Deci si on No. R00-830

BEFORE THE PUBLI C UTI LI TIES COW SSI ON OF THE STATE OF COLORADO

DOCKET NO. 99A-557E

I N THE MATTER OF THE APPLI CATI ON OF PUBLI C SERVI CE COMPANY OF
COLORADO FOR AN ORDER APPROVI NG | TS | NCENTI VE COST ADJUSTMENT
FI LI NG FOR THE PERI OD JULY 1998 THROUGH JUNE 1999.

RECOMVENDED DECI SI ON OF
ADM NI STRATI VE LAW JUDGE
WLLIAMJ. FRI TZEL
APPROVI NG STI PULATI ON AND AGREEMENT

Mai | ed Date: August 1, 2000

STATEMENT, FI NDI NGS, AND CONCLUSI ONS

A On Novenber 17, 1999, Public Service Conpany of
Col orado (“Public Service”) filed an application for an order of
t he Conm ssion approving its incentive cost adjustnent (*1CA")
filing for the period of July 1998 through June 1999.

B. On January 14, 2000, Staff of the Colorado Public
Uilities Commssion (“Staff”) filed an Entry of Appearance and
Noti ce of Intervention.

C. A hearing on the application was schedul ed for June 19
and 22, 2000.

D. On May 31, 2000, Public Service and Staff filed a
Stipulation and Agreenent. The Stipulation was filed in
settlement of all of the outstanding disputed issues in the |ICA

filing for the period of July 1998 through June 1999.



E. The Stipulation and Agreenment, which is attached to
and made a part of this recommended decision addresses disputed
issues in the instant docket, including the treatnment of energy
trading in the ICA the treatnment of “all-in-one” energy
purchases, the treatnent of tolling contracts, and the treatnent
of the CPP (Brush) contract.

F. The Stipulation and Agreenent contains specific
provi sions which are agreed to by the parties. Public Service
and Staff stipulate and agree that Public Service's proposed |ICA
for the test year of July 1998 through June 1999, as nodified by
the express ternms of the Stipulation and Agreenment of the
parti es should be accepted as filed by Public Service.

G It is found and concluded that the Stipulation and
Agreenment filed by Public Service and Staff on May 31, 2000 is
just, reasonable, and in the public interest.

H. Pursuant to 8 40-6-109(2), CRS., it is recomended

t hat the Comm ssion enter the follow ng order

1. ORDER

A The Conmmi ssion Orders That:
1. The Stipulation and Agreenent filed by Public
Servi ce Conpany of Colorado and the Staff of the Col orado Public

Utilities Comm ssion on May 31, 2000 is accepted.



2. Al of the prefiled testinony, with the exception
of the prefiled testinony concerning testinony relating to the
CPP contract, stipulated by the parties as Exhibit A, attached
to the Stipulation and Agreenent, is admtted into evidence.

3. The parties shall conply with all of the terns of
the Stipulation and Agreenent.

4. This Recommended Decision shall be effective on
the day it becones the Decision of the Conmission, if that is
the case, and is entered as of the date above.

5. As provided by 8§ 40-6-109, C R S., copies of this
Reconmended Decision shall be served upon the parties, who nmay
file exceptions to it.

a. If no exceptions are filed wthin 20 days
after service or within any extended period of tine authorized,
or unless the decision is stayed by the Conm ssion upon its own
notion, the recommended decision shall becone the decision of
the Comm ssion and subject to the provisions of § 40-6-114,
C. RS

b. If a party seeks to anmend, nodify, annul, or
reverse basic findings of fact in its exceptions, that party
must request and pay for a transcript to be filed, or the
parties may stipulate to portions of the transcript according to
the procedure stated in 8 40-6-113, C. R S. If no transcript or

stipulation is filed, the Conm ssion is bound by the facts set



out by the admnistrative law judge and the parties cannot
chal | enge these facts. This will limt what the Conm ssion can
review if exceptions are filed.

