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8Y THE COMMTSSTON:

HISTORY OF THE PROCEFDINES

On November 18, 1383, Public Service Company of Colorado
{hereinaftar Public Service or insaondmﬁ or Company) Tiled with the
‘Commission six advice lettars, which pertain to electric rates, gas.'
rates, and stsam rates, respectively. This de:isién and_order pa;'ta"ms
enly to _tn.m of the six advica lettars which are as Fcl'laus:!

1. Advice Letter No. 900 - £lectric, fmicn- is accompanied
by ane tariff sheet pertaining to Calorade _wc No. & = £Tectric.

2. Advice Lettar No. 375 - 6as, which is accompanied
by one tariff sheet pertaining to Colorado PUC No. 5 - Gas.

3. Advice Latter No. 33 - Steam, which is accompanied by
one tariff sheet pertaining to Colorads PUC No. 1 = Steam.

The increases sought by Public Service are as faﬂws:

TAlso on Hovember 18, 1983, Public Service filed Advice Lettar Ne.
893=-£lectric whersin it requested a 3.47 percent icross-the-board
increase im electric rates, Advice Letter No. 374-8as wherein it
requasted a2 2.78 percant across-the-board increass it gas rates and
Advice Latter Mo. 32-Steam whersin it requested a 15.8 percent
across-the-board increase in steam rates., The combined effect of these
three advica Tetters it to produce an increase in annual revenuss of
$43.0 million based upom a tast year ended March 31, 1983. Publie
Service stated that: (1) the tariffs filed pursvant to Advice Lattars Na.
899-£lectrie, No. 374-8as and No. 32-Stsam, would produce one-half of a
"make whole® case, (2) accordingly, ther= was no basis under the Public
Utilities Law, as amended, for suspensiom of the tariffs filed therewith,
and (3) the tariffs should De permitted to become effective on a3 30-day
statytory notice, that is on lecember 18, 1983. The $43 million filing,
as requested by Public Service under Advice Letter No. 89S=-E£7ectric,
Advice Letter No. 374-8as and Advice Letter No. 32-Steam is not in
addition te the $123.2 million filing .represanted by Advice Letter No.
900-£Tectric, Advice Uatter No. 375-8as, Advice Lettar No. 13-Steam:
rather Public Service sougnt to ocbtain $43 million of the $122.2 million
on December 18, 1983 without suspension. Public Serfvice further stated
that if the 343 million f11ing were permitted to become effective without
suspension, it would assume the burden of proof not only with respect to
the aggrsgate $7123.2 milTion concurrent filing, but alse with respect to
the $43 million filing for which 1t sought non-suspension, and Public
Servige further statad that 1f the revenus increass which is ultimataly
approved is less than $43 million, Public Service would agree to refund
the differsnce voluntarily in order to eliminate any question regarding
the Commission's authority to order it. The tariffs filed dy Public
Service on Navember 18, 1933 pursuant to Advice Letters No. 8393-Electric,
374-8as, and 32-Steam, respectively, went into effect Dy operation of law
on Decsmber 18, 1383 witheut suspension.
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Dperations {5} Incresse {%) Increase

Tleceric § £5,400,000 12.47%
gas 2,400,000 - AT
Steam __1.400,000 22.18%
Tota) S123.200,000 2232

¥ith respect to the Tilings of Advice letter Ho. 300 -

Electric, Advice Letter Hb;. 375 - Ges, and Advice Letter Ne. I3 - Steanm,
Public Service requested that the Commission promptly suspend the same
enly for the imitiel 120 day suspension period provided in CRS 1573,
40-5-111, and establish & procedura) schedule with 2 view Toward
comencing hearings in Februsry, 1884. Public Servite statad that 1t
would #91e and serve its direct evidence in support of its raqwf‘;_uiﬁﬂﬁ
-en days of the expiration of the period established for intervention.

.A.s 4n the pest, Public Service has suggested that the revenue

Tequirements and rate desilm phases of hearings be suparzted into two
seperzte phases, that the revenue increazses resylting from an order in
Phese I be allowed to becoms effective upon the completion of Phase I and
that the Phase Il proceading be -held wherein ;Imrc‘u:ss Tzie base and
expense 8llocations and rate design masters could be addressed. Final
rate designs ant atiendant charpes would then replace the respective
percentage intrease riders ﬂ.-su'lﬁng‘frau Phase 1.

The Jommission has determined that the procedurz! methodology
previcusly used in Investigation and Suspension Docket No. 1425 (1S
1423) znd’Investigatior and Suspension Docket No. 1525 (185 1525) -unu'la_
be used with regard to ﬁlt surrent generz] rate me..' Thet is, by this
decision, 1‘.?Ia= Commission is emtering the Phese ] revenue nmﬁmts
order which is being designated 25 & final order subjiect o Commissfon
Teview upon recm;siﬂeﬂtim. reargument or rehearing for judicial review
purpeses in ascoruance with RS 40-6-114 &nd 40-8-113, respectively. Tne

insrease in Publi¢ Service's revenue reguiremen: found to be appropriste



will be spread om a uni?crm percentage basis to the variou§ classas of
service pending resclution of any rate design issues.

Public Service pmpaseﬁ using a historic tast vear ending March
31, 1383. The Commission has accapted this test year in thals docket.

On ODecember 5, 1983, the Commission entersd Decision No. C83-181%
wherein it set the tariff Eﬂsious filed by Public Service with respect
to its Advice Letters No, 300-Electric, No. 375-8as, and -No. 33-Steam for
hearing to commencs om January 24, 1984 and estabiished Investigation and
Suspension Docket No. 1640 (IZS 1640). ' '

Pursyant to the provisions of (RS 40-8-111(1), the effective
date of the tariffs filed with the above-mentioned advice letters by
Public Service was suspeade¢tunt11 April 16, T§84, or until furth;r order
of the Commission. By Decision Neo. er, dated April 10, 1984, the
Conmission further suspended the affective date of these same tariffs
until July 15, 1984, or until further order of the Commission.

Also by Decisiom No. C83-181&, the Commission detarmined that
the proceedinés would be conducted in two 'phascs: Phase I would tomsider
‘the rsvenue requirement of the Company and Phase II would consider the
appropriate spread of the rates. This decision furtfer pravided that
anyone desiring to intervene as 3 party would be rsquired to file an
apnraﬁriatg pleading with the Commission on or befors Jecember 13, 1983,
and sarve 3 copy theréof on Public Service or its atto;n-ey of record.

PubTic Servics on Jeczmber 19, 1983 filed the fhase [ written
direct testimony and exhibits of J. N. Bumpus, R. R. Midwinter, and J. H.
Ranniger.

The following parties moved to intzrvene and by executive
rulings or bench decisions of the Commission were granted status o

participate as intervenors:

ACORM . i City of Westminster
City of Aurera CF%I Steel Corporation (CF&IY)
ity of Brighton Federal Executive Agencies {FId)
£ity of Boulder . Metropolitan Organization
City of Commerce City for People (MOP)
City and County of Denver Edward Sisnerss
City of Littleton Staff of the Commission {Staff)
{Hereinafter cpllectively Union Qi1 of California

Cities) United Seniors of Metropelitan
‘ Denver
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Public tesTimony was received by the Lommission 2t the $0llowing
Times and places: | ‘ ’

Denver, Colorzdo, February 8, 1884 2zt 12:00 Noon and 7:00 PN,

Pueblo, Colorado, February 9, 1984, &t 11:00 AM.

Fort Colldns, Colorado, February 10, 1884, 3t 11:00 A.K.

&lamosa, Lolorade, February 22, 18B4, 2t Y:QO P.K.

purangs, Cﬂqrado, February 22, .193§. at 7500 PN,

Srand Junction, Colorado, February 23, 1988, 3t 11:00 A.M.

Steamboat Springs, Colorado, February 23, 1984, 2t°7:00 P.M.

The summary of direct testimony and the crosse-examinstion of
Public Service witnesses commencad on January 25. 1984 and conTinuved on
January 26, January 37 and February 2, ?98&.

On February 15, 1984, the writien d'h-ect testimony and exhibits
of the following members of the the Staff of the Commission were filed:

Robert L. EXland ‘Eric L. Jorgensen
®illiam A, Steele Sames ¥, Summers
Dianne L. MWells Warren L. Wendling

On February 15, 1984, The wriTten direct testimony and -exhipits.
of Matityzhu Mercus, Mithael D. Dirmeder, and Jamshed K. Madan were filed
on behalf of Cities.

On. Februzry 15, 1584, the girect testimony and exhibiss of
Robert L. Marshall znd Georpe J. Stolnitz was filed on dehaif of the FIA.

On March 6, 7, B, 8, and 13, 1984, <the Lomwission heard the
summary of girert testimony 2nd cross—examingtion of 211 aitnesses who
na¢ filed testimony on behalf of the Stff, or party intervenors.

On Merch i4, 15, and 16, 1984 the Commission heard rebuttal
TesTimony by Pubﬁ: scmze mmesses R. L. Kelly, R. R. Midwinter, J.
H. Ranniger, J. N. B@us, D.D. Hock, and D. L. Baver. OTn March 16,
1884, the Cities c2lled 25 their rebuttal witnesses, Jamshed . Madan and

Michael D, Dirmeier.



The hearings with rﬁspect ta Phase 1 of Docket 1640 werse
concluded on Mareh 16, 1984 and the matiar was taken under advisement by
the Cr.amission.z

On or hefore March 26. 1384, the fallowing parties submitted
post-hearing stataments of position: '

. FEA
Cities
Staff of the Commission
Public Service
Edward Sisnerus ' )

The FEA filed proposed findings of fact with its Statament of
Position. |

Reply Statements of Position were filed on or beforé April 2,
1984, by the follawing:

FEA

Citles

Public Service
A Edward Sisneros

O April 13, 1984, the Cities filed 3 *Motion to Strike®

directad ta 3 certain portion of the Reply Statement of Pesitien
submitted by Public Service. On April T7, 1984, Public Service Filed a
. Response to the Citfes' Motion to Strike wherein it requested the
Comaission enter an Qrder denying same in a1l respects Aother than
striking any references in Tables 1, 2 and 3 which contain Commission
decisions not reflected on Exhibit No. 18. As hersinafter ordersd, the
Cities’ Motion to Str‘lke' will be granted in part and denied in ﬁart. The
Comrission will strike any referencs in Tables 1, 2 and 3 attached to the
Reply 8rief of Pubiic Service Qm:x: contﬁns Csmmission decisfons not
"reflected in Exhibit No. 18. And, in accordance with the Citles’
altarnative request in its 4Hot1cm, the Commission will take official

notice of the decision of the New Jersey Board of PubTic uUtilitias in the

2It {s o be noted that the Cammission established several specific
motion days for the purpese of hearing motions relating to discavery,
etz. Motion day hearings wers hald before a hearing sxaminer of the
Commissian.,
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Public Service flectric and Sas Lompany case {Dozcket No. BIT~£20,
04830-83 (3«16=B4)), which was ztt2ched to the Cities’ Reply Statement of
Position.

?nase J=final Derision and Deder,

As ingicated above, the Lommission in its Decision No. CE3-1816,
issued December 6, 1983, stated its intention to hear Public Service's
rite Teguest in two phases, & practice esmployed by the Commission in
previous gockets. In Investigaztion and Suspension Docket No. 1330
(hereinzfter I&S 1330), st the conclision of Phase I, The Commission
issued Decision Ne. £79-1821 .on November 21, 1879, o become effecTive
November 23, 1579, wheredin it established the Phase 1 revenue reguirement
ang authorized Public §er~vﬁce to file interim rztes, on a 'u:ﬁforu
percentage besis, o be. effective no earlier than November 28, 15878,

' pending the Compission’s Decision ¥n Phase II 4n that Docket. The
su;pensiﬁn period in IS -1330 axtended unti) Fedbruzry 15, 1980; the
- Commrission issued 4ts Final) order in I&; 1330 on January 22, 21930. )
In the next generz) rate tase following IiS 1330, namely, I35
1425, the Dommission recogmized that it would not be pessible 4n that
gocket To conclude the hezrings in the Phase Tl spread of The retes -
2spects and enter & decision before the expiration !cf the suspension
period in I&S 1425 on January 7, 1881. Accordingly, umlike its mmm
in 185 1330, the Commission in 125 1425 in Phase T authorized Public
Service 1o place into effect final rates rether <han interis rates.
Final Pnase I rztes were authorized by Derision No. CBO~2346 on December
12, 1380 in IS 1425. Accordingly, the Phese I revenue requirement v
gecision in I&S 1425 wes tonsidered ﬁmfand it was so designzted for
<he purpeses of ‘.:he._m:edura'i provisions of CRS 40-6=114 and 40-6-115.
In &S 1525 we decidec to follow the same basic procedure that
was first adopted in IXS 1425 an¢ this procegure will 2iso be used in I&S
1840. That i5, in this Phase I decision we sh2ll suthorize Pudlic
Service To place imtd effect razte: riders which will enable Publit Service

b have the oppertunity o meet its revenue regquirement. The rite rigers



shall be final for purposas of the procsdural provisions of (RS 40-3-114
and 40-6-115. Although the Fata riders as authorizad in this decision
are designated as final rate riders subject to the procadura! srovisions
of the Public Utilities Law, 2 portion of the revenue generatad by the
rate riders 1s subject to possible rafund as resylt of motions for
'rehear%ng, reconsideration or reargument. . | '

Procadural dates with respect to Phase II are set forth ;n the
orﬂering’pcrzicnlof this decision. DBuring Phase I, the Ccanﬁssien angd
the parties informally discussed and tantatively agreed upen procadural
&atas with respect to Phase II. Subsaquently, on May 18, 1984, the
Commissicners rsceived 2 letter from the Attarney General of Colorads
requesting that the Phasa II procadural schedule be postponed by at least
30 days in order to enabie the O0ffice of Consumer Counse] (which will
come into existance on July 1, 1984 as a result of Senate 8411 181) to
have Time to prepare for participation im Phase IT of I&S 1840. The
originally proposed schedule whicihr called fcr'PubT1c‘Service o file its
Phase IT case o July 16, 1984 virtually would make the participation of
the 0ffice of Consumer Counsel impossible in Phasa II. The 60&ndss1onv
agrees that the Attorney General's request is reasonable and proper, aqd.
aceordingly, the Phase Il schedule, as esstablished by the Order hersin,
will be delayed for approximataly six weeks with the first procsdural
date (that is, when Public Service Files its Phase II case) postponed to
Auqust 27, 1384, The saquence of subsequent procadural dates basically’
will fallow the same framework as was informally agreed upon earlier by
. the Camm{ssicn and tﬂg parties:etne dates will he de1ayeﬁ by
?pnruximatz1y six weeks. .

Submission

This mattar has been submittad to the Commission for decfs?cé.
Pursuant to the provisions of the Colorade Sunshine Act of 13872, L.R.S.
24-5~401, et se2q., and Rule 32 of The Commission's Rules of Practi;e and
Procedure, the subject matter of this proceeding has been placed on the
agendé for an open mesting of the écmmiss%on.' At the open meeting on May

22, 1984, the Decision was entared by the Commission.
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i1
DESCRIPTION OF THE COMPANY

Public Service is the largest pudblic utility cperzsing within
the State of Colorado which is engaged in the gemerztion, transmission,
gistribution ind sale of electricity and the purchase, distribution and
s3ie of nztural gas to various areas of the State of Colorado. Public
Service is the result of the merger and acgquisition of many gas and
slectric companies dsting back to the organizztion of the Denver Gas
Compary in 1882. The present entity was incorporzted under Colorads law
on September 3, 1524. In addition to its gas and #lectric service,
Public Sarvice 2lso renders steam heat service in m'mmm business
district of benver. '

Q Electric or nztural ges service, or both, are rendered 3t reta2{l
in over one hundred incorporsted cities and towns and in various pther
comunities and rural ereas through Colorado. The Company also sells
electric power and energy =t wholesale for res2le +o Five mumicipal
eltectrit ytilities, Home Light and Power Company, Lolorado-lite Electric
Asspciztion, Inc., a2nd Southerm Colorads Power Division of Cemtra)
7euphon§ and Utilities, Inc. Wholesale electric rztes and service are
gnder the jurisdiction of the Federzl EInergy Regulatory f.mssion
{FERC), the suscessor o the Federai Power Tommission.

The Company owns 217 of the common stock of two subsidiary
operzting ytility sompanies, namely, Cheyenne Light, Fuel and Power
Company, which supplies electric 2nd nztural gas services in Cheyemnns,
Wyoming, and {ts emvirons, and Western Slope Sas [ompany, which is 2
nztural g2s ‘tran:m’ssien company trinspar‘:ing naturs) gas for service in
sevaral 9eographi: arezs in Lolorado.

_Jdn addi'"ica, the Company owns zpproximeztaly 98.5 percent of the
conmon stock of Home Ligﬁt and Power Lompany, whitch renders electric
veility service in the Lity of Greeley and & lzrge portion of ueid

Courty, Colorade, serving epproximately 25,000 customers.

-



The Cmpany.a‘l so owns all of the common stock of 1480 Welton,

Inc., a real estate company which owns cartain Public Servica central
office buildings, and of Fuel Resources Cevelopment Company (Fualco), a
subsidiary primarily engaged in exploratiom, development, and preduction
of natural gas and sil. In addition, the Company cwns all the common
stock of 3annock Center Corporation, a cocmpany recently arganizad by
Public Service to engage in non-ytility real estata transactions. The
Company also owns stock in various ditch and 1rr1§atio;i companies in
connection with its use of water for generating plants.

© public Service as of December 31, 1983 had 827,100 electric
custemers and 720,375 gas cuystomers. Generally, these customers are
broadly classified as residential, commercial, and industrial. As of
Decamber 31, 1983, the Company had 73,492 shareholders nolding common
‘stock in the Company (34,155 of whom own 100 shares or less) and 5,997
sharsholders owning prefarred stock in the Company. Common sharsholders
who live in the State of Colorado comprise 24,574 of the total number

thereof.3

3Information as to the number of electric and gas customers and
shareholders was supplied informally to the Commission by counsal for
Public Service.
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EENERAL

There have been & number of rezie proceedings invoiving Puplic
Service in the past severa] years. During these vesrs there has bean an
increased awzreness and interest in the ratemaking fumctions of this
Commission. Utiliiy rates with respect to ge.s znd =lectric service
affect virtually a1l secwents of the public. in view of infationary ang
other sconcmit pressures, gensral rate cises in ¢he late 1570's and early
1880's have become more fregquen: despite the fact that gas cost
adjusmmems {SCA} or purchzsed ges adjustment (P3A) and electric cost
adjustment {ECA) clauses will, generally speaking, tend tO wiTigate the
frequency of gemeral rate case filings.? Public participation in the
rate making process before the fomrission alse l;as increzsed in the past
severa] years.

The regulztory jurisdiction of the Public Utilities Comwission
over non-municipal ytilities in the State of Colorado is grounded n
Article XY of the lonstitwtion of the State of Lolorads which was
adoptad by the gensral esiectorzie in 1854, The Public Wtilities law,
Articie 40 of the Colorado Revised Statutes (1573, 2s mmended),
implements Article XY of the (oiorado Lonstitution., More specifically,
CRS 40-3-102, vests in this Commission the power and authority 0 govern
20d regulate a1l Tztes, charges and Tariffs of every public uility.

