working capital is based on the time lag
between the service rendered and the payment
therefor by the consumer.
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The fair value of a uti]ity for rate making purposes is
the value fixed at the time rates are established. To
the extent that the customers are providing revenues
before the utility pays its costs, the investors are
not supplying the funds to carry on. Whether cash
working capital should be allowed as an element in
determining the fair value of a utility's used and
useful property as a rate base, and if allowed the
extent of such allowance, depends upon the factual
) situation in each case. If the financial situation
of an operating company shows that sufficient funds
are readily available to bridge the gap between rendition
of and payment for services, no cash working capital
is required and none should be allowed by the Commission.
As indicated above, a lead-lag study examines various elements
of income and expense in order to determine the net lead or the net lag
with respect to CWC. For a number of years, the Commission has used a
so-called formula approach to determine the CWC component of the rate base.
The formula approach previously approved by this Commission generally
allows the utility to include in rate base that part of working capital
represented by 45/365ths of operating and maintenance expenses plus
15/365ths of the cost of purchased power less the average property tax
1iability and 1/3 of the accrued Federal income taxes. In the last
general rate case,'I&S 1425, neither Public Service nor the Staff of
the Commission recommended any change in the formula approaéh. The
Company's request in I&S 1425 for $15,552,635 in CWC was criticized
by witnesses for certain intervenors in that docket. The principal
criticism was the lack of a lead-lag study. AMAX witness Madan, in
1&S 1425, recommended a balancé sheet analysis in order to provide a
Timitation on CWC to be included in rate base. 1In that docket, the
Commission rejected the balance sheet approach as recommended by Mr.
Madan and reaffirmed the formula approach for determining CWC.
Nevertheless, the Commission did state in Decision No. C80-2346, dated
December 12, 1980 (page 22), that Public Service should conduct "an
up-dated lead-lag study prior to its next general rate case in order

to test the validity of the current formula." In compliance with the
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foregoing decision, Public Service in this docket analyzed the leads
and lags in those elements of the net operating earnings statement
which the Commission had been using in.its working capital formula
and proposed that some adjustments to the formula were appropriate.
As modified by Public Service's analysis of -the various é]ements
included in the Commission's traditional lead-lag formula, the émﬁunf
of CWC proposed on a pro forma basis in this docket was reduced from
the old formula basis of $24,148,000 to $16,018,000. Broken down aﬁong
the three utility departments, Public Service proposed zero.cwc for
the Electric Departmegt {when the tax effect of proposed revenue increase
is accounted for), $16,018,000 CWC for the Gas Department, and zero CWC
for the Steam Department.

The three parties in I&S 1525, other than the Company, that
presented evidence with respect to the issue of CWC were the Staff,
AMAX and GSA. Interestingly enough, for diverse reasons, these three
parties came to differing conclusions on the jssue of CWC. The Staff
recommended that no CWC be included in rate base because, in its view,
the lead-lag study conducted by the Company was so flawed and statistically
invalid that the Company had failed adequately to test the validity of
the current formula for calculating CWC._ Without being ab]e'tb accept the -
revenue lag study, the Staff proposed the CWC be set at zero for the Electric,

Gas and Steam Departments.

Among the prob]ems identified by Staff witness Ekland were Public
Service's use of the "ratio-estimate method” to determine revenue lag when
no previously known revenue lag was available, the omissijon of 6.54 percent
of the 1980 revenue in determining the revenue lag, and three flaws in the
random sampling methodology. In addition, Staff raised the possibility
that the sampling technique might be tilted toward a predetermined result.
During 1ts rebuttal case, Public Service presented Neal D. Hitzig, a
statistician employed by Arthur Young & Company, who explained in detail

the sampling technigue used for the revenue lag study and who responded
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to certain of the criticisms made by Mr. Ekland. One of the telling
points made by Mr. Hitzig was the fact that the sample (set forth in
Exhibit 58) was originally designed by Arthur Young & Company for other

auditing purposes, but was used by Public Service in performing the

lead-lag study..
) We find that the sampling technique used by Public Service was
not designed in order to effect a certain result or near result with regard
to lead-lag. Rather, it sufficient]ybappéars to us that the random sampling,
initially designed by Arthur Young and later uséd by Public Service in its
lead-lag study, w;s reasonable under the circumsfances. It should also be
noted that subsequent to the testimony of Mr. Hitzig in this docket, the
| Staff and Public Service entered intoc a stipulation to the effect that the
explanation by Mr. Hitzig éf his calculation method for the revenue tag
differed from the understanding of the Staff and that the Stéff had no;
conducted an audit of Mr. Hitzig's calculation method or his application of
the ratic estimate method and was not able to do so prior to the conclusion
of the hearings in this docket. Interestingly enough, although AMAX and
" GSA were critical of the CWC proposed by the Company, AMAX and GSA did not
disagree with Public Service that a 43.4 day revenue lag was reasonable.

We agree that Mr. Hitzig adequately answered the Staff's concerns
about the léck of stratification and a larger sample in his rebuttal
testimony. Mr. Hitzig also‘answergd certain criticisms of the Staff
with regard to lack of inclusion of unmetered revenues, problems
arising from customers multiple meters, or customers making partial
payments. In fact, these particular concerns were corrected and the
results presented by Mr. Hitzig in his rebuttal testimony. As
adjusted, the average revenue lag day only changed by .1 days in the
margin of error and the 90% confidence level changed to 4.7 days from
5.2 days. Thus, the Commission is satisfied that as far as the revenue
lag is concerned the 43.4 day revenue lag has good evidential support.
and we actept it for purposes of our continued discussion of the CWC

issue.
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Although AMAX and GSA did not disagree with Public Service's
" 43.4 day lag, AMAX and GSA both criticized the Company's lead-lag
analysis for failing to include therein calculations of customer-provided
CWC which exceeds the Company's CWC needs. For examp]e; both AMAX and GSA
criticized the Company for failing té reflect expense ]ag§ for opefations
and maintenance (O&M)‘ekpense. 0&M. amounts to over 25 pé?éeﬁf'b%:thé:'“
total electric expense, and it consists primarily of Wagés; salaries
and materials and supplies which are expensed. AMAX and GSA both contend
that féi]ing to_ref]ect 08 lags in the computation results in a serious
mis-statement of working capital. AMAX and GSA also critic%zed the -
~fact that Public Service ignored interest expense on long term debt
despite the fact that Pub]ic Service precollects dollars from fatepayers
until such time as interest payments are required to be made to bondholders.
In addition, AMAX and GSA criticized the fact the Company ignored the lag
of payménts of additional state, franchise and federal taxes which would
be precollected from ratepayers. AMAX, but not GSA, also criticized the
Company's ignoring dividends, retéined earnings ahd certain non-cash
items in its working capital requirement despite the fact the Company
precollects dollars from ratepayers until such time as these jtems are
required to be paid. AMAX, but not GSA, also criticized what it believes
to be Public Service's disregard of unbilled revenues.

AMAX witness Madan, and GSA witﬁess Marshall both endorsed
the conéept that if the CWC formula arrives at a negative number, such
negative CWC should be recognized for ratemaking purposes. Staff witness
Ekland, on ¢cross examination, also endorsed the concegt'of_negatiVe CwC
for ratemaking purposes should the CWC analysis establish a negative amount.
By way of contrast, Public Service witness Midwinter testified that if the
CWC formula arrived at a negative number, a zero CWC reguirement should be

reflected.
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Public Service in its initial post-hearing statement of
position states that if a comprehensive lead-lag study is'to be
conducted, the approach adopted by AMAX witness Madan is conceptually
correct except for the inclusion of dividends and'unbi11ed revenues.

_ With regard to the question of unbilled revenues, AMAX witness
Madan described them as the value of service that has'been provided the
customers between the service date and the date of billing. By cﬁmparing
December 1981 revenues to December 1980 revenues, Mr. Madan arrived at
a difference of $27,523,000. By utilizing an unbilled service period
of 21.25 days, Mr. Madan calculated unbilled revenues in the amount of
$19,089,000. He proposed that these unbilled revenues be accounted for
in one of three ways: adjust revenues upward for unbilled revenues;
adjust downward the expenses related thereto; or include an adjustment
in the working capital calculation.

The rebuttal testimony by Public Service witness Midwinter
with regard to the question of unbilled revenues was no model of clarity.
This is because much of the cross examination was intermingled with
concepts of forecasting, booking practices, and billing cycles. Never-
theless, it is still clear that forecasted revenues and expenses, unlike
booked revenues and expenses, are based upon the same forecast input of
customers and volumes. Since this is so, there is no mismatch. Accord-
ingly, we find that it is inappropriate to compute the dnb%11ed revenues,
in the CWC analysis, for this docket.

The Commission finds that Public Service has complied with
Decision No. C80-2346, issued approximately one year ago in I&S 1425,
in conducting an up-dated 1ead-1§g study based upon the traditional
formula. As a result of that study, ?ub]ic Service arrived at zero
CWC for its Electric Department, $16,018,000 CWC for the Gas Department,
and zerc for the Steam Department. We find that these figures, when
adjusted by the pro forma changes we have accepted in this docket, which
changes the CWC requested for the Gas Department from $16,018,000 to

$15,887,000, are the correct CWC figures to be used in this docket.

42



Although we adopt the Public Service CWC figures (as adjusted
by pro forma changes) for this docket, nevertheless we endorse the concept
of negative CWC as a proper ratemaking concept. We also believe that
the traditional formula approach, although up-dated for this proceeding
by Public Service, in accordance with Decision No. C80-2346, may not
be a realistic surrogate in measuring the amount of .CWC that is supplied
by the Company vis-a-vis the amount of CWC which is available from other
sources. Accordingly, for future rate cases we aiso endorse the concept
of a comprehensive CWC study. We note that the concept of a cohprehensive
CWC study is favored ngt only by AMAX and GSA, but also by P;inc Service
itself even though these three parties may differ as toc some of the elemental
details thereof. ) |

In this docket, the Commission talthough endorsing the concepts
of negative CWC and a comprehensive CWC study) does not adopt either of
the specific CWC results advancedlby AMAX or GSA. First of alil, as
indicated above, Public Service complied with Decision No; £80-2346 in
updating the traditional CWC formula that has been used for many years.

It would be unfair to tell a utility to do a study in ﬁ certain way,
have the utility comply with what the Commission had previously ordered

for this docket, and then switch to another methodology. Second, even

if the question of fairness were not hresent, the Commission cannot accept
either AMAX's or GSA's negative CWC figures, becéuse both resulting sets
of figures, respectively, flow from expense figures as adjusted by those
two parties. The record does not disclose what the negative CWC figures
would have been in the absence of expense adjustments respectively made
by AMAX and GSA. Accordiﬁgly, on the record as made, the Commission
could not make a finding as to what the appropriate negative CWC should
be unless the Commission were to adopt, as well, the expense adjustments
~of either AMAX or GSA. -

. In summary, the Commission finds that for purposes of this docket
we should adopt the CWC figures of zero CWC for Electric, $15,887,000 for

Gas, and zero for Steam Departments, respectively, as developed by Public
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Service pursuant to Commission ordered up-dated lead-lag study. In
future prdceedings, as hereinabove discussed in this decision, the
Commission endorses the concepts both of negative CWC (if such can
be shown to exist) and a comprehensive CWC analysis.