6. I f exceptions to this Decision are filed, they
shall not exceed 30 pages in length, unless the Conm ssion for

good cause shown permts this limt to be exceeded.

(SEAL) THE PUBLI C UTI LI TI ES COVMM SSI ON

OF THE STATE OF COLORADO

WLLIAM J. FRI TZEL

Adm ni strative Law Judge

ATTEST: A TRUE COPY

AB M

Bruce N. Smth
Di rector

G\ ORDER\ 557E. DOC
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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO

b4 »* *

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

)

) DOCKET NO. 99A-557€
FOR AN ORDER APPROVING ITS INCENTIVE )

)

)

COST ADJUSTMENT FILING FOR THE PERIOD
JULY 1898 THROUGH JUNE 1999

STIPULATION_AND AGREEMENT

Public Service Company of Colorado (“Public Servica" or "PSCao") énd the Staff
of the Colorado Public Utilities Commission (“Staff’) hereby stipulate to settlement of all
outstanding disputed issues in this Docket. As part of this Stipulation and Agreement,
both Staff and Public Service agree that the Company’s propo»sed Incentive Cost
Adjustment for the Test Year Period of July 1998 throughv June 19399 should be
accepted as filed by Public Service.

In prefiled testimony, both Staff and the Public Service discussed certain
_d‘isputed regulatory principles or concepts: This Stipulation and Agreement resalves
these disputes for the period of time specified belpw as the Term of this Stipulation.

A. TREATMENT OF ENERGY TRADING IN THE ICA.

In her prefiled testimony, Staff witness Vivian Pederson recommended that the
Commission disallow recovery through the ICA of certain non-economy sales and
associated transmission expense which appeared to create a loss, as set forth on her
Service was not following its

Exhibit 6. She also expressed the concern that Public S

Cost Allocation Manual (“CAM") bec‘ause off-system electric sales were listed in the

CAM as nonregulated business activity.
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Staff believes that the intent of the ECA and [CA was ta include only economy
sales, defined as short term sales subject to cu@ailment prior to Pubféc Service"s
existing firm sales and power pool operating requirements. Ey definition, econamy
sales present no risk of losses ‘tc‘{: retail customers, and therefore such sales were
appfoved to be shared between shareholders and customers on a SO/SO}basis; Since
the ECA and ICA we‘ré first apprdved by the Commission, FPublic Service has enga‘ged
in substantial energy trading ac'tivi'ty outside of economy sales. SuchA trading has
increased substantially from year to year. Staff believes that Public Service should
have asked the Commission for its permission prior to engag%ﬁg in such activity,
because Staff believes that the activity is subsidized with ratepavyer funds or retail
jurisdictional assets and made possible by Public Service's captive customer base.
Staff believes that, before trading activity outside of economy sales is allowed, the
Commission needs to decide whether the ICA should include such activity. '

PSCo does not agree that it must ask the Commission for pérmissfon pricr to
engaging in wholesale energy tradi}ng. PSCo does not agree that energy trading‘
aétivity is “_subsiéiized".by ratepayers-in any way. PSCo’s position is that energy trading
is the appropriate and necessary response to Commission policy, reflected in the ICA,
to place PSCo at risk for increased fuel and energy casts. PSCo believes that it has
developed a sophisticated energy trading operation that wisely hedges fuel and energy
price risks that exist in the wholesale energy market within which PSCo“must operate.
PSCo further believes that prior Commissibn ECA/ICA orders are broad encugh fo
allow the results of energy trading to be reflected in the ICA. The espoused purpose of

the ICA 50/50 energy cost sharing is to align the interests of shareholders and
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customers. This alignment provides appropriavtev incentives to engage in transactions
that benefit both shareholders and customers. Further, given PSCo's experiences in
the market, PSCo strongly b'eiie:ves that annual net trading losses are unlikely.