It Tirst must be emphasized thet rziemaking is 2 Tegisiative
function. The City and Coumty of Denver vs. Pep_n'i_e ex rel Public
uzilizies Commission, 128 Cols, &1, 266 P.2d 1105 (1954); Public
Utilities Commwission vs. Northwest Weter Corporation, 158 Colo. 154, =31
P.2¢ 266 (19€3}). It should 21so be emphzsized thet nfmking is not an

exact science, Hor":bwest Water, suvra, 2t 173. In the lanmmerk cemse of

44 nistory of Public Servite's adjustment clauses is set forth in
ippengix S to this gecision.
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Federal Power CCnmrission vs. Hope Natural Gas Company, 320 4.5, 391,

602-503 (1944}, Justica Douglas speaking for the Unitad Statas Supreme
Cburt, stated that ;f:e *ratemaking procass under the (Natural Sas) Act,
i.e. the fixing of 'just and reascmable’ ratas, invelves a balancing of
the investor and consumer intarests.” The Hope casé further sats Forsh
the proposition that under “the statutory standard of 'just and
reasonable,' it is the result reached, not the method employed, which is
controiling.® ' ’ '

' In the casa of Public Upilities Commrission vs. The District
Court, 186 Colo. 278, 527 P.2d 233 (1974}, the Colorado Supreme Court
statad at péges 282 and 283:

[4.5] Under cur statutory scheme, the PUC is

¢harged with protecting the interest of the

general public from excessive, burdensome ratas.

The PUC must determine that every rate is “"just

and redsonable” and that services provided

*promote the safaty, health, comfort and

convenience of {ts patrons, employees, and the

public and shall in all respects be adequata,

efficient, just and reasonable." C.R.S. 1963,
115=3=1. e PUC must also consider the

reasonableness and fairness of rates so far as

the public utility is concerned. It must have

adequate ravenues for operating expenses and o

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 i%s credit and t5 atiract capital.

The process by which utility ratas are established should be
explained. Under current law, when a public utility desires to change
i%s rats or ratas, ft flles its new rates with the Commission, and they
are open for public inspection. Unless the Commission otherwise orders,
no increase in any rata or ratas may go {nto effect excent after? thrirty
{30} days' notice to the Commissfon and to the cusiomers of the u"cﬂity
involved. ' A

If the thirty (30} day filing period goes by without the
Commission naving takem any action to set the propesed new rate or rates

for hearing, the new rata or rates autsmatically become effective by

17~



operation of Tam.® However, the Comwission hes the power and authority
o set for ‘heam'ng the #roposec new rzte or rates of u:i'xiﬁes which ars
not electric cooperatives. Setting for heering avtomatically suspends
the effective date of the proposed new rzte or rites for 2 period of 120
days,s or untii the Commission enters & decision on the filed rates
within that time. The Lommission has the further option of continuing
the suspension of the propos=d new rxte or rates for an 2dditional periog
up to 50 days for z total maximum of 210 days or approximately seven
“momths., I the Comwmission hes not, by order, permitted the proposed new
rate or rates to become effective, or established new rates, efter
hearing, prior to the expiration of the maximm 210 day period, the
proposed new rate or rates go imtc effect by operztion of Jaw and remxin
effective unti) such time theresfter as the Commission establishes the
new rate or rgtes in the docket. ‘
In the simplest terms, the Loumission must detarmine and
sstablish just and rezsonzble rztes. In order t0 make this
deterxinstion, the Commission generzlly answers two guestions; ﬁrﬁt,

Sunder CRS 40-3-104, most fixed utiliTies f{le retes on thirty (30) day
notice; however, ':mrty {30) days i3 & oinimum notice period, unless
ptherwise orgered by the Commission. A utility mey select a Tonger
notice period. In any event, i4 the Commission elects to set the

proposed rzte or retes for hearing, it must do so before the proposed
effe'::we dete,

SCRS 40-6-111, #s amended by House Bi11 1444 [1381). House Bi17 1444
also provides that rgtes Filed by elertric cooperatives are not subject
ts suspension by the fomwission. In J5ES, pursuant to the provisisns of
Senate B{11 224, regulztory jurisdiction of tihis Commission over
gistribution electric ysilities wes withdrawn through June 30, 1587,
(with eePain :x:ep‘wns relzting t0 complzinis and repor=ing
reguiraments), See SRS 40-1-102 (2) (p) (1) and {1I).
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- what are the reasonable révenﬁe requirements of the utility involved
which will enable it t5 render its servica, and, sacond, how are the
reasonable revenues ta be raised from its ratepayers. In other words,
the Commissi ;m st ;.!etgrmine the ée\fenue requirement and the sprzad of
the rates to meet the revenue requirement. To accamplish fis task, it
+ exercise a cansiderﬁble degree of judgment and, to the best of its
ability, be as fair as possible to the different parties and pesitions
that present themsalves in any major rate case. The rate-
making function invelves, in other words, the meking of "pragmatic
adjustments” (the’ Hope case, supra, at pege: §02). 1t is not an easy

sk, but, on the other hand, neither is {t a task impossible of
attainment. As stated above, the ratas established by this dacision are
~ based upon the Company's currant rate structure and its found revenue
requirement. Adjustments, if any, %o Public Service's current rata
structurae will be determined in Phase EI in this docket,

This decision is the order which effaectively establishes
electric, gas and steam rate increasas for Punlic‘SeMcabtharfff
riders.
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.
TEST PERIOD

In each proceeding it is necessary o selest 2 test period. The
operating results of the test period then zre adjusted for known chanpes
in revenue and expense levels so i:bat the adjusted opérzt‘lng results of
+he test pariod will be representative of the future, thereby affording &
reasonable basis upon which to predicate rates which will be effective
during & future period. - '

In 135 1330, the Commmission indicated it might be appropriste
for Public Service o present its next rate cese on 2 pertial [six
months) future t2st year coupled with & partial historical (six momths)
test year. As a result, Public Service in its subseguent rate sase (I35
1428) dig #{le on 2 parsial (si.x months) future test yexr coupled with 2
partial historicz]l {six months) test year. In its last rzte case ti&s
1525) Public Service filed on a forecasted test year ending December 31,
1881. The Commission dencwinated Public Service's 1a5 1525 firing as 2
current-tasteyesr #i1ing. In cther wrds,.thc <test year proposed by
Public Service in I&S‘; 1525 cointided with the current year in which its
geners] rate case was being heard. Thus, 2 curremt-test-year filing is
distinguished from & historicetestevear filing which uses a fu¥1 historic
test year from the past, or 2 “full future test year ¥Hling” which would
use a tast yesr mi.:h is pompletely ;ubsequ:n: 45 the Time Frame in which
the rate cese is being heard. v

The Commission devoted hcensiderab}e azzention in Decision Ne.
811998, im 185 Dotket 1325, <o the approprizieness of forecrsted test
yesr fﬂinés. In IXS 1525 the issue of 2 forecasted test year was
vigorousiy contested. ‘

-By way of contrzst with §¢s #{1ings in 185 1420 and 1&3 13525,
Puziic Service in IS 1540 Filed izs case on 2 historic tast year ending

Mareh 31, 1883, On August 22, 1883, Public Service had ¥iled Asvice
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tatear No. 892-Electric with the Commission requesting an slagtric rate
increasa of approximataly $57.4 millien. Public Service's Auguse 22,
1383 rata request was based upon 2 historic test year ending March 31,
1983. In Advics Latter No. 892-£1 et:rfc, Public Servica proposad that
its requestad alectric increasa of approximately 357.4 aillion decome
affective without suspension on November 3, 1383. During the fall of
1983, the Ccmwission held four days of informal discussions with Public
Servick and other intarested partiss directad solely t; the question of
whether or not the (ommission should suspend Public Servics{s praposad
electric Tncressa and sat the same for hearing. At.a subsequent‘open
meating, the Commission indicatad that it intended %o suspend Public
Service's proposad 3$37.4 million electric increass and hold hearings.
Howaver, prior to the proposed eﬁéctive data of November 5, 1983, Public
Service withdrew fis $57.4 million elactric rate increase request.
Approximataly two weeks later on November 18, 1983, Public Servica filed
six new adyice lettars with the Commissicn which have been referred %0
prev'loﬁsly in this decision.

Public Service stated that it recognized that the uysa of 3 fest
year anding approximataly saven and cné—ha?f months prior-to the fiing
was unusual and “not consistent with the advanced regulatory philosophy
21lowed by [the] Commissfon in 1&S Docket 1525 when the Commission
allowed the yse of current test year as opposed to historic tast year®,
However, Public Service pointad out that the use of historic tasé year
ending Marchr 31, 1983 would enable the ;:am'iss*fon to procasd on an
expedite& basis since this was the same tast year which had been the
subject of a tﬁomugb audit by tﬁe Staff of the Commission in connection
with the August 22, 1983 filing. Public Servics also pointad out this
was the same test ye'arAwh'f ch was the subject of considerable discussion
in the informal procaedings which resultad from PuhTié Service's August
22, 1983, $57.4 milldon electric increase filing.
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Although one or mors of the intervenors, in opposing Public
Service's reguest for one perzent zrirition &llowancs, 2lluded to the
possibility thet Pubiic 3ervice could have filed a more upeto-dste
historic test year, none of the parties formelly opposed Public Service's
historic test year ending Mersh 31, 18B3, éc:orﬁing?_v. thzt is the test
year which has been utilized for purposes of this bdocke*;.
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RATE BASE

A. Fort St. Yrain Seismic. Piping and Hangar Praject

Staff witness Wells proposed a negative adjustment of 33,331,482
to Public Service's electric department rata base to aliminate the
saismic piping and hangar project from utility plant in service. There
o ws a2 to;-respcnding proposad adjustment to eliminate S? 504,862 from
construction work in progress (CWIPY in the eIe:th‘c rata base together
with a further negat‘fv‘e ad:}us'tnent of $2349,768 to account fér tha
annuaiization of allowance for funds used during construction (AFUDC)
associatad with CWIP. In essenca, the Staff contends that Public Service
was or should have been aware of the extent of the problems associated
with the seiswmi¢ piping and hangar prc.z‘ect at Fort St. ¥Yrain when it
entered ints a setﬂmﬂt agreement with the General Atomic Company. The
settlement agreemerrt between Public Service and General Atomic Company
was entared fnto on June 27, 1979. The Staff contends that Public
Service has spent approximitaly 378 millfon in connection with the
seismic piping and hangar project at Fort Si. Vrain which is over and
above that which was provided for in the General Atomic setﬁ ement and
that this $18 milifon amount shou}d be disaliowed by the Commission from |
Public Servica's electric dapartment rate base. ’ ‘

Public Service, according to the Staff, was not in 'cwplfance
with Americam National Standards Institute (ANSI) N45-2 series of quality
assurance documentation at the time that Public Service entared into 2
settlement agresment with General Atomic Company and Public Service knew
or shauld have known of the inadequate documentation accompanying the
seismic piping and hangar project. The Staff contends that Muclear
Regulatory Commission (MRC) IE Bulletin 7S-14, entered in this procaesding

as Exhibit 97, ordered compliance with the previous standards of the ANST

mS-z serias and that nc new sténdards wers imposed by this bulletin.
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?ina??y,‘:he Stz ff contends thzt the Lommission's deéision inisially )
granting Public Service a lertificzte of Public Convenisnce and Necessity
for Fort St. Yrzin placed upon Public Service's investors the burden and
risk of additional costs should the nuciesr plant turn out o be more
expensive than comventional generation., Thus, 2ccording to the Staff,
Public Service and not the retepayer should bear the burden of Pubdlic
Sérvice‘s failure to.predict {its costs adequately regarding the seismic
project which in this case smoumts 5 2 cost overrin of 300 percemt from
<he original forecasted sstimate.

By wey of response, Public Service contends that IE Bulletin No. ‘
| 75-14 (Exiribit Mo, 57) wes issued on July 2, 1578 or five days after the
seviliemant agreement had been signed betwssn Publit Service and‘seneraI
Atomic Company. Because such bulletins are i}sued without any
pre-notiFication :} the NRC, and because For: St. Yrain was mot listad by
the NRC 2s one of the nuclear plants involvad +n determiming the need for ‘
<he bulletin, Public Service or Seneral Atomic Lompany had no way 2o have
been awzre of the requirement of IE Bulletin No. 78«14 2t the time of the
sextlepent. 4s 2 matter of fact, as Public Service witness Hock
testified, the ful) extent of the modifications required by IE Bulletin
No. 75-14 was not known until severa] months after its issuance.

On cross-examinstion of Mr. ﬂo&k, one ot the imtervenors
attempted to establish that the qaa1?§y assurance program in sffect for
Fort St.. ¥rzin [Exhibit No. 108) should have put Public Service on notice
25 1o the requirements of IT Bulletin Mo. 75-14. However, compliance
with the guality assurznce prograz in effect st the time of the
set:iemen: reguired dynamic computer antlysis only for piping ten inches
in diameter znd arger. IE Bullatin No. 75-34 for the First time
axtesded.this reqﬁfrement 4> piping systems sized bestwesn two and
one~hal?¥ inches and ten inches. It was this change thzt resulted in the
ad¢itional cost to Public Service. Although the quelity essurznce

‘program which has been entered 2s Ixnibit No. 10B does appear
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=] con;ain rather stringent requirements for documentation of differences
of design and as-built configurations, the document contained in Exhi;jt
No. 108 does not specify the method £ analyze the effect on saismric .
evaluations of any discrepancy between design and as-duilt
gonfigurations. Indeed, Exhibit No. 108 does not mention saismic
analysis at all.

public Service, of course, was awars of the need of additional

axpenditures at. the time of the settlement, as a resulétof the failure to
comply with the quality assurance program fully. Public Service was
. familiar with the seismicfprcbiems and it was in the pfccess‘cf compliying
with the quality assziran;e program mandatas at the time of the
settTement. There is no evidence in the record that Public Service was
in default of any of the complianca deadlines. Morsover, none of Zhese
mandates requirsd the use of dynamic¢ computer analysis for smaller
pi ping; Rather, as & result of national compliance activity not
invelving Fort St. Vrafn; the NRC percafved, as {ndicated in IE 3ulletin
No. 73-T4,. the necassity of further {nvestigation wiich ultimately led to
sigaiﬁcantlf_y increased compyuter analysis requirements on smaller piping.
It is, therefore, unreasonable to require of Public Service a prescience
which at the time of the sattlement would have foreseen the financial
impact of IE Bulletim No. 75-14,

BoiTed down to its essentials, the Staff contends that Public
Service was imprudent in not foresesing the additional expenditures that
‘ubuid be required by NRC requirements, sat forth in IE Bulletin No.
79«14, and providing for the same or scme cnntfngency fa its sattlement
) agreement with General Atemic Company.

Action, or inaction, which rises %o a lavel of anm abuse of
management. discretion can be dealt Qith in a2 requlatory fashicn by the
Comission gither by the disallowance of an imprﬁdentJy {ncurred expensa,
or by a rednétfoa in rate base as has been proposéd byAthe Staff. We do
not believe that Public Service actezd cutside the parametars of

reasonable conduct. It is easy, of course, aftar the fact to contend
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thet & better agresment, with rés;;ect 0 2 seismiz pipino predliem, could
have beén negotizted by Pubiic Service with Seneral Atomic Company.
However, there §s mo evidence in the record thzt zttributes to Public
Service prior knowiedae of what the July 2, 1578 NRC IZ Bulletin No.
7814 would comtzin. A settlement agresment with Ssnera] Atomic Company
was Finelized five days earifer. Public Servize canmot reasonably have
been sxpected to anticipate the precise reguirements of I Bulletin ko,
75-14. 1ts conduct in this regard dig not f211 outside the parzmeters of
reasonab1ene§;. In the 2bsence of an abuse of managenent discretion,
there is no legally justifizble basis to make the rzte base ada‘gmexts
proposed by the Staff, and we decline to do so.

B. Ratemaking Trea‘:nérrt for General Atomic Combany Payments -
Pursuant to the setilienent agresment betwaen Public Service and

ganera] Atomic Company, Seneral Atowic Company has been meking yearly
payments t0 Public Service for replacement capacity to defer future
construction costs for the 13D megawatts of reduced capacity at Fort St.
¥rain. -Public Service has offset these penalty payments against the
Southeast Project and Pawnes 11 TWIP., ‘“These payments through the test
ysgr amount to apmxim;eU £34.8 miTldon. Public Service has spent
32,357,475 on the Southeast project and has spent 32,036,122 on the
Pawnes II Senerating Station which Teaves 329.459,3521 2s a credit in TWIP
for Pawnee II. The Staff comtends that ‘?ubﬁe.SeMce‘s Trestoent of
chese sums does not benefit the ratepayer angd 2llows Public Servite wo
eern on cost-free capital. The Staff contends that these amounts should
n0t be credited to CWIP until the money is actually expended; otherwise,
Public Service earms 2 return on funds that were cost<free comtributions
s capitzl. Stz‘.‘} ‘proposes o treat the Genera) Atomic Cowpany penalty
payments is cost-free contributions ¢ zapital, which should be placed in

a geferred credit zzzount which reduces rzte bese yntil the funds zre
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actually used. T?;e $taff's proposal will ailow ?ﬁb?fq Servica o usa the
funds as needed but it will not burden the ratapayers by requiring them
to pay a return on the ynexpended Ffunds. Public Service witness Hock
agreed with the Staff's proposad treatment. Tne Commission alsa agrees
and, acsordingly, the Staff's proposal will be adoptad. Associatad
adjustments also must De made. These adjusiments are sméri zsd on
gxnibit 80, page 5. Line 4 of Exiiibit 60 restores the balance in CdIP
whtich Public Service creditad for the amount of the Ge;eraI Atomric
Company payment whichr has not yet been expended by Public Service. Line
5 of Exhibit 60 restorss the AFUDC associatad with the Ganeral Atcmic
Company payments. Line § of Exhibit 80 credits the deferred credit
account 253 with the General Atomic Company paymeat and reducas rata bése
for the penalty dollars not spent by Public Service on Pme II.

€. Cash Working Capital

One ‘of the most vigcmus‘!y contast.ed ‘rata base issues in this
docket was the {ssue of cash working capital {CWC) and {ts {aclusionm, or
exclusion, from rate base. Rate base, of course, represents the amount
of capital provided by investors in order to purchase assets for usa in
utility service and uponm which the utility {s provided an opportunity to -
earn 2 fair rata ¢f return.

C4C, as a component of rata base for rate regulatory purpesas,
_has besn defined as:

.« . 'the allowance for. the sum which the
Company needs to supply from its gwn funds
for the Furpose oOf enabling 1T 0 @eet 1ts
current obligations as they arise and to
aperate economically and efficiently.’

[Barnes, The tconomics of Public Utility
Ragulation (1942, 495.] sSince 1t 1s normally
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contempiated that 211 operzting expenses will

aventualiy be paid for out of revenues received

by the Company, the nesd for working capita?

arises iargely from the ¢ime lag betwean paymant

by she lompany of its expenses. and receipt by the

Cc:npany of payments for servize in respe:t of

wnich the expenses were incurred. [Emphasis in

original}
Alzbame-Tennessee Maturzl Gas Lo, v. Federal Power (ommission, 203 F.2d
494, 438 (3rd. Cir. 1283). See also, City of Pittsbursh v. Pennsylvania
Bublfc Urility Commission, 370 P2, 205, 88 A.2d 52, 6165 {'l°52)' Boise
¥zter Lorporation v. Idaho Public Utilities !;mssion, 87" Idaho B32, 253
p.2d 183, 185 (19?6) Peopla’s Lounsel v. Public Service Lommission, 323
A.2d 42 (D.C. App. 1878); New England Talephons and Telegravh {5, v.
Public Uzilities Commission, 390 A.2d 8, 50-33 ({1578). Inclusion of CMC

. in rzte base is necessary when the grility demons?:rates that inves*:nrs

have been reguired to provide the fundS needed T pperzte the dusiness
between the time of rendering utility service and the payment thersfor by
customers. By including CWC in rzte base, the investor esrns 2 reiurn on
the CWC funds =t whetever rzte is earned on fnvestment dn plant. As
explzined by the Court in Boise Water Corporation v. Idaho Public

Usilities Commission, supra:

Lash flow probiams often confront & utility
which must pay for expenditures prior to the
Time revenues thersfor have besn collected.
To the extent that such amounts sxceed the
revenue ooliected, 71 is supplied by the
owners of the utility as a portion of their
investment and thuys becomes 2 part of the
rete base. Thus, cash working capital is 2
recognition of the sum which the utility
needs to supply from its own funds {rxzther
_ than the ratepayer's) to mée: current
sbiigerions zs they arise due 30 the time
lag betwesn pryment of -expenses ang
collection of revenues. Alzbamee-Tennessee
sas Lo, v, redm‘l Power Lommizsion, 3 En‘.,
T. E: th a1iowances by the
Lommission zre not guannteed &5 & matter of
course; the utitity cerries the burden of
showing by cmpetert evidence thzt the nesd
exists.
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. Application af Wilmin

n Suburban Watar

Traaitionally, such a showing was made sy
producing data from the utility's actual
experience showing the need resulting from
the time lag in csllection of revenue, i.2.,
from a lag study. (555 ?.2d at 166)

As stated in the 30ise Watar case, the burden of demonstrating
that thers should be an allowance for CWC in rate base is upon the

utility requesting ft. This allowance is demonstratad by means of a

Tead-1ag study.