As indicated above, we agree that Public Service conducted
1ead-ﬁag study resulting in a 43.4 day revenue lag ha; been substantiated.
However, we believe that the expense comﬁonents to be measured in the
future comprehensive CWC analyses should include the following components

for total department expenses:

Py

EXPENSES:

Gas for Generation

Other Fossil Fuel and Freight
Purchased Power

Gas Purchased for Resale

Purchased Steam

General Labor

Management Labor

Other 0 & M Expenses

Federal Income Taxes

State Income Taxes

Deferred Income Taxes

Investment Tax Credit Generated
Investment Tax Credit Amortized
- Property Tax

Federal Insurance Contribution Act (FICA) Tax
Franchise Fees

Federal Unemployment Tax Act (FUTA)
State Employment Security Act (SESA)
Occupational Tax v

Depreciation

Major Medical

Use Tax

Auto License

0f the expense items listed above, tﬁose which are non-cash
items such as investment tax credit generated, investment tax credits
amortized, and depreciation should be both included and excluded.
In other words the CWC analyses should be conducted both ways witﬁ

respect to those non-cash items.

CAPITAL STRUCTURE ITEMS:

Long Term Debt Interest
Preferred Stock Dividends
Common Stock Dividends
Current Retained Earnings
Deferred Taxes
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Likewise, capital structure jtems such as long term debt
interest, preferred stock dividends, common stock dividends, current
retained earnings, and deferred taxes should be both included and

excluded in the future CWC analyses.

D. Compensating Bank Balances

Public Service placed $1,950,000 in compensating bank balances
in rate base for its combined Electric, Gas and Steam departments.
Compensating bank balances are those deposits that Public Service
maintains at certain banks to insure lines of short term credft but
that pay no interest. Staff witness Temmer recommended thaﬁ compensa~
ting bank balances be omitted from the Electric, Gas and Steam rate
bases in the respective amounts of $1,657,000, $285,000, $8,000 and
in.the total rate base amount of $1,950,000.

Mr. Temmer gave two reasons fof excludi ng'compensating
bank balances from rate base. First, they are intrinsically a cost of
short-termvdebt; which is disallowed by the Commission for ratemaking
purposes. Short-term interest costs are highly volatile, and short-term
debt is repiaced by permanent financing, the costs of which the utility
is allowed to earn upon through the rate of return. Second, short-
term debt obtained through compensating bank balances is primarily
used to finance the Company's construction requirements. Public
Service already earns currently upon a portion of funds used for
construction through "siippage." 1In addition, Public Service witness
Bumpus testified on cross-examination that compensating bank balances
are maintained in some "country banks" in lieu of bank line commitment
fees as a community service. Moreover, Mr. Bumpus agreed that compensating
bank balances are a more expensive way to finance credit than commitment
fees. In fact, the record in this docket indicates that it took $426,000
of compensating bank batances to obtain credit of $19,500,000, which is a

ratio of 45 to 1. By way of contrast, bank 1ine commitment fees in the
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amount of $876,000 were sufficient to obtain credit of $102,800,000,
‘which is a ratio of 137 td 1. Thus, it is evident that compensating
bank balances are over two and one-half times more expensive as a means
of obtaining bank credit than are bank line commitment fees.

Dues paid to community social organizations are below-the-
line Expenses for ratemaking because ratepayers have su choice of
which organizations receive those duesror contributions. Similarly,
ratepayers have no choice in which banks Public Service retains the
more expensive compensating bank balances. For the foregoing reasons,
the Commission finds that no persuasive reasons have been shown to
change our policy, initially established in I&S Docket No. 1116, in

1977, of excluding compensating bank balances from rate base.
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E. Construction Work In Progress: Southeast and 345 KV San Luis Line

Public Service, in this docket, proposed including preliminary
expenditures in the amount of $15,255,000 in construction work in progress
(CWIP) related to the Southeast Power Plant (Southeast Project) and
$144,000 for pre]iminafy expenditures related to a 345 kilovolt (KV) San
Luis Valley Transmission Line. The Staff, AMAX and GSA all recommended
that expenditures for these facilities be removed from CWIP. Two basic
reasons were advanced for the exclusion of the preliminary 9xpénditures
related to the Southeast Power Plant and the 345 kilovolt (KV) San Luis
~Valley Transmission Liné from CWIP in rate base. First it was alleged
that there has been no request by Public Service for a certificate of public
convenience and necessity for either of these projects nor any deter—
mination by the Commission that these projects are in the public interest,
Secondly it is stated that the Uniform System of Accounts, if properly
applied, precludes these expenditures from being charged to CWIP. Public
Service has suggested that if the Commission fs to exclude preliminary
expenses (prior to construction) from CWIP, that such a result be
accomplished through a rulemaking proceeding rather than in this docket.

The issue of whether Public Service is réquired, pursuant to
CRS 1973, 40-5-101(1) to obtain certificates of public convenience and
necessity for the Southeast Project and the San Luis Valley 345 KV
Transmission Line is not before us in this docket. Accordingiy, we
decline to make any determination herein with respect to the issue of
certification of these two projects.

' We find, however, that Pub]ic Service is required to maintain
its books of account in accordance with the Uniform System of Accbunts
as set forth in Rule 27 of the Commission's Rules of Practice and
Procedure. Accoynt 183, Preliminary Survey in Investigation Charges,

provides as follows:
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A. This account shall be charged with all expendi-

tures for preliminary surveys, plans, investiga-

tions, etc., made for the purpose of determining

the feasibility of utility projects under con- .

templation. If construction results, this account

shall be credited and the appropriate utility

account charged. If the work is abandoned, -the

charge shall be made to account 426.5, other

deductions, or to the appropriate operating:

expense account.

Public Service witness Midwinter testified that during
the Spring of'1980, Public Service decided to postpone indefinitely .
construction of the Southeast Project. Capital expenditures on
the Southeast Project have been indefinitely postponed by Public
Service pending jmproved financial conditions.  According to
Exhibit 50, introduced in this docket, spending through 1981 on
the Southeast Project is for plant site location and environmental
studies, acquisition of land and water rights, design and engineering.
Public Service witness Midwinter, on cross-examination, agreed
that under the 1iteral language of Account 183 of the Uniform
System of Accounts, preliminary survey and investigation charges
on the Southeast Project should not be charged to CWIP until after
construction of the plant is begun. Mr. Midwinter alsc agreed
that Public Service and Plains Electric G&T of New Mexico are
investigating the construction of the 345 KV transmission line
between the San Luis Valley of Colorado and Taos, New Mexico.
Mr. Midwinter agreed that the language of Account 183 cdu]d be
construed to require the expenditures for "investigating" this
transmission 1ine and should be included as a preliminary investi~
gation charge in Account 183.

Public Service rebuttal witness Fuller testified that before
Public Service applies for a certificate of public convenience and
necessity, preliminary'e%penditures are made on such items as plant
location, preliminary engineering, land and water acquisition, and

environmental analysis. Mr. Fuller confirmed that these are

preliminary expenditures which are made before construction begins.
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Although Mr. Fuller dislikes the loss of AFUDC earnings on such
pre1iminary expenditures and suggests that less information would

be évai1ab1e in certificate of public convenience and necessity
proceedings as a result, the fact still remains ?hat under the

Uniform System of Accounts such pre1imfnary expenditures on proposed
constrﬁctidn should not be in CWIP and should not bé accruing any AFUDC.

In summary, we find that the Uniform System of Accounts

precludes the inclusion of preliminary expenditures, prior to construction,

in a CWIP account. Accdrding]y, the amounts of $15,255,000 with respect
to the Southeast Project and $144,000 with respect to the San Luis Valley
345 KV transmission 1ine will be excluded from CWIP and accordingly from

rate base, in this docket.

F. Summary of Year-End Rate Base

Premises considered, we find that year-end rate base for
Public Service's Electric Department totals $ 1,590,864,000 and is

comprised of the following items and amounts:

December 31, 1981 Electric Year-End Rate Base

Utility Plant in Service - $ 2,020,217,000
Utility Plant Held For Future Use 1,518,000
Construction Work in Progress 43,336,000
Common Utility Plant in Service Allocated 48,343,000
Prepayments 2,811,000
Utility Materials and Supplies 92,513,000
Customer Advances for Construction : (19,964,000)
Year-End Gross Original Cost Rate Base $ 2,194,781,000
Lless: . -
Reserve for Depreciation and Amortization 456,896,000
Rate Base Allocated to FERC

Jurisdictional Sales 137,021,000
Year-End Net Original Cost Rate Base $ 1,590,864,000
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Premises considered, we find that year-end rate base for
Public Service'’s Gas Department totals $ 250,817,000 and is comprised of
the following items and amounts:

December 31, 1981 Gas Year-£End Rate Base

Utility Plant in Service $ 322,032,000
Utility Plant Held for Future Use - 142,000
Construction Work in Progress 4,049,000
Common Utility Plant in Service Allocated 35,149,000
Prepayments . 484 000
Utility Materials and Supplies 4,194,000
Cash Working Capital Requirements 15,887,000
Customer Advances for Construction (6,512,000)
Year-End Gross Original Cost Rate Base $ 375,425;000
Less:

Reserve for Depreciation and Amortization 124,608,000
Year-End Net Original Cost Rate Base - $ 250,817,000

Premises considered, we find that the year—end rate base for
Public Service's Steam Department totals $ 6,458,000 and is comprised
of the following items and amounts:

December 31, 1981 Steam Year—-End Rate Base

Utility Plant in Service $ 9,798,000
. Construction Work in Progress 91,000
Common Utility Plant in Service Allocated ‘ 20,000
Prepayments ) 14,000
Utility Materials and supplies 625,000
Customer Advances for Construction (8,000)
Year-End Gross Original Cost Rate Base $ 10,540,000
Less:
Reserve for Depreciation and Amortization 4,082,000
Year—End Net Original Cost Rate Base . $ 6,458,000

We find that the combined year—end rate base of the Electric,
Gas, and Steam departments totals $ 1,848,139,000 and is comprised of

the following items and amounts:
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December 31, 1881 Combined Year-End Rate Base

Utility Plant in Service . $  2,352,047,000
Utility Plant Held for Future Use 1,661,000
Construction Work in Progress 53,476,000
Common Utility Plant in Service Allocated 83,518,000
Prepayments 3,309,000
Utility Material and Supplies _ 87,332,000
Cash Working Capital Reguirements - 15,887,000
Customer Advances for Construction ' , (26,484,000)
Year-End Gross Original Cost Rate Base : $ .2,580,746,000
Less: _
Reserve for Depreciation and Amortization 595,586,000
Rate Base Allocated to FERC

Jurisdicational Sales 137,021,000
Year-End Net Original Cost Rate Base $ °1,848,139,000

VI,

RATE OF RETURN
A. Capital Structure

This Commission in the past has utilized for ratemaking
purposes the capital structure of Public Service existing at the
end of the test period. In this docket, Pub1i; Service has proposed
the use of a capital structure as of December 31, 1981. The Staff
Tikewise has recommended the use of a December 31, 1981 capital structﬁre.
The Staff proposed several adjustments to the capital structure
submitted by Public Service. First, the Staff reduced the amount of
long-term debt by $15,000,000 to reflect the retirement of $15,000,000
of debt which was scheduled for October of 1981. Public Service -has -
agreed that this adjustment is proper. -
Second, the Staff recommended an adjustment to common
equity in the amount of ($3,662,881) to annualize projected dividend
payments of-$1.68 per shafe at tHe Staff adjusted level of shares
outstanding. In 1981, Public Service raised its dividends from _
$1.60 to $1.68 p;r share but did not reflect that entry in its

projections.
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Third, the Staff recommended an adjustment to common
equity of $248 to reflect the actual dividend rate on the preferred
stock.