In specific response to Ms. Pederson’§ testimony, Putﬂic Service rebuttal witness
David Eves states in his prefiled testimony that the off-system sales delineated 05 Ms.
Pederson’s Exhibit 6 represent just one portion of a comprehensive system af short
term wholesale energy transactions empioyed by Public Service to manage its energy
costs. When this energy trading is considered asAa whole for the iCA Test Year Period
of July 1988 through June 1999, the result is a sharing of net gains with retail
customers. The retail cusfomer share of energy trading margins in this ICA Test Year
Pericd is $2.7 million. Public Service rebuttal witness Deborah 'Bi'a‘ir submitted prefiled
testimony stating that the CAM is in error and that off-system sales transactions have
historically been treated as regulated transactions. |

Even though in this [CA Test Y;ar Period energy'trading resulted in a sharing of
net gains with retail custbmers, Staff is concerned that subsequent [CA Test Year
Periods could resuit in negativg_a net margins (ar losses) from energy trading activities.
For the reasons expressed in Staff's prefiled testimony, Staff believes that net losses
due to energy trading activity ‘should not be shared with Public Service's retall
customers through the ICA mechanism, but that net gains should be shared on a 50/50
basis. Forthe reasons expressed in Public Service's testimony, Public Service believes
that both net gains and net losses due to energy trading activity should be shared with

retail customers on a 50/50 basis. The Commission has not specificaily addressed this
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Staff and Public Service hereby stipulate that for the Term of this Stipulation
(defined below) energy trading should be afforded thg following treatment in the ICA:
1. Net gains or losses from short term (12 months or less in term length) electric
energy transactions' shall be défermined by aggregating all margins from these
transactions over the ICA_ Test\ erar Period.? The net shor-term transactions
aggregated shall include, but not be limited to the following products:
« economy and short-term firm sales (energy sales that can be physically
interrupted (e.g. economy, 1-hour firm, financially firm))
» Rocky Mountain Reserve Group ("RMRG") sales (spinning reserve service,
operating reserve service, and energy associated with activated reserves),
« ancillary services (sp_inning reserve service, supplemental operating (non-
spinning) reserve service, reactive supply and vo!tage'control from generation
sources service; regulation and frequency response service, energy

imbalance servicé, énd fep{acement reserve service)

optioné; including call options (the right but not the obligation to receive and
buy e.hergy at a speciﬁed'strike price) and put options (the right but not the
obligation to 'prov‘ide and sell energy at a specified strike price)

The net short-term transactions shall include transactions entered into either as:
« system hedges (sales made against the natural excess energy position of

the PSCo system and purchases made against the natural deficit energy

" Gains and losses from trading in power plant fuels (e.g., coal and gas) shall not be included in the aggregation used
to determine the sharing of the Economy Sales Margin (E) in the [CA formula

? The net margins that are aggregated under this Stipulation shall be used to determine the sharing of the Economy
Sales Margin (E) in the ICA formula
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position of the PSCo system, where the PSCo system means PSCo
generation, purchased power resources and native load obligation), or
e purchase for resale transaétions, which are also described in PSCo witness

Mr. Eves’ testimony as “non-—asset" or "proprietary” transactions.
The net short-term transactions shall include transactions that are setfled sither
physically or financially. |

Staff and Public Service agree that this stjpulated list of 'products is

representative of the energy products currently bought and soid m the wholesale
market and that additional products will develop which PSCo may also wish to transact.
Nothing in this Stipulation shall prevent PSCo from engaging in transactions that
involve a product or service that is not encompassed within the listed products in this
section A1. However, if Public Service trades ény products or servicés nat listed in this
section A1, St{aﬁ reserves the right to challenge the reﬂectiorn of the margins from such
transactions in the palculation of fzggregated net gains or losses from short term
tranéactions. _Staff agrees to provide Public Service with a determination as to whether
Staff objects to“ including the margins from any such new prodﬁct or service in the
aggregation of short term transactions in the ICA; Staff shall advise PSCo in writing,
within fifteen days of receiving a wvritten description from PSCo of the new product or
service, of whether Staff supports, or objects to, inc{uéion of the described r:wlew product
or service in the aggregation of short term transactions. If Staff supports the inclusion,
then the new product or service will be deemed to be added to the stipu!atéd list in this
section A1. |If Staff objects to the Ainc!usion of the new product or service in the

aggregation, then Public Service shall bear the burden of going forward and the burden
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of proof in a subsequent |CA proceeding __that such new product or service is
appropriately included in the aggregation and Staff reser\/es the right to contest such
inclusion in the aggregation.

