Decision No. C04-0008

BEFORE THE PUBLIC UTILITIESCOMMISSION OF THE STATE OF COLORADO

DOCKET NO. 04R-003EG

IN THE MATTER OF THE PROPOSED REPEAL AND REENACTMENT OF RULES
REGULATING COST ASSIGNMENT AND ALLOCATION FOR GASAND ELECTRIC
UTILITIES, ASFOUND IN 4 CCR 723-47.

NOTICE OF PROPOSED RULEMAKING

Mailed Date: January 15, 2004
Adopted Date: January 14, 2004

BY THE COMMISSION:

Satement

1. The Colorado Public Utilities Commission gives notice of proposed rulemaking
(NOPR) regarding its rules regulating cost assignment and allocation for gas and electric utilities.
The intent of the proposed rules is to repeal and reenact, with modifications such as those
described in this order and in the attached proposals, the rules found at 4 Code of Colorado

Regulations (CCR) 723-47.

2. The intent of the proposed rules is to establish cost assignment and allocation
principles and reporting requirements, in accordance with § 40-3-114, C.R.S,, to ensure that
regulated rates do not subsidize unregulated or non-jurisdictional activities of utilities subject to
the Commission's jurisdiction. Additionally, the proposed rules would establish cost assignment
and alocation principles to assist the Commission in establishing just and reasonable rates for

ratepayers. A copy of the proposed rulesis attached to this notice of proposed rulemaking.

3. The proposed rules will replace the existing Cost Allocation Rules for Electric and

Gas Utilities Nonregulated Services, 4 CCR 723-47. Generally, it is the intent of the proposed
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rules to identify, through utility reporting, all utility transactions with unregulated operations and
related parties, including transactions with entities in other states and jurisdictions. The scope of
the proposed rules is expanded from the existing rules to recognize that most utilities regulated
by the Commission now operate on a multi-state or multi-jurisdictional basis. Many of the
changes from the current cost allocation rules focus on utility cost assignment or allocation in

this multi-state or multi-jurisdiction environment.

4. The proposed repeal and reenactment of the cost allocation rules is part of a
greater Commission effort to revise and recodify all of its current rules. The Commission
recently issued NOPRs to repeal and reenact its current electric and gas rules. See Decision No.
C03-1370, Docket No. 03R-519E for proposed electric rules, and Decision No. C03-1371,
Docket No. 03R-520G for proposed gas rules. The Commission intends that the proposed cost
allocation rules will apply to both gas and electric utilities. In light of other pending rulemaking
dockets to recodify Commission rules, it is our present intent to include identical versions of the

adopted rules separately in the new electric and gas rules resulting from those pending dockets.

5. This repeal and reenactment of the cost allocation rules is intended to update the
existing cost allocation rules related to electric and gas utilities; to make these rules consistent, to
the extent possible, with other Commission rules; to improve administration and enforcement of
relevant provisions of Title 40 of the Colorado Revised Statutes; to eliminate unnecessary or

burdensome regulation; and to improve the regulation of proceedings before the Commission.

6. The statutory authority for the proposed rules is found at 8§ 40-2-108, 40-3-102,

and 40-3-114, C.R.S.
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7. An Administrative Law Judge (ALJ) for the Commission will conduct a hearing
on the proposed rules and related issues at the below stated time and place. Interested persons
may submit written comments on the rules and present these orally at hearing, unless the ALJ
deems oral presentations unnecessary. The Commission also encourages interested persons to
submit written comments before the hearing scheduled in this matter. In the event interested
persons wish to file comments before hearing, the Commission requests that such comments be
filed no later than March 26, 2004. Reply comments should be submitted by April 5, 2004. The
Commission requests that interested persons submitting comments do so both in paper and
electronic format. The Commission may post electronically submitted comments to its web site.

The Commission will consider all submissions.

8. Because the proposed rules will result in the repeal of the Commission's existing
rules regulating cost allocation for electric and gas utilities, interested persons may also submit
comments regarding whether specific provisions in the presently existing rules should be

retained in the reenacted rules.

9. The Commission initially issued notice of a proposed repeal and reenactment of
cost allocation rules on April 24, 2002, in Docket No. 02R-238EG, Decision No. C02-485. At
the request of parties, the Commission terminated the rulemaking to pursue workshop
discussions on the proposed rules. The intent of the workshops was to provide an open forum for
discussion about the rules, in order to make the subsequent rulemakings progress more quickly
and efficiently. During the fall of 2003, Commission staff held workshops on the possible
changes to the existing cost allocation rules. The workshops were productive and resulted in
numerous revisions to the rules that had been noticed in the initial rulemaking. This revised

document became the basis for this second notice of proposed rulemaking. Although the
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attachment to this order is not in redline form, a redline version showing the changes from the
version that was noticed on April 24, 2002 (i.e., changes resulting from the workshop process),
can be found at the Commission’s website at:

www.dora.state.co.us/puc/rulemaking/compareNOPR_CostAllocationWorkshopRules.pdf

10. Coordination of this rulemaking with other planned rulemaking proceedings for
Practice and Procedure, Telecommunications, Transportation, Electric, Gas, Railroads, Steam
and Water is a sizeable undertaking. Because of the need to coordinate all efforts, the
Commission finds that hearings in this matter should consider: (a) coordination of efforts among
the various other ongoing or planned rulemaking proceedings; and (b) whether future hearing

dates should be set for that purpose.