A lead-lag study reflects the lag im the

mmber of days betwesan the payment of

gperating expenses . . . and the recaipt ¢f
from cusitomers for sarvice randered.

Sas Service Company v. State Corporation Commission, 4 Kan. App. 2d 623,
809 P.2d 1157, 1164 (1980). The lead-lag study was axplained in New

England Teleshone and Telegrach Co. v. Public Utilities Covmrission. supra:

As indicatad earlier, the utility's receipt
of revenues or customer payments for
services provided often tends %o Tag behind
the date upon which the utility incurred
expensas with respect to the provision of
such services. Thus, the utﬂtty requires a
"cash advancad for expenses® working capital
alTowance to cover sxpensas during those lag
days. The caleulation of the utfiity's "net
lag" invelves the subtraction of {ts average
expense lag from {ts average revenue lag.
Revenue Tag is simply the time span over
which revenues lag behind expenses.

390 A.2d. at 51. The Tag, howevar, may work 1n faver of the utility, as
well as against the utility. See Alabama~Tennessee Natural Gas Co. v,

Federal Power Commission, supra where the Court wrota:

Byt there are time Tags which work in favor
of the Campany as well as those which work
against it. Tre Company no more pays immed-
fataly every Tiability accrued than do tts
customers. i

203 F.3d. at 498. Or 25 the Court wrote in the New England Telenhene and

Talegrach Co. case, 330 A.2d. at §1: "On the other hand, expense lag
involves the converse situation, where the utility's expensa payments lag
behind the date upon which the utility receives the products or servicas

for wiich it is paying.® Lead-Tag studies alss study thess sxpense 1ag§
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and use them as ¢ffsets 2o revenue lags to arrive 2t net cash working
capitali:

In determining the need for working capital,

the Commission may guite reasonably and

properly take imte account fagtors which

reduce the need 25 well 2s those which

increase it. .
Alabama-Tennesses Matural Gas (o. v, Federa] Power Commission suorz, at

488.

One of the earliest and most cited opinions on the subject of
ENC is City of Pittsburch v, Pennsylvania Public Utility Commission,

supra. The purpese of LWl, the mamner in which ¢ is calzulzted and,
whether it should be 21lowed in rate base, stc., is discussed:

Czsh working capital ordinarily is the :
; ¢ of cash required to operate a utility
during the interim between the rendering of
service and the receipt of paynent

therefor. It is the blood stream thzt gives
1ife to0 the physical plant and facilities of
+the enterprise, It can rexdily be seen that
initially, at the coomencement of operation, .
capital supplied by investors must, in orger
that ths Company can function, intlude such -
working cash in addition to the amount
required for physical plant and faciii{ties.
Its 2llowance 2s an slement of fxir value
for rate making purposes has besn approved
by decisions of both the Superior and
Suprepe Lourts of this State and of the
appellate courts of other jurisdictions., .
Almost inveriably -however, {ts 21lowance has
been determined by the actual necessity
therefor existent when gisputad rates of an
esteblished and going concern are before the
Comrission. The determinztion of the dollar
amount of cash working capital is besed on
the time lag between the service rendered
and the peyment therefor by the consumer.

Tne faiv value of & utility For rate making
- purposes is the value Fixed 2t the time -
retes are establishec. To the sxtent that
the customers are providing revenues defore
the usility peys its costs, the investors
gre-not supplying the funds to carry on.
Whether cash working capitel should be
21lowed 2s 2n element in determining the
frir velue of 2 usility's used and useful
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' property as a rata basa, and {f allewed the

extant of such allowanca, depends cpon the

factual situation in each case. If the financial

Rl Sty S

the gap between rendition of and payment for

services, no cash working capital is recuired and

none should be allswed by the Commissien.

As indicatad above, 2 Tead-lag study examines various elements
of income and expensa in order %o determine the net lead or the net lag
with respect to CWC. For a mumber of years, the Ccmi.;sfon nas usad a
formula appreach to determine the CWC companent of the rats bass. The
formula. approach previocusly approved by this Commission gebgrgl‘!y allows
the utility to 1nélude in rate base that part of working capital
regresented by forty-five three hundrad sixty-fifths {(45/365ths) of
cpgratfng aﬁd. maintenance expenses plus fifteen ’:hree hundred
sixty-fifths (15/363ths) of the cost of purchased power Téss the average
property tax liability and cne-third (1/3) of the accrued Federal foccme
taxes. In I&S 1425, neither Public Service nor the Staff of the
Commission recommended any change in the formula approach. The Company's
request n 1851425 for $15,552,635 in CWC was criticized by witnesses
for cartain intervenors in that docket. The principal c:r*l‘::ﬁcis:a was the
Tack of a2 Tead-lag study. AMAX, Inc. witness Madan, in I3S 1428,
recamended a balance sheet amalysis in order % pfovide a limitation on
CWC ta be included in rate base. In that docket, the Cammission rejectad
the balance sheat approach as recommended by Mr. Madan and reaff{rmed the
formula approach for determing CNC. Nevertheless, the Canrgrf ssion did
state in Decision No. C80-2346, dated December 12, 1380 (page 27}, that
Public Service should conduct “an up-dated Tead-Tag study prior %o its
next general rate case im order to test the validity of the current
formula.*® ' ‘

The issue of an approprﬁte cash working capital allowanca
previously has been ﬁised in 133 Dockets No. 1425 and 1525. In 1&S
1528, the Commission did endorse the concept of 2 negatfv‘e‘ cash working

capital and the Commission ordered Public Service to submit a
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*comprehensive® Tead~lag study in its next rate Filing, wnich, of course,
is the fi1ing which is the subjesT matier of this docket. In Decision
No. CB1-1008, the fommission set forth in getadl components which were to
be included in the lTead=lag study. Public Service was directed to
perform OWC anzlyses both including and excluding such non-cash items as
investment tax credit generated, investment tax credits amortized and -
geprecistion 2s well as ca§i=a1 structure items such a; 'zong-’:.em‘ debt
interest, preferred stock dividends, common stock dividends, current
reszinag earnings, angd ‘u;emﬁ 4azes.

By reguiring the filing of the *comprehensive® Jeag-lag study,
the Commission in I&S 1525 416 not intend to pre-determine which expense
and capita) itams belonged, or ¢id not beleng, in the OWC computation.
The threshhold guestion of which expense items delong in m CWe
computztion is answered guite simply by referring <o “The definition and
pur-:;nse .of The cash working zapizel allowence 4tself. e have alrsady
referred in the discussion above 2o 2 %mr of .authoritztive definitions
-of cash working sapital. The key word in these definitions 15 *zash®,
1f investor tash 45 nesded for day-to-day operztions, rate dase is
increased. Mo cash must be -advanced To pay for what amoumts 1o mere
accounting entries amd‘:hus 2 related DWC 37lowance is me:es'sary. ¥
ratepayer~suppliied cash reduces the amount of the investment required,
rzte base is reduced. Consistent with this definition of cash working
capitel, Staff witness Ekland, Cities' witness Madan, and FEA witness
Mar=shall each extluded The non-Cash -expense 4tems and depreéciation,
amortizetion, and deferred %S2x, investment tax érzﬁit and PAYSOP from
their respective caleulations of CWC.

in his rebutiz) testimony Public Servics witness Kelly contended
thzt these non-tash .‘.'cm belong in the cash working capital computztion.
It is not unesual for utilities To seek To incorporzte nor-cish expenses
" in cash working capitz) computations. Howsver, these proposzis have b?en

consistently rejected when nede 3t the FERC. For instance, 1n Re:
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Southerm California Zdison, 20 FERC P51, 301 (1983), the FERC rajectad

inclusion of deferred income taxes in the computzation of working capital

allowanca. Along the same ‘h‘nes, In Re: Yirginia Power Electric Company,

17 FERC P61, 150 (1981), the FERC rejactad inclusion of nuclear fuel
amortization and disposal <osts as non-cash items in the sropesad working
capital allowancz, Similarly, In Ra: Pacific Gas and £lectric Company,
16 PERC P63, Q04 (1981}, the FERC rajected inclusion of dapreciation
expense in working capital allowance as z non-cash ftem.
‘ _The philosophical difference between Public Service's position
and that of the Staff and [ntarvenors became clear during the following
¢ross examination of Staff witness ExTand by Public Servige’s attoéney,
Mr. McCottar:
Q. “And someone’s got to finance that
[depreciation], don’t they, that sxpenses, that
lag, that rime period between when the investors
are entitled to get that money back.
A, Mo, A '
Q. Under the regulatory process, and the time when
- that money 15 actually made available by the
ratepayvers through the payment of their bills?
A. No, it raquires no fimancing. It s just a Jost

opportunity. Iff they collect it sooner they can
nvest 1t sconer. But they didn't have to put up

BOre: Mo to cover that time pericd. iney
sn;y Raqd tO put Jp money For money whey nave to
lay out. They don't put up money for .
deorsciation expense, uv'rﬁ-z'En*' 7§ a _source of funds.
. But there {s an economic cost to the enterprise,
is there not, over that period of time?

A. Tnrough the opportunity lost of favesting it
sooner 1f they had collected 1t sconer.” (3/7/84
Trans 115, 116). (Emphasis supplied.)

We agree with the Staff that although expenses may be incurred,
no lag exists for purposes of the CWC computation unless cash is
‘expended. It is obvious that, as to non-cash expenses, noc additional
cash has to be provided by investors during any lag period.

We also agree with the Staff recommendaticn thai CWC .

requirements include all cash expenses, franchise fees, and sales taxes.
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¥e Turther agree tha® a1l -non-c2sh items and capite] items should be
exciuded. <Cash exﬁenses include gas for generation, other Tossil fuel,
anﬁ freighs, purchased power, §as purchzsed for.resale, purchased steam,
generai and menagement labor, other 0ZM expenses, property taxes, FICA
taxes, FUTA taxes, SZSA taxes, occupationa] t2x, mejor medical tax, use
tax, auto-iicense t2x, federal income tax, state income t2x and stean-
heat fuel. Non-czsh items which should be extluded are depreciztion and
amortization, deferred income taxes, federal investment tax credits
generated, state investment tax credits generatad, payroll stock eptien
-plan, federa) investment tax credits amortized, and state {nvestment tax
credits amortized. Capital items are long-term dedbt interest, preferred
stock dividends, common stock dividends, current retained earnings, and
deferred taxes. .
Staff witness Zkland postulrted three axioms which support his

theory of the proper components to be included in CWC: (1) CNC is money
put forth to mest expenses; (2) the only factors that change the Jevel of
cash working capita] are the net lag days between receipt of revenues and
payment of expenses, and the size of the cesh expenses; (3) an
out-cf-pocket cash flow is not 2 CNC expense 1 it flows <0 2 second
pocks: of the same perty. If an item meets the criteria of the First two
axioms and is not eliminated by the thirc zxiom, -then 1t should be
1nc7uded in cash working czpital.

.AJ? cash expenses in TNC should be included because thay meat
_the :r%:eriz of axioms 1 and 2 2nd zre -not eliminated by axiom 3. This
would alsp imclude franchise fess and sales zaxes, Although it is true
thit franchise fees and sales taxes are not expenses according to
accounsing cefinitions, Publizc Service pays these {tems <o o taxing
authoriti es with noney eoliestad from retepayvers. Public Service witness
Kelly, on rebuttal, testifieg that franchise fees and sales taxes should
not be included in & CWC reguirement bectuse thev zre outside the cost of
service. Mr. Keiiy's concern, howsver, does not contradict the fact thzt

Public Service has the use of funds coilected from ratepayers whiéh
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eventually go %o pay franchisa fees and sales taxes until such time as
they are actually paid.

Nonwcash {tems should be excluded because tney fail o mest the
critaria of axioms 1 and 2. De:.reciatfon is a source of funds suppliied
by ratapayers. Dleferred i ncome taxes and investment tax credits are
sources of funds made available by the goverrment. Similarly, the
procaeds from the payroll stock option plan are a soursa of funds.

Capital ftems should be excluded from CUC becduse thess items
fail to meet the critaria of axfoms T and 2 and are eliminated by axiem
3. Nene of the capital itéms are cash expenses. Public Servics's

investors earn the return on their investment at the time service is
rendered; however, on a cash basis, those earnings are not available for
the iavestors until the revenue dellars associatad with the sarvice
rendered have been collected. It is true this time lapsa results ina
Test cppcmnity for the inv.e_stor %o recaive a return on his earned
return. However, the aythorized rate of return is based on accrued

earnings. on fynds invested, Vnot ont compensation for jost cppcrwnfty;

?‘:A witness Marshall recommended including Tong-term dabt
{nterest, but excluding all other capital items from CWl. Citles’
witness Madan recommended including Icng-»tém debt intersst and preferred
stock dividends, but excluding 211 other capital itams from CWC. The
position of including one or two capital {tems and excluding the others
is fﬁtemaﬂy inconsistent.

Cities' witness Madanm attempted to justify iné'luch'ng long-tarn
debt intarest and preferred dividends im cash wor!dng capital wi th the
follewing testimeny: ’

L o St st e,
these: funds were {nvestors, then rate base would
be larger to the benefit of not investors in
general,, bBut common equity investors in
particular. The result would be that common
equity investors would be provided an opportunity
%o earn a rats of return on funds that were not

provided by them but by other investors. (See
Exhibit M, Page 26.)
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We believe that Madan’s proposal will prevent benefit to the
Company and 21l 143 investors Trom reinvestment of interest and preferred
ividends. I7 interest and preferred gividends are included 25 CNC
components, the réturn earned by reinvesting those fund; is offset by the
reduction in ra2te base earnings. Whether intersst and preferred &ividends
are included or excluded 25 CWC cosponents, Publiz Service can reinvest
+those funds, However, 7 the net Jag for interest and prgferred dividends
is allowed to reduce the CWC component, the OWC allowznce fot~rxtenaking
will also be reduced. This in turn reduces rate base, sarmings on rate
basa, and the times,interest sarnad ratic (TIER) which s the ratio of
ezrnings <0 interest. If interest and preferred dividends are exgluded
from CWC, the increase in earmings resulting frﬁn‘the reinvestment of
hose funds will benefit the Company and all its investors. In contrast,
the reduction in ezrnings and TIER which is caused by including interest
and preferred dividends 2s CWC components will create pressure on
Financial -2nzlysts to downgrade the Company's bond and eguity ratings
which is detrimental to ratepayers in the Jong Tun.
"D. Unbilled Revenues

In Public Service's Tast major rate czse 145 1525, witness Madan
for AMAX, Inc. proposed that she Commission recognize Public Servise's
unbilled revenues in one of thres ways: adjust revenues upward for
unbilled revenues; adjust downward the expezsés relzted therets; or
include. 2n 2djustment in the working capital calculation. In ias 15828,
the Lommission rejected an adjustment for undilied revenues betause it
foung thst the uée of & projected test year in thet dockst corrected any
wismatzh of revenues and sxpenses. 3n 1S 164D witness Madan, appearing
this Time for the Cities, again raised the issue of Public Service's
unbitied revenues. Mr. Madan recomended that Public Service's revenue
iag be reduced by 20.5 days to ref}e:t unbilled revenues. Mr. Madan

described the nature of unbilled revenues 23 #ollows:
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UnbiTled revenues is the tarm usad.to connote the

vaiue of service that has been orovided to customers

between the data hat sarvics is provided and the date

that the value of such servica is tocked as revenue by

the company {(generally, the b{iling data). For -

axample, consider a company that i{s starting

gperations. For the first 30 days of operations, the

company would be incurring costs to provide service

but bocking nc revenues unti] approximately the 20th

day. Revenue would begin to be booked on the 20th day

assuming a cycle meter reading and 3i1ling system,

such as is usad by PSCo. Finally, after the bills are

rendered and paid, approximately 43 days after .

operation when first started, the company would

actuyally begin to receive cash from its customers due

to the provision of service. (EX.M at page 20).

Thus, according to M. Madan, since,cnsts are accountad for on
+he income statament as axpenses when they are incurred, and revanues are
booked only when the customer is Billed, the sxpense related %2 3
© particular service §s recorded before the corresponding revenues relati ng

to the same service, resulting in 2 mismatch of revenues, 2xtpenses and
'Invesmnt.

It is true that no witness in this proceeding appeared to taks
issue with the fact that there was 2 technical mismatch of revenues,
axpenses and investment as defined by Mr. Madan.

Although persuasive érgments can Ee made both for and against
adjusting for unbilled revenues either through the cash working capital
compenent or through the aperating income statement, the Commission is
not convinced that adoption of Mr. Madan's proposals through CWC with |
regard to.Public Service's unbilled revenues is warrantad, As indicatad
above, Mr. Madan proposed to adjust for Public Service's unbilled

revenues through the CiC calculation by reducing Public Servica's ravenue
lag by 20.5 days. The whole complex procedure of in¢luding unbilled
revenues in the lead-lag study for CAC calculations is misleading becaysa
it implies that the Company has the use of the upbiﬂed revenues. 8ut,
of course, that is impéssime because these earned revenues have not yet
been billed.

Generally acceptad accounting principles permit a utility, such

as Public Servica, ta account for revenuss in one of iwo ways, namely,
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{1) the uti1ity’:an book revenues 2t the time servige is rendered {§.e.,
pilied) or, {2) the utility can book revenues zt ihe time payment s
received {i.e., unbilied). Either method is 2cceptadie provided that the
one cﬁosen is used consistently over time. Public Service hzs been using
the second method for over 40 years.

Mr. Madan‘s companion sucgestion that the Commission order 2
fiveeyear amortization of unbilled revenues for prior periods is
gnacceptabls, . The balance sheet effect of unbilied revenues as of
December 31, 1982 i3, $33,408,000 for the electric department and
510,512,000 for the gas department. Mr. Madan proposed %o bring these
‘amournts int§ the test peri&d and adjust revenue requivements through the
smortization process, which, in our opin?on,~wnu1d‘resu1t in 2 serious
wismztsh of revenues and expenses for rztemaking purposes. Morsover, 2s
indicatad zbove, these balance shest amounts have besen built up over

- approximetely 2 40 year period. Also, Mr. Madan 2ssimes that tﬁe
customer in 211 instances provided the 344,020,000 unbilled balance. For
this tv be true, Public Service would have had to have ¥iled 2 rate case
each Jéer for forty yexrs. This has not deen the cese because for many
yeers Public Servite did not .file rzte cases.