The aggredgated net margfné shall be split between the fedefa! aﬁd state
jurisdictions. Any Colarado jurisdictional positive aggregated margin shall be shared on
a 50/50 basis with retail customers through the ICA (see footnote 25. If the Colorada
jurisdictional aggregated margin is negative, it shall not be reflected in the ICA, without
a speciﬂc Caommission order, as discussed below.

2. Public Service retains the right to file an application with the Commission, in a
proceeding seperate from the ICA proceeding, to request that it be permitted to share
all or a portion of any net aggregated negative margins with retail customers on a 50/50
basis. In such a proceeding, Pebiic Service would have the burden of going forward
and the burden of proof to show why net losses should be recoverable from retail
customers. Staff reserves its right to argue in such a proceeding that loeses should not
be recovered from retail customers. Until the Cammission renders a final decision and
order on aey such Public Service application, \Public Service would not reflect annual
net aggregated negative margins through the ICA.

3. Public Service's CAM shall be revised to reflect energy trading aetivity as a
regulated service for the Term of this Stipulation.

4, Public Service agrees to undertake any short-term wholesale transactions with
affiliates in accordance with the Joint Operating Agreement (*JOA") for Xcel Energy
wﬁich is on file with the Federal Energy Regulatory Commission and which was

discussed by Public Service in testimany in the NCE/NSP merger docket, Dacket No.
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99A-377EG. The JOA specifies the revenue and cost accounting treatment to be used
for affiliate transactions among operating compa‘nies and non-asset trading (i.e., trading
of electricity that is not produced f_rofn_,,a generating asset owned by an Xcel operating
corﬁpany or contracted to an Xcel operating company under a long term supply
contract.) |

5.‘ Public Service shall provide fo Staﬁ quarterly reports, thirty days after the end of
each calendar quarter, which disaggregate Public Service's energy trading activities for
the preceding quarter and year-to-date.- The contents and format (including the level of
disaggregation) of the quarterly report will be mutually determined by Staff and Public
Service by July 1, 2000.

B.- Whenever it engages in erjergy trading activities, Public Service agrees to abide
by its Risk Management Policies and} Procedures Manual (the | “‘Manual). Public
Service has permitted Staff to review the Manual. Whenever any changes are made to
the Manual, Public Service shall no@ify Staff in writing wfth‘m- ten days that a change has
béen made and shall describe to Staff the nature of the modiﬂcation'and permit Staff to
review the Maaual at Public Service's offices. It is understood by Staff that the
information in the Manual is “highiy sensitive confidential commercial information,
release of which could be very detrimental to the success of Public Service's energy
trading acti\)ity. All information provided to Staff th’rough its review of the Manual shall
be treated as confidential and shall not be disclosed, except that confidential
Vinformation may be provided to the Commission under seal. Any Staff member

reviewing the Manual shall execute a non-disclosure agreement under which the Staff



Attachment

Dacket No. 99A~SS7AE
Decision No. ROQ-830
August 1, 2000

Page 8 of 17 '

member agrees to comply with the restrictions Qr’ this paragraph and be bound by the
provisions of Commission Ruie 723-16.
B. TREATMENT OF “ALL-IN-ONE” ENERGY PURCHASES