11. Notwithstanding this NOPR, we note that the parties now have an opportunity to
suggest changes to the rules governing regulated utilities. The Commission will consider any
suggestions as to how our rules may be made more efficient, rational, or meaningful.
We recognize that regulation imposes costs, and therefore, we note that suggestions, as to which

rules are not necessary or are unduly burdensome, will be fully considered by the Commission.

I1. ORDER
A. The Commission Orders That:

1. This Notice of Proposed Rulemaking shall be filed with the Colorado Secretary of

State for publication in the February 10, 2004 edition of The Colorado Register.

2. A hearing on the proposed rules and related matters shall be held before an

Administrative Law Judge as follows:


www.dora.state.co.us/puc/rulemaking/compareNOPR_CostAllocationWorkshopRules.pdf
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DATES: April 15 and 16, 2004
TIME: 9:00 a.m.
PLACE: Commission Hearing Room

Office Level 2 (OL2)
Logan Tower

1580 Logan Street
Denver, Colorado

At the times set for hearing in this matter, interested persons may submit written comments and
may present these orally unless the Administrative Law Judge deems oral comments
unnecessary. At the hearings referenced above, the Administrative Law Judge may set further
hearing dates to continue the discussion and comment.

3. Interested persons may file written comments in this matter before the hearing.
The Commission requests that such prefiled comments be submitted in both paper and electronic
format no later than March 26, 2004. Reply comments should be submitted by April 5, 2004.

The Commission will consider all submissions, whether oral or written.

4. This order is effective on its Mailed Date.
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B. ADOPTED IN COMMISSIONERS’ WEEKLY MEETING
January 14, 2003.

(SEAL) THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO

GREGORY E. SOPKIN

POLLY PAGE

ATTEST: A TRUE COPY
JIM DYER

Commissioners

Bruce N. Smith
Director

L:\final\C04-0008_04R-003EG.doc:
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RULE (4 CCR) 723 47 2.  DEFIN TIONS.
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[Omntted Material: Al the current rules found in 4 CCR 723-47,
are proposed to be repeal ed and reenacted. Therefore, all the

remai ni ng pages of the current rules are omtted.]
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3005. Records.?

(a)

Every electrical wutility shall maintain required records at its
principal place of business during regular business hours, as
fol | ows:

(XI) Records and supporting docunentation concerning its cost

assignment and allocation manual and full cost accounting
study under rule 3503(j), wuntil the Conm ssion approves a
subsequent nanual .

3006. Reports. Each wutility shall provide reports to the Conmi ssion as
fol |l ows: 2
(f) Cost assignment and allocation manuals, full cost accounting

studies, and updates required wunder rules 3503(a), (d), and
3504(a) .

COST ASSI GNVENT AND ALLOCATI ON

3500.

Speci al Definitions.

The followi ng special definitions apply only to rules 3501 — 3505.

(a)

(b)

(c)

(d)

“Cost allocation” neans a portion of a joint or conmon cost that
is charged to a particular conpany, affiliate, entity, division,
or service based on a reasonable basis and an established
cal cul ati on nethod(s).

“Cost assignnent” mneans that a cost is directly charged to a
particul ar conpany, affiliate, entity, division, or service.

"Cost assignment and allocation nanual" (CAAM neans the indexed
docunent filed by a utility with the Conmi ssion that describes
and explains the calculation nethods the wutility wuses to
segregate and account for revenues, expenses, asset s,
liabilities, and ratebase cost conponents assigned or allocated
to Colorado jurisdictional services. It includes the calculation
net hods to segregate and account for costs between and anong
jurisdictions, between regulated and unregul ated services within
Col orado, and between and anong utility divisions wthin
Col or ado.

“Division” neans a business activity organized as a functional
unit (e.g. electric, gas, or thermal departnents).

! material

i ncluding 3005(a)(1)-(IX) is omitted, as it is intended to be

published in a separate Notice of Proposed Rul emaki ng.

2 Materi al

i ncluding 3006(a)-(e) is omtted, as it is intended to be published

in a separate Notice of Proposed Rul emaki ng.
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3501.

(e)

(f)

(9)

(h)

“Financially-related” neans a situation where there is no
control, as defined in “Affiliate”, but a nonetary relationship
exi sts between the entities (e.g. a service conpany that assigns
or allocates costs to a utility).

"Full cost accounting” neans the Colorado jurisdictional costs
derived from +the process of segregating, assi gni ng, and
allocating the revenues, expenses, assets, liabilities and
rat ebase anmounts recorded in the utility's accounting books and
records using cost accounti ng, engi neeri ng, and economc
st andar ds. Full cost accounting also includes a return on
i nvest ment .

“Full cost accounting study” is a cost study that is derived
using full cost accounting concepts, nethods, and standards.