Fourth, the Staff proposed an adjustment to common
equity of ($1,872) to reflect subsidiary dividends at the current
rate.” This adjustment is proper since Public Service.has no plans
to issue additional subsidiary equity in 1981.

Fifth, Staff proposed an adjustment of ($3,021,450) to
reflect the actual net proceeds of the June 25, 1981 sale of
common stock. PuBlic Service had projected the sale at $16 per
share but actually received $15 per share. The Staff contends
that its adjustment is proper because the actual net proceeds were
known and measurable at the time of the hearing. See In Re Mountain

States Telephone and Telegraph Compeny, I&S Docket No. 1400,

Decision No. C80-1784 at 31-32 (September 16, 1980). Public
Service objects to this adjustment because it believes it leads to
distortions in updating actuals but not updating for revised
estimates. Further, Public Service contends that the Staff did
not make any adjustments to other parts of the Company's forecasts
to substitute actual figures for estimated figures. Public Service
claims that while it may be useful to Took at variances between
actual and estimated data to the extent possible, that absent
compelling circumstances for a contrary result forecast data
should be used for ratemaking purposes. We agree with the Staff
that if actual figures are avai1eb1e, and are known and measurable
at the time of the hearing, such figures, rather than estimated
figures, should be used.

Staff witness Fleming also proposed an adjustment to reduce
the estimated sale of common stock through the employee stock ownership
plan (ESOP). Mr. Fleming adjusted the amount of common stock outstanding

to reflect actual sales rather than projected sales for the first six
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months of 1981. However, Mr. Fleming agreed during cross-examination
that this adjustment should not be accepted if the sales of common
stock through the ESOP were postponed from the first part of 1981 to
the second part of 1981 and were in fact made during the second half
of 1981. Pﬁb]ic Servﬁce'witness Bﬁmpus testified that‘emp1oyee stock
option plané sales are méde’gubseQUent to the fi1ing of Public Service's
tax return, that its tax return was filed in the second half of the
year as a result of an extension of time being granted, and that'said
'sales of common stock were made shortly thereafter. In view of this
testimony, the Staff has withdrawn its proposed ESOP adjustment.
Premises considered, the Staff has recommended, and we so find, that

the year-end 1981 capital structure for Public Service should be as

follows:
Capitalization Ratio

Long-term Debt $ 822,038,000 45.58%
Preferred Stock ) 229,400,000 ) 12.72%
Common Equity ' 654,545,587 36.29%
Common Equity (1981 issue) 50,458,550 - 2.80%
Deferred Taxes 47,139,346 2.61% |

Total $1,803,581,483 ‘ 100. 00%

B. Cost of Long-Term Debt and Preferred Stock

No party challenged the costs assigned by Public Service:
to long-term debt and preferred stock in the amounts of 8.02% and
7.45% respectively. Accordingly, those respective costs are

adopted by the Commission in this docket.

C. Rate of Return On Equity

As in the past, the parties were not in agreement with respect
to the proper cost to be assigned to equity. The recommended returns on

equity ranged from 15.20% to 16.26% on old equity and 16.82% on new equity.
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The determination of the cost of the common stock portion
of a utility’s capital is a difficult and complex task, since the
utility has no fixed contractual obligation to pay dividends to its
common shargho]ders. To be sure, equity capital has a market cost in
the sense that there is always a going rate of compensation which in-
vestors expect‘to receive for providing equity capita]} but it is not
a cost that is directly observable from the market or accounting data.
Whereas a purchaser of senior securities acquires a right to a contréctua]
return, a purchaser of common stock in a utility simply.acquires a claim
on the utility's future residual revenue after over-é]]'costs,-inc]uding
the carrying cost of debt and preferred stock, have been met. This
essentially venturesome claim is capitalized in the market price
of the stock. Conceptually, then, the true cost of common stock

is the discount rate equating the market price of the stock with a
‘typica] investor's estimate of the income stream, including a possible
capital gain or loss, which he or she might reasonably expect to receive
as a sharehclder.

A‘determination of a reasonable discount rate, adjusted as
necessary for market pressure on new stpck issues and underwriting
costs, is implicit in every reguTatory decision in which an allowance
for a cost of equity capital is included as a component of the approved
rate of return on a utility's rate base. Although theoretically it
might be séid that there is no cost for utility capital raised by
common stock since there is no contractual right of a common shareholder
to receive any dividend return, it is obvious that no reason;ble investor
will entrust his capital funds to a utility by purchasing common stock
unless he can expect to obtain a reasonable return on hi§ investment.

On the basis of the record made in this proceeding, we
find that a rate of return on Public Service's rate base of 10.75%
and a rate of return.of 15.70% on equity is fair and reasonable,

sufficient to maintain financial integrity, to attract equity
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capital in today's market, and comensurate with rates of return on
investments of other enterprises having corresponding risks.

As in the past, the Commission finds and concludes that the "Discounted
Cash Flow" (DCF) methodology is an acceptable one for deriving a
fair.rate of return on common equity. The Commission does récognize
that there are other methodologies for érriving at a fafr return
on'equity, at least two of which, comparable earnings and earnings/
price ratio, were presented herein for our consideration. While we

do not reject these methods, from the evidence presented in this
proceeding, they appear to afford less rather than more certainty

to the process of aséertaining a fair rate of return on equity to

be allowed for Public Service. This is particularly true when it

%s noted that Mr. Johnson relied on Standard & Poors' 400 Industrials
in his comparab]é earnings analysis. These industrials reflect a wide
range of different kinds of companies which simply are not comparable
to gas and electric utilities. As GSA witness Rettenmayer stated, a
comparison of rates of return being earned by other companies or a
group of companies does not tell the required rate of return for

Public Service.

Therefore, we have relied upon the results of the DCF
methodology iﬁ reaching the conciusions expressed above.

As has been customary in past proceedings, the concTusions
of the several witnesses applying the DCF analysis were not in
agreement. The bare cost of equity found by the various witnesses

is as follows:

BARE COST OF EQUITY

WITNESS YIELD GROWTH

Rettenmayer 12.% 3.0-4.6% 15.0-16.0%

Flemimg - 11.9% 3.0-4.0% 14.9-15.9%

Johnson 11.2-12.9% 2.5-3.5% 13.7-16.4%

Bumpus 11.16% 4.28-5.28% 15.44-16.44%

Bumpus 12.25% " " 16.53-17.53%
(rebuttal) :
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Public Service witness Bumpus's DCF yield analysis of 11.16%
was based on a 16 week stock pure average ending March 26, 1981. On
rebuttal Mr. Bumpus updated his 16 week average yield to 12.25% based
on the period ending October 9, 1981. For growth Mr. Bumpus relied
almost entirely on the growth in dividend yield. -

Each of the witnesses-suggested that an adjustment should be
made to the bare cost of equity by reason of the issuance of new shares.
The purpose of any adjustment is to protect the Company against a reduction
in proceeds on th? sale of new shares by reason of se]]%ng expenses and
market pressure, if any there be. Public Service witness Bumpus was
incorrect when he applied an adjustment for market pressure to all of
the outsianding equify of the Company as well as the new equity. Staff
witness Fleming rejected the notion of market pressure, but he did allow
for a reduction in proceeds for issuing expenses which he calculated to
be 30 basis points or .30% on equity.

Mr. David E. Kelley, testifying on behalf of GSA concerning
the issues of market pressure and‘flotation costs, presented a study
of market pressure which was specifically related to Public Service.
Mr. Kelley also presented an overall utility market study concerning
flotation costs. Mr. Kelley concluded that there was evidence to
support an indication of market pressure in the area of minus 2.2%
and that the best estimate of future flotation costs was 4.5%.

These adjustments, as used by Mr. Kelley, were app]icab]e'only to
new equity.

For purposes of this docket, we find that the testimony
of Staff witness Fleming most nearly approximates a realistic
range with respect to cost of equity. Adding the .30% adjustment
for selling expenses to Mr. Fleming's bare cost of equity range of
14.9 to 15.9%, Mr. Fleming arrives at a return on equity in the

range of 15.2 to 16.2%. The mid po;nt of this range is 15.70%
which we find, as indicated above, to be a realistic cost of

equity.
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Staff witness Fieming derived a return on common equity
for Public Service primarily through the DCF ana]ysis.of selecting
comparable companies, Moody's 24 Utilities Group and Public Service.
In selecting companies comparable to Public Service, Mr. Fleming used
five criteria: (1) the percentages of revenues derived from gas sales;
(2) the Standard and Poors (S&P) Bond Ratings; (3) the Moody's Bond
Ratings; (4) the S&P Stock Ratings; and (5) the Value Line Safety Factors.
Each criteria is determined following analysis of numerous risk factors.
Hence, together they represeni the best barometer of the ri;k of an
“investment in the common stock of these companies. While it is
impossible to find companies with identical risks, a composite of
“the risk of Mr. Fleming's comparable companies will be similar to
the risk of Public Service.
V In measuring current dividend yield, Mr. Fleming used a
sixteen week yield, a twenty-six week yield, and a fifty-two week
'yie1d for the periods ending August 21, 1981, for each of the
comparable companies. For Moody's 24 Utilities Group, he used
three month; six month and twelve month yields for periods ending
July 31, 1981. Mr. Fleming concludes that, while the yield varies
with the period measured, the yield has remained fairly constant
over the last year. Mr. Fleming's analysis used yields that are
equivalent to the average of the yields for the three period study,
which deliberately placed more weight on recent yields which better
reflects the current inflationary expectations of investors. He
found a yield of 13.25% reasonable for the twenty comparable companies,
while a yield of 12.50% was reasonable for Moody's 24 Utilities Group.
Mr. Fleming determined that a dividend yield of 11.90% was representative
of current investor expectations for Public Service common stock, and he
used that yield to calculate the bare cost rate of equity for Public

Service:
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During rebuttal, Public Service witness Bumpus updated
his DCF study to show that the sixteen week yield on Public Service's
common stock as of October 9, 1981 is 12.25%. Mr. Bumpus used
that yield to offer an opinion that the current cost of new equity
capital is in the range of 17.49% to 18.49% with a mid point of
17.99%. The Commission favors Mr. Fleming's ana]ysis‘over Mr. Bumpus's
update of his sixteen week yield. By using sixteen, twenty-six, and
fifty-two week periods to determine dividend yield, Mr. Fleming took
into account a 1ongér period of time which is more representative of
investor expectations. In any event since dividend yields have remained
fairly constant over the period of study by Mr. Fleming, we find that
investor expectations have stabilized over the last year. Furthermore,
Mr. Bumpus's rebuttal yield is based solely on one 16 week period which
is not as representative of investor expectations as Mr. Fleming's yield.
Unlike I&S 1330 and I&S 1425, when markets were volatile, thus justifying
greater reliance on shorter time periods, as indicated above, the market
situation currently is comparatively more stable. Accordingly, the
yield of 11.90% proposed by the Staff is fair and reasonable under
current circumstances.