A signnifk'zcant porticn of purchésés are made on the basis of a price.per Riloﬂwaﬁ
hour, referred to in the prefifedfesﬁmony as “all-in-one” energy rates. Staff witness
Sharon Podein prefiled testimony arguing that a portion of the all-in-one price is a
. payment for capacity, not énergy.' Public Service witness Karen Hyde .ﬁled rebuttal
testimony taking issue with Staff's testimony. Public Service and the Staff stipulate and
agree that all-in-one energy purchases may be reflected as prices paid for energy
during the Term of this Stipulation, so long as Public Service treats these same
purchases as energy purchases for all other regulatory dockets during this same period.
Specifically, Pub{ic vSewice shall not be permitted to double recover any of these costs
by arguing in any earnings test proceeding that test year capacity costs should be
higher by considering a »portion of any all-in-one energy transaction, which has been
reﬂécted in the ICA as an energy transaction, to be a capacity paymént Nothing in this
.paragraph shall preclude eithér Party from arguing in Public Service's next rate case
that the all-in-one energy purchases shall be treated in @ manner different from this
Stipulation for the new rates that go into effect in 2003.

C. TREATMENT OF TOLLING CONTRACTS

Since 1998, Public Service has entered intc several gas talling arrangements. A
tolling arrangement is one in which Public Service procures natural gas, arranges for its

delivery to a specific generating facility, and then pays the facility owner to convert the

natural gas to electricity. Public Service believes that this arrangement provides
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several benefits for Public Sérvice over arrangements in which Public Service
purchases energy under a fixed or cost-based energy péyment: aperaticnal flexibility,
control of gas costs, and-control ofga"sfdeliveries (which s particularly beneficial during
peak gas usage periods). In this way'the toH‘ing arrangement is analogous‘ to how.
Pubiic Service purchasés gas >fo'r generation facilities which it owns. Tomn’g
arrangements can be aﬁrac'tive for facflfty owners pecause they do not have expasure
| to gas markets and évailability. Staff expressed concern in prefiled testimony ébout the
[CA treatment of toliing arrangementé. Staff and Public Service &zzgree that gas
purchases and other fees in talling agreements shall be reflected in the ICA and that
the following procedures shall apply:

1. Public Service shall track gas purchases for each tolling arrangement and for
each of its éwn generation facilities. Public Service shall record by power plant the
following information: MMbtu's of gas purchased (segregate.d as either .bas;e{oad or
swing/spot); the price paid per MMbtu; the gas transport.ationr charges péid; and the
storége charges paid. This information %hali be aggregated on a monthly basis and be
available for review by Staff upon request. Further, this §nfofmation shali be supplied
to Staff as part of the quarterly re"ports discussed in Section AS of this Stipulation.

2. Gés purchases for tolling arrangements shall not be treated any differently in the
ICA from gas purchases for Public Service's awn generation facilities.

3. Public Service may include in its |CA filing, and treat in the same manner as
purchased énergy costs, other variable fees that are included in tolling agreements,

including but not limited to, tolling fees, variable fees, conversion fees, start-up fees,

stand-by fees, and O&M fees, so long as these costs are appropriately considered to



Attachmant

Docket No. 99A-557g
Decision No. Roc-g3g0
August 1, 2000

Page 10 of 17

be variable costs of purchased energy under tolling agreements. Staff raserves the
right to challenge whether any of the fees included in the Public Service ICA filing are
appropriately considered to be variable costs of purchased energy.

D. TREATMENT OF CPP (BRUSH) CONTRACT

in the QFCCA docket (Docket' No. 88A-541E), Staff and Public Service enteredu

into the following Stipulation:

The Parties desire to avoid the need for duplicative litigation in numerous
Commission dockets with respect to the cost recavery treatment.of Public
Service’s contract with Colerado Power Partners, dated March 30, 1999
(referred to in the pre-filed testimony as the “Brush 1 — Brush 3 QF
Restructuring.”y  Cost recovery issues with respect to this Brush
restructuring could create disputes within this Docket No. 99A-541E;
Docket No. 9SA-557E, Re: Public Services Incentive Cost Adjustment:
and the docket which will be opened on April 1, 2000 to address Public
Service's 1999 Earnings Test filing. Consequently, the Parties have
agreed that a better procedure would be one where all cost recovery
issues with respect to the Brush 1 — Brush 3 QF Restructuring are

handled in one docket.