“Incidental services” neans non-tariffed or deregul ated services
that have traditionally been offered in conjunction with Tariff
services where the revenues for all such services do not exceed:

(1) The greater of $100,000 or one percent of the provider’'s total

annual Col orado operating revenues for regul ated services; or,

(I'l) The provider-specific revenue levels as ordered by the

(i)

(k)

Basi s,

()

Commi ssi on.

“Jurisdictional” nmeans having regulatory rate authority over a
utility. Jurisdiction can be at a state or federal |evel.

"Regul ated service" neans any service, product 1line, business
operation, or other business activity that is offered as a public
utility service as defined in Title 40, Articles 1 to 7 CRS.,
and is regulated by the Conm ssion or regulated by another state
utility conmmission or the FERC, or any unregul ated service which
neets the criteria specified in rules 3502 (Q).

"Unregul ated service" neans any service, product |ine, business
operation, or other business activity that is not offered as a
public utility service as defined in Title 40, Articles 1 to 7,
C.RS., and is not regulated by this Conm ssion or another state
utility conm ssion or the FERC.

pur pose, and statutory authority.

The purpose of these rules is to establish cost assignnent and
allocation principles to assist the Commission in setting just
and reasonable rates, as required by 8§ 40-3-114 CRS. and to
ensure that wutilities do not use ratepayer funds to subsidize
unregul ated activities, in accordance with § 40-3-114 C R S In
order to promte these purposes, these rules also specify
information that utilities nmust provide to the Comni ssion.
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3502. Cost Assignment and All ocation Principles.

In its cost assignment and allocation nmanual, full cost accounting study, and
related party transactions the utility shall apply the follow ng principles:

(a)

(b)

(c)

(d)

If only one affiliate, entity, division, service, or jurisdiction
causes a cost to be incurred or benefits from a cost, that cost
shall be directly assigned to that affiliate, entity, division,
service, or jurisdiction. Direct assignment should be perforned
whenever practicable and is preferred over allocation.

If nore than one affiliate, entity, division, service, or
jurisdiction causes a cost to be incurred or benefits from a
cost, that cost shall be fairly and equitably allocated anmong al
the affiliates, entities, divisions, services, and jurisdictions
that cause the cost to be incurred or benefit from the cost. The
following principles shall apply to such allocations (listed in
descendi ng order of required application):

(1) Cost causati on. Al affiliates, entities, divisions,
services, and jurisdictions that cause a cost to be
incurred shall be allocated a portion of that cost.

(1) Variability. If a direct correlation exists between a
change in a cost and changes in the quantities sold of the
services that cause the cost to be incurred, that cost
shall be allocated based upon that relationship.

(1'1'1) Traceability. A cost may be allocated using a neasure that

has a logical or observable <correlation to all the
affiliates, entities, di vi si ons, servi ces, and
jurisdictions that cause the cost to be incurred. For
exanpl e, labor intensive custoner-service operations and

custoner service-related investnents may be all ocated based
on custoner-service |labor, using appropriate time-reporting
nmet hods.

(I'V) Benefit. Al affiliates, entities, divisions, services,
divisions, or jurisdictions that benefit from a cost shall
be allocated a portion of that cost.

To the extent possible, all direct and allocated costs between
regul ated and unregulated services should have an audit trail
which is traceable on the books of the applicable regulated
utility to the applicable Federal Energy Regulatory Conm ssion
Uni form System of Accounts.

In a rate proceeding involving the calculation of revenue
requirenent, a rate proceeding involving calculation of rates by
cl ass-of -service, a conplaint proceeding where cost assignnents
or allocations are at issue, or a proceedi ng where CAAM approval
is sought, the utility or any party nay advocate another cost
assignnent or allocation principle for a particular cost, if the
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(e)

(f)

(9)

(h)

Conmi ssion has already approved the principle for that cost, or
if, for good cause shown, the Conmission determines that the
alternative principle is in the public interest. The party
requesting the alternative approach shall have the burden of
proving the need for an alternative principle and why the
particular principle is appropriate for the particul ar cost.

If the wutility believes that specific cost assignnents or
al l ocations are under the jurisdiction of another authority, the
utility shall so state in its cost assignment and allocation
manual and give a witten description of the prescribed nethods.
Not hing herein shall be construed to be a delegation of this
Conmi ssion’s ratenmaking authority related to those assignnments or
al | ocati ons.

A utility may classify non-jurisdictional services as regulated
if the services are rate-regulated by another agency (i.e.,
anot her state utility commission or the FERC) and where there are
agency-accepted ratemaking principles or nethods for assigning
and allocating the <costs and revenues associated wth such

servi ces. This rule may apply, for exanple, to a provider's
whol esal e sales of electric power and energy. For such services,
the wutility shall identify the services in its nanual, and
account for the revenues, expenses, assets, Iliabilities, and

rat ebase associated with these services as if these services are
regul at ed.

A utility may classify incidental services as regul ated. If an
incidental service is classified as regulated, the utility shall
clearly identify the service as an incidental, and account for
the revenues, expenses, assets, liabilities, and ratebase
associated with that service as if that service is regul at ed.