Although the Staff has indicztsd that it he}ieves':he proper
regulztory :re;tment’sf unbilled revenues merits further ingquiry, we
believe the issue has been thoroughly and extansively explored in thres
dockets involving Public Service., At this Time, we would state o the
parsies in this docket that we do not believe reexamining the unbilled
revenues ftsus will materizlly enhance the lommission's understanding of
the subject or result in zny regulzsory modification on our part with
respect to this issve. Obviously, this.tnmmission cannet dictete whzt
course future rete cases may take, but we do believe that it is
approprizte to inform the parties thzt the unbilled revenues issue is not
a Yikely candicate for reculatory change by this Commission in the nesr

future,
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£.. Lead-iag Days
The Staff made saveral adjustments to the expensa lag days

contained in Public Service's compreshensive lead-lag study. Staff
witness Exland reversed Public Service's adjustment to expense lag days
for gas for generation due %0 2 refund made by Colorado Interstats Gas
Company (CIG). Although investors initially supplied the funds used by
Public Service to pay CIG, the fnvestors were compensatad when the
rendéred servica bi11 was coliectad., The cvercharge w;s paid to CIG with
ratepayer funds. Accordingly, the Staff reversed the Company’s
adjustment so that the fm-estors waould not earn aAretum cn‘tﬂe '
ratepayers’ monay held by CIG. The Staff alse made a corresponding
adjustment to the expense lag days for steam heat fuel which resultad
from the adjustment to gas for generation. Pubii¢ Servics did not
dispute these adjustments in its rebuttal case, and the Commissicn agrees.
that said adjustments should be adopted.

Another adjustment recommended by the Staff was to extand lag
days for general and management labor. Public Service pays its
administrative payroll before the end of the month even thcugi:t th; wages
are not due and payable until the end of the month according %o a Public
Service memo which is contained in Exhibit 59, page 57. The Staff
contands that earlg payment of wages is for the conveniencs ofﬁ Public
Service's employees, and that ratapayers should not be required to pay
‘for this convenience. The"Staff also made a corrasponding adjustment to
the expense lag days for FICA taxes based upon the payment of these taxes
on the date that admimistrative payroll is due and payable.

On rebuttal, Public Service witness Kelly testified that Public
Service's policy regarding early payment of its administrative payreoll
and the resylting costs were reasonahle and therefore properzly inchdabfe
in the cost of service. Public Service witness Kelly also assertad that
a comprehensive lead-lag study should be based upon the actual Tead or

lag days experienced by Public Servica. However, Mr. Kally offered ne
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basis for his opinion that the resulting costs, arising out of early
paymant of wages ant salzries, was reasonable, 'we zgree with the Staff
shat it is necessary t0 anelyze actu2) lead and lag day# to determine
whether they are consistant with the theory of CWC and whether they are
reasonable. 7o the ex‘:eﬁt that Tead or 129 days zre unrsxsonable or
inconsistent with 2 ONC theory, we believe that they should be properly
a;ﬁju:tsﬂ. Whatever adwinistrative convenience pay acerue to the Company
from the early payment of wages, 1% does not necessarily follow that the
IRL 2)llowance should be increzsed (an incresse borne by r;mpaym) in
order o accommodate this ad:a‘im‘mﬁ_ve sonveniencs to the Company.
Asgordingly, the Commission accepts the Staff's adjustment with regard o
the early payment of administrative payrsll. '
' The Staff used 2 similar philesophy when it made an adjustment
to lag dzys for franchise fees. This acdjustment veflects lag days that
would occur §f the Company paid these fees on due dates rzther than
Public Sarvice's prazctice of payment before the due dates. The Staff |
21so calculated expense lag deys for sales tzx which the Company's
. comprehensive lead lag study &id not include. We agree with the Staff
that the proper mezsursmens of the expense lag days for franchise fees
ang siles taxes should be caleulated based upon the actia] due dates,
rZther than upen ‘the ’datgs when the ’Campany chooses o make payment.
?ub"lic Service u.sed‘ 2 simie random sample of residential,
commercia) and industriel meters to czlculate revenue Jag days. However,
we agree with Stzff witness Tkland that Publie Service should use &
properly stretified random semple which would be weighted by the
percemtages of revenues from each tustomer class. Because it is probable
thet different customer classes have gifferent payment hebits, z properly
s*.éxﬁﬁgd randon sample would reves] the proper mumber of revemue 1ag
G2ys. For exampie, Mr, X% and made the assumprion that commerciel,
industria) and pubiic authority customers zre more prompt 4han

=esigential customers in paying their bil1s. Furthermore, he beljeves
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that this promptness will improve in the future Decause thesa classes
will de assessag a late charge for overdue bills, while the residential
class will not be subject %o such 2 charge. IF these assumptions prove
incorrect, a stratified random sample will reveal that.

The Public Service sampls of customer payments did not include
ravenues from unmetered sales to public authority customers and steam
department customers. The proportion of industrial revenues to t5t31
revenues'samp1e¢ was .0015 percent in Public Servfce‘s sample. chever.u
the industrial classification represented approximately 12 persant of
Public Service's toth] sales for 1982. Assuming that there are different
payment habits for each customer class, Public Service's simple sample
distorts the number of revenue lag days because revenues from the
industrial, pubTic authority, sales for resale and steam department
customers in the sampie wers not weighted for their respective total
contributions to total Company revenues. Public Servica did not offer
any rebutzal evidence to counter the Staff's opinicn that different
customer ciasses have differsnt paymeat habits or to rebut the Sta%f's
contention that a scrétified’randan sample is superior ta a simple randem
- sample.

The Staff also disagresed with Public Service's methoed of
counting revenue lag days. The number of revenue lag days is defined'as
the number of days belween the m1d#9oint of thé service perioed and the '
date payment for that service 1 received by the Company. Public Service
has determined that:there are 43.5 revenue lag days. However, the Staff
recompended that the revenue lag days be pinpointed at 43.0. goth the
Staff and Public Service assume that the service period begins and ends
at noon on the dates that the meter is read. écth the Staff and the
Company count the beginning and ending days of the service period as half
days 16 detarmining the mid-point of the sarvica peried. The only
difference between the Staff and Public Service's calculation of revenue

lag days is in the treatment of the day that payment is received.
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The Staff contends thet the payment date should not be counted because on
that gay the company can put the funds o its own use. In its Teadeleg .
study, Public Service similariy stated thet the pyment Gay is not
counted 23 2 jag day. However, on rebutta) cross-examination, Public
Service witness Kelly testified that Public Service's previous siztement
was in error in tisat the daie payment is received should be counted 25 2
‘ half day. Public Service, however, did not offer any evidence o justify
why the payment date should be counted zs a half day. :

) We agres thzt the Sta¥f's pethod of counting revenue Jag days is
consistent with i%s method of counting sxpense lag days. The Staff
counts expanse lag days from znd including the wid-point of the service
period to, but not including, the dete the expense is prid, Siace the
Company does not have the use of the funds on the day the expense §s
paid, that date is not included 25 an sxpense lag day. r:onversﬁy. since
the Company does have the use of the funds on the date Dayment for
service is received, that date {3 not included 25 2 revenue lag day.

Public Service counts .its expense 1a§«days using the same
methodoiogy as the Staff. However, the Public Service’s method ;f‘
counting revenue lag dzys is inconsistent with {ts method of counting
expense lag Zays. Public Service's treztment pf the date payment for
servizes recefveg 2s & half day in the revenue Tag day results in
goubl ewdipping. If the date Ma: For service is received is counted
as helf & revenur lag day, then the Lompamy can both szrn intersst on
those funds ang exrn 2 return froo rziepsyers through intiusion of those
fungs in the LWC 21iswance, -

Public Service emumerztes three ways €0 tount days with respest
to revenue 1ags and expense Teads, Count the first day but not the las3;
do ot count the first, but coums the last; or count from the same time
on the First dey to thzt time on the last dzy. Public Service zontends
that the use of the First method to determine expense jeads does not

preciude one from using one of the other equaily acceptzble methods o
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determine the ravenue lag. We disagree with Public Service and believe
that the Staff's method of counting revenue lag days is consistent with
its method of counting expensa lag days and that, accordingly, its
methodoTogy should be adopted.

Quring the nearing, Staff witness ZXland did not calculate 2
specific CAC requirement for the electﬁc, gas and staam departments,
respectively, because each figure is dependent upon the final ravenue -
increasa authorized in this docket. An increase in earnings produces an _
increasa in current income taxes which has the effact of lowering tha CuC
requirement. Aisg the earnings deticiency found by the Commission im
this docket affects franchise fees, sales taxes, and Federal {ncome tax
deductibility of long-term debt intarest. As a result of a Comission
aythorized return on equity of 14.4 percant and an authorized return on
rate base of 10.2]1 percent, and after making various pro forma test-year
adjustnenfs, the CWC requirement for the three departments defors FERC

allocations in the electric department is as follows:

Electric department $ 600,139
Gas department $8,310,988
Steam department § nN,78

F. Summary of Year End Rats 8asa
We find that the net year-end rate base for Public Service's

Electric Department totals $1,694,425,687 and is comprisad of the
following items and amounts:

March 31, 1983 Electric Year-Znd Rata Base

“Ueility Plant in Service § 2,149,168,4506
Utility Plant Held for Future Use 1,621,721
Construction Work in Progress 53,233,208
Common Utility Plant in Service Allocatad 67,720,950 -
Prapayments. . 1,578,680
Utility Materials and Supplies 102,919,492
Cash Working Capital Requirements ' 500,138
Customer Advances for Construction 26,783,598
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gross Yezr-End Oricinzl Lost Rate Base 5§ 2,345 B5E, 948
Less:
Reserve for Depreciztion and Amortization £§52,085,088

gther Deferred Credits — Reserve for

Replacement lapacity 28,489,352
Rzte Base Alloczted To FERC

Jurisgictions] Sales 113,578,810
Year-gnd Net Driginal Cost Rate Base - $ 1. EB4 228 587

We find that the net year-end rate bzse fer Public Service's fas
Department totals $258,112,285 and s comprised of the following ftems

and amounts:

March 31, J9B3 Bas Year~End Rate Base
Urility Pant in service ST S 346,240,408
Utility Plant Held for Future Use g ' 18,273
Construction Kork in Progress 3,347,685
Common Utility Plant -‘uy service Allocated 45,072,080
Prepayments 218,118
ieility Katerizls and Supplies 157,765
Cesh Working Capital Regquirements 8,370,588
fustomer Advanses for Comstruction 15,704,273
Year-In¢ Sross Drigimal Sost Rate Base $ 257,713,050
Less: ' .
Re;the for Depreciation and Amortization —)38,800,763
Year-Ind Net Origina) Lost Rate Bese ' $_. 158112788
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we find that the net year~end rata base far Public Servica's
Steam DJepartment totals 39,427,128 and is comprised of the following

1tems and amounts:

Mareh 31, 1983 Staam Ysare-Znd Rats 3asa

utility Plant in service ] 10,250,058
utility Plant Held for Future Use 7
Constriction Work in Progress o (s0on)
‘Common Utility Plant in service Allocated §4,032
Prepayments . 7,270
Utility Materials and Suppiies 4,145,024
Cash Werking Capital Requirements A 50 i
Customer Advances for Construction 9
Year-End Gross Original Cost Rate Base $ 14,543,575
Lass:

Reserve For Depreciation and Amartization 5,116,447
Year-end Net Original Cost Rate Base $ 3,427 128
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We find that the tomdined net vear—end rate base of the

Eleztric, Sa2s, and Steam gepartments tot2ls $1,521,965,100 and is

comprised of the fcllowing items snd amounts:

March 37, 1 Combined Year—End Razte Base

gility Plant in service

Utitity Flan:t neld for Future Use
ConsTruction Work in Progress

Common Utiltty Plant in Service Aljocated
Prepayments ‘

Utility Materiz) and Supplies

Cash Worxing Capital Reguirements
Customer Advances for Construction

Year<End Gross Driginzl Cost Rate Base

Less:

Reserve for Depreciztion and amertization

Uther Deferred Cregtts « Reserve for
Replacement Capacity

Rzte Bese Allocated to FIRC
Jurisgdictional Sales

Year~End Net Driginal Cost Rate Base

$ 2,50%5,588,523
1,438,000
56,570,896
112,857,062
1,864,068
107,222,291
8,982,302

o (32.887.97))

s 2,762,115,573

-

s §95,802,3N

28,468,252

) 13 B78.810

$ 1,821,965 700
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RATE OF RETURN

A. Capital Strucwurs

Each of the four rata-of-return witnhesses in this proceeding
agreed that an arithmetical Muim should be used to derive an overall
rate of return. Specifically, all rata-f-return witnesses summed the
neiélﬂ:ed cost of each capital category to derive an overall rats-of-
return. In derfying the weightad cost of each capital catagory, the
rata-of-return witnesses utilized the following Public Service March 31,
1983 Capital Structure:’

. Capitalization Ratio
Long-tarm Debt $ 808,564,978 44.36%
Preferred Stock ' 229,400,000 12.50%
Comnon Equity - 703,358,747 38.502
Deferred Taxes and Reserves 81,284,433 T 4.8

Total 822,608,163 100.002

T0r. Marcus, testifying on behalf of the Cities, used figures which
deviated slightly from the other rate of return witnessas, basad on 2
deferred tax adjustment proposad by Cities' witnass Mr. Dirmeier.
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B. Lost of Long-Term Debt and Preferred Stock

Ho periy challenged the Sosts zssigned by Public Service
Tong=term debt and preferrs¢ stock in the amounts of £.36 percent and
7.43 perceni, respectively. Ascordingly, those respective costs are

adopted by the Commissien in this docket.
C. Rate ot Retwrn on Zouity

As in the past, the parties were not in agreement with respect
40 the proper cost T be 2ssigned to common egquity. On the basis of the
record made in this proceeding, we Find that a rate of return on Public
Service's rzte base of 10.Z1 percent and 2 rate of return of 14.40
percent on equity is feir and reasonable, sufficient to mﬁrmin
finsncial integrity, o stiract squity capital in today's market, and
conmensurzte with rates of return on investments of other enmﬁsés
having eorresponding risks.

As in the past, the Comrission finds and concludes that the -
¢iscounted cash Tlow (DCF) methodology is acceptable for deriving & fair
rrte of return on common equity. Al of the intervenors and the Staff
used minor variations of the tracitiomal DCF methodoiogy consisting of
the dividend yield plus growth to determine 2 recommendation for return
on equity. The recommendztions made by the Stzff and intervencrs are zs
fo1ows: |

Intervenors and Staff

Cost of Zouity Recommendations

_ Dividend Yield 3 Srowsh ﬁ'ﬁ"ﬁﬁ"“ﬁﬁm %
Cities 10.5 . ap 14.5 .
Mr. Sisneros  10.5 ‘ 4.0 14.5
A g% 4.0 14,58
saff 10.3 3.5-4.3 13.8+14.8

8FZA witness Stoinitz initially recommended 14.2 percens; the 14.3
perzent Tigure is derived from FIA's staztement of position.
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Public Service also used a DCF methodelogy for the purpose of
deriving a fair rate of return on common equity. However, Public Servica
did not usa what came €S be described during the proceeding as the
traditional OCF methodology, but rather used what {t denominatad as a
“refined DCF methodelogy.” Pursuant to its refined OCF methodelogy,
Public Service cancluded that the proper rats of return on common squity
was at Teast 15.7 percent which rate incorporated a growth rate of 4,33
percent.’ . ) -

With reqard to the dividend yield term, there was general
agreement on the yse of & traditfonal OCF formula by Staff witness
Jorgensen, Cities' witness Marcus, and FEA yrltness Stolnitz, Staff
witness Jorgensen utilized average yields éf Public Service during the
thirteen week, twenty-six week and fifty-two week periods ending January
27, 1984. Averaging these three time perfods, Mr. Jorgensen concluded
that the dividend yfeld was 10.3 percent. Or. Marcus used the averags
twelve-month yield of Public Service for the calendar year ending
Decsnber‘z‘r , 1883 and concluded that the average yield was 10.5 percant.
(Or. Marcus alss calculatad a four months average dividend yteld of 10.2%
percent for Public Service, but recommended that the 10.5 percent
dividend yield figure pe- uséd.) Dr. Stolnitz, appearing for the FEA,
also recommended a 10.5 percent dividend yield based upen his initial
rev*iei of Public Service's position m‘thir_: the capizal market as a
whole. Dr. Stolnitz pointed cut that average Public Service yields have
“been falling since 1980, arriving 2t 10.4 percent as of February 1984,
ﬁ:ﬁt long-term intsrest ratas are expectad o remain relatively stable
for the next 12 to 24 and that A-rated bonds are expectad to remain
stable or fail {n the next 12 to 24 months.

In caleulating the dividend yield, Staff witness Jorgensen used
the average of the annualized declared dividend at the beginning of each

of his measuring pericds and the amnualized deglared dividend at the end
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of sach of nis mezsuring periods. In c2) cuizting Public Service's s}:a:k
price, Mr. Jorgensen used the average . of the high and low market prices
for each of each of his measurement periods and then rounded off the
yield figures to the nearest ten basis points. Public Service attempted
45 show through cross-gxamination of Mr. Jorgensen that his use of an
unweighted average of the annualized declared dividend rzther than @
weighted average created 2 dowmward bies in the dividend component. The
use of an unweighted average versus 2 weighted averzge makes no
gifference in the dividend component for the thirteen wesk and twentyesix
week vields. For example, if.a LtiTity had declared 2 dividand of 44
cents for the first quarter, and 46 cents for the second, third ang
fourth guarters, the annuelized dividend for the thirtasnewesk yield
(fourth guarter) is .$1.84 on both a weighted and an unweightad average.
For the same utility, the annuzlized dividend for the twenty-six week
yield (third and fourth guarters) i5°51.84 on ‘g wmeighted znd an
‘unweighted average. For 2 wtility that had & declared dividend of 44
cents for the first, second and third quarters, and 46 cents for the )
fourth quarter, the annualized dividend for the thirtsen week yield is
5$1.84 on both 2 weightad and an ynweighted average. ‘The annualized
dividend for the twenty~six week yield of thet ;rt’i'ﬁty is 31.80 on both 3
weightad and an unweighted average. - ) ' '

In messyring the dividend component for fifty-two wesk yields,
if the dividend is reised during the second quarter, them the weighted
gverage will be grezter than the unwaighted average. [onversely, i1 the
dividend is raised during the fourth quarter, the weighted aversge will
be less than the unweighted average for the ¥ifty-two week yield
calculations. 1t is true thet if the dividend component is lowered, and
the price is he?d;cons‘:am, ‘.’.henvthe yield will be lowered, Howsver, the
Timing of the édividend »2ise should be reflected in the market price of
+he stozk. Therefpore, we believe the Szaff's use of tThe averape of one

nungred and four market prices in the fifty-tws wesk yield, iogether with



the unweighted average of the annualized declared dividends at the
beginning and ending periods has reasonably captured investor
expectations as refiected in the fifty-two week yield caleulation.
Accordingly, for purposes of this docket, the Commission states and'Finds
that a yield of 10.4 percent should be usad For that element in
developing the overall rate of return on common equity.