In determining the growth component used in his DCF apa]ysis,
Mr. Fleming initially examined historic growth in book value per share,
earnings per share, and dividends per share. He calculated the historic
growth in these three variables for both a ten-year and a five-year
period, using both exponéntia] growth rate and compound growth rate.
He determined that the anticipated growth rate for Moody's 24 Utilities
is in thg range of 2.5 to 3.5 percent, and the anticipated growth rate ‘
for the twenty comparable companies is in the range of 1.75 to 2.75 ﬁercent.

Mr. Fleming gave slightly more wéight to historic growth in
" dividends than to.growﬁh in eérnings‘per share or growth in book value.
First, groch in dividends was more consistent over the two periods
Mr. Fleming selected in making his measurements. Second, growth in

dividends is immediafely apparent to the investor because an increase

58



in dividends increases his quarterly dividena check. Mr. Fleming
verified his growth rate analysis through a study of retention rates.
Based upon his analysis and by app]yihg his independent
judgment, Mr. Fleming determined that the investor expects a
growth rate for Public Service in the range of 3 percent to 4
percent. He based that determination primarily on two factors:
(1) the yield on Public Service stock has dropped in relation to
other utilities; and (2) using a 3 percent to 4 percent growth
rate, the bare cost rate on equity for Public Service is more in
line with the bare cost rate on equity for the comparable companies.
Mr. Fleming's growth recommendation of 3 percent to 4 percent for
Public Service is superior to the Cohpany's proposed growth rﬁte of
4,28 percent to 5.28 percent because the latter is based solely on
the historic growth of dividends. The growth in book value per
" share and earnings per share and the éurrent retention rates -- ali
of which were studied by Mr. Fleming in addition to dividend growth --
all {ﬁdicate that continuation of a large growth in dividends recently
experienced by the Company is unrealistic. The investor would recognize
this fact in determining his current yield requirements.
Mr. Fleming determined a bare cost of equity of 14.9 percent
to 15.9 percent for Public Service. His recommendation is supported
by the bare cost of equity of 15 percent to 16 percent derived using B
his DCF analysis of twenty comparable companies andeoody's 24 Utitities
Group. Moreover, Mr. Fleming verified his bare cost of equity range by
conducting an earnings/price analysis. |
In deriving the cost of equity capital, it is necessary
to adjust the bare cost of equity to allow the Company to recapture
the selling costs incurred when issuing additjonal stock. These

selling costs decrease the net proceeds of a stock sale received-”
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by the Company. Any flotation cost adjustment must be based upon
the amount of new stock issued rather than upon stock outstanding,
in order to insure that the Company is not overcompensated.

As indicated above, the Staff recommended an adjustment for
flotation (or selling) costs of .30 percent. Mr. F1e@ing's derivation
of the flotation costs adjustment is significantly di%ferent than the
methods used by Public Service witness Bumpus and GSA witngss Kelley.
Mr. Fleming examined historic Public Service stock issues over a ten
yeér period, which can be considered to be over a complete construction
cycle. Both' Mr. Bumpus and Mr. Kelley used the 1981 Public Service
stock issue. Mr. Fleming used a cost approach to calculate the
flotation cost adjustment while Mr. Bumpus used a price approach.

Mr. Fleming's adjustment of .30 percent is adequate to protect the
Company from erosion under normal market conditions. Moreover, his
adjustment more accurately reflects cyclical flotation costs than
do Pﬁb]ic Service's or GSA's because his adjustment is based upon
stock issues over a ten-year period, that is, over one complete
construction cycle.

Mr. Fleming did not adjust the bare cost of equity for
market pressure Because he was not satisfied by the Company's
exhibit 33 that market pressure exists. As a general principle,
market pressure should be measured over both declining and ascending
markets. Any adjustment based solely on declining markets, such
as in Public Service exhibits 33 and 130, wouid coﬁpensaye the
utility for the worst possible case. Such an adjustmeﬁt would
overcombensate the utility for market pressure in stable and
ascending markets which in essence, would guarantee the net
receipts frém the stock issue. It is not the purpose qf regu]ation,
nor the responsibi]ity of this-Commission, to guaranfee-é uiﬁlity‘é

net receipts from stock sales.
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Mr. Fleming testified that he was aware of no study that
conclusively demonstrates the existence of market pressure. The
market pressure studies performed by Messrs. Bumpus and Kelley
would appear to confirm Mr. Fleming's statement.

Mr. Kelley made a Public Service specific market pressure
recommendation of -2.2 percent. However, his company specific market
pressure is Eased upon only five observations which are too few
observations to provide any confidence in the reéu]ts. Mr. Bumpus's
original market pressure study in exhibit 33, pp. 5-6, has two defects.
First, the 2.8 percent adjustment is based only on declining markets.
Second, the study incorrectly applies variance analysis in comparing
the Company pricing index with the New York Stock Exchange utility index.
‘ Both Messrs. Bumpus and Kelley conducted *all markets® market
pressure studies for 1980. Mr. Kelley found average market pressure_of
-.5 percent (exhibit 104, p. 6). Mr. Bumpus on rebuttal testified that
the 1980 "all markets" market pressure was ~1.362 percent (tr. v. XIII,
10/15/81, p. 126). There are seven stock issues that are common to both
the Bumpus and Kelley 1980 "all markets® studies,‘but there are substantial

differences in market pressure for these issues found by each witness:

Bumpus Kelley

Exh. 130 Exh. 104, p. 6

Cffering 1980 Market 1880 Market
Issue Date Pressure - Pressure
Pacific Power & Light 1/16/80 - 2.296% . +0.300%
Carolina Power & Light 2/13/80 - 7.602% +3.000%
Arizona. Public Service. . 3/5/80 - 4.373% -3.300%
Kansas City Power & Light 3/19/80 + 0.204% -6.200%
E1 Paso Electric 8/6/80 + 3.443% +2.100%
Middle South Utilities 10/14/80 - 1.804% +2.500%
UGI Corp. 12/1/80 : +13.283% +6.500%
Average + 0.123% +0.700%
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Moreover, in his company specific market pressure study
in exhibit 101, Mr. Kelley found market pressure of -~7.0 percent
for the 2/26/80 Public Service issue, while in exhibit 130 Mr. Bumpus
found -5.765 percent. For the 9/9/80 Public Service issue, Mr, Kelley
found +1.1 percent market pressure in exhibit 101, while Mr. Bumpus
found -1.440 percent market pressure in exhibit 130.

Given these great variances in market pressure found by
Messrs. Bumpus and Kelley fof the same 1980 stock issues, there is
no evidence that gonclusively shows market pressure for Public
Service in this docket. Accordingly, in this docket we are not
making a specific adjuétment to the bare cost of equity for market
pressure. The Staff contends, and we agree, that two factors will
adequately compensate the Company for any market pressure that may
exist: (1) the additional compensation provided by applying the
harkup fof flotation costs to a rate base that exceeds capitalization
due to the use of a year-end rate base; and (2) the Commission's
policy of not reducing rate base by deferred investment tax credits.

In summary, we find that Staff's bare cost of equity range of
14.9 to 15.9 pefcent is reasonable, that ité .30 percent adjustment
for flotation cost is reasonable, and that its overall rate of return
on eguity raﬁge of 15.2 to 16.2 percent is reasonable. As indicated
above, the midpoint of that range is 15.70 percent, which we find to
be a reasonable rate for which Public Service should have an opportu-

nity to earn a return on its equity.
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B. Composite Cost of Capital

Determination of the composite cost of capital (when the fair
rate of return on equity has been set) is easily derived from Public
Service's capital structure and the cost of long term debt, preferred
stock and common stock. We find the composite cost of capital fof

Public Service is 10.75 percent derived as follows:

RATIO % = COST %  COMPOSITE ¥
Long Term Debt $ 822,038,000 45.58 8.02 3.66
- Preferred Stock 229,400,000 12.72 7.45 .95
Common Equity - 705,004,137 38.09 15.70 6.14
Deferred Taxes 47,139,346 2.61 0 0
Total $ 1,803,581,483 100.00 10.75

VII
REVENUE REQUIREMENT

In order to defermine the revenue requirement, it is necessary
to determine the required net operating earnings based upon Public
Service's rate base. We have found that the propé} rate of return
on that rate base is 10.75 percent, and the proper return on equity
15.70 percent. This means that the required total authorized net
operating earnings of Public Service are: $ 198,675,000 ($ 1,848,139,000
times 10.75 percent = $ 188,675,000).

It is necessary to subtract the pro forma net operating earnings
of Public Service in the test year, as adopted herein, from the regquired
net operating earnings in order to determine the indicated net earnings

deficiency. Certain adjustments to determine the pro forma net eperating
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earnings of Public Service for the test year have been proposed,

which proposed adjustments are discussed below.

A. Advertising

Consumer Intervenors contend that the Commi;sion should
only allow $58,810 of Public Service's advertising costs, instead
of $653,000 requested by the Company. Consumer Intervenors take
the positiﬁn that this Commission can allot only those costs incurred
by Public Service ‘for the advertising actually submitted by thé
Company as Exhibit 19. Public Service witness Midwinter testified
that Exhibit 19 was a copy of all the ads in the above-the-line.
categories previously estab]isheq by the Commission, for the first
three months of 1981. The Commission has examined each one of these
ads and finds them to be proper in accordance with the criteria pertaining
to above-the~1ine advertising expense previously established by this
Commission.

Inasmuch as these ads are representative of the ads which
would run throughout the remainder of the 1981 test year, we find that
the test year expense with respeét thereto in the amount of $653,000
as proposed by Public Service, is proper and should be allowed.

Consumer Intervenors alsc take the position that this
Commission should disallow as a ratemaking expense $9,900 (rounded
to $10,000) associated with Public Service's Communications Program.
The Public Service CommunicationsAProgram appears to be a public
relations gambit for the Company. In this program Public Service
employees give lectures on such subjects as "Woodworking as a Hobby",
"pPrisons Today", "Teens Encounter Christ", "Taking Care of your Body",
etc. It is guite clear, of course, that this Commission has no authority
to forbid Public Service or its employees from engaging in communications
of the kind described above. However, it is equally clear that this

Commission does have the authority to make sure that the expense
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associated with such lectures is not borne by the ratepayers of the
Company. Accordingly, we agree with the Consumer Intervenors that
$9,900 (we round to $10,000) associated with Public Service's
Communications Program should be rémoved as an above-the-Tine

operating expense.

B. - Construction Work in Progress and the Appropriate AFUDC Rate

In determinating héw»to treat CWIP, the Commission must balance
the interests of the ratepayers with those of the investors who have
supplied the funds for such construction. The investors are required
to supply the funds for construction and to pay‘the associated costs
necessary to finance that construction during the construction period.