For cost assignnent and allocation purposes, the value of all
transactions from the Colorado utility to an unregulated
affiliate, financially-related entity, division, or service shall
be determ ned as foll ows:

(1) If the transaction involves a service provided by the
utility pursuant to tariff, the value of the transaction
shall be at the tariff rate.

(1'1)y 1f the transaction involves a service or function that is
not provided pursuant to a tariff, the value of the
transaction shall be the higher of the wutility's full
accounting cost or market price. Market price shall be
either the price charged by the utility or if this cannot
be determined, the |owest price charged by another person
for a conparabl e service.

(rrr) 1f the transaction involves an asset, the value of the
transaction shall be the higher of net-book cost or market
price. Market price shall be either the price charged by



(i)
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the utility or if this cannot be determ ned, the [|owest
price charged by another person in the nmarket for a
conpar abl e asset, where such prices are publicly avail able.

For cost assignnent and allocation purposes, the value of all
transactions from an unregulated affiliate, financially-related
entity, division, or service to the Colorado utility shall be
deterni ned as foll ows:

(1) If the transaction involves a service provided pursuant to
tariff, the value of the transaction shall be the tariff
rate.

(Ir) If the transaction involves a service or function that is
not provided pursuant to a tariff, the value of the
transaction shall be the lower of the full cost accounting
cost or the market price. Full cost accounting, in this
ci rcunstance, shall be the cost that would be incurred by
the utility to provide the service internally. Mrket price
shall be either the price charged by the supplying entity
or if this cannot be deternmined, the |owest price charged
by other persons in the nmarket for a conparable service,
where such prices are publicly avail abl e.

(Ir1) If the transaction involves an asset, the value of the
transaction shall be the lower of net-book cost or narket
price. Market price shall be either the price charged by
the entity or if this cannot be determ ned, the |owest
price charged by another person in the market for a
conpar abl e asset, where such prices are publicly avail able.

If it is inpracticable for the utility to establish a nmarket
price pursuant to paragraphs (g) or (h), the wutility shall
provide a statenment to that effect, including its reasons in its
full cost accounting study. Parties in a Conmi ssion proceeding
retain the right to advocate alternative market prices pursuant
to paragraphs (g) and (h).

For cost assignnent and allocation purposes, the value of all
transactions between regulated divisions within a utility shall
be determ ned as foll ows:

(1) If the transaction involves a service provided by the
utility pursuant to tariff, the value of the transaction
shall be at the tariff rate.

(I'1) If the transaction involves a service or function that is
not provided pursuant to a tariff, the value of the
transaction shall be at cost.
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3503. Cost Assignnent and Al location Manual s.

(a)

(b)

(c)

(d)

(e)

(f)

(9)

Each wutility shall maintain on file with the Commission an
approved i ndexed cost assignnent and all ocati on nanual .

Public Service Conpany of Colorado and Aquila, Inc. shall each
initially file an application for approval of its cost assignnment
and allocation manual wthin 180 days of the effective date of
these rules. These utilities shall also sinultaneously file a
full cost accounting study reflecting the assignnent and
al |l ocation nethods detail ed and described in its manual .

Al other utilities shall each initially file an application for
approval of its cost assignment and all ocation manual wthin 360
days of the effective date of these rules, or such other tinme to
accommpdate a staggered filing schedule if the Comm ssion
est abl i shes one. These utilities shall also sinultaneously file
a full cost accounting study reflecting the cost assignnment and
al | ocation nethods detailed and described in its manual .

Following the initial approval of its nanual, the utility shall
file an updated cost assignment and allocation nanual in each
rate case proceeding where revenue requirenents are deternmn ned
or every five years, whichever is earlier. Each utility shall
also file an updated nmanual with its filing in all other rate
case proceedings (such as proceedings setting rates by class-of-
service, rate rebalancing), unless the utility has filed a manual
within the precedi ng 15 nonths.

VWhenever a utility files for approval of an update to its cost
assignnent and allocation manual as a result of (d) above, the
utility shall also sinultaneously file a full cost accounting
study reflecting the assignnment and allocation nethods detailed
and described in its manual .

The utility may, at its discretion, file an application seeking
Conmi ssion approval of updates to its cost assignnment and
allocation manual at any tinme. At the time of such application,
the utility shall simultaneously file a full cost accounting
study reflecting the cost assignment and allocation nethods
detail ed and described in its nanual.

Each wutility shall include the following information in its
manual :

(1) A listing of all regulated and unregul ated divisions within
the utility, and a listing of all affiliates and
financially-related entities.

(I') A listing and description of the regulated and unregul ated
services offered by the wutility and its affiliates,
financially-related entities, and divisions as well as a
classification of each such service as regulated or
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(i)

(i)

Attachment B — Electric Cost Allocation Rules
Notice of Proposed Rulemaking

Decision No. C04-0008

DOCKET NO. 04R-003EG

Page 7 of 8

unregul ated; and an identification if +the service is
provided by a nultiple-jurisdictional operation. The
utility shall provide a description in sufficient detail to
identify the types of costs associated with the service and
shall identify how the service is offered to the public.
If a service is offered subject to tariff, the utility my
identify the tariff and the tariff section that describes
the service offering in lieu of providing a service
descri ption.