Consistent with that settlement Staff and Fublic Service agree to withdraw their
testimony regarding the CPP (also called El Paso and/or Brush 1 & 3) contract
restructuring. A list of the withdrawn prefiled testimony is set forth in Exhibit A to this

Stipulation. Public Service will file an appiication to address this contract according to

the settlement in Docket No. 9SA-541E.

E. TERM OF THIS STIPULATION

‘This Stipulation shall apply to the Company’s ICA for the period of time that Staff,
Public Service and others have stipulated in Docket No. 9SA-377EG (NCE/NSP
merger) that the ICA should remain in effect. According to Exhibit 2 of the Stipulation

and Agreement filed in Docket No. 88A-377EG, the ICA shall remain in effect through a
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‘Test Year Period of calendar year 2002 with 2 Recovery Period through March 31,
2004 (“Term of this Stipulation®). - Therefore, the ICA freatment of the activities
discussed in this Stipulation should be considered to be a pilot program that will not
continue beyaond the Term of thrs Strpu!atron without further Commission actio

Staff and Public Service each reserve the right to argue any position that it
deems appropriate in Pubifc Sewicé’s general rate case proceeding, which the
Company must file in 2002, with respect to the comirwuaticjn, modiﬁcatiqn or termination
of the ICA after the time periods stipulated in the NCE/NSP Mergér Docket. Each party:
also reserves the right ta argue any position that it deerns appropriate\with respect to
any of the matters set farth in this Stipulation and Agreement.

F. GENERAL PROVISIONS

The Parties shall file this Stipuia.tion with trje Administrative Law Judge and
request that it be accepted by the Judge aﬂri by the Commissiorr in full settiement of all
issues raised in this docket. Except for th.ve withdrawn testimony with respect to Brush 1
& 3, the Parties stipulate to the admission into evidence of all testimony prefiled in this
docket and waive all cross-examination of the prefiled testimony.

This Stipulation and Agreement shall not become effective until the issuance of a
final Commission order approving the Agreement, which Ordér does not contain any
madification of the terms and conditions of this Stipuiation which is unacéeptab{e to
either Public Service or the Staff. In the event the Commission madifies this Stipulation
in a manner unacceptabie to éfther Party, that Party shall have the right to withdraw
from this Agreement and proceed rto hearing on some or all of the issues that may be

appropriately raised by that Party in this docket. The withdrawing Party shall notify the
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Commission and the other Party in writing within ten (10) days of the date of the
Commission order that the Party is withdréw:fng frorm the Agreement and that the Party
is ready to proceed to hearing; the‘:notice shall designate the precise issue or issues on
which the Party desires to proceed fo hearing. ‘Hearmg shall be scheduled on the
issues designated in the notice Qf the withdrawing Party as soon as practicabfé. In the
event that this Agreement is not approved, or is approved with conditions thatvarev
unacceptable to any Party whao subsequently withdraws, the negatiations or discussions
undertaken in conjunction with the Agreement shall not be admissible into evidence in
this or any other proceeding.

Approval by the Commission of this Stipulation and Agreement shall constitute a
determination that the Agreement represents a just, equitable and reasonabie
resolution of all issués which were or could have been contestéd amang the Parties in
this proceeding. |

The Parties to this Stipuiation state that reaching agr-eement in this docket as set
forth herein by means of a negotiated settlement is in the puéiic interest and that the
results of the éompromises and settlements reflected by this Agreement are just,
reasonable and not contrary to the public interest.

This Stipufation ma; be executed in counterparts, all of which when taken

together shall canstitute the entire Agreement with respect to the issues addressed by

this Agreement.

Dated this 31st day of May, 2000.





