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Xcel smart grid costs blow up, PUC orders more transparency

Latest rate increase charges all Colo. customers for Boulder's grid

By Laura Snider  Camera Staff Writer
Boulder  Daily  Camera

Posted:02/06/2010 10:52:05 AM MST

Xcel Energy has begun charging customers across the state to recoup some of the skyrocketing costs the company has incurred
building its smart grid project in Boulder.

In response, the Colorado Public Utilities Commission has decided to take a larger role in regulating Xcel's "SmartGridCity,"
which commissioners say will increase the transparency of the project.

The smart grid already allows Xcel to read meters in Boulder remotely, route power around bottle-necked lines and detect
power outages without relying on people calling in. Ultimately, the finished system will also allow customers to see real-time
data reflecting their energy use and then make energy-conserving decisions about how household appliances draw power and
when.

When Boulder was chosen for the smart grid project in March 2008, Xcel Energy projected that capital expenditures for the
SmartGridCity would be about $15.3 million. By May 2009, Xcel had changed its projected cost to $27.9 million, and now the
company believes the total bill will reach $42.1 million, not including the costs of operating and maintaining the new grid.

A large part of the increased price tag is associated with the unanticipated difficulty of constructing the system's fiber
network.

"The company had to install far more underground fiber than initially projected, substantially increasing the cost ..." Xcel
officials wrote in a document filed with the utilities commission last May. "We also ran into unexpected construction
conditions such as having to drill through granite with diamond-tipped drill bits and remove large boulders with cranes and
dump trucks ... ."

On Dec. 4, the Public Utilities Commission approved Xcel Energy's request to raise customers' rates 6.5 percent. The majority
of the increase will be used to pay for Comanche 3, Xcel's new coal-fired unit at its power plant outside of Pueblo.

But $11 million from the rate increase -- which went into effect Jan. 1 -- is earmarked to cover costs associated with
Boulder's smart grid, including capital investment, taxes and operation and maintenance fees for 2009 and 2010, according to
Karen Hyde, Xcel's vice president for rates and regulatory affairs.

And though the commission approved the rate increase, the fact that Xcel was asking for permission to charge all of its
Colorado customers for part of the smart grid's costs -- which was not part of the company's original plan -- was a red flag for
some of the commissioners. They were concerned that Xcel had not clearly outlined all the funding sources for the project,
among other things.

From the beginning, Xcel planned to bring on industry partners that would share the cost of the project, which will likely
exceed $100 million, including operation and maintenance. Now, Xcel has seven "consortium" members, but it's not clear what
their financial contribution will be.

"With respect to the co-investment from strategic partners, questions remain as to the percentage of contribution from these
partners," Harry DiDomenico, a rate analyst at the utilities commission, said about Xcel's rate-increase request at a
commission hearing last fall. "Without knowing the level of such contribution relative to the project costs, it is difficult to
ascertain what portion ratepayers rightfully should bear, if any. Further, it is clear that not all available funding sources for
the project have been assessed."

On Dec. 24, the commissioners, at the urging of the city of Boulder, decided to require Xcel to file for a Certificate of Public
Convenience and Necessity. Normally, these types of certificates are filed by utilities before they build new infrastructure,
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such as power plants or transmission lines, to prove that the investment would be necessary and prudent.

Requiring a Certificate of Public Convenience and Necessity for the smart grid would give the Public Utilities Commission the
ability to regulate the project.

"Ratepayers would gain the benefit of a regulatory structure that creates an environment where, among other things, costs
are known and measurable, and the benefit of such costs to the ratepayer can be ascertained," DiDomenico said.

Commissioners said their decision to require a certificate does not mean that they don't support the smart grid project.

"We believe that the smart grid concept holds great promise and we wish to encourage innovation and energy efficiency from
the utilities we regulate," the commissioners wrote in their Dec. 24 ruling.

Jonathan Koehn, Boulder's regional sustainability coordinator, said the city also supports both the smart grid project and the
Certificate of Public Convenience and Necessity.

"We believe it is appropriate for the commission to oversee the future financial and programmatic treatment of this project,"
Koehn said in an e-mail. "We are highly optimistic about the potential capital investment in SmartGridCity. However, the city
also believes that important questions about SmartGridCity remain unanswered."

For example, Koehn said the city has never gotten an answer on who should pay for the project and whether the final cost is
justified in terms of operational and environmental savings.

Xcel appealed the commission's decision to make the company file for a certificate -- which would expose many future
decisions about the smart grid to a lengthy bureaucratic process -- but the commission denied the request last week.

"We don't feel that the CPCN was necessary because we see this as normal course of business and making improvements to
the system," said Xcel spokesman Tom Henley.

Henley also said the increase in the smart grid's forecast cost is not cause for alarm.

"SmartGridCity has always been a research and development process," he said. "It's a living and breathing laboratory, and
we've always said all along that there's parts that will work and parts that won't work."

Contact Camera Staff Writer Laura Snider at 303-473-1327 or sniderl@dailycamera.com.
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