(rrr)y A listing of the revenues, expenses, assets, liabilities,
and ratebase itenms by anpunt and Uniform System of Accounts
(US®A) account nunber that the utility proposes to include
in its revenue requirement for Colorado jurisdictional
services including those itens that are partially allocated
to Colorado as well as those itenms that are exclusively
assigned to Col orado.

(I'V) A detailed description showing how the revenues, expenses,
assets, liabilities, and ratebase by account and sub-
account are assigned and allocated to a service or
division, along with a detailed description of the methods
used to performthe assignnent and all ocations.

(V) A description of the basis for how the assignment or
allocation is made. If the provisions of Rule 3502(d)
(e.g., FERC, SEC or other state regulatory bodies) apply,
the utility shall cite the applicable requirenents.

(M) Any additional information specifically required by
Conmmi ssi on order.

If the wutility offers a service that is a conbination of
regul ated and unregul ated services (i.e., a bundled service), the
utility shall classify, allocate, and assign the regulated and
unregul at ed cost conponents separately.

A utility nmay treat certain transactions as confidential if the
terns of the transaction are not final as of the date the utility

files its application for approval of the manual. In such a case,
the wutility shall generically identify the transactions and
provide in its manual the expected date the transaction will be

conplete. On or before that date, the utility shall file an
update with the Conmission and other parties to the manual
approval proceeding either providing the information required by
this rule, anmending the date, or stating that the transaction
wi Il not occur.

Each utility shal | retain al | records and supporting
docunentation for its cost assignnent and allocation manuals,
including all records and supporting docunmentation for any

associ ated full cost accounting study, until a subsequent manual
i s approved by this Conm ssion.
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3504. Ful | Cost Accounting Study.

(a) The utility shall submit its full cost accounting study in both
el ectronic and paper format sinultaneously with filing its cost
assignment and allocation manual for all Colorado jurisdictional
divisions and services. If the cost assignment and allocation
manual is filed in connection with a rate case, the study shall
be based on the sane test year used in the utility's rate case

filing. The utility's full cost accounting study shall include
revenues, expenses, assets, liabilities, and ratebase anobunts in
order for the Commission to determine if all appropriate
revenues, expenses, assets, liabilities, and ratebase anounts

have been appropriately assigned and allocated, and to determ ne
the wutility’'s conpliance with principles established in Rule
3502. For each assignnent and allocation the utility shall:

(1) Identify the revenues, expenses, assets, liabilities, and
rat ebase by account description and numnber;

(1) Identify revenues, expenses, assets, liabilities, and
ratebase anmounts for affiliates, related-financial entities,
divisions, and services in sufficient detail to verify the
assignment and allocation nethod used to assign and allocate
costs to Colorado divisions and services is accurate and
consistent with the utility's cost allocation and assignnent
manual net hodol ogy; and,

(I'11) Provide the test year total dollar itemzed anobunts of
revenues, expenses, assets, liabilities, and ratebase assigned
and allocated to each Colorado division and service; the
item zed anounts assigned to the Colorado wutility for
regul ated services; the item zed anobunts assigned to the
Colorado wutility for Colorado unregulated services; the
item zed anbunts assigned to other jurisdictions; and the
item zed anpbunts assigned to other services.

3505. Di scl osure of Unregul ated Goods and Servi ces.

Whenever a utility engages in the provision or marketing of unregul ated goods
or services in Colorado that are not subject to Comm ssion regulation, and
the utility’s nane or logo is used in connection with the provision of such
unregul at ed goods and services, there nust be conspicuous, clear, and concise
di scl osure to prospective custoners that such unregul ated goods and services
are not regulated by the Comm ssion. Such disclosure to prospective
customers shall be included in all advertising or mnarketing materials,
proposals, ~contracts, and bills for unregulated goods and services

regardl ess of whether the utility provides such unregul ated goods or services
directly or through a division, affiliate, or financially-related entity.
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4005. Records.!
(a) Every gas utility shall muintain required records at its
principal place of business during regular business hours, as

fol |l ows:

(XI'1l) Records and supporting docunentation concerning its cost
assignment and allocation manual and full cost accounting
study wunder rule 4503(j), wuntil the Conmi ssion approves a
subsequent nanual .

4006. Reports. Each wutility shall provide reports to the Conmi ssion as
foll ows: 2
(d) Cost assignment and allocation nmanuals, full cost accounting
studies, and updates required under rules 4503(a), (d), and
4504( a) .

COST ASSI GNVENT AND ALLOCATI ON
4500. Speci al Definitions.
The foll owi ng special definitions apply only to rules 4501 — 4505.

(a) “Cost allocation” neans a portion of a joint or conmobn cost that
is charged to a particular conpany, affiliate, entity, division,
or service based on a reasonable basis and an established
cal cul ati on nethod(s).

(b) “Cost assignnent” neans that a cost is directly charged to a
particul ar conpany, affiliate, entity, division, or service.