With respect to the growth component, Public Servicz witness
Bumpus recommended 4.33 percent, Staff witness Jorgensen had a
recommended range of 3.5 percent to 4.5 percent. Cities witdess Dr.
Marcus had a rangs of 3.5 percent to 4.5 percent and FEA witness, Or.
.Stolnitz, made a 4.4 percent recommendation. '

Staff witness Jorgensen analyzed growth in earnings and in
imputed book value as well QS‘QPGH¢5 in dividends. However, Mr,
Jorgensen recommended that ¢rowth in dividends on a histaric basis uould’
be the best proxy for currsnt investor expectations of growth fo be
producgdAby'future-ccnditﬁon;. The low end of Mr. Jorgeﬂsea;s range
(3.5%) represents a five year pattern of dividend growth for Public
Servics; whersas the high end of his range (4.5X) represents a ten year
average dividend growtir for Public Service. 0r. Stolnitz found that
recent dividend gﬁyuth pattarns would support a 4.4 percent dividend
§;cutn projection, but upon crcss—e;anination.‘it became clear that this
was more than a consarvative recsﬁhendatian and, in fact, would have
served as the high end of 2 range had Or. Stolnitz recommended a range.
fr. Marcus considersd growth ia bookkvaiue, earnings, diéidencs. payout
ratios and returns on equity for his derivation of the growth component.
"Although his overall recommendation of 3.5 percent %o 4.3 percent is well '
within th§ recommendations of Dr. Stolnitz and Mr. Jorgensen, it must be
noted that if Or. Marcus had limited his analysis to ¢1v§dend growth, his
recommendation would have probably have been in a more narrow range of

3.59 percent to 4.28 perﬁent;
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In deriving his projested dividend growth rate of 4.32 percent,
bublic Service witness Bumpus utilized projected dividend growth rates
from three Financial institutions: Yalue Line, Arpus and Solomon
Brothers. We believe that past dividend growth rate patterns zre 2 more
reliable indicator of the growth element than future growth rates as
projected by three fihancia) institutions. Accordingly, for purposes of
+his docket, the Commission states and Pinds that & four percent growth
rate should be used for that element in developing the overa’ﬁ rate of
return on commn equty. | -

Public Service’s proposed refined DIF methodology deserves
comment. Public Service adszs;ts the traditionsl DCF methodology for the
fact that dividends zre paid four times 2 yezr rather than onte a year,
and assumes +hat investors require an otherwise higher -rate;-of-rgzum 8=
compensate them for the time value of monsy. In other words, Public
Service's refined DCF method assumes that if 2 stated amual rate of
feturn of ten percent is reguired by an <dnvestor, but the investor knows
‘ne will be paid dividends four times a year rather than only at the end
of the yesr, then the res) r2te of return demanded by the investor is
more <hen ten percent because he will receive dividends guarteriy rether
than annuglly. According to Public Service, the traditional DCF method
2ssumes one znnual dividend payment gt the end of the year rether han
four guarterly dividend payments throughout the year. Since, in fact,
gividends are peid quarteriy rzther ‘man annuaily, Pﬁb?ic Service
mintzins that traditionsl DCF understztes investor required retuen,
because an investor requires not only a stated anmual rate o? return but
also the adéitim‘! return derived from the time value of money which can
be realized :hr-oifgh reinvestment, This is the First time that this
refined DUF meﬁh:;dﬂ ogv has been presented to this Lommission, and Publidc
Service ¢i¢ nor demonstrate thet zetual investors, or investment advisory
servizes, rely upon 2 so-c2lied refined DCF methodoliogy in mezsuring
investor expectations. The traditional DCF ‘raethado‘loy provides & feirly

simple formulation thzt mey be applied ees{ly by investors or investment
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houses. Thers is no evidencz that an investor or investment house
sxpects a regulatory body, such as this Commission, to utilize the more
complicatad formulation prcposedvay Public Service. In any avent, we
believe that the refined DCF methodology has a conceptual flaw. The
rafined OCF builds into the dividend ¢aleulation, as fndiéatad above, %he
time value of money for the part of the year the investsr has usa of the
dividend. The investor has use of the first quartar dividend for nine
 months -from the day the dividend is received, of the second quarter
dividend for six months, and of the third quarter dfvfdgnd-for three
months., The refined OCF method compensates the investor forv the amount
equal 2o the dividend paid, bTus the amount which could be 2armed through
reinvestment of dividends.

When the investor has received a dividend from Public Service he
is free to spend thé dividend in any manmer he choosas, or he is free to
reinvest the dividend from Public Service in some other manner such as
depositing it in a bank or reinvesting in Public Service stock. If an
{nvestor reinvests his dividend in Public Service stock, then the
ratapayers are ob‘iiga'teﬁ 3 pay a return on that reinvestad dividend,
However, if an {nvestor reinvests ﬁis dividend in aannk,.then it is the
bank and not the Public Service ratapayer that is required to pay 2
return on that reinvesitad dividend. We agres with Staff witness .
Jorgensen and Cities witness Marsus that the refined OCF would resylt in
double compensation for investors, oncevthrough the allowed rate of
return to the utility, and a secand time by including the return for
reinvestment on dividends.

‘ Finally, we are of the opinfom that if investors, in fact,
require a greater return that that which would be supplied by utilizing
the traditional OCF methodology, that will be accomplished by the
downward adjustment of the market price of the stock resulting in an
increass fﬁ the rata of return. The downward adjustnent of the price of
the stock will increase the expectad dividend yield and thereby correct
any understatement resulting from the application of the traditional DCF

methodolcgy.
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D. The Composite {ost of Lapitel -

Dezermingtion of the compusite cost of capidtal (wnen the Tair
rate of rewurn on eguity hes been set) is essily dér‘i'ved froo Public
Service's capital structure and the cost of long-term debi, preferred
stock and common stock. We find the composite cost of capital for Public
Service is 10.271 percent derived as follows:

RATIOZ - COSTZ  COMPOSITE &
Long Term Debt 808,564,578 44.36 8.3 3.7
Preferred Stock . 29,400,000 12,58 7.43 .54
Common Equity 703,258,747 38,55 . 14.40 5,58
O e £1,28,838 _ 4.46 0 0

Total 51,822, 808063 100.00 10.21



-
REVENUE REQUIREMENT

In order to detarmine the revenue requirement, it is necessary o
determine the required net operating earnings basaed upon Public Service’s
net rats basa. We have found that the proper rate of return on that rats
basa s 10.21 percent, and the proper return on equity is 14.4 parcent.
This means that the required total authorizad net operating sarmings of
public. Sermvice are: § 196,232,837 ($ 71,921,565,100 times 10.21 percant =
$ 196,232,537). ;

It is necpssary to subtract the pro forma net cperating earmings
of Public Serﬁce- in the test year, as adopted herein, from the requirad
. net operating earnings in order to detarmine the {ndicated net gperating
earnings deficiency. Cartain adjustments ts detemin# the §m forma net
’aperating earnings of Public Service for the tas® year have been praoposad,
which pmbosed adjustments are discussed below.

A. Advertising
' The Commrissicn allows, 2s a proper ratemaking expense,

advertising that is related to five cateqories: conservation specifie,
insulation, safety, energy conservation audit, and consumer sérvi ca2s.

Only imtervencr Sisneros argued that the Commission should disallow
$443,800 {n safety ads and 3202,285 in dupTicats ad costs for ads
appearing mors than snce and whichr are not included in the sa.f’ety
category. Altarnatively, intervenor Sisneros urged that the (ommission
disallow all casts of Public Serﬁce advertising on the basis that neither
Fubiic Jervice witness Midwinter nor Pubiic Service witness Pierce could
testify that the ads met the Commission's standards for inclusion of ads
as appropriate rziemaking axpenses.
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The Commission has sxamined 211 ¢f the advertising submitied by
public Service in this docket, and, except 2s hereinafter noted, we-Find
that Public Service's advertising expenses meets the criteriz for
inc'iusis;z in the categories of allowed advertising axpenses 23 zbove
enumerzted. Public Service did not submit 2 copy of the ad in the
consumer services category on Page 25 of Exhibit 23 which ad cost
$11,038, Likewise, Public Service did not submit a copy of the af in the
safety cztegory on Page 40 of Exhibit 23 which ad cast‘sws.- ¥e also find
that the ad comtaingd on Page 80 of Ixhibit 23 in the Znergy Comservation
Augit Category, which ad costs $4,573, did not present information o the
consumer which is of any densficial vzlue. Accordingly, we agree that an
sdjustment in the advertising expense of $15,798 ;hou?ﬁ be mate 25 &
deduction frow Pudlizs Sgrﬁce's aMsing cost of service.

B. Idison Dlectric Institute (ITI) Mediz Advertising Program

Staf¥ witness Steele mede 2 negative adjustment of $47,239 0
Public Service's electric department adwinis'ufitive 2nd panersl expansss
net operzting exrmings to disallow costs for the £IJ media adverﬁs‘fng
‘progrm. Ve .agree that the 2im of the IT] wediz agvertising prograw is a
natiomride marketing program whose goal is 1o boost the corporazte
profitebility of utilities by convincing customers to alter <their power
habits. We agree that such commumication program mey be of bensfit to the
investor, but we do not believe that this is the type of advertising that
should be funded by ratepayer dollars. Accordingly, we Find that the
Szatf's negetive acjustment in the amount of $47,23% should be adopted.
L. EEI Dues .

Intervenor Sisneros recommends thzt the Commission disallow 211
of the dues pzid by Public Service to ZITI on the basis that the mun‘.‘ of
any of the money §pent on particulzr setivities 2nd the corrasponding
benefit to ratepavers rssocizted with perticular IET setivities wes not
guantified by Pudlic Service witness Bauer, Staff witness Steele made 2

negative adjusiment of $50,757 t0 the electric deparument administrative
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and gerferal expenmsas o account for 25 perzent of Public Service's request
for EEI dues. Mr. Stzele basad this adjustment on a Staff subcommittae on
acesunts report of thevNat'fonaI Association of Regulatsry Utility
Commissioners (MARUC) which recommended that 25 to 33 percent be
disallowed for EEI dues because £SI did not quantify the dollar amount of
ratenayer benefit associated with lobbying and legislative expensas. It
was axpiained that varfous stats commissions have chosen varfous
disalTowance amounts. Some states have disallowed 100 .'percent of EZT
dues; other;s have disallowed within the 25 to 33vpercent disaltiowanca
range recommended by the NARUC staff subcommittae omr a:csuntS.
Accordingly, im this dockat, the Staff recommended a conservative 25
percent disaliowance. Until such time as the expenditurs of EEI dues is
more definitively quantified between Tobbying of Congrass and cther
Federal agencies on tﬁe one hand, and other programs which are of more
direct benefit to the ratspaver, the Commission believes that 1t is
appropriata, in this docket, to disallow 33 percent of the EEI dues
payment requested by Public Service. Accardingly, we shall make 2
negative aﬁMt imr the amount of $57,052 wnich is 33 percent of the -
tast year ratemaking dues requested by Public Servicé for payments mada ¢5
EZI.
D. Comanche Turbine Generator Overhaul

Staff witness Summers proposed the disallowance of $106,675 of

- operating expenses associatad with the turbine-generator overhaul at
Public Service's Comanche generating unit. In November of 1981, Public
Servica {ssued 3 request for bids regarding the turdine overhaul at -
Comanche wiich was schedulad to be perfarn;ed in early 1982. Six companies
submitied bids in responses to this request. Public Service awarded the
contract to Stearns-Roger Engineering Corporation {Stearns-Roger) of
Denver on February 8,' 1§82. The Public Service contract with
Stearns-Roger was.a cost plus contract whiéﬁ had no upper dollar limit and
no penmalty for failure to complete the project in a timely fashion, With
a caét-gI us contract, the contractor could be temptad to increase the

project cost since nis profit is a flat percentage of all costs. Public
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Service's rejection of the sther bids whfch were 317 firm p;ice proposals,
some of which had bonus/penzlty clauses, and its acceptance of the
Stezms-&ogerhccst-p‘l us big was contrary to its own big reguest which
stated, *a Fixed price is preferred,™

Public Service evzlusted only the two lowest bidders,
Foster<Whseler and Stearns-Roger. Foster-Wheeler was rejected because of
its perceived low man-hour estﬁmate,v1ack of experience on Westinghouse
machines and the fact that it had never performed & mejor labor comtract

* for Public Service. “There wes mo indication that the cther Firms coutd
not have dome the job. .

In Exnibit 77, Mr. Summers calculated the margins associated with
ezch bid. The margins should cover the costs which are incurred by the
ccmﬁany such as office and field overhaad, :oo?s,.riggﬁﬂg'and expendable
supplies, out-of-pocket expenditures, other expenses, and profit. In Mr.
Summers's opimion, the Stezrms-Roger margin of 14 percent stzted in its
pid was unrealistically low, when =a=pa§ed +o the other bidders’ margins
of 30 percent to 60 percent. In fact, Staarms-Roger wes pai¢ a mergin of
£3 percent. Also, in Mr. Summers opinmion, the Stearns-%ogey eséﬁiated
1zbor pan-hour costs of $24.821 per hour was unreslisticaily lower than

| the other bidders' manehour costs which ranged from S28.501 per hour 1o
$52.727 per hovr. It uauid apperr that bcthj:he Stearns-Roger &nrgﬁn and
the estimeied labor man-hour sosts tended to show that Stezrnsf%nger mRy
Have attamptéd +o underbid the project.

It alsv zppears that Public Service wes less than diligent in its
aainistration of the Stesrns—Roger contract. The Comanche uﬁit wes taken
out of serviée on March 12, 1882 for the turbine overhaul and waint&nance
work on the bofler. The work wes ssheduled for completion on April 24,
1882. However, t;e unit wes not aectually returned to service et Mﬁy
12, 188Z.
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The steam turbine genérator inspection raport (Exhibit 74)
indicatas that Staarns-Roger did not perform the job in a satisfactory
manner. Acsording to the report, the contractor had difficuity in the
disassembly of the turbine generator, mistakenly began to disassamble
portions of the turbine generator, drapped parts and *ools into the
turbine, and had difficulty in the use of the tools, Even Public
Service’s manager ef- regional production stated that the job was “pooriy
planned and pocrly executed.” (Exhibit 73)

~ An audft by the Staff of the Commission disclosed.that
Stearns-Roger's hame office personnel b117ed in axcess of ?Oﬁ man hours 1o
the Comanche turfine overhaul compared to the 20 man-hours estimatad ia
the bid proposal. Public Service allowed the f1nal project cost to
gverrun the original estimate by $377,215. Based upon theses consid-
erations, Staff witness Suﬁners recommended disallewance of $106,675 as a
ratapayer expense whicly is the difference between the highest firm price
bid and the #inal cost of the overhaul.

On cross-examinatiom, Mr, Summers indfcatad that Public Service
had not provided him with any documentation which would make him question
whether theﬁther firm price didders, other than Fustar-Whesier, were
qualified to §erfam the overhaul. Accordingly, intervenor Sisnerss has
suggestad that Mr. Summers’' recommendation, which bases the adjustment on
the highest firm price bid of the qualified bidders rather than on the
lowest #irm price bid among qualified bidders, shifts the risk of

impmdent choice of bidders from the Company to the ratanayers.
| {ntarvenor st‘:iems contands that the record in this docket indicatas that
PubTic Service had a fimn pricg from Babcock-Wilson of $380,129 and tnat‘
there {5 no avidenca in the recﬁrd o support 2 rejection of that th‘d by
the Company. Accordingly, intervenor Sisnercs submits that the proper
adjustment in this case should be $289,726, thch is the difference
batween the price paid of $669,855 and the 3abcock-Wilson bid of $380,129.
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On cross-examinztion of Mr. Summers, it was brought out that
$57,000 was spent on non-destructive testing which was outside of the
smpe‘of the big reguest.  We agree with intervenor Sisneros thet the
vitimete adjustment which should be made is bztween the ultimate cost and
the lowest firm price bid, rzther than the ultimate cost and the highest
#rm price bid. However, we beh’evé that the $51,000 which was spent on
non-destructive testing, which was the outside the scope of the bid
request, must be deducted from the ultimats price paid. Accordingly, the
Commission sdopts an:adjustment in the amount of $228,726 {$669,835 -
561,000 » $508,855 - $380,129 equals $228,726). | |

E. Computetion of AFUDC Rats of Return

The Cities proposed that AFUDC, for pro forme ratemaking
pxrr;;oses, be computed at the authorized rate of return in this docket.
Cities witness Dirmeier testified that failure to sdjust AFUDC income,

where the rate of return is lower than the rate of return authorized in
the past proseeding, will result §n Public Service underezrning on its
CXIP balances after the test year.

In determining how to trezt OWIP, the lommwission must balance the
interests of the ratepayers with those of the jnvestors who have supp‘lied
t!;e funds for such construction. The investors zre reguired w© skp;ﬂy the
fonds for construction and to pay the associzted costs necessary to
finance that construction during the construction period. The investors
zre entitled o esarn 2 raturn on the funds comritted for those purposes.
Tne ratepayers, however, do not receive the direct benefits of new
::ons’mzc':'ion. until the property is placed in service. Tharefore, the
ergument is made that the rgtepayers should not be required <o provide the
investor.a rem. on the construction dollars aévan:ed by the investors oo

finance the construction until the construction is placed in service.



In order %3 allow the ?:cmpany an gpportunity 5 earn a return on
funds investad for ccnstrﬁctien work and at the same time defar payment by
the ratapayers of that return until such time és the plant is in sarvice,
an accounting entry is made on the dooks and records of the Company.

The aceounting entry takes ints account the associated costs of
financing the construction 1ricurred during the constructien period by
including AFUDC in CWIP. This incrsases the size of the qnvesmn-t ypon
which the— Company can earn & return and recover depreciation costs in the

future as the construction work is placed 'im service, k
. To pravent ;he investor from earning 2 current retnﬁz o the

construction costs supplied by them, another accounting eatry 13 made o
credit AFUDC to the income statement. The net effect of the two
reciprocal accounting entries 13. t0 a substantial degree, o defer
recovery of 3 returm on the construction dollars provided by tm.; investor
until the plant is placed into service. It should be noted, however, that
o the extent the rate of return authorized for the utility is in excass
of the rate-. at whrich AFUDC is éharged to construction; to the extent that
capitalization of AFUDC fs delayed on a booking basis; to the extant that
AFUDC 1s not capitalized onm small construction work; and to the extent
that AFUDC is not capitalized on previously acerued AFUOC, thers is an
imbalance or slippage which im fact requires current ratepayers to pay
some return on the investor-provided coﬂstmctfon dollars -fcr future
plant. The fact that a return on a portion of the needed construction
expenditures advanced by the investor is being paid for by cuyrrent
customers enhancas the cash Flow position and resuiting. fimancial strength
of the uytility, and may result in lower financing costs to all ratapayers,
current and future. It also resylts in a lower valye for the total
investment moved into rate base upon which ratepayers will pay a rate of
return at the time that the plant is placed into service, ‘

The balance of the return on construction dollars advanced by the
investor arising from the indicatsd accounting entries is borne Dy future

ratepayers who will benefit from the plant being construcied.
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In accordance with (ommission polity, Public Service has applied
the la2st authorized rate of -e:u-n o the AFUDC "add back”™ rzther than
applying the newly suthorized rate of return, whether it is higher or
Jower than the last authorized rate of retwrn. When & new rate of return
on rate base is authorized, 25 it will be by this decision and orderj,
Public Service will use the new rate of return on rate base 25 the correst
rzte 0 be zpplied to the AFUDC add back from the effective date of this
decision forward. Mr. Dirmeier testified in Publit Sarvice's last rate
case on behalf of AMAX, Inc., in which he also 2dvosated that the AFUDC
rzte of return be tied o the new rzte of return, rather than the Jast
rate of return, 2 position which he has reiterated in this proceeding on
behaff of the Cities. The Commission {s not persuaded that it should .
devizte from its traditional policy which has been zrticulated above, and
which has been applied to LWIP, aithough, in this proceeding, unlike
previous procesdings, vsijizing the newly agthorized rate of return _mznd
result in 2 somewhad higher revenue requirement,

F. Interest Exvense Synchronizition

Tne synchronization of interest expense was again 2n ;‘:sne of
controversy in this docket. KAlthough Pub't'icASeMce proposed a year end
rzte base for revenue regquirement purposes, the [ompany computed o5
interest sxpense on the basis of an average rate bese. This méthodo'icgy
genera2ily has the effect of demasi;zg The interest dedustion for ingowe
tax purposes, which in turn, decremses net pperating -earnings znd leads o
t farger revenus regquiremsnt. The [ities suppestad that the interest
gxpense be synchronized with whitever rete bease (year end or average) wes
adopted by ﬁbe Commission in this progesding. Cities witness Dirmeier
contended that rztepayers should not be requ-ireé o contribute revenues to
the Company on th; brsis ¢of 2 year ang revenue requirement when the
{ompany does not provide the n‘tepayefs with the full benefit of the
interest deduction by caleculzting the same on the basis of ax; average rate
bese. In short, The (ities contends %hat this inhersnt ﬁﬁm::h is one

sided in favor of the Company.
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30th Public Service witness Midwintar and Staf¥ witness Stsala -
usad average rata basa multiplied by the cmﬁosfte cdst of debt. We agrae
with Public Servicz and the 3taff in this regard since the yse _cf year end
raze basa clearly 1s an attrition alleviating allowancs and is not used on
any prataxt that in so doing one appropriataly matches revenuss, sxpensas
and investment. In detarmining the intarest annualization, one is
interestad in the match between the iverage investment and the zax
deductibility of the intarest expense incurred in connection with that
average investment. Thus 1t 1s clearly appropriate to use average rata
baseA for intarest, annualf zét‘fon surpeses aven though year-end rats base is
ysed for revenue requirements bur;:oses. The Commission would reitarata
that our treatment of the interest expense synchronization is the same as
we adopted in 13§ 1525.
&, Normalization of Electric Sales