The investors are entitled to earn a return on the funds committed for
those purposes. The ratepayers, however, do not receive the direct
benefits of new construction until the property is placed in service.
Therefore, the argument is made that the ratepayers should not be required
to provide the investor a return on the construction dollars advanced by
the investors to finance the construction until the construction is placed
in service.

In order to allow the Company an opportunity to earn a return
on funds invested for construction work and at the same time defer payment
by the ratepayers of that return until such time as the p]ant.is}in
service, .an accounting entry is made on the books and records of the
Companyl _ )

The accounting entry, in effect takes into account the associated
costs of financing the consfruction incurred during the construction period
by including allowance for funds used during construction (AFUDC) in CWIP.
This increases the size of the investment based upon which the Company

can earn a return and recover depreciation costs in the future as the

construction work is placed in service.



To prevent the investor from earning a current return on the
construction costs supﬁ]ied by them another accounting entry is made to
credit AFUDC to the income statement. The net effect of the two reciprocal
accounting entries is to a substantial degree to defer recovery of a
return on the construction dollars provided by the investor until the
p]ant-is placed into service. It should be noted, however, that to the
extent the rate of return authorized for the utility is in the excess of
the rate at which AFUDC is charged to construction; to the extent that
capitalization of AFUDC is delayed on a booking basis; to the extent
that AFUDC is not capitalization on small construction work; and to the
extent that AFUDC is not capitalization on previously accrued AFUDC, there
is an imbalance or ﬁs]ippage" which in fact requires current ratepayers
to pay some return on the investor provided construction do]]ar for future
plant. The fact that a return on a portion of the neéded construction
expenditures advanced by the investor is being paid for by current
customers (that portion being measured by "slippage") enhances the cash
flow position and resulting financial sfrengfh of the utility, and may
result in lower financing costs to all ratepayers, current and future.

The balance of the return on construction dollars advanced
by the investor (excepf for "slippage") arising from the indicated
accounting entries is borne by future ratepayers who will benefit
from the plant being constructed.

"In I&S 1425 the Commission determined that 10.19 percent was
the appropriate rate of return on rate base. In this docket Public
Service has applied the 10.19%¥ rate to the AFUDC "add-back" even
though it has requested a higher rate of return on rate base, namely
12.09% for the future. Public Service's methodology in applying the
current rate base rate of return to the AFUDC "add-back" is in
accord with Commission policy. When a new rate of return on rate
base is authorized, as it will be by this decision and order, Public
Service will use the new rate of return on rate base as the correct
rate to be applied to the AFUDC "add-back" from the effective date

of this decision forward. .
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GSA witness Marshall suggested that it would be appropriate to
increase Public Servfce‘s AFUDC "add-back" to reflect the 11.54% Public
Service FERC-AFUDC rate. However, since the overall rate of return on
rate base of 10.75%, as authorized herein, is less than the 11.54% FERC
rate, GSA's proposaiffn thfs regard have the effect of e]ihinating that
porfibnAdf:s]iﬁpagélﬁhféh féf]ecis fhe~differehce fn the rate of return
authorized for the utility and thevAFUDC Yadd-back” rate which is charged
to construction. As a matter of fact, Public Service does ndt adjust the
AFUDC raté as a result of each genera].rate case. However, the adjustment
is one rate case behind, rather than one rate case ahead, and to the

extent that such a practice produces some §]ippage, thereby enhancing
. the case flow pos%tion and resulting financial strength of the utility,
both the utility and its ratepayers are benefited.

AMAX witness Dirmeier adjusted AFUDC income to be reflected in
this case taking into account rate base adjustment which he proposed
and also reﬁommgnding that the AFUDC rate to be used in the future
should be at the presently authorized rate of 10.19%. Mr. Dirmeier
was of the opinion that if Public Service is permitted to accrue AFUDC
at the higher rate authorized in this proceeding, it would result in a
.double recovery. We find that this assumption by Mr. Dirmeier was
incorrect. whether recovery is current (which would be the difference
between the authorized rate of return and the rate applied to AFUDC
"add~back") or the return is deferred to the future through cépita]ization
of CWIP at the authorized raté of return, there is only one recovery, not
a double recovery as incorrectly c];imed by AMAX.

Premises considered, we find that neither GSA nor AMAX presented
evidence or argument which would persuade us to deviate from our traditional
policy with réspect to slippage which has been articulated above, and

which has been applied to CWIP. -
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C. AFUDC Normalization

Public Service-has recommended that the Commission normalize
the tax effect of the debt component of AFUDC. As a general proposition
Public Service favors the normé]ization of book-tax timing dif%erences,
a prihcip]e which recently has been upheld by the FERC in its Order
No. 144, issued May 6, 1981. Public Service contends that with specific
reference to AFUDC, the norma]ization of the debt component spreads the
benefits resulting from the tax deductibility of interest over the life
of the plant with‘respect to which AFUDC has accrued. It is Public
Service's view that normalization of AFUDC not only does away with -
the anamoly, under f]pw through, of negative revenue requirements
attributable to a facility during its construction, but allocates
to the ratepayers who are paying for the property through depreciation
and réturn on rate base the tax deductibility benefits.

The Staff and other intervening parties opposed any change
in the Commission's policy of flowing through the debt component of
AFUDC. The effect of Public Service;s normalization of AFUDC would
be to increase the deferred income tax expense by a total of $6,640,000
for the combined departments, which is offset by decreasing the
depreciation expense by $95,000. The associated rate base adjustments
would increase rate bése by $5,337,000.

One of the effects of normalization, of course, is to increase
cash flow to the Company, Public Service's construction.requirements,_
at least in the immediate futﬁre, will be reduced because Pawnee
is nearing completion, and the Company has 1ndefinite1y postponed
building jts Southeast Project. Existing cash flow mechanisms
include normalizing both deferred taxes arising from accelerated
depreciation and amortization, and normalizing the tax saQings from
investment tax credits. These normalization treatments result in

jncreased costs to preéent ratepayers and decreased costs to future
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ratepayers. In contrast, the flow through of AFUDC will resu1t_in
decreased costs to curreﬁt ratepayers and increased costs to fdﬁure
ratepayers. We believe that by retaining the flow through of AFUDC,
but continuing the other normalization treatments described above,

a propef balance is struck between costs to be borne by current
rateﬁayers vis-a-vis future ratepayers; Accofdihg]y, in this dbcket,
we will not adopt Public Service's proposal to effect a normalized
treatment of the debt component of AFUDC in either réte base or income
statement calculations.

4

D. Interest Expense Synchronization

The synchronization of interest expense was again an issue of
controversy. Although Public Service proposed a year end rate base for
revenue requirement purposes, the Company computed its interest expense
on the basis of an average rate base. This methodology has the effect
of decreasing the interest deduction for income tax purposes, which in
turn, decreases net operating earnings and leads to a greater revenue
requirement. AMAX suggested that the interest expense be synchronized
with whatever rate base {year end or average) was adopted by the Commission
in this proceeding. AMAX witness Dirmeier basically contended that
ratepayers should not be required to contribute revenues to the Company
on the basis of a year end revenue requirement when the Company does not
provide the ratepayers with the full benefit of the interest deduction
by calculating the same on the basis of an average rate base. 1In short,
AMAX ébhtends that this inherent mismatch is one sided in favor of the
Company. GSA witness Marshall also recommended that the level of interest
expenée be synchronized with the rate base adopted by the Commission in
this case.

Both Public Service witness Midwinter and Staff witness
Jorgensen used average rate base in the composite cost of debt. We

agree with Public Service and the Staff in this regard since the use of
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year end rate base clearly is an attrition alleviating allowance and is

not used on any pretext that in so doing one appropriately matches revenues,
expenses and invéstment. In determining the interest annualization, one

is interested in the match between the average investment and the tax
deductibility of the interest expense incurred in cohgection with that
averaée investment. Thus it is clearly appropriate to use average rate
base for interest annualization purposes even though year end rate base

is used for revenue requirements purposes.

Staff witness Jorgensen's interest annualization calculation
also eliminated what was referred to as a "double-FERC," or an inad-
vertent failure by Public Service properly to account for an allocation
to FERC jurisdictional business. Public Service has no objection to
this correction, and it will be adopted by the Commission herain.
Accordingly, the Commission finds that the interest annualization,
as calculated by Staff witness Jorgensen, is correct and should be

adopted.

E. Franchise Taxes

The Staff has recommended that the Commission continue its
current practice of surcharging franchise taxes. Franchfse taxes, like
sales taxes, are a function of sales revenue. Since saTes taxes are
surcharged by the Commission, we find that the same treatment should be
given to franéhise taxes. Surcharging a revenue based tax has the
advantage of eliminating pro forma adjustments for ratemaking purposes.
In order to surcharge franchise taxes, Public Service's franchise tax
adjustments to operating revenues and taxes other than income must be
reversed in each department. In the Electric Department, the amount of
$10,589,000 must be subtracted from operating revenue and from taxes
other than income; in the Gas Department the amount to be subtracted is
© $8,831,000; and in the Steam Department the amount to be subtracted is

$185,000. Public Service witness Midwinter agreed that there is no
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effe;t on the net operating earnings when franchise taxes are removed
fromlboth operating revenues and operating expenses. However, the
removal of franchise taxes will simplify the revenue to gross multiplier
calculation in the Steam Department. We adopt the Staff recommendation

with regard to franchise taxes.

F. Hook-Up Charge

Staff witness Jorgensen pointed out in his direct testimony

that the Company's filing had overlooked the annualized revenue effect
of the customer hook-yp charge which became effective in December of
1980. As a kesu]t, Mr. Jorgensen adjusted othér revenues by a total
of $3,552,000. Pubtic Service has.agreed that its revenues should be
adjusted by including that amount in its revenues. Accordingly, the
Commission finds that the annualized revenue effect of the customer
hook-up charge in the amount of $3,552,000 should be included as part

of Public Service's test year revenues.

G. Payroll Adjustment

Public Service represented that its 1981 projected payroll
expense is $124,927,000. Public Service then proposed to increase its
payroll levels by $8,748,825 over and above the projected test year
levels because of a wage increase scheduled to go into effect during
December of 1981. GSA witness Marshall opposed the 8.5% upward adjustment
based on the theory that the projected test year should reflect the
Company's projected payroll expense -- not a level 8.5% over and above
projected expense. Mr. Marshall further objected to the proposed 8.5%
adjustment‘because at.the time of the hearing, the 1981 Public Service
wage increase was pure conjecture and cannot be described as a "known and
measurable changg." Finally, Mr. Marshall stated that Public Service's
position was improper in attempting to calculate wage levels through
November 1982, while revenues and sales are not even brought to year end

1981 levels.
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Mr. -Marshall alsoc discovered that Public Service's operating
payroll expense starting point of $111,056,000 (the 1980 operating
payroll expense) was overstated in that the Company's 1980 FERC Form 1
indicated that total 0&M salaries and wages for ai1 utility departments
amounted to $102,152,458 which is approximately $10,0Q0,000 ess than
the $i11,056,000. In summary, GSA witness Marshall contended that Pub]ic
Service's payroll base was overstated by approximately $10,000,000, and
that it is reasonable and abpropriate to set payroll levels as projected
by the Company rather than.8.5% in excess of the projected payrolls of
the Company. ¢ '

In rebuttal, Public Service witness Midwinter indicated that
Mr. Marshall was indeed correct that the Company should have based its
wage adjustment oﬁ the amount shown on FERC Form 1 for the year 1980.
However, the inference drawn by Mr. Marshall that Public Service's
oversight carried over into adjustments for FICA taxes and pension plan
contribution was incorrect. We find that Mr. Midwinter adequately
explained that these adjustments were not affected by the error in the
1980 payroll data starting base.