(c) "Cost assignment and allocation nanual" (CAAM neans the indexed
docunent filed by a utility with the Conm ssion that describes
and explains the <calculation methods the utility wuses to
segregate and account for revenues, expenses, assets,
liabilities, and ratebase cost conponents assigned or allocated
to Colorado jurisdictional services. It includes the calculation
methods to segregate and account for costs between and anong
jurisdictions, between regulated and unregul ated services within
Col orado, and between and anong utility divisions wthin
Col or ado.

! Material including 4005(a)(1)-(XlI1) is onmtted, as it is intended to be
published in a separate Notice of Proposed Rul emaki ng.

2 Material including 4006(a)-(c) is omtted, as it is intended to be published
in a separate Notice of Proposed Rul emaki ng.
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4501.

(d)

(e)

(f)

(9)

(h)

“Division” neans a business activity organized as a functional
unit (e.g. electric, gas, or thermal departnents).

“Financially-related” means a situation where there is no
control, as defined in “Affiliate”, but a nonetary relationship
exi sts between the entities (e.g. a service conpany that assigns
or allocates costs to a utility).

"Full cost accounting" neans the Colorado jurisdictional costs
derived from the process of segregati ng, assi gni ng, and
allocating the revenues, expenses, assets, liabilities and
rat ebase amounts recorded in the utility’ s accounting books and
records using cost accounti ng, engi neeri ng, and economic
st andar ds. Full cost accounting also includes a return on
i nvest ment .

“Full cost accounting study” is a cost study that is derived
using full cost accounting concepts, methods, and standards.

“Incidental services” means non-tariffed or deregul ated services
that have traditionally been offered in conjunction with Tariff
services where the revenues for all such services do not exceed:

(1) The greater of $100,000 or one percent of the provider’s total

annual Col orado operating revenues for regul ated services; or,

(I'l') The provider-specific revenue levels as ordered by the

(1)

(k)

Basi s,

()

Commi ssi on.

“Jurisdictional” neans having regulatory rate authority over a
utility. Jurisdiction can be at a state or federal |evel.

"Regul ated service" neans any service, product line, business
operation, or other business activity that is offered as a public
utility service as defined in Title 40, Articles 1 to 7 CRS.,
and is regulated by the Commission or regulated by another state
utility commission or the FERC, or any unregul ated service which
nmeets the criteria specified in rules 4502 (qQ).

"Unregul ated service" means any service, product line, business
operation, or other business activity that is not offered as a
public utility service as defined in Title 40, Articles 1 to 7,
C.RS., and is not regulated by this Conm ssion or another state
utility conm ssion or the FERC

pur pose, and statutory authority.

The purpose of these rules is to establish cost assignhnent and
allocation principles to assist the Conmission in setting just
and reasonable rates, as required by § 40-3-114 CRS. and to
ensure that wutilities do not use ratepayer funds to subsidize
unregul ated activities, in accordance with § 40-3-114 CR S
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In order to promote these purposes, these rules also specify
information that utilities nmust provide to the Conmmi ssion.

4502. Cost Assignnent and All ocation Principles.

In its cost assignnment and allocation nmanual, full cost accounting study, and
related party transactions the utility shall apply the follow ng principles:

(a)

(b)

(c)

(d)

If only one affiliate, entity, division, service, or jurisdiction
causes a cost to be incurred or benefits from a cost, that cost
shall be directly assigned to that affiliate, entity, division,
service, or jurisdiction. Direct assignment should be perforned
whenever practicable and is preferred over allocation.

If nmore than one affiliate, entity, division, service, or
jurisdiction causes a cost to be incurred or benefits from a
cost, that cost shall be fairly and equitably allocated anong al
the affiliates, entities, divisions, services, and jurisdictions
that cause the cost to be incurred or benefit fromthe cost. The
following principles shall apply to such allocations (listed in
descendi ng order of required application):

(1) Cost causation. Al affiliates, entities, divisions,
services, and jurisdictions that cause a cost to be
incurred shall be allocated a portion of that cost.

(1) Variability. If a direct correlation exists between a
change in a cost and changes in the quantities sold of the
services that cause the cost to be incurred, that cost
shal | be allocated based upon that relationship.

(I'11) Traceability. A cost may be allocated using a neasure that

has a logical or observable <correlation to all the
affiliates, entities, di vi si ons, servi ces, and
jurisdictions that cause the cost to be incurred. For
exanpl e, l|abor intensive custoner-service operations and

customer service-related investnments may be all ocated based
on custoner-service |abor, using appropriate time-reporting
nmet hods.

(1V) Benefit. Al affiliates, entities, divisions, services,
divisions, or jurisdictions that benefit from a cost shall
be allocated a portion of that cost.

To the extent possible, all direct and allocated costs between
regul ated and unregulated services should have an audit trail
which is traceable on the books of the applicable regulated
utility to the applicable Federal Energy Regulatory Conm ssion
Uni f orm Syst em of Accounts.

In a rate proceeding involving the «calculation of revenue
requirenent, a rate proceeding involving calculation of rates by
cl ass-of -service, a conplaint proceeding where cost assignments
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(e)

(f)

(9)

(h)

or allocations are at issue, or a proceeding where CAAM approval
is sought, the utility or any party may advocate another cost
assignment or allocation principle for a particular cost, if the
Conmi ssion has already approved the principle for that cost, or
if, for good cause shown, the Conmi ssion determines that the
alternative principle is in the public interest. The party
requesting the alternative approach shall have the burden of
proving the need for an alternative principle and why the
particular principle is appropriate for the particular cost.