Cities witness Dirmefer proposed o increase_ tast period revenues
by the incremental revenue attributable to an additional 267,000,000
kﬂmt: hours. {kwh) which Mr. Dirmeiar claimed would bring commercial and
industrial sales %o a.noml level. Public Service witness Midwinter
tastified on rebutal that the incremental revenue should be measured by
deducting from the incremental rate the base fuel cost of 1.821 .cem:s per
kwh, which reflects the minimum cost incurred by Publiic Service in making
additional sales. Such an adjustoent would be in the neighborhoad of
$300,000 rather than the $5.7 million recommended by Mr. Dirmeier. In any
event, the Commission is not convinced, at this time, that any significant
or usaful purposs would De sarved by the economic (as opposed 0 weather)
normalization of electric sales, uniess there are wide swings in eiecéric
sales caused by unusual circumstances that ars not likely to be repeated.
H. Tax Treatment of Contributions in Ald of Construction. V

Cities witness Dirmeier recommended that contribuytions in aid of

consmatiotj- be excluded from Public Servica's pro forma income tax
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computation. In addition, Mr. Dirmeier recommenged the inclusion in rate
base ¢f deferred taxes that result from this adjustment 2s an increase in
the balance on which Public Service is granted the opportunity <o ezrn 2
rzte of return. Mr. Dirmejer's objection ¢ Public Service's approach i
that the Cempany, by inclusion of the £2.7 million of conmtributions in
tzxzble inm‘, produced 2 $5.2 million increzse in revenus requirements,
Aztording to Mr. Dirmeier, Public Service's proposal would allow it to _
collest 2 $5.7 million contribution in 2id of :onséw:‘::ion ﬁ-m ratepayers
and then an additiongl $8.2 nﬁ‘ﬂion in revenue requirsments because of tax
treztment of the collection,

) During the test period, Public Service received approximately
se.7 m"ﬁioﬁ of contributions in aid of construction. Public Service has
in fact paid income taxes on $5.4 million of that $52.7 million amount. As
to the remzining $4.3 willdion, Publit Service is taking the stance with |
the interme] Revenue Serﬁce (IRS) thet thet 2moumt is not taxable
{alzhough the IRS is making 2n issue of this nztionally). - Public Service
iz acecruing taxes on its books for the $4.3 willion and is trezting the
amount 2s taxable for rztemaking purposes in the evenmt that, if 7t is not
successtul with its case with thé Internmal Revenue Service on this issue,

Ci% will have the tax dollars avaiiable to pay the IRS. Ne agr;ee that it
is certainly approprizte for Public Service 1o include for rztemaking
purposes the taxes actuelly paid on the $3.4 million. We 2130 belisve
that in prder to protect fiseif in the evemt it is unsuc:gésfuT 25 30 the
$4.3 million, the inc‘luﬁion of taxes on That amount is also peoper.

... 1f public Service does prevail in its t2x dispute with the IRS
and the ftem is deemed non-taxable, Public Service has agreed 10 make 2n
adjustment to its accrual for income taxes which will benefit the then
current ._ratepeye.r;'s, most of whom will be the same 23 tocay’s ratepayers.
In any event, the lomrission recognizes that it is impossible o have a
pervest mzish between generations of rztepayers where tzx ouestions are

net yet sertlet.
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The Cities claim that Public Servica's tax treatment approach on
contributions in aid of construction regquires ratasayers to contributs
$18.9 million as opposad to the 3$2.5 miiTion first year revenue
requirement for an assat that the Company might nave buiit itsalf. The
318.9 million presumably is arrived at by adding the 59.7 ailiion
contribution to the 339.2 million income tax revenue requirsment. Those
ratapayers invelved inm the former are, of course, significantly different
from those involved in the latter, i.e., the ratapayer-making the
contribution is not necessarily the same ratepayer paying _the taxas. In
any event, Cities' witness Dirmeier acknowledged that the revenue
requirements over the life of an asset buiit by the Company with a
contribution would be less than the revenue requirements of a similar
asset built without a contributiom.

' Also, wh’at'A Mr. Dirmeier has done, of cou}se, is to advocata
cartain s.e‘!ectfve normalization of the book-tax timing differences in
those: instances that }e'sul % in reduced revenue requirements. rHowever, as
most of the parties ars aware, the Commission has not adgpted
comprehensive normalization of book-tax timing differences. Since Mr.
MHrmeier's prcpo-sai-vﬁ th regard to the tax effect of personnel benefits
is, in effect, se‘lect‘lve'nomﬁzation which only runs in one direction,
it will not be adopted by the Commission.

I. Treatment of Tax Zxpense for Fort St..Yrain Decommi s-s'loning Costs

Cities' witness Dirmefer also prdposed adjustments related to the
appropriate treatment of tax expense for Fort St. Yrain decommissioning
costs. With reqard to this expensa, Public Service currently is claiming
& tax deduction on its income tax returns for decommissioning costs.
Cities' witness D'imefer' contends that in ;omput*lng its pro forma taxable
income, Public Service does not pass on that benefit to the ratapayers

through a tax deduction for its decommissioning expensa. Mr, Dirmeier
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cleims that the effect of Public Service’s ratemaking treziment is %o
charge sUstomers tﬁée for decommissioning expense., In other words,
) aceording Fr.'D';mei er, ratepayers are charped the direct increase in
expense for decommissioning of $7_59,00Q for the test year in addition ¢
t2xes because the expense is not degucted for pro forma tax purpsses,
Jeading to sn increszse in revenue reguirements of 51,499,000, Mr.
Dirmeier further recommended an adjustment to deal with Public Service's
similar treztment of this tax expenss in the past. He recommended that
excess mmoynts cyllected in’'the past, due o failure properiy to reflect
these Tax sxpensss, be amortized T0 customers ‘over twt years and that the
unamortized excess be intluded as 2 rate base deduction in this docket.
This recommendztion. wogid incresse oper2ting income by 3228,000 and reduce
rete base by $227,000. '
Tne Commission finds thzt the issue r2ised with respast to the
Fort St. ;h-ain test period decommissioning expense is analogous to the-
$4.32 mi1lion portion of contributions in 2id of construction discussed
above. Furthermore, -w"Fth respect 6 the prior period vecommendstion, !&:
Dirmeiar acknowledged that over time the ratepzyers will not be charged
through Public Service's rztes more than the appropriate amount of taxes
related T the decommissioning expense. In the aeanﬁne, of course,
Publiz Service may actually have to pay the taxes in the event that it
£2¢1s to sustain its pogition with the IRS. Accordingly, we will not
adopt the Cities' proposa) in this regard.
J. Adjustment for Personnel Benefits

Cities' withess Mr. Dirmeier recommendged znother book-tax timing
adjustment similar to that recommended for Fort St. Yrain deconmrissioning
expense For personnel bemefits. In this docket, $431,000 of Public
Service's prsposeg increzse in personnel bemefits costs of 52,407,000 are
zapitatized for book purpeses and deductesd sureently by Public Service for
T2x purposes. Becazuses of this current dgegucti cin, Mr. Dirmeier recommendes

thzt this deduction appropriztely be reflectad in @ deduction of $431,000
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for pro forma tax purpesas, effactively dacreasing tax expensa dy
$216,000. Once again as previously discussed in the contributicns in aid
of construction saction earlier, Mr. Dirmeier's proposed adjustment is a
one-sided normalization issue and should not be 2llowed.

K. Tax Effect on the Bain of Sale of Property

Public Service included in cperating income a benefit due to
property that was sold at a capital gain.‘ Although Publfc Service gave
capital gains treatment to this gain for a:tixaf tax purposes, fer pro
forma tax computatiqns, the Company treated the gain as ordinary incoms.
8ecause ordinary income tax rates excesed capital gains tax rates, the
impact of this treatment is to overstate pro forma tax expensa and_ revenue
requiraments. Cities witness Oirmeier recommended an adjustment to reduce
the tax expense and revenue requirements by the excess taxas included by
the cmany; The. effect of this adjustment would be to increase electric
net cperat:ing earnings by 325,000 and gas net operating zarnings by
$22,000. Puhﬁc' Service agrasd that this adjustment was proper. The
. adjustment will be adopted. -
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L. Summerv pf TFfect of Chanoes in Zxpense Acdjustment: on Net

Dne=zTine Ezrnines.

in smvy <he Lommission makes the following operating expense
a2¢ipstments to the Pudlic Service requests in the Tollowing amounts:
Flectrie Department
Ixpenze AdinsTments

Commanche Turbine Eenerator

Overhaul i ${-228,726)
Advertising Expenses . { 1,225
EII Kegie Advertising Program (  £7,239)
EEl Dues ) . { 8&7.052)
Additional Federzl Income Tax LR 3

fxpense on Interest ACjustment? " 138,454
Fageral Income Tax other than .

Interest Adjustment 154,804
tzpital S2ins Adjustment ( 26,000)
hdditionz) State Income Tax Expense .

on Interest Adjustment?d 22,706
Stzte Income Tax Dther than '

Interest Adjustment ne
Tota) of Ixpense Adjustments S 13,434
Change in Net Operzting Revenue ) { 13,434)
Plus:

Change in AFUDC Dffset Associazted

with Rate Bzse Chenges 2,187,856

Less:

Adeitionzi Chanoes to FERC
Jurisgictions Net Dperzting sarnings

gue o the Above Changes 31;_,24&
Total Change to Net Operzting Earnings . 32,941,776

Schanges. in proforme expenses ang working czpital previousiy approved by
=he Commission leags to sorresponding changes in <he ong-term interest
dgesuctions for income T2x purppses. The taxes have beesn computed besed
upon a 5454,728 reduction in imterest expense.



Gas Department

Expense Adjustments

Advertising Expenses s (4,572)
Additional Federal Income Tax -

Expense on lntarest Adjustment!C 148,053
Federal Income Tax cther than

Intarest Adjustment 1,398
Capital Gains Adjustment (22,000)
Additional Stata [ncome Tax )

Expanse on Interest Adjustment!® 16,340
State Income Tax other than .

Intarest Adjustoent ’ ; 22%
Total of Expensas Adjustments S 140,549
Change in Net OperaZing Ravenue 5( 140,845}

Total Change to Net Qperating Zarnings § (140 840}

Steam Department
Expanse Adjustments
Ttional rederal lacome Tax 11

Expense on Interest Adjustment ' $ (1,682)
Additfonal State Income Tax 1 .

Expense on Intarsst Adjustment { _182)
Total of Expense Adjustments _ $ (1,874)
Change in Net Operating Ravenue - 1,874
Tetal Change to Net Operating Earnings ‘ $ __1.874

10see footnote? on Electric Departmant far explanation:
. Long-term {nterast expense chamge, $(338,738)
for gas department

11see footnote ¥ on Electric Department for explanation
Long-tarm intarest expense change for steam department $3,850
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M. Summerv of fzrninos Defizdencies in Revenve Reguirement

In view of the foregoing discussion with respect o certzin
proposed operzting zdfustments, we state 2nd find that the earnings

geficiencies, based upon the Test year, are 25 follows:

Elestric Bas Steam Total

3 $ 3 $

Authorized Net ’ )
Operzting Earmings ) 168,816,883 26,352,284 862,510 196,232,837

Actuzl Net Dperzting
Zarnings for the

Test Periog 147,307,264 17,480,783  _400.733 165,188,740
Net Operating _

garnings T

Deficiencies 21.600,508  §.872.52) 561,777 31.083.897

Income T2z requirements make 4t necessary to increase each dollar -
net eperating earnings 2 composite factor of 51.9514335212. Azcorgdingly,
a3 tot2l increase of $42,168,07% in retai) eleciric revenues and 2 tot2l
increzse of 317,313,872 in retzi) gr.us revenues and & total incresse of
'$1,096,227 in steam revenues 2re required o recover the above
geficiencies. The to0%a) revenue reguirement incresse for elestric, gas and
stean gepartments is 360,579,770.

12f1eceric Factor to Eross Revenue 1.8514046
Sas Factor o Gross” Revenve 1.8514038
Steam Facter to Eross Revenue 1.8512581

The sTzngdard Fecior to gross revenue for sach department of 1.8423718 has
been modifiec to compenszie for the simultanesus effect of the revenur
geficiency s2xes on cz2sh working and interest expense synchronizztien.



The rates and charges proposed by Public Service in its tariffs
aczompanying Advica Lettar No. 900-&lectric, Advice Letzer No. 375-£as, and
Advica Letter No. 33-3ieam, as later adjusted on the record, under
investigation hersin woyld, under tast year conditions, producs additioenal
electric revenues of 395,427,752 annually, additional gas revenues of
326,432,688 annually, and additional steam revenues of $1,353,135

- apmually. To the extent the revenue producad by such rates and charges
would ‘exceed the revenue requirements as found above, éuch ratas and

charges are found £ be not just and reasonable.
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- SPECIAL COMMENTS

A. Atzrition _

Public Service hes recuested thzt its authorized r2te of return on
rate base be incrsased by one percent tn partially compensate for the
effects of ztorition. Attrition is usually defined as the difference .
_ betwesn the rate of return agthorized by 2 regulatory body and the rzte of
~return zetuelly earned by the urtility. Publie Service witness Ramig;r
acknowledoad that some ciuses of attrition are within the zontrol of the
utility's management while some of the causes of 2ttrition ere outside the
sontrot of management. The text utiiized by Public Sarvice witness Bumpus
'i'n preparing his direct tectimony on the issue of attrition indicates thet
inflztion, current cost of Facilities 2t higher levels than smbedded cust
ef facilities, and current costs of -ctp‘tta‘l 2t nigher levels than smbedded
costs of capital, are some 5f the factors which mey cause attrition .which
are beyond the control of management.

In this proceeding, Public Service has requested zn atirition
adjvstment which would increzse fts overall cost of capital by one percent.
In other words, rather than the 10.7) percent rite of return oh rate base
derived by Public Service withess Bumpus :un-ough his cost of capital
anzlysis, Public Seﬁ-i:e sezks an 11.7] percent rate of return on the rete

base. 13

13Tnis is the <hird Time the: Public Service has sought an attrition
allowanze Trom this Lommission. In I&S Docket Mo. 1425, Public Service
regueste? & similar 1 percent across-the-board incresse. In Public
Service's last rate czse, I35 Docket No. 1525, Public Service requested @
“1.7 persent atericion allowance. Beoth regussts were rejectad hy the
lommission. Sees Decision No. CBD-Z348, December 12, 1380 in- J&5 Docket No.
I‘i425 anc Decision No. CBI1~19082, dated Decemper 1, 1981, in I35 Docket No.
1523,
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The one percent attrition allowanca requestad by Publfé Servica amounts o
approximataly 337.3 million doilars of the additicral annual revenue sougnt
by the Company in this docket. Thus, 30.4 percant of the 3123.2 million
requested Dy the Company is attributable to the Company’s pmposeﬁ
attrition allowance. '

Public Service has acknowledged that this Cosmission in the past
has taken a number of positive steps to help address am‘fticn: in
Deciston Ne. C81-1999, in I&S Docket No.. 1525, the Coza;xfss'inn discussed the
effacts of year-and rats base, intarim rats relief in I4S Docket No. 1330,
amergency rate reliaf in [2S Docket No. 1420, the electric éost adjustment
(EﬁAi and gas cost adjustment (GCA) clausas, a partially projectad tast

year in 13S 1425 and a current test year in I3S 1525. Despite thess
. adjystments, however, Public Service contends that it suffared rate basa
attr‘ltfcn' amounting to 2.29 percant on a pro forma basis for the twelve
months' péﬂod ended March 31, 1983. Furthermore, Public Service contends
that a comparisen of the ratas of return on rata base authorized versus the
rata of return experienced for the first four full calendar quartasrs after
rates wemt into effect for each of .its rdate cases since 1976 reveals that
the average attrition throughout the entire time period has been 1.59
percent. Public Service acknowledges that the rscent impact of attrition
has been somewhat alleviated by lower inflation, reduced construction
expenditures and minimal extarnal financing. However, it contends that
even 1f the 1.1 percant attrition allowance sought by it in I&S Docket 1328
had been allowed when a current test year was adopted, the Company would
not have 2arned the 15.7 percent allowad return on equity during the
following twelve months. In addition, Public Servica refers ta the fact
that the test period in this docket is more antiquated than the test period
in I%S 1528 and further,,that the requested attrition allowancs fs Tower
than the actual attrition which the Company has experienced in the past.

The Staff of the Commission and all intervenors opposed the i
request for a Tump sum attrition adjustment. Both FEA witness Marshall and



Cities witness Madan contended that an across-the-boardg ezTirition af?auance
is naﬁ justified, thet the more approprizie procedure %o dex) with ’
zrirition 4s to address specific problems rather than 2ssuming, .on an
across-the-board basis, and that whzt hzs occurred in the pest will not
negessarily occur in the future, Staff witness Jorgensen recognized that
an attrition allowanse péﬁmarﬁ?y compensztes the utility for axpenses which
arise after the test vear, uhi:S post-test yesr expenses theorstically
could be Sustified by specific ovt-ofeperiod adjustments. However, as Mr.
Jorgensen re:ognized,xfor the Commission o camp;nsate <he Company for
cut-of—ﬁeriod expenses without definin§ in herd numbers whzt The =xpenses
are preciudes the Commission from eveiuating whether such expenses are
proper.

- During the time frames foﬁw%bg IS 1425 and I&S 1525, factors
contributing to sttrition were wchim seirere mf they are now. For
exampie, in the year following the order in I&S 1425, there s 3 10.1
percent increase in rete brse uused. primerily by the addition to rate base
of the Pawnee I Benerating Plant. The inflztion vzte was 10.4 percent.
Thers were substantial new bond and preferred stock issuances. In the time
frame f51%owing tﬁe order in ILS Docket No. 1525, the inflation rate w2s
6.7 pertent and there ws 2dditiona) atirition due to the f2ilure of Publis
Service To intlude one=half year depreciation snd & full year's operatien
ang mxintenance expenses relating to the Pawnee I Gener2ting Plant in ifs
revenue reguiremsnts, .

Unldke the years following the orders in IXS 1428 ang i&s 1825,
<he year'fo113uﬁh§ <he order in I&S Docket 1640 s not anticipated to have
inflation rates anyvheré nezr the levels that they were following I&S 1428
and Ii5 1525. Furthermore, no mjor debt or preferred stock sssuan:;s are
an:ﬁci;ate& by Publit Servics gnd tﬁere i3 no snticipeted exelusion of
sxpenses relating to 2 mejor oenerzTing facility in The test year revenue
requirements suzh as there was by virtpe of The f2ilure 2o fuily consider

expenses relzTing Lo Pawnes I in I&S 1525,
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Furthermore, as indicatad above, the Commission in the past has
not bean indifferent to :he‘pmb‘(em of attrition and has utilized a number
of regulatory mechanisms to partially offsat fhis at‘tz;itfcn. Such
mechanisms have inciuded year-end rata base, interim ;-ata relfaf in both
185 1330 and in the instant docke: in the amount of $43,000,000, ECA and
GCA clauses and partially projected or current tast yaars,

Considering all these mechanisms in use, it would bé anomalous for
this Gommissfon to accept a propesed Tump sum attrition allowance during a
period of time in which the attrition factors are less severe than they
were in the past.. The Comwission has addressed attrition oﬁ an
issue-specific basis in the past. We believe that this is the best means
of doing so in the future as well. Accordingly, Public Service's propesal
for a one perceant attrition gﬂwanée in this docket will not be adoptad,
nor is an attrition allowance likely to be adoptad in futyre cases uniess

warranted by greatly changed economic conditions.