Even though we agree with GSA witness Marshall, as does Public
Service, that Public Service's payroll base should be the $102,152,458
figure as shown in FERC Form 1 for the year 1980, we do not agree with
Mr. Marshall's assertion that a pro forma adjustment of the type made by
Public Service (calculated on the correct base) is inappropriate. There
is no serious doubt whatsocever éhat wages will be increased before the
end of 1981 and that those increased wages will be in effect during
the time when increased rates resulting from this docket are in effect.
We ‘agree that although the precise amount of the increase is notAknowh,
 the 8.5% level used by Mr. Midwinter is clearly reasonable. Iﬁ.fact,
the 8.5% ihcrease used by Mr. Midwinter for the December 1981 wage"

) increése may‘be too low. Accordingly, for purposes bf ca1cu1atingv

the payroll adjustment in this docket, we shall substitute the $102,152,458
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figure as the starting point instead of the $111,056,000 figure used as a
starting point in the Company's filing. This reduces the payroll adjustment

proposal by the Company by $720,000.

H. Rate Case Expense

Public Service projected 1981 rate case expense as the cost
for 1980 rate case plus a 12% escalation. Accordingly, Public Service
multiplied its 1980 rate case expense of $717,000 by 1.12 to arrive
at an estimated 1981 rate case expense of $803,000. In 19?0, Public
Service's two rate cases before the Commission were Investigation and
Suspension Docket No. 1420 (I&S 1420) and I&S 1425. I&S 1420 was the
so-called emergency case and I&S 1425 was the general rate case. GSA
witness Marshall proposed to remove the I&S 1420 rate case expenses
before application of the 12¥ upward adjustment since he claimed thére
were no similar extensive hearings in 1981. However, it was shown
by Public Service witne#s Midwinter on rebuttal that the expense
incurred in connection with I1&S 1420 was analogous to that involved
with a motion for interim relief in this docket. In any event, the
number of hearing days scheduled per year in the future, is not
l1ikely to diminish. The Commission finds that the rate case expense,.

as projected by Public Service, is reasonable and should be allowed.

73



I. Summary of Effect of Changes in Revenue and Expense Adjustments on

Net Operating Earnings
In summary, the Commission makes the following operating
revenue and .expense adjustmenté to the Public Service request in the

fo11dﬁing amounts:

Revenue Adjustment

Customer hookup and reinstitution :
‘of service charge : $ 3,552,000

Expense-Adjuétments

Flow through of tax effect of debt
component of AFUDC:

Depreciation and amortization $ 95,000

Deferred Income taxes ~ (6,640,000)
Reduction of payroll expense (720,000)
Elimination of speakers' bureau {10,000)
Additional income tax expense on
interest adjustment . (1,849,000)-
Income taxes other than interest :
adjustment i 2,085,000
Total of expense adjustments $ (7,039,000)
Change in Net Operating Revenue 10,591,000
Change in AFUDC offset associated
with rate base eliminations (915,000)
Additional changes to FERC jurisdictional net
operating earnings due to above changes (495,000)
~Total change to net operating earnings " $ 9,181,000
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J. Summary of Earnings Deficiencies in Revenue Requirement

In view of the foregoing discussion with respect to certain
proposed operating adjustments, we state and find that the earnings

deficiencies, based upon the test year, are as follows:

"Electric Gas : Steam Total

$ $ $ $

Authorized Net '
Operating Earnings $ 171,018,000 $ 26,963,000 $ 694,000 $ 198,675,000

Actual Net Operating .
Earnings for the

Test Period 119,678,000 16,733,000 624,000 137,035,000
. Net Operating

Earnings

Deficiencies $ 51,340,000 $ 10,230,000 $ 70,000 $ 61,640,000

Income tax requirements make it necessary to increase each
dollar net operating earnings $1.949318. Accordingly, a total inérease
of $100,078,000 in retail electric revenues, a total increase of $19,942,000
in retail gas revenues and a total increase of $135,000 in steam revenues
are required to recover the above deficiencies. The total revenue requirement
increase for electric, gas and steam departments is $120,156,000.

The rates and charges proposed by Public Service in %ts tariffs
accompanying Advice Letter No. 826-Electric, Advice Letter No. 324-Gas,
and Advice Letter No. 27-Steam, as later adjusted on the record, undér
investigation herein would, under test year conditions, produce additional
electric revenues pf $160,207,000 annually, additional gas revenues of
approximately $28,084,000 annually, and additional steam revenues of
$316,000 annually. To the extent the revenue produced by such rates
and charges would exceed the revenue requirements as found above, such

rates and charges are not just and reasonable.
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VIII. SPECIAL COMMENTS

A. Attrition

In this docket, Public Service has proposed_that a 1.1% attrition
allowance be added to the composite cost of capital o% 10.99%, resulting
in a requested rate of return on rate base of 12.09%. The‘1.1% attrition
allowance converts to a return of 19.1% on old and new equity. Moreover,
the 1.1% attrition allowance js added to rate base before application sf
the factor to gro$s muitiplier set forth on Exhibit 17. Accordingly, the
1.1% attrition allowance converts to approximately a 2.2% return on rate
base when determined in the revenue requirement.

Staff witness Fleming set forth three problems with the
methodology used by Public Service witness Bumpus in his Exhibit 37 in

deriving the 1.1% attrition allowance:

1. In deriving the rate of return for. the
twelve months succeedingvthe institution
of new rates, Public Service did not
totally eliminate a portion of earnings
and rate base attributable to FERC
jurisdictional sales;

2. In determining earnings erosion, Public
Service used unadjusted book figures
to derive a rate of return during the
first year the rates were in effect; and

3. In calculating the attrition allowance,
Public Service failed to take into
account such attritibn;é11eviating
practices aﬁopted'by the Commission

in recent years as the adoption
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of year end rate base for e]ectbic,_
gas and steam departments, the allow-
ance of interim rate relief in I&S
1330, the allowance of emergency rate
re]ief.in I&S 1420, the allowance of a
firm purchased power adjustment clause,
a more up to date gas cost adjustment
clause, the allowance of an ECA clause
that more accurately tracks the cost
of purghased power, fuel for genera-
tion, and fuel transportation costs,
and the allowance of a test year

which was partially projected at the
time of filing to reduce regulatory

lag in I&S 1425.

In addition, Staff witness Fleming pointed out the existence
of additional possible causes of attrition such as management inefficiency
which are within the Company’s control. Moreover, Public Service has
~ projected a decrease in its construction budget in the near future which
should help to minimize attrition. Finally, Staff witness Fleming pointed
out that during the first seven months of 1981, Public Service's erosion
in return on equity and return on rate base has decreased sighificantTy
and that the Company's financial indicators have dramatically improved
for 1980 and 198l1. The Commission agrees with the foregoing obserQations
of Staff witness Fleming.

I; should also be pointed out that anothef significant attrition
alleviating device has been used in this docket, namely the use of a
forecasted test year coinciding with the year of the hearing. Although
several -intervenors have strongly recommended that the Commission return

to using an average rate base (in view of the adoption of the forecasted

77


https://additi.on

test year) the Commission, for reasons stated above, ié still utilizing

the year end rate base as én attrition alleviating mechanism. Finally,

as we said in I&S 1425 and repeat today, investors realistically can

expgct a certain amount of attrition. To attempt to eradicate all
attrition, through regulatory devices such as the proposed attrition
a]]oﬁance, is tantamount to guaranteeing a rate of re£urn to investors.

The amount of attritjon experienced by a utility company is, to some

extent, within the control of management. Management must continually
attempt to alleviate attrition through improved efficiency and productivity.
Accordingly, we dé not adopt Public Service's proposed 1.1% attrition

allowance.

B. Economic Recovery Tax Act of 13981

The Economic Recovery Tax Act of 1981 (ERTA) provides, inter
alia, that the accelerated cost recovery system (ACRS) of depreciation
is applicable to property placed in service after 1980. Use of the ACRS
constitutes a change from the method of depreciation currently being
used by Public Service. Under ERTA, public utility property placed into
service after 1980 will not qualify for certaiﬁ tax benefits of the ACRS
unless the tax benefits are normalized in settinglthe rates charged by
the utility to its customers. The normalization required under ACRS is
slightly different from that approved by this Commission in I&S 1116.

" For example, it includes the difference between book and tax lives.

Normalization under_ACRS must be authorized by a state regulatory body,
such as this Commission, in the first rate order involving applicable
property, which rate order is issued subsequent to August 13, 1981.
If the Commission does not approve ACRS normalization in this docket,
Public Service will be required to utilize straight 1ine depreciation
for tax purposes. This would result in Public Service having to pay
approximately $17,000,000 more in Federal taxes for 1982, causing a

dollar for dollar reduction in cash flow to the detriment of Public
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Service and its customers. Accordingly, Public Service's only options
are ACRS normalization or straight 1ine depreciation; the flow through
to ratepayers of the tax benefits of accelerated dépreciation is not an
avajlable option under ERTA. However, ERTA does not extend the normalization
concept beyond .the taxed depreciation to which it curfent]y applies.
Accordingly, ERTA does not mandate normélizafibh of the debtvcomponent
of AFUDC.

. We find that Public Service shoﬁ]d be authorized to take
advaﬁtage of the ACRS-normalizatiqn provided by ERTA for past 1980
property. .

IX. CONCLUSION

This docket has been one of the most complex proceedings
before this Commission, in which a wide varjety of issues have been
raised by various parties. To the extent that specific issues have been
rajsed by parties which are not addressed specifically in this decision,
the Commission states and finds that the particular treatment advanced
with respect thereto by one or more of ihe parties does not merit adoption
by this Commission in this docket. Having found that Public Service is
entitled to an overall revenue increase in the amount of $120;156,000,
we conclude that the tariffs filed by Public Service on May 18, 1981,
pursuant to its Advice Letter No. 826-Electric, Advice LetterANo. 324~
Gas, and Advice Letter No. 27-Steam, which would produce revenues in
excess 6f the revenue increa#e found herein necessary, should be suspended
permanently. We further conclude that the revenue increase found herein
should be implemented by tariffs yhich increase present rates by across-
the-board percentage increases subject to possible refund. We further
conclude that the rates portion of the decfsion herein should be 'a final
decision and subject to the provisions of CRS 1973, 40-6-114 and 40-6-115.

We further conclude that the docket herein should be continued for the
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purpose of entering into hearings on Phase II, or spread of the rates,
ssues.
An appropriate Order will be entered.
ORDER

THE COMMISSION ORDERS THAT:

1. The tariff sheets filed by Public Serviee Company of
Colorado, pursuant to Advice Letter No. 826-Electric, dated May 18,
1981, and filed on May 18, 1981, be, and the same hereby are, permanently
suspended.