If the wutility believes that specific cost assignnents or
all ocations are under the jurisdiction of another authority, the
utility shall so state in its cost assignment and allocation
manual and give a witten description of the prescribed nethods.
Not hing herein shall be construed to be a delegation of this
Conmi ssion’s ratemaking authority related to those assignnments or
al | ocati ons.

A utility may classify non-jurisdictional services as regulated
if the services are rate-regulated by another agency (i.e.,
another state utility commission or the FERC) and where there are
agency-accepted ratemaking principles or methods for assigning
and allocating the <costs and revenues associated wth such

servi ces. This rule nmay apply, for exanple, to a provider's
whol esal e sales. For such services, the utility shall identify
the services in its manual, and account for the revenues,
expenses, assets, liabilities, and ratebase associated with these

services as if these services are regul at ed.

A utility may classify incidental services as regul ated. If an
incidental service is classified as regulated, the utility shall
clearly identify the service as an incidental, and account for
the revenues, expenses, assets, liabilities, and ratebase
associated with that service as if that service is regul ated.

For cost assignnent and allocation purposes, the value of all
transactions from the Colorado utility to an unregulated
affiliate, financially-related entity, division, or service shall
be determined as foll ows:

(1) If the transaction involves a service provided by the
utility pursuant to tariff, the value of the transaction
shall be at the tariff rate.

(') If the transaction involves a service or function that is
not provided pursuant to a tariff, the value of the
transaction shall be the higher of the wutility's full
accounting cost or narket price. Mrket price shall be
either the price charged by the utility or if this cannot
be determined, the |owest price charged by another person
for a conparabl e service.
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(Ir1) If the transaction involves an asset, the value of the
transaction shall be the higher of net-book cost or nmarket
price. Market price shall be either the price charged by
the utility or if this cannot be determ ned, the | owest
price charged by another person in the market for a
conpar abl e asset, where such prices are publicly avail able.

For cost assignnent and allocation purposes, the value of all
transactions from an unregulated affiliate, financially-related
entity, division, or service to the Colorado utility shall be
determ ned as foll ows:

(1) If the transaction involves a service provided pursuant to
tariff, the value of the transaction shall be the tariff
rate.

(I'1) If the transaction involves a service or function that is
not provided pursuant to a tariff, the value of the
transaction shall be the lower of the full cost accounting
cost or the market price. Full cost accounting, in this
circunstance, shall be the cost that would be incurred by
the utility to provide the service internally. Market price
shall be either the price charged by the supplying entity
or if this cannot be deternined, the |lowest price charged
by other persons in the nmarket for a conparable service,
where such prices are publicly avail abl e.

(I'11) If the transaction involves an asset, the value of the
transaction shall be the |ower of net-book cost or market
price. Market price shall be either the price charged by
the entity or if this cannot be determ ned, the | owest
price charged by another person in the market for a
conpar abl e asset, where such prices are publicly avail abl e.

If it is inpracticable for the utility to establish a market
price pursuant to paragraphs (g) or (h), the wutility shall
provide a statenent to that effect, including its reasons in its
full cost accounting study. Parties in a Comn ssion proceeding
retain the right to advocate alternative market prices pursuant
to paragraphs (g) and (h).

For cost assignnent and allocation purposes, the value of all
transactions between regulated divisions within a utility shall
be determ ned as foll ows:

(1) If the transaction involves a service provided by the
utility pursuant to tariff, the value of the transaction
shall be at the tariff rate.

(I'1) If the transaction involves a service or function that is
not provided pursuant to a tariff, the value of the
transaction shall be at cost.
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4503. Cost Assignnent and All ocati on Manual s.

(a)

(b)

(c)

(d)

(e)

(f)

(9)

Each wutility shall maintain on file with the Commission an
approved i ndexed cost assignnent and all ocati on nanual .

Public Service Conpany of Colorado and Aquila, Inc. shall each
initially file an application for approval of its cost assignnment
and allocation nmanual within 180 days of the effective date of
these rules. These utilities shall also sinultaneously file a
full cost accounting study reflecting the assignnent and
al |l ocation nethods detail ed and described in its manual .

Al other utilities shall each initially file an application for
approval of its cost assignment and allocation manual wthin 360
days of the effective date of these rules, or such other tinme to
accompdate a staggered filing schedule if the Comm ssion
est abl i shes one. These utilities shall also sinultaneously file
a full cost accounting study reflecting the cost assignnment and
al | ocation nethods detailed and described in its manual .

Following the initial approval of its nanual, the utility shall
file an updated cost assignnment and allocation nmanual in each
rate case proceeding where revenue requirenents are deternm ned
or every five years, whichever is earlier. Each utility shall
also file an updated nmanual with its filing in all other rate
case proceedings (such as proceedings setting rates by class-of-
service, rate rebalancing), unless the utility has filed a manual
within the precedi ng 15 nonths.