8. Fort St. Yrain Incentive 4
. In addi‘t‘fon to the ratemaki ng issues addressed in this docket,
there also was the continuing question about the performance of the Fort
St. Yrain generating faciiity.
In 133 1425, intarvenors Concerned (itizens and the Colorade
. 0ffice of Ccnsmex:- Services contencie‘d that Fort St. Vrain should be
excluded from rate base and that the mo*)ery of associated operating
expenses be disallowed. Public Service and the Staff of the Commission
took the contrary position that Fort St. ¥Yrain should be continued as a
part of Public Service's rate base.' Fort 3%. ¥rain began to be earned on
comzencing with I3S 1420 (May 27, 1980). The Commission in I&S 1425 in
Decisfon No, C80-2345, dated Cecember 12, 1980 at pages 25-33 discussad tha
Fort St. ¥rain _situaticn. In the course of its discussion concarning ?ort
St. Vrain, the Commission statad its inmtention, from January 1, 1983

forward, tc compare the cost of producing power at Fort St. Vrain to the
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cest of fossil penerzted power in the Public Servite system angd/or the cost
of pu}:naszd power. The Lommissicn then stated that if the cost of
produting power 3t Fort St. Vrain were 10 exteed the fossil genergiad power
costs and/or the cost of of purchased power, some or 31} of the
gifferantial migﬁt be giszllowed 2s & ratedpayer expense in future
progeedings. .

On August 15, 1983, the Staff of the Commission filed 2 motion in
Applization No. 32503 ior an order which would amend Decision uc;.
tBO-1552. The purpose of the Staff motion was to proposs 2 procedure o be
- followed in the monthly slectric cost aﬁjusment (ECA) proceedings in
Application No. 32803 which would 2Tlow an incentive for -the efficient
operation of Fort ST. Vrain. At the presant time, the Sﬁff’s Motion $n
Application No. 32803 is under advisement b& : hearing examiner of the
Commission and no order hzs yet been issued. Because the ‘is'sues involved
relate to base rates, the Stzff repeated its proposal in this docket.
Rather than relitigate This issue in I&S 1640, however, the parties have
agreed to incorporats the racord of Application No. 32603 as -t relates to
the Fort St. Vrzin matter into this docket. ‘

The Staff's propoesal obstensidly s <o provide 2 mechanism for
impiementing the Compission’s strted intention o disallow some or all of
<he gifference between the rost of producing power 2% fon 5t. Yrzin ang
the cost of 2lternztive sourtes of power. Although the;e are not the types
of costs anticipated for ECA 2djustments, apparently the Staff hopes to
provide & sontinuously adjusted incentive snd thus 4t had proposed The ECA
mechanisn as the form for :arryﬁné out 9ts proposal. Briefly, the Staff
proposa) would operzte in the following manmner: Firs:t, the revenus
requirement associzted with Fort 5t. ¥rzin would be determined bascdaum
informetion presented in the most recent general rate procssding, ' Sezond,
<the actuzl output for Fort St. Vrzin would be determineg on 2 rolling
Twelve-month basis and would be valued as if it had besn produted by an
ingepengent power producer. If the established revenue reguirement exceeds

the lztter valuztion, then one-twelfth of The excess would be adjusted
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in the monthly ECA. IF the latter evaluatien is more than the former
revenue requirement amount, then no adjustment would be made. Tne ravenue
requirement amount associatgd with Fort St. Yrain mu;ld be updatad in each
general rate proceesding, and the independent power producar rata would be
updated to caoincide with the ratas Public Service curremtly was paying
independent power producars. | ) ‘ o
Mr. Ronald Binz, tastified on behalf of intervenor ée?-cher in
Application MNo. 32503, and proposad, as an_;ltamativé, that disallowances
be baséd on the difference betwsen the total ﬁmduc‘don cost of Fert St.
¥rain and the average total production cost of Public Ser"ﬁ;:a‘s
fossil«fueled base load units. Thus, the principal difference between the
Staff proposal and Mr. Binz's proposal is that Mr. Binz would compare Fort
St. Yrain's cost to the cost ofv other basaload generation rather than zaA
the cost _of power produced by mdependent‘power producars., At this time,
as indicated above, the.Staff‘s Motion for a Fort S$t. Yrain incentive plan
to be implemented through the ECA and the altarnative propesal by Mr. 3inz,
are under advisament in Application No. 32503 before a hearing examiner.
Accordingly, it would be inappropriate for the Commission, in this
decision, 0 make any comments with regard to the merits of the Staff's
Motion or HMr. Binz's proposal im Application No. 32603. However, the
Commission will establish, in this docket, a revenue requirament associatad
with Fort St. Yrain which, in eéseace, is doing nothing more than
particularizing the reveaue‘requf rement associatad with a specified part of
?u]:Hc Service's overall generation facilities. 3ased upon the ev*fdeace of
record in this docket, we find that the revenue requirement associatad with
the Fort St. Vrain generatfng facility is 346,071,976,

It should be understood that in establi shi;xg the feregoing
revenue requirement associatad with Fort St. Yrain, the Commission is not
making any statament regarding the merits of the Staff's Motfon for a Fort
St. Vrain Incentive Plan or Mr. 8inz's proposal in Applicatien No. 32603.

Tnat issus, of course, will be reviewed by the Commission in due coursa.
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I%.
CONCLUSTON

Although Filed as & "make whoie” case, the instam: proteed‘ing
nevertheless has been 3 complex one in which 2 wide variety of issues, some
01d and some new, have been raised by various parties. To the extent that
issues have besn ra2ised by parties which are not adoressed spacifically in
this Decision, the Commission states gmd Tinds that the particulsr
© treztment edvaﬁ:eﬁ with 'respec': therets by one or more of the pariies does
not merit adoption by the Commrission in this dockes. Having'fwnd that
Public Service is entitled o an overall revenue increase in the moimt ef
$80,572,170, we conclude that the tariffs filed by Public Service on
Hovember 18,.’1983. pursuznt to its Advice Lei‘r.er No. S00-Tlectric, Advice
Letter No. 375-32s, and Advice Letter Ho. 33-Steam, which would produce
revenues in an excess of the revenue incremse filad herein found necessary,
shoul¢ be suspended permanently. We further conclude that the revenue
increase founc herein should be implemented by tariffs which incresse
p;-esem rates by across-the-board percentage increases subject to possible
refund in the event reconsideration is granted in whole or in part. ke
further conclude that the rates portion of the decision herein should be 2
final decision ang sudject to the provisions of IRS 40-5-114 and 4D-5-11%.
We further cnnc‘lfude.mt the docke: herein shouls be continueg for the
purpose of antering iynto hearings on Phase I, or spresd-df-the-rzies
“issues. A

An approprizee Order will be entersd,

ODRDER

THE_COMMISSION DRDERS THAT:

1. Tne;‘:ar'fff sheats filed by Public Service Lompany of Colorade,

pursuant to Advice Letier No. Qoon.ﬁe::ﬂ'c, gated November 1B, 1582, and

filed on Novemder 1&, 18£3 a2re permanently suspended.
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2. The tariff sheets filed 5y Public Servics Ccﬁmany of Colorads
pursuyant to Advics Lattar No. 375-3as, datad Movember 18, 1583, and filed
on .Ncgember 18, 1883 are pemanenﬂy‘ suspended,

3. The tariff sheets filed by Public Service Company of Colorady,
pursuant to Advice Latter No. 33-Steam, dated November 18, 1983, and filed
on November 18, 1983 are permanently suspended.

4. Public Service Company of Colorade is authorizad to file
appropriate tariff sheets $0 refliect 2 general rate schedule adjustment in
the total amount of S.51 percent and applicable ¢o all el ectric base rate
schedules. This general rate schedule adjustment shall not apply to
charges determined by the electric cost adjustment provision of Colorado
PUC Mo. §-Electric tariff sheet No, 140C. The general rate schedula
adjustment shall indfcats that the same is subject to refund with interes:,
in whele or in part, as a result of any order or orders issued by this
Cbm‘fssioﬁ subsequent to the effective data of said general a2lectric rats
schedule adjustment. Public Service Company of Colongo,-simltaneausiy

with the filing of the tariff sheets heretn aut.‘:ori;ad by this ordering
V paragraph, shall file & canceilation of the tariff sheat heretofore filed
with Advice Letter No. 399-Electric by Public Service Company of Colorado
on November 18, 1983, and which became effective on Dec.wber 18, 1983. The
cancellation tariff shall refer to this decision number.

§. Public Service Company of Ca1ovrado is authorized to file
appropriate tariff sheets to reflect 3 general rateA schedule adjustment in
the total amount of 3.12 parcent and applicable o all gas base rats
schedules. The general rata schedyle adjustment shall not apply to charges
determined by the gas cost édjas‘cuen‘t provision of Colorado PUC No. 5-8as
tariff sheet No. 130C. The general rate schedyle adjustment shall indicate
therein that the same is subject to refund with interest, in whole or in
part, as a3 result of any order or orders issued by this Commission
subsequent to the effective date of said general gas rate schedule

adjustment. Public Service Company of Colerade sizriultanecusly
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with the Filing of <he tarif¥ shest herein authorized by this ordering
paragraph shzll Fils 2 cancellation of the tariff sheet herstofore Filec
w-;th. hdvice Letter No. 374-&5 by Public Service Company of Iolorade on
November 1B, 18E3, znd which became sffective on December 18, 1983, The
cancellasion tariff shall refer 40 this decision mumber, o

. 8. Public Sarvice Company of Colorade is suthorized to file
2ppropriste tariff sheets to refiect 2 general rate schedule adjusiment in
the total amount of 17.50 percent and applicable o a1l steam base rate
schedules. The genera‘l rate schedule adjustmant shell not apply to chzrges
dgetermined by the fuel clause associzted with Colorado §U£ No. TeStexm
tariff Sheet Nos. 4 and 6. The genera) rate schedule adjustment shall
indicate that the same is subject to refund with interest, in witle or in
part, 2s 2 resylt of any order or orders issued by this Commission i
subseguent to the effective date of said generz) stzam rzte schedule
sdjusment. Public Service Campany of Colorado simulzanecusly with the
filing of the tariff sheets herein authorized by this ordering paragraph
shall File 3 cancellation of the tariff sheet heretofore Fled with Advice
Letter No.. 32-Steam by Public Service Company of (o) andg on November 18,
1883, and which beéame effective on December 18, 1583, The cancellation
fariff shell refer to this decision number. '

7. The tariffs filed by Pubdlic ;erﬁce‘cmany of Colorads
pursuant to Ordering Paragraphs 4, 5 and & zbove shall set forth an
effective date no eariier than one day subseguant 1o the effertive date of
+his gecision, and shall make raference to this decision number,

8. The Motion to Strike, File¢ on April 13, 1984, by the City and
County ch Denver and the Cities of Littleton, Commerce City, Boul der,
Aurora and Brighton is granted in part and denied in part. Tre Lommission
wiTl striks 2ny refersnce in tzbles 1, 2 and 3 attached to the Reply Brief
of Public Sarvice Company of Loforads which contzins Commission decisions
net reflected in Ixhibit No. 18. And, in accordance with the _f:‘.:ies' ’

2i%ernztive requess in its Motion, the

.
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Commission will take oFfficial notice of the decision of the New Jersay -
goard of Public Utilities in the Publi¢ Servica £legtric and Gas Company
case [Docket No. 837-520,04930-83 (3-15-84)] which was attached ta the
Reply Statament of Position of the Cities. In all other respecis the
Cities' Motion to Strike is denied.

9. Any motion which is pending is denied.

10. Motions, if any, relating to attorneys fees and expert
witness fee shall be filed with complets time and charges documentation on
or befors June 22, 1984. Such motions will be subject to such dispesitien
as the Comnfssion. subsequently may order, 4

11. Public Service Companw of Colorado shall file with the
Commissien, on or befors August 27, 1384, tan copies of all its prepared
written direct tastimony and supporting exhibits with respeet o Phass II
{spread 'oif the rates) in this Decket.

. 12. Al parties; in this procseding, excent Public Servica Company
of Calorzdo, shall complete all requests for discovery, with respect to
Phas2 11, on or before September 17, 1984, and discovery with respect io
phase II is to be completad on or before October 17, 13984, .

13. The Staff of the Commission and each intarvenor who wishes to
present direct testimony in Phase II (spread of the rates) of the Docket

_narein shall file with the Commission, on or before November 15, 1984, tan

-~

copfes of {ts prepared written direct testimony and supporting exhibits
with respect to Phase II. ‘
' . T4, Al1 parties in this proceseding shall completa all requests

for discovery relatsd to rebuttal or surrsbutial, with respect to Phase II,

on or before November 26, 1984, and all responses to 211 said discovery

" ‘vequests shall be completed on or before December 17, 1984,

15. Any.Motion seeking permission to file cress-rebuttal
“testimony and exhibits, filed by the Staff of the Comwission or any
intervenor, shall be filed on or before Decamber 17; 1984. All responses
ts any Motionm saeking perjm'ssicn to file cross-rebuttal testimony shall be

responded ts on or defore Decamber 27, 1984.
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16. Public Service Company of Coiorado shall file with the
Commission, on or before January 15, 1384, ten copies of a1l dts prepared
written rebuttz) testimony and supporting ex}zibﬁts with respect to Phase I1
{spread of ﬁhe Ea‘:es}, if any, in this dotket.

17. The Staff of the Commission gh each intervenor who wishes to
present surreburtal testimomy injPhese 11 (spread of the rates) of the
docket herein shall £4%e with the Commission on or before January 29, 1984

ten copies of its pre;ai-ad written sfumhutﬁi testinmony and supporting

exhidits with respect to Phase II.
' 18. A1l parties who desire to file written testimony and.
suvvér‘:ins exhibits in response to crossersbuttz) tesTimony and exhibits
sh211 @6 so by filing the same in ten copies with the Commission on or
Sefore January 29, 1884, - '

15, any person or party, incluging the STaff of the Commission,
responsiple for f4ling with the Lompission written or direct testimony and
exnil its snall mail or deliver copies of the same o 211 paz;:ies of recory
in this prccéeding and <o the Chief of Fixed utilities Section of the
Pubiic utilittes Commission. The STaff of the Commission i3 not required
"o mzil or deliver copies of the same <o the [hisf of the Fixed Utilities
Section

. Any procedurz) motions shall be heard by 2 Hearings Examiner
et 2:00 A.K. on the following dates: DecTober 26, 1384, December 28, 1884,
Januery 22, 8BS and Februzrmy B, 18835, ‘

27. Each party in ‘Prsz.se I of this dozket shell file with this
Comnission on or before February 18, 1985, 2 stztement of z?’i'Aissues o be
getermined by the Commission, 2 1ist of 211 witnesses to be called by the
perty with z proposed order of presentetion, 2 summary of their test:lmny
ang 2 Iés{af 217 exhibits to be filteg by the party. Each party in Phase
1T of tThis docket shzil meil or deliver sopies of the same <0 21 parties
of refors in this procesging zng o the Chief of Fixed Uzilities Section of
The Publiz Utilities Commission. The Staff -of the Commission 4s not
reguired To meil or.geliver copies of the same to the Thief of the Fixed

Soilities Seetion.
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22. The pa&ies are strongly encouraged to sattle issues. To the
extant that any one or more issues with respect to Phasa Il have deen
sattled by the parties, parties shall file a written stipulation satting
forth such settlement with the Commission on or befarz Fesruary 15; je8s,
satting Fforth the terms of such setilement.

23. Phasa II of. this docket is set for a pre-hearing conference
for the purposa of delimiting the issues, and clarifying any sending
proesdural matters, as follews: i

DATE: February 22, 19838
TIME: <« 10:00 A.M.
PLACE: Hearing Room
Office Level 2
Logan Tower
1580 Logan Street
fenver, Colorads 80203

The parties should be prepared at this confersnce to identify and
discuss their issues, witnesses' tes;‘:‘lmny, and the amount of cross-
examination they contamplate of adverse witnesses.

24, phase II of this matter is set -for hearing for the purposs -
of summarizing all prefiled written testimony and the cross-examination of
a1l witnesses. who have Filed the same, unless otherwise ordered by the
Commission; commencing with witnesses of Public Service Company of Colorads
and continuing with witnesses for the Staff of the Commission and
intervenors, as follows:

DATE: March §, 1985
TINE:  10:00 A.X.
PLACE: Hearing Room
Qffice Lavel 2
Logan Tower
1580 Logan Street
Denver, Colorado 80203

The dates of March 7, 8, 13, 14, 1S, 21, 22 and 23, 1985 shall be
. reserved on the Commission calendar for hearing if necessary.

25. Statements of Position. with respect to the substantive issuyes
in Phase II (together with propeosed findings of fact and conclusions of

law) shall be filed by the parties with the Commission on or before April
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12, 19B5. Reply ssziements of position on an optionz) basis, shali be
Tiled on or before April 22, 18BS.

26. Each party who files any testimomy ang exhibits shal)
concurrently File 2 copy of a3l work papers used in preparation of the
same. If sadd work papers are too voluminous, then They stall be made
avéilatie for inspection by anv ot:;er party during norgal working hours.

27. The procedural directives herein may be modified, as .
2ppropriate, by subsesguent Order or Orders of the Compission.

28. Further procedural directives or modificzTions thersto will
be issued, &5 spproprizte, by subseguent Qrder or Drders of the Coamission.
28. The Decision and Drder herein, uri'i:h the exceptions of
Drdering Paragraphs 11 through 2B and Drdering Paragraph 30 herein shall be
considered 2 fina) decision subject to the procedura) provisions of CRS

40-5=-114 and 40—-6-115." '

30. The twenty (20) day Time period provided for pursuant to L[RS
40-6-114(1) within which 2o ¥9le an application for rehesring, uaﬁm,
or reconsiderztion shall commence o Tun on the first day following the
m3iling or serving by the Commission of the secision herein.

310 This Drder shall be effective forthwith.

DONE IN OPEN METTING the 22nd day of May, 1984.

($E4) - THE PUBLIC UTILITIES COMMISSION
' OF THE STATT OF COLORARD

EDYTHE §. MILLER

ANDRA SCHMIDT

RONALD L. LERR

ATTEST: & COPY Lomnissioners

=2 ﬂ@?-._ 4.
Hered R, SEiTigar el
Zxeytive Secremerr

32010737384
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Appendix A :
Decision No. (34-353
IS Docker No. 1840
PHASE I

EXHIBITS

Title and Descrinticon

Public Service Company of Colorads (PSCo)
Rate Basa, 12 Months Ended March 31, 1983
- Electric. {RRM)

PSCo Nat Operating Earmings, 12 Months Ended
March 31, 7983 - Electric. (RRM)

PSCo Determination of Make Whole Revenue -
+ E(iequ‘;ments, 12 Months Ended March 31, 1983,
RRM ,

PSCo Returm on Equity, Earnings Per Share,
Dividend Yield, Payout Ratio, Capital Structure,
Fixed Charge Coverage, Market/Book Ratic, and
Mvidends Per Share/Book Yalue, 1372,

Septemher 1983. {JNB)

PSCo Criteria for Selecting Companies with
Financial Risk Similar to that of Public Service
Company of Colorade. (JNB)

PSCo Companies. Usad for Comparative Purposas o PSCo
- Return on Equity, Consolidated Earmings Per Share,
Dividend Yield, Payout Ratig, Capital Structure,

Fixed Charge Coverage, Market/Book Ratio, and
Dividends Per Share/Bock Yalue, 1973-1582. (JNB}
PSCo Cast. of Long-Term Debt & Ratic of Earnings
to. Fixed Charges {SEC Method), December 31, 1973 -
September 30, 1983. (JNB)
PSCo Debt Capital, March 371, 1983
PSCo Cost of Preferred Stock & Ratio of Earnings to
Fixed Charges and Preferred. Stack (SEC Method),
fecember 31, 19‘73_ - Septamber 30, 1983. (JNB)
PSCo Preferred Stock Capital, March 31, 1983. (JNB)
PSCe Cost of Equity Capital, Gordon Growth Model. (JNB)
Derivation of Refined DCF Model. (JNB)

Comparison of Models in Exhibit 11 and Exhibit 12.
{JNB) '
Dividend Growth Rates. -(JNB)

PSCs 16-Week (ost of Equity Capital
Through January 27, 1984, (JNB)
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Exnibits Appendix A
Decision No, CBL4-35B
185 Docket Ko. 1840

Phase 1{

koo Title and Descrintion
16. Refined DCF Method Average tost of Souity Capr:a‘l
: for 15 Meeks Inded January 27, 18B4. (JMB)
7. Ex?g’:g?d Equity Marke: Returns and Risk Premiums
18. PSCo ULili+y Decisions, January -

September 1883. (JNB)
15, - PSCo Lalzulation of Attrition, 1577-1882. (JNB)
20. PSCo Combined Depzrimenmts Net Operating Earmings -

Make Whole, 12 Months Ended Marzh 31, 1

(JNB)}
21, PSCo Earmings Aveilable for Commen and Year Eng

Return on Squity on an Actual and Adjusted
{13.9% Return on Egquity) Basis, 1573-1983.