2. The“tariff sheets filed by Public Service Company of
Colorado pursuant to Advice Letter No. 324-Gas, dated May 18, 1881,
and filed on May 18, 1981, be, and the same hereby are, permanently
suspended. '

3. The tariff sheets filed by Public Service Company of
Colorado, pursuant to Advice Letter No. 27-Steam, dated May 18, 1981,
and filed on May 18, 1981, be, and the same hereby are, permanently
suspended.

4. Public Service Coﬁpany of Colorado be, and hereby is,
authorized to file appropriate tariff sheets to reflect a general rate
schedule adjustment in the total amount of 16.76% and applicable to
electric rate schedules. The said general rate schedule adjustment
shall not apply to charges determined by the electric cost adjustment
provision of Colorado PUC No.v6-E1ectric tariff sheet No. 140C. Said
genera]lrate schedule adjustment shall indicate therein that the same
is subject to refund with interest, in whole or in part, as a result
of any order or orders jssued by this Commission subsequent to the
effective date of said general electric rate schedule adjustments.

5. Public Service Company of Coloradc be, and hereby is,
authorized to file appropriate tariff sheets to reflect avgenera1 rate
schedule adjustment in the total amount of 4.67% and applicable to gas

rate schedules. The general rate schedule adjustment shall not apply
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to charges determined by the gas cost adjustment provision of Colorado

PUC No. 5-Gas tariff sheet No. 130C. Said general rate schedule adjustment
shall indicate therein that the same is subject to refund with interest,

in whole or in part, as a result of any order or orders issued by this
Commission sUbsequent to the effective déte 6f éaid general gas rate
schedule adju§ﬁment. o

6. Public Service Company of Colorado be, and hereby is,
authorized to file appropriate tariff sheefs to reflect a general rate
schedule adjustment in the total amount of 1.93% and applicable to steam
rate schedules. The genefal rate schedule adjustment shall not apply
to charges determined by the fuel c?ause associated with Colorado PUC
No. 1-Steam tariff Sheet Nos. 4 and 6. Said general rate schedule
adjustment shall indicate therein that the same is subject to refund
with intere§f, in whole or in part, as a result of any order or ordersA
issued by fhis Commission subsequent to the effective date of said
general steam rate schedule adjustment.

7. The tariffs filed by Public Service Company of Colorado
pursuant to Ordering Paragraphs 4, 5 and 6 above shall set forth an
effective date no earlier than one day subsequent to the effective date
of the décision herein, and shall make reference to the decision number
herein.

8. Any motion which is pending be, and hereby is, denied.

9. Public Service tompany of Colorado be, and hereby is,
authorized to apply normalized depreciation in accordance with the
accelerated cost recovery s&stem set forth in the Economic Recovery Tax
Act of 1981 with respect to property placed in service subsequent to
December 31, 1980. |

10. Public Service Company of Colorado shall submit to the
Commission, with;copies mailed or delivered to all pérties herein,
within three (3) business working days after the Pawnee Generating

Station has operated for twenty-four (24)vcontinu6us hours at a
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capacity factor of 500 megawatts or more, with all necessary supporting
systems operating normally, an affidavit to sajd effect, sworn and
subscribed by its operating vice president in charge of Pawnee, together
with copies of appropriate generation logs which indicate said operation
‘of Pawnee. )

11. Public Service Company of Colorado shali file with the
Commission, on or before February 1, 1982, ten (10) copies of all its
prepared written direct testimony and supporting exhibits with respect
to Phase II (spread of the rates) in th{s Docket.

12. All‘parties in this proceeding, except Public Sefvice
Company of Colorado, sha1i complete all requests for discovery, with
respect to Phase II, on or before February 8, 1982, and discovery with
respecﬁ to Phase II is to pe completed on or before February 24, 1982.
Public Service Company of Colorado shall complete alt its requests for -
discovery on‘or before five (5) business days (Menday-Friday) following
the submission to the Commission of Staff and any intervenor written or
prepared testimony, respectfve1y. A11 responses to discovery requests by
Public Service Company of Colorads shall be satisfied in accordance with
the time limit set forth in the Colorade Rules of Civil Procedure, but
in no event later than five (5) business days prior to the commencement
of testimony by any witness on behalf of a party to whom the discovery
request is directed.

13. The within matter be, and hereby is, set for hearing on
the summary of direct examination and cross-examination of Public Service
Company of Colorado witnesses, with respect to Phase II (spread of the
rates) as follows:

| DATE: March 3, 4 and 5, 1982
TIME: 10:00 a.m.
PLACE: Fifth Floor Hearing Room
500 State Services Building
1525 Sherman Street

Denver, Colorado
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The dates of March 10, 11 and 12, 1982, shall be reserved on
the Commission calendar for hearing, if necessary. )

14. The Staff of the Commission and each intervenor who wishes
to present direct testimony in Phase II (spread of the rates) of the
Docket herein shall file with the Commission, on or before April 12,
1982, ten (10) copies of its prepared written direct testimony and
supporting exhibits with respect to Phase II.

15. The summary of direct examination and cross-examination of
Staff and intervenor witnesses with respect to Phase II (spread of the
rates) and submission, of rebuttal festimony, if any, by Public Service

Company of Colorado shall be as follows:

DATE: May 12, 13, and 14, 1982
TIME:  10:00 a.m.
PLACE: Fifth Floor Hearing Room
500 State Services Building
1525 Sherman Street '

Denver, Colorado

The dates of May 19, 20, 21 and 26, 27, and 28, 1982, shall be
reserved on the Commission calendar for hearing, if necessary.

15. Any person or party, including the Staff of the Commission,
résponsib]e for filing with the Cqmmission written or direct testimony
and exhibits sha]1; in addition thereto, mail or deliver copies of the
same to all parties of record in this proceeding and to the Chief of
Fixed Utilities Section of the Public Utilities Comﬁission. The Staff
of the Commjssion is not required to majl or deliver copies of the same
to the Chief of the Fixed Utilities Section.

17. Thg procedural directives herefn may be modified, as

appropriate, by subsequent order or orders of the Commission.
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18. Further procedural directives or modifications thereto
‘will be issued, as appropriate, by subsequent order or orders of the
Commission.

18. The Commission retains jurisdiction in this docket to
enter such further order or orders as may necessary or appropr%ate
from time to time. .

20. The decision and order herein, with the exception of
- ordering paragraphs ll_through 18 and ordering paragraph 21 herein,
shall be considered a final decision subject to the procedural
provisions of CRS'1973, 40-6-114 and 40-6-115.
-21. This Order shall be effective forthwith.
DONE IN OPEN MEETING the 1st day of December, 1981.

THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO

Commissioners

COMMISSIONER L. DUANE WOODARD CONCURRING
IN PART AND DISSENTING IN PART

.COMMISSIONER L. DUANE WOODARD CONCURRING IN PART AND DISSENTING IN PART:

I concur with the decision herein with the exception of the

. Commission’s continued flow through treatment for the debt component

of AFUDC. I agree that the normalization of book tax-timing differences
principle, which has recently been upheld by the FERC in its Order No. 144,
issued May 6, 1981, should be adopted by this Commission. Normalization

is a generally accepted accounting principle which has the benefit of
1eve1in§ tax-timing differences between present and future ratepayers,
whereas flow through treatment (though benefitting present ratepayers)
sharply increases the ultimate burden to future ratepayers. Further,

I am of the opinion that it was the intent of Congress that normalization
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would be used as a mechanism to provide utilities with an extra source

of funds (by tax normalization) which would enable utilities to have more
internal funds available for capital investments, thus easing pressure

on capital markets. Accordingly, I would have agreed to the Company's
position that normalization and debt component of AFUDC is an idea whose

" time has come and should have been adopted in this docket.

THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO

Commissioner
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APPENDIX A

DECISION NO. C81-1999

EXHIBITS

185 1525
PHASE I

Title and Decription

Direct Testimﬁny of J. H. Ranniger
Direct Testimony of Harvey P. Blichmann
Direct Testimony of R. R. Midwinter
Direct Testimony of Jh No. Bumpus
Direct Testihony of J. K. Fuller

Direct Testimony of 0CS/Consumer
Intervenor Witness Rovert Bruce Parente

Direct Testomony of Staff Witness
James M. Summers

Direct Testﬁmony of Staff Witness .
Tate Profilet

Direct Testimony of Staff Witness
George Parkins

Direct Testimony of Léga] Aid/0CS
Witness Ben Johnson

Direct Testimony of Staff Witness
William Loehr .

Direct Testimony of Staff Witness
Carl E. Hunt

Direct Testimony of AMAX Witness -
Jamshad K. Madan

Direct Testimony of AMAX Witness
Michael D. Dirmeier

Direct Testimony of Staff Witness
Eric Jorgensen

 Direct Testimony of Staff Witness

Robert L. Ek]and

Direct Testimony of GSA Witness
John W. Rettenmayer

Direct Testimony of GSA Witness
David E. Kelley
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EXHIBITS

I&S 1525
PHASE I

Title and Decription

S. Direct Testimony of GSA Witness
Robert L. Marshall

T Direct Testimony of Staff Witnes
Philip Temmer :

U Direct Testimony of Staff Witness
Garrett Y. Fleming

v Rebuttal Testimony of J. K. Fuller
W Rebuttal Testimony of J. H. Ranniger

X Rebuttal Testimony of R. R. Midwinter
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0w ~N oY B W™

10

11

12

14

15
16
17
18
19

20

EXHIBITS

I&S 1525
PHASE I

Title and Decription

Public Service Company of Colorado (PSCo)

General Rate Schedule Adjustment

(Rider No. 3) Electric, Gas and Steam {JHR)
PSCo. Forecasting Process, Schematic Overview (HPB)
PSCo. hraphs re electric and gas use (HPB) 11 pp.
PSCo. Graph re customers and sales forecasts (HPB)
PSCo. Comparative Graphs - 3 pages (HPB)
PSCo. Table -Customer and Sales Report (HPB) 2 pages
PSCo. Report of Estimates (HPB) 3 pages

Chart of Electric Dept. showing fuel used in
generation expense (HPB) 1 page

Chart of Electric Dept. Purchased Power Expense
(HPB) 1 page .