VWhenever a utility files for approval of an update to its cost
assignnent and allocation manual as a result of (d) above, the
utility shall also sinultaneously file a full cost accounting
study reflecting the assignnment and allocation nethods detailed
and described in its manual .

The utility may, at its discretion, file an application seeking
Conmi ssion approval of updates to its cost assignnment and
all ocation manual at any tinme. At the time of such application,
the utility shall simultaneously file a full cost accounting
study reflecting the <cost assignment and allocation nethods
detail ed and described in its nanual.

Each wutility shall include the following information in its
manual :

(1) A listing of all regulated and unregul ated divisions within
the utility, and a listing of all affiliates and
financially-related entities.

(I'') A listing and description of the regulated and unregul ated
services offered by the wutility and its affiliates,
financially-related entities, and divisions as well as a
classification of each such service as regulated or
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(i)

(i)
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unregul ated; and an identification if +the service is
provided by a nultiple-jurisdictional operation. The
utility shall provide a description in sufficient detail to
identify the types of costs associated with the service and
shall identify how the service is offered to the public.
If a service is offered subject to tariff, the utility my
identify the tariff and the tariff section that describes
the service offering in lieu of providing a service
descri ption.

(rrr)y A listing of the revenues, expenses, assets, liabilities,
and ratebase itenms by anpunt and Uniform System of Accounts
(US®A) account nunber that the utility proposes to include
in its revenue requirement for Colorado jurisdictional
services including those itens that are partially allocated
to Colorado as well as those itens that are exclusively
assigned to Col orado.

(1'V) A detailed description showing how the revenues, expenses,
assets, liabilities, and ratebase by account and sub-
account are assigned and allocated to a service or
division, along with a detailed description of the methods
used to performthe assignnent and all ocations.

(V) A description of the basis for how the assignment or
allocation is made. If the provisions of Rule 4502(d)
(e.g., FERC, SEC or other state regulatory bodies) apply,
the utility shall cite the applicable requirenents.

(M) Any additional information specifically required by
Conmmi ssi on order.

If the wutility offers a service that is a conbination of
regul ated and unregul ated services (i.e., a bundled service), the
utility shall classify, allocate, and assign the regulated and
unregul at ed cost conponents separately.

A utility nmay treat certain transactions as confidential if the
terns of the transaction are not final as of the date the utility

files its application for approval of the manual. In such a case,
the wutility shall generically identify the transactions and
provide in its manual the expected date the transaction will be

conplete. On or before that date, the utility shall file an
update with the Conmission and other parties to the manual
approval proceeding either providing the information required by
this rule, anmending the date, or stating that the transaction
wi Il not occur.

Each utility shal | retain al | records and supporting
docunentation for its cost assignnment and allocation manuals,
including all records and supporting docunmentation for any

associ ated full cost accounting study, until a subsequent manual
i s approved by this Conm ssion.
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3504. Ful | Cost Accounting Study.

(a) The utility shall submit its full cost accounting study in both
el ectronic and paper format sinultaneously with filing its cost
assignment and allocation manual for all Colorado jurisdictional
divisions and services. If the cost assignment and allocation
manual is filed in connection with a rate case, the study shall
be based on the sane test year used in the utility's rate case

filing. The utility's full cost accounting study shall include
revenues, expenses, assets, liabilities, and ratebase anpbunts in
order for the Commission to determine if all appropriate
revenues, expenses, assets, liabilities, and ratebase anounts

have been appropriately assigned and allocated, and to determ ne
the wutility’'s conpliance with principles established in Rule
4502. For each assignnent and allocation the utility shall:

(1) Identify the revenues, expenses, assets, liabilities, and
rat ebase by account description and numnber;

(1) Identify revenues, expenses, assets, liabilities, and
ratebase anmounts for affiliates, related-financial entities,
divisions, and services in sufficient detail to verify the
assignment and allocation nethod used to assign and allocate
costs to Colorado divisions and services is accurate and
consistent with the utility's cost allocation and assignnent
manual net hodol ogy; and,

(I'11) Provide the test year total dollar itemzed anobunts of
revenues, expenses, assets, liabilities, and ratebase assigned
and allocated to each Colorado division and service; the
item zed anounts assigned to the Colorado wutility for
regul ated services; the item zed anpbunts assigned to the
Colorado wutility for Colorado unregulated services; the
item zed anbunts assigned to other jurisdictions; and the
item zed anpbunts assigned to other services.

4505. Di scl osure of Unregul ated Goods and Servi ces.

Whenever a utility engages in the provision or marketing of unregul ated goods
or services in Colorado that are not subject to Comm ssion regulation, and
the utility’s nane or logo is used in connection with the provision of such
unregul at ed goods and services, there nust be conspicuous, clear, and concise
di scl osure to prospective custoners that such unregul ated goods and services
are not regulated by the Comm ssion. Such disclosure to prospective
customers shall be included in all advertising or nmarketing materials,
proposals, ~contracts, and bills for unregulated goods and services

regardl ess of whether the utility provides such unregul ated goods or services
directly or through a division, affiliate, or financially-related entity.