{JNB)

22. PSCo Cost of Capital, March 31, 1883, (JMB)

2z, PSCo Advertising Exﬁibi':. {RRM}

24, Pro Forme Consumption, 12 honths Ended
¥arch 31, 1983,

25.  PSto Consumprion

26. AFUDC Blackboard Diagram

27. PSCo Estimeted Capital Expenditures.

28. Pscomizdg% S;u?y}for 12 Months

28. PSCo Other Additions and Deductions
. Revised Make Whole, 12 Months
Ended Mareh 31, 1883,

30. Fort St. ¥rzin Decommissioning fosts
3N, PSCo Cost of Capital March 31, 1982 Make Whole
3z. PSLo Adjustment o Annualize

Pension Plan Ixpenmse 2t 1983 Lavel,
12 Months EInded March 31, 1983

33, KWH S2ies by Revenue [l2ss, 12 Months
Ended March 31, 1883,

3. PSto flectric Department Operzting Ratiss
35, Third Response +o Lities.
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gxhibits Appendix A :
fecision No. (34338
14S Docket Ne. 1843

Phass [
No. Title and Descriction
38. PSCo 1583 Salarfes of Officers and Managers.
37. PSCo Financial & Operating Resort, Decamber 1981,
38. ~ PSCo Financial & Operating Report, March 1883
3. Financial & Operating Report, Movemb‘er‘waa )
40, PSCo Advertising Worksheet, Catagory 7-
Conservation
41, PSCo Comparison of Electric tmployees
* Par 1000 Electric Customers.
42, Additions to Plant In-Service.
43. Update, "Winter Heating Assistancs is
Avaiiable Through PSCo”, December, 1982
44, James N. Bumpus' Speech to Boston Securily
- Analysts, Boston/Hartford, June 14-15, 1383
4s, Electric Utility Rankings, November 1983
46, PSCs Statistical Informatian, Cctober 10, 1983,
47. Caleulation of Dividend Yield August 13, 7983
to Decamber 2, 1983, 16 Week Average ]
48, Response to Citles Motfén of
December 30, 1983, Item 7f
49, 'FEA Interrogatory Ne. 1,
Attachment FEA-22.
50. PSCo Rate of Return Report Per Books

Unadjusted, 12 Months Ended
December 31, 1981

. 81, PSCs Rate of Return Report Per Bocks Unadjustad,
12 Months Ended December 31, 1982

s2. PSCo Capital Structure & Rata of Return,
March 37, 18583. (8.0) .

53. PSCo, Electric Department, Net Operating
Earnings, Using Year-End Rate Bases,
12 Months Ended March 31, 1983. (KAS)
54, Correction to Exhibit 53.

53, Letter from Edison Electric Institute
o NARUC Officials datad November 21, 1983.

58 Oisallowance of Association Dues
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Ne,

58,
52

€9,

- 70.

.

72.

74,
7E,

- Exhibits Appendix A
' Decision Mo, £B2.-33E
185 Docket NHo. 1640
Phase I
Titie and Description

PSCo Lead Lag Study, 1882. (RLE)

A Revenue Dollar: ¥hose Dollar is §t7 (RLE)

Staff Cash Working Capital Regquirement, ([RLE)

PSCe Dlectric Depariment Rate Base, 12
wonths ended Mzrch 31, 1583, (DLNW}

PSCo Detarwmination of Revenue Reguiremesnts,
12 Months Ended March 31, 1983, (DLW)

PSCo Letter of D.D. Hock to Thomes L. King.

PS&Co Letter of Franklyn N. Pmts:h, P.E.
{No date). (OMS)

Proposal of Stezms-koger for PSCo Comanche

Umis #2 Turbine~Benerztor Scheduled Inspection,
dreted December 23, 1981. (JMS)

Firm Price Quotation of Westinshouse Electr
Corporztion dated December 22, 1881, (JHS)

Letter o PSCo from James W. !&a‘!cne of )
Babeotk & Wilcox, dated December 22, 1981. {oxs)

Letter ¢0 PSLo from Frederizk N. Espenship of L-F.
Power Systems, dezted December 22, 1S8]1. {JMS)

Latter o PSLo from R. (. Cuny of Foster Whesler Energy
Corporzsion, dated December 22, 1581. [(JMS)

Lettar %o PSCo from Zarl Sury of Mestern Power
Service and Construction Company, Inc.,
dzted December 8, 1581, (JMS)

Letter to PSCo from F. L. Wei gand of Staamévkoger,
dated January 20, 1982. {(JMS)

PSCo Indepartmental Memo from Pririck ¥. Mclarter
re: Commanche No. 2 Turbihe Overhayl, dzted
February 8, 1582. (JMS) .

PSCo Memt from O.R. Lse of PSCo t0 Stearnse-Roger,
dated Febryary B, 1382. [JMS) .

PSlo Memo of Peitrick . Mclzrter to Stearns<Roger,
drted November 23, 1882. (JMS)

Steam Turbine Generztor Inspec=ion Report. {JMS)

Levter o PSCo from 2 Donovan ¢f Stearns-Roger,
gated December 20, 1982. {IMS}
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80.

92.
93,

gs.
6.

Exhibits Appendix A

‘ Secision No. C34-538
143 Docket No. 1640
Phase {

Title and Deseription

Hourly Payroll Cdst; Contract Compariscn. {JMS)
Comanche Turbine Overhaul; Contract Comparison.  (JMS)

PSCo Elactric Department Elimination of F.S.Y

/Prs Forma Rate Base, 12 Months Ended .
Mareht 31, 1983, (WL¥) .

PSCo Ravenue Deficiency - Per USEA
PSCo Cash Working Capital Requirement - Electric.
Response to Cities' Discovery Request ‘
PSCo Net Original Cost Rate Base.
Total Electric - Impact of
adjustments on revenue requirement (hand
penciled table)

Stolnitz, Answer of PSCo Interrogatory
No. 8 to FEA

1984 Comparison of Cost of Lapital Analysis

'Psr:o 16-Neek Cost of Eqmty Capital Thmugn

January 27, 1984.

George J. Stolnitz - Sumary of Qualifications;
Schedules.

Collection of Articles.
Weekly Bond Yields from S8P Outlook.
Michael 0. Dirmeier's Exhibit - Schedules 1-163.

PSCo Qperating Income Impact & Treatmant
of Unbilled Ravenues.

PSCo Working Capital Impact of Unbilled Revenues

Part of Testimony of Jamshed K. Madan in
143 Docket No. 1525, )

PSCo Working Capital, Schedules 5 - &,

- PSCo Lead Lag Study - 1982, ({RCX)

PSCo Electric Department Rate Basa - Net Original
Cast - Make Whole, 12 Months tnded Decamber 37,
1983.



Ixhibits Appendix A
o Decision No. LB&-338
I85> Dotket No. 1840

Phase I
Re. Title and Description
87, Letter to PSLo from Nuclear Regulatory
Commission w/attachments, dated July 12, 1878,
98, | fresen: Yalue of $5 to be Received at the End of

December Each Year. {10% Discount Rate Per Year
bssumed) (JNB)

es, Present Yalue of 51.25 to be Received zt the Ing
of Each Duarter of Each Year {10% Discount Rate
Per Year Assumed) {JINB)

100. Present Value of $1.25 o be Received at the Ind
of Zach Quarter of fach Year {10.328% Discoumt
Rzte Per Year Assumed) {JHE)

101, Recomputed Staff Comparabie Groups and

. Recommended for Ranges. {JNB).

102. Staff Recommended ROE, (JNB)

183 Functions of ;ﬁe Edison Diectric Institute

104, Edison Electric Institute, lLegislation of Interest,
1983 .

108, Priority 1983 Legisiative Issues Supportad by

the 18% of IEl Resources in Broad Support of
Legislative Activities.

108, Resslution Adopted by the Nztiomal Associztion of
kegulatory Uti13ty Commissioners {NARUC).

107, Resplutvion Supporting (ongressional legisiztion,
sponsored by Electricity Committee of NARUL,
adopted November 16, 1883,

108. *buality Assurance Program Reguirements for Nuclear
: Facilities™, published by The American Society of
Machanical Enginesr.

108, PSCo Steam-Electric senerzting Plamt Statistiss
- {Large Plants).
0. Merriil Lynch's "Quantitztive Analysis®,
November /Decamber 1583,
111, ~ Edison Diectric Institute Actual 18583

. ‘ Dollirs Collected or Spent Relationship
with Separztely Funded Organizztions {lzte filed).

Bhe



PHASZ I

Ne.

APPENDIX A
DECISION NQ. CB4-398
145 1540

EXHIBITS

Title and Description

Direct Testimony of J. H. Rammiger
Direct Testimany of R. R. Widwintar
Direct Tastimony of J. M. Sumpus

Oirect Testimony of Eric L. Jorgensan -
Direct Testimony of William A. Stsele

Direct Testimony of Robert L. Ekland

Direct Testimony of Diannme L, ¥Wells
Direct Testimony of James M. Summers
Direct Testimony of Warren L. Wendling
Direct Testimony of Robert L. Marshall
Direct Testimony of Marcus Matityahu
Direct Testimony of George J. Stolnitz
Direct Testimony of Jamshed K. Madan
Direct Testimony of Michael 3. Dirmeier
Rebuttal Testimony of R. C. Kelly
Rebuttal Testimony Richard R. Midwintar
Rébuttal Testimony J. H. Ranniger
Rebu;ttal Testimony of 0. D. Hock
Rebuttal Testimony of James N. Bumpus
Rebyttal Testimony of pouglas C. Bauer
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Appendix 2

Decision No. CB4-332
- 1&S Docket No. 164D
Phase I

Bistory of Publit Service Adjustment [lauses

The Commission in 1877 investisated the Sas‘Cast Adjustment [SCA) and
+he Fuel Cost Adjustment {FCA) clauses in fases No. 5721 and No. 5700,
respectively. On Aprdl 5, 1578, the Commission in Decision No. £78-414
entered 2 dec*ision which, in essence, continued the use of ECA mnd PBA clauses
{with a procedura] modification for an annual heering) so as to reflect the
gelivered price of p;pe1iae and.weilhead szs, incliuding charges for §athering,
compression and treﬁsportaﬁoa. “The Commissien alst required znnual 5CA or
PSA-reports to be Filed by the utilities, foTlowed by an investigative hearing
o encompass present and pfojeczed market requiizments for gas service, and
projected supplies of gas available 0 meet those requiremenss, and current or
projected curtzilmens of service as a result of inadequate supp?ies; the gas
purchase pragtices of the uﬁ?f‘;ies 2s they affect the success of the
gtilities in obtzining adeguete suppliss of ges at rezsonable pr-i:eé, .u_nd any
pther subject Ehat he Commission may wish @ imis‘:igate. Certain technizal
moditicasions 0 Decision No. (78-414 were made pursuant o an errzia notice;
gated April 7, 1578, Decision No. C78-583, dated May 2, 1878, an errazta notice
dateg May 4, 1578, and Decision No. C78-781, dated Mey 30, 1578. By Decision
No. C78-541, dated Jume 12, 1875, in Application No. 31896, the Commission
chenged lthe annual review reguirement for Public Service to 2 guartarly %ev‘iew
requirement. A SCA hearing for the period Apri) 5, 1578 - December 31, 1578
2ng caiendar vear 127% wes heard on Mar:h £, 1980 and resuylted in Decision No.
RBO-1D5Z sated May 30, 1580. Said decision was remanded by the lommission o
Examiner Trumbull by Decision No. C80-1383, Decision No. RBD1710 was
subseguently entered September 2, 1880. ‘ ’

A more specifiz methodoiogy hexring bzsed on the third and fourth
guariers of 1272 was held on February 14, 1580 in Applicasion No. 31836 with
Deszision No. CBO~13Z7 being entered tnerein on July 1, 198D, An errazta notize

was entered July 8, 158C.
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Appendix 8

Decision No. (382338
135 Docket No. 15840
Phase I

Application for rehearing was filed to said Decision Neo.
£30-1327 and subsaquently denied by Decision No. (30-1485 antered July
29, 1980, Thereafiar, gquarterly reports were filed by Public Service ;md
accentad by Decisfon No. R80-1342 entared on August 8, 1980 and Decision
No. R80-2087 entared on November 5, 198¢. . -

As a3 result of hearings in 1981 and 1982, the ‘Company was
ordersd im (82-1413 datad September 7, 1982 to make certain adjustment o
Account No. 164 (gas stored) and adopt the LIFO accounting method.

In Application No. 34815, as approved by Decision Ne. RE2-14086,
also dated September 7, 1982, a revised methodology was adopted which
basically returns to annual normalized volumes with an over/under
recovery mechanism (Account 191} and allews for an intarest offsat.

Onv Septamher 13, 1977, the Commission entared its Decision No.
91290 fn Case 5700 dealing with the FTA tariff of Public Service. The
"Commission authorized the continued use of an FCA clause suhject‘ta
cartain modifications such as the exclusfon of transportation costs, and
costs associated with uziloading, nandling of stockpilas, fuel tresatment
and a;h disposal. The Commission also required quarterly audits and
hearings with respec‘g to the implementation of the FCA clause. The
Comnission also ordered Public Service to credit against the FCA certain
amounts as a result of moneys paid by Public Service to Fuel Development
Resources Company during ﬁxe pexjfod October 1, 1573, to Novemder 1,

1877. Certain modifications %o Decision No. 912§Q were made subsequently
by Decision No. 91519, dated October 20, 1577, Decision Mo. 91577, datad
October 31, 1977, Decision No. 91868, dated December 22, 1977, Decision
No. 91904, datad January 4, 19738, Decisfon No. £78-158 dated February 7,
15978, Decis‘fcn Na. C78-28Q, datad March 7, 1978, and Decision Ne.
£76-432, dated March 27, 1975. Decision No. R78-748, dated June 1, 19878
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ggf’s’fl: io. £8£-558
;gis zogi:et‘ No. 1840

{which became the Decision of the Commission on' June 21, 1578) approved
the firgt guarterly report filad by Public Service with regard tn its FLA
sariff. Subsequent Public Servise Quarterly Reports have besn approved
by the Commission by Decisions Nos. R78-1023 {August 2, 1578), R7B-1484
{November 9, 1578), R75.252 (February 26, 1578), R78-710 (Mey 14, 1579},
R78-1150 {July 28, 1879), R?S-1680 (Cctober 26, 1979), REO-158 (January
28, 1880), RBD-8ED ():!ay 2, 188D), R80-1541 {Augusz §, 1580) and RBO-2088
{November 5, 1580). On Septamber 23, 1580, by Decision No. [BO-1817, in
Applizetion Mo, 32603, the lommission authorized Public Service o
combine its PPA and FUA into an electric cost adjustment [ECA). By
Decision No. C78-734 in Application No. 31012, emtered on May 30, 1978,
Public Service had been suthorized to Tile 2 Purchased Power Adjustwent
{PPA) provision. The ECA 2iso is the most recent mechanism used by
Public Service 1o recover, in addition, transportation costs related to
fuel, and non-firm purchased péwer costs. Subseguent Public Service
guarterly repor:ﬁ. with regard +0 the ECA, have been approved by :he
Commission by Decision Nos. RE1=448 (March 13, 1981) and RB1-1136 (June
28, 1.981).

© Dn Ocrober 5, 1881 by Decision No. RE1-1704, sxception was taken
40 the fono'w-ing ftems in the ELA: 1. Mzintenance Related Itams; 2.
Stores {.p:r':s an¢ squipment); 3. Administrztive Labor; 4, Trad:aée
Rights; 5. Property Rights; 6. Depreciztion and, 7. Railrovad lar
Lezse. On Februzry 15, 1882 by De?isior: No. RE2-250 exceprion was agein
t2ken <0 the following items in the ECA: 1. Meinsenance Related Items;
2. Stores (parts and equipmens); 3. Administrative Labor; 4. Trackage
Rignts; 5. Property Rights; 5. Depreciation and, 7. Rajiroad lar
Le2se. Commission Decision No. RB2-260 21so orderad “Public Service

Company of (olorado ancg Staff of vhe Commission shail present at the

-88~



Appendix 3

Decision No. C84-338

I4S Docket No. 1840

. ; Phasa [

nearing in regard to the quartarly renorts for the r‘oufth gquartarly
renorting period in 1981 recommendations regarding the coal inventsry
adiustoent made at th_e Cameo plant of Public Servica Company of
Colorado.® Decision No. R82-28C required the following changes in

reporting reqzx;f rements:

"A. Pawnee Unit One shall be added %o the 1ist of plants for
which plant productivity data is reported.

3. Trouble Tog data prasently submittad snall Be renlaced with
uni® ocutage forms for those units included in the plant
productivity report. Unit outage forms for all generating
units shall be available for audiz.

€. Firm Purchased Pbuer repart and Non-Firm Energy Purchase
Record shall be replacad by a Purchased Energy Summary.
Setails of firm and non-firm purchasss on a dafly basis
shall be available for audit.

0. The prasently submitted summary of nhysical operations
cantral systam, shall be available for audit, nowever, only
the summary for- the last day of each month shall be
submittad with the filed data. .

£ A repérf of scheduled maintenanca shall be submitted each
quarter. This report shall cover the twelveemonth period
subsequent tc the quartar which is being auditad.®

Commission Decision No. C32-388 dated March 16, 1982 denied
reconsideration of Decision No. R82-260.

Commission Decision No. C82-573 consolidatad fecision MNes.
RB2-260, R82-258 and R82-25% for renearing, reargument and
reconsideration. Commission Decision No. R82-1170 ordered Public Service
to adjust its transportation charges by thoss itams set forth in Lecision
No. R82-260 and also to deleta {ts inventory adjustment at the (ameo
plant. Commission Decision No. R83-1337 (August 26, 1983) ordered Public
Service to adjust its transportation charges by deleting $1,096,501 from
the ECA calculation. Commission Decision No. R83-1338 ordersd Public
Service to delete $1,739,877 from the ECA. Commission Decisfon No.
RB4-44 {January 13, 1984) changed public hearings on the ECA frum

quartarly to semi-annual hearings.
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Appendix B

Decision No. [B&-ERE
i8S Docket No. 1340
Phase 1

Public Service was ordered o delete i¢s inventory adjustment of
the Cameo Piant and credit to the ECA 510,025, Interest was ordered 4o
be credited at that r2te the company was required o pay oh customer
deposits at the Time of the over-collection.

Public Service 2iso was ordered o delete gertsin purchased
power costs and steam planmt fuel costs in the amount of $526,326.13 for
f2ilure of 'r‘orﬁ St. ¥rz2in to cenerzte o 2 standard amoumt. Such amourt
was ordered ™o be credited ¢o the ILA with interest at the zustomer

depesit rate 3t the time of the overspllestion.
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