Chart of Gas Dept. Gas Purchased for Resale
Expense (HPB) 1 page

Chart of Capital Exbenditures Management
System (HPB) 1 page

Chart of Human Resource Planning (HPB)
Graph of Financial Forecast (HPé)
Table of Net Operating Earnings for Electric
Gas and Steam Departments for 1981 per
Financial Forecast (HPB)
Rate Base Tab]es (RRM) 10 bages
Net Operting Earnings Tables (RRM) 18 pages
Determination of Revenue.Requirements (RRM) 3 pp.
Cash WOrking Capital (RRM) 2 pages

Advertising allowable for ratemaking purposes
(RRM) 27 pages

PSCo. Consolidated Financial Indicators
1971-1981
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APPENDIX A
DECISION NO. C81-1939

EXHIBITS

I&S 1525
PHASE I

Title and Decription

21 PSCo. Consolidated Moody's 24 Utilities,
Standard & Poor's 400 Financial Indicators-
Dividend Payout Rates, Internal Funds/
Construction, SEC Bond Coverage 1971-1980

22 PSCo.! Consolidated Allowance for Funds Used
During Construction As a Percent of Net
Income angd Earnings Per Share

23 PSCo. Consolidated Earnings Per Share, Earnings
Per Share, Earnings Per Share less AFDC
and Dividends Per Share

24 New Electric Utility Common Stock Sales -
O0ffering Price

25 PSCo. Common Stock Offerings Since 1972
and Resulting Dilution of Book Value
Per Share

26 PSCo. Corporate Summary of Available Credit

27 Yield Differential~Moody's Outstanding
Public Utility Bonds

28 PSCo. Corporate Moody's 24 Utilities and
the Electric Utility Industry Capital
Structure

29 PSCo. Cost of Long Term Debt and
Ratio of Earnings to Fixed Charges
(SEC Method)

30 . PSCo. Corporate Debt Capital 1981

31 PSCo. Corporate Cost of Preferred Stock and

. the Consolidate Rate of Earnings to Interest
and Preferred Stock Dividend (SEC Method)

32 PSCo. Corporate Preferred Stock Capital

33 PSCo. Calculation of 16 Week Average

" Dividend Yield for the Period
December 5, 1980-March 20, 1981
Discounted Cash Flow Analysis

- PSCO Common Stock Flotation Study

PSCo Common Stock Pressure Study
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EXHIBITS

I&S 1525
PHASE 1

Title and Decription

34 Case Studies Reflecting Changes in Sales,
Fuel Costs, and Other Operating Expenses
and the Effect on Attrition

Alternate Case Study Assumptions
35 Case Study Reflecting the Attrition Caused
" By the Use of an Historic Test Year vs.
Projected Test Year Period

Case Study Reflecting Inclusion of
Attrition Allowance

36 PSCo. Growth in Sales, Rate Base, Fuel
Costs and Other Operating Expense 1979-1980
and 1980-1981 .
37 PSCo. Historical Rate Case Information
38 PSCo. Consolidated Earnings Available for
Common and Year End Return on Equity
on an Actual Adjusted (13.9% ROE) Basis
39 PSCo. Cost of Capital 12-31-81
39 Revised PSCo. Cost of Capital

40 Original Estimate v. Rate Filing for yéarv
1981 Electric Dept. (HPB) 1 page

41 ©Original Estimate v. Rate Filing for year
1981 Gas Dept (HPB) 1 page

42 Original Estimate v. Rate Filing for
year 1981 Steam Dept (HPB) 1 page

43 AMAX Data Requst 13 - dates and time period
during which rate base, revenue, sales and
expense forecasts filed in this case were
prepared. 1 page

44 Monthly Capital Expenditures 1980, 1981 - 2 pp.

45 Electric Dept. Net Operating Earnings 6-30-81
(6 mos. actual, 6 mos. forecast) 1 page

46 Electric Dept. Net Operating Earnings 6-30-81
12 mos. actual) 1 page
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No.

47

43
50
51
52

53

55
56
57

58
59
60
61

62

63

EXHIBITS

I&S 1525
PHASE I

Title and Decription .

Compafison of Original Estimates to Actual
1978-80 (2 pages)

AMAX Question 19 Internal Generation of Funds, Construction
Expenditures - Exhibit 73, I&S 1425 (Not admitted)

Historical demand projections and reserve
based on these projections - 1 page

PSCo. Operating and Financial Forecast
1981-1985 - 7 pages

PSCo. Capital Expenditures Report as of end of
each month 23 pages

Shale 011 Forecast 1990 - 2000 1 page
(dated 1-26-81)

Rate Base - Net Original Cost 12 mos. ended 6-30-81
19 pages Electric Dept. (Projected)

Elec. Dept. Rate Base - Net Original Cost
12 months ended 6-30-81 19 pages (Per Books)

Electric Sales and Revenue Estimates for 1981
3 pages .

Rate Filing Estimates v. Actual for 6 mos. ended
6-30-81 1 page

ITlustration of Workings of Exoncmetric Model
1 page

Lead Lag Study - Revenue Lag 2 pages
June 1981 bi1l insert 2 pages

_August 1981 bill insert 2 pages

Electric Dept., rate base - net original cost
12 mos. ended 12-31-81 1 page

PSCo. electric - 6 mos. ending 6-30-81 (1 page)
Comparison Budget, Actural, Actual less than Budget

Response 5@ - Investment costs are not allocated to
subsidiaries. 1 page

Response 61 - specific computation of the impact of

working capital from the tax effect of proposed
revenue increases 1 page
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No.

65
66

67

68

69

70
71

72

73
74

75
76
77

78

79

80
81
82

a3

EXHIBITS

1&S 1525
PHASE I

Title and Decription

Response 46 - Re majl and bank float treatment

Electric working capital 12 mos. ending 12-31-81
1 page

PSCo. Response to Supplemental Data request of AMAX -
3 pages : '

Response 45 - re franchise information 7 pages

Electric Working Capital Development of % Factors
1 page (Response to Request 42)

Staff Data Request -~ Response 13

Exerpt Request 42 - Gas Commercial, Electric
Commercial 1 page

AMAX Request #1, Question 43 (a) and (b) re
First Mortgage Bonds, Interest, etc.

UPDATE Advertising PSCo. Expenses Jan-June 1981

Effect of Compensating Bank Balance and Bankline
Commitment Fees

Comparative financial and operating statements .
January 1980 - July 1981 56 pages (Not admitted)

FERC Report of examination 1-1-74 thru 12-31-77
Licensed Project No. 2351 20 pages

Planning Guidelines & Strategic Objectives for 1981
© 2 pages ) ‘ :

Key Financial Ratio Characteristics for Electric
Utilities in the 1980's 1 page

Internal Funds from Operations to Construction
1971-1980

Salomon Brothers Industry Analysis Aug. 3, 1981
31 pages

Historical Demand Projections and Reserve Based
on these Projections 3 pages

Excerpts From Richard I. Walker's in I&S 1425
Testimony regarding Exhibit RIW-S 2 pages

Schematic drawing of a steam electric
generating station 1 page
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®

85
86
87

a3
S0

91
92
93
94
95
86

g7
98
99
100
101

102

EXHIBITS

18S 1525
PHASE I

Title and Decription

Comparison of comp1étion dates between Comanche
Untis No. 1 and No. 2 and Pawnee 1 page

Comanche Experience: Synchronization to Demonstration
Company's Start?Up Schedule Pawnee Unit #1
Start-Up Alternatives Pawnee Unit #1

Power Plant Survey .
(Sponsored by Staff witness Summers)

Steamblow to Full Load -
(Sponsored by Staff witness Summers}

Exhibits accompanying written direct testimony
of Legal Aid/0CS witness Johnson

Stipulation between Legal Aid and PSCo
Equations Used on Estimating kwH (Loehr)
Assumptions Used in Estimation (Loehr)
Relevant Data for 1980 and 1981 (Loehr)
Comparison of kwH Sales Estimates {Loehr)

Schedules sponsored by AMAX witnesses
Madan and Dirmeier

Income Statement Exhibit Sponsored by
Staff Witness Jorgensen - Year End Rate Base

Income Statement Exhibits Sponsored by
Staff Witness Jorgensen - Average Rate Base

Exhibit Accompanying Testimony of Staff
Witness Ekland

Exhibits Accompanying Testimony of GSA
Witness Rettenmayer

Exhibit {DEK-1} Accompanying Testimony
of GSA Witness Kelley

Exhibit (DEK-2) Accompanying Testimony
of GSA Witness Kelley
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No
103

104
105
10§
107
108
108

110

11

112
113
114

115
116

117
118

119

A
NO. €81-1999

EXHIBITS

Title and Decription

Exhibit (DEK-3) Accompanying Testimony
of GSA Witness Kelley

Exhibit (DEK-4) Accompanying Testimony
of GSA Witness Kelley

Exhibit‘(DEk-S) Accompanying Testimony
of GSA Witness Kelley

Exhibit (DEK-6) Accompanying Test1mony
of GSA Witness Kelley

Exhibit (DEK-7) Accompanying Testimony of
GSA Witness Kelley

Exhibit (DEK-8) Accompanying Tastimony of
GSA Witness Kelley

Exhibit (RIM-1) Accompanying Testimony of
GSA Witness Marshall

Exhibit (RIM-2) Accompanying Testimony of
GSA Witness Marshall

Exhibit (RLM-3) Accompany1ng Testimony of
GSA Witness Marshall

Exhibit (RLM-4) AccompanyingTestimony of
GSA Witness Marshall

Year End Rate Base Exhibit (6 pages)
Accompanying Testimony of Staff Witness Temmer

Average Rate Base Exhibit (6 pages)
Accompanying Testimony of Staff Witness Temmer

Alternate Revenue Requirements

Exhibit Accompanying Testimony of Staff
Witness Fleming consisting of 8 Schedules

Exhibit Accompanying Testimony of Staff
Witness Fieming consisting of 2 Schedules

Exhibt Accompanying Testimony of Staff
Witness Fleming Consisting of 2 Schedules

Exhibit Accompanying Testimony of Staff
Witness Fleming Consisting of 2 Schedules
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EXHIBITS

1&S 1525
PHASE 1.

No. - R Title and Decription

- 120 - Analysis of Attrition Recommendations

121 Pawnee No. 1 Unit - Comparison Dr. Parente's
Schedule and Actual Schedule

122 Stearns-Rogers Experience

123 Table 1966-1981 of Declared Dividends, Earingings, Book Value,
Ret. Rate Roab, Internal Growth (JWR-1) .

124 Energy Cost (RBP-4) .

125 Start-~Up A]ternaiives, Pawnee Unit #1

126 PSCo. Cur}ent Market condition (JNB-1)

127 Rebuttal Exhibit (JNB-2) Attrition (3 pages)

128 Copy of Exerpt from Public Utilities Fortnightly
Sept. 10, 1981, p. 39 Financial News & Comment
Economic Recovery Tax Act - 3 pages

129 Adjustment to Common Equity PSCo. (JNB-4)

130 PSCo. Market Pressure Study (JNB-6) 2 pages

131 ROE and Market-to-Book (JNB-5) 5 pages

132 PSCo. Monthly Actual v. Forecast Income (1 page)

133 Infc. to be made available in rate proceedings based on
a future test year.

134 PSCo. Revenue lLag Analysis (5 pages)

13§ PSCo. Rgvenue Lag I1lustration (1 page)

136 PSCo. Sample Evaluations (1 page)

137 PSCo. Capital Expenditdres Report as of 8-31-81 {2 pages)

138 PSCo. 1981 Elec. Dept. Monthly Variance Rate Estimates
to Actuals (3 pages) August

139 PSCo. 1981 Elec. Dept. Montly Variance Rate Estimates -
to Actuals - September (3 pages)

140 PSCo. Report No. 6466 - Actual thru Aug. 1981 Budget

Estimate Sept. thru Dec. 198l1. (3 pages)
Electric, Gas and Steam
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