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1. INTRODUCTION

On October 15, 2008, Governor Rendell signed into law House Bill 2200, which became
Act 129 of 2008 ("Act 129" or "Act"). Among other things, Act 129 expands the Pennsylvania
Public Utility Commission's ("PUC" or "Commission") oversight responsibilities and sets forth
new requirements on Electric Distribution Companies ("EDCs") with less than 100,000
customers for energy conservation, default service procurements, and the expansion of
alternative energy resources.

As required by Act 129, on August 14, 2009, PPL Electric Utilities Corporation ("PPL"
or "Company") submitted a Petition for Approval of its Smart Meter Technology Procurement
and Installation Plan ("Petition”). The Company's Smart Meter Technology Procurement and
Installation Plan ("Smart Meter Plan” or "Plan") was attached to the Petition.

Following evidentiary hearings conducted by Administrative Law Judge ("ALI") Wayne
L. Weismandel on November 3, 2009, and submission by the parties of Main Briefs and Reply
Briefs, ALJ Weismandel issued an Initial Decision (".D.") on January 28, 2010, approving the
Company's Plan with modifications. Subsequently, on February 17, 2010, PPLICA received
Exceptions from PPL, the Office of Consumer Advocate ("OCA"), the Office of Trial Staff
("OTS") and the Pennsylvania Department of Environmental Protection ("DEP"). Also on
February 17, 2010, PPLICA filed a letter with the Commussion indicating that it would not be
filing Exceptions, but reserved its right to file Reply Exceptions.

As reserved in that letter, PPLICA hereby exercises its right to respond to the Exceptions

of PPL by filing these Reply Exceptions.’

" PPLICA's Reply Exceptions will not respond to every argument contained in the Company's Exceptions, but only
those issues necessitating additional respense. Further, PPLICA's decision not to respond to all arguments made by
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I1. REPLY EXCEPTIONS

1. Reply to PPL Exception D (pp. 16-17): The ALJ was Correct in Approving the
Recovery of Smart Meter Plan Costs from Large Commercial and Industrial
Customers Through a Customer Charge.

The Initial Decision in this proceeding found, in part, that PPL's proposal to recover
Smart Meter Plan costs from Large commercial and industrial ("C&l") — Primary and Large C&]
— Transmission customers through a demand charge should be modified to recover costs through
a customer charge. See I.D. at 36-37. Specifically, the 1.D. states:
15. PPL's proposal to recover Plan costs from Large C&I Primary
and Large C&I Transmisston customers through a demand charge
- component of rates is not consistent with the normal treatment of
metering costs for ratemaking purposes and does not recognize the
fact that smart meter costs will not vary with a customer's
electricity usage.
16. PPLICA's proposal to recover PPL Plan costs from Large C&I
Primary and Large C&l Transmission customers through a
customer charge is consistent with the normal treatment of

metering costs for ratemaking purposes and recognizes the fact that
smart meter costs will not vary with a customer's electricity usage.

In response, PPL disagrees with the 1.D. and argues that the Company's proposal to
recover Smart Meter Plan costs from Large C&I — Primary and Large C&I — Transmission
customers on a demand basis is reasonable and should be approved. See PPL Exceptions at 16,
Moreover, the Company asserts that during the course of this proceeding, PPLICA proposed
alternative methods for allocating feeder meter costs to Large C&I customers, and that because
the Company accepted PPLICA's primary proposal for cost allocation by dividing the Large C&I

customers into two subclasses and calculating the surcharge separately by subclass, PPLICA

other parties in this proceeding should not be construed as agreement with the positions raised by any party on any
of the issues currently outstanding in this proceeding,



should not have also argued for implementation of a customer charge to reflect proper rate
design. See PPL Exceptions, pp. 16-17. PPLICA disagrees.

As made clear by PPLICA in its Main Brief, PPLICA's concern in this proceeding was
not limited to proper cost allocation but also included advocacy for proper rate design for Large
C&I Smart Meter Plan Costs. Specifically, PPLICA sought to ensure that the proposed feeder
meter costs (which, as the Company conceded, would only benefit distribution customers?) were
not allocated to transmission voltage customers. In addition, upon evaluation of anticipated
Smart Meter Plan costs for the Large C&I customer class, PPLICA asserted that the Company
failed to propose a rate design that would collect Plan costs from Large C&I customers on a cost
of service basis. See generally PPLICA M.B. Accordingly, PPLICA sought proper rate design
for Large C&I Smart Meter Plan costs through a customer charge rather than a demand charge.
See PPLICA St. 1-8, pp. 3-4; PPLICA M.B,, pp. 8-10; PPLICA R.B,, pp. 3-4. PPLICA's Main
Brief clearly summarized this position when stating:

The Commission should approve PPL's proposed interclass
allocation of both direct and non-direct costs, as the Company's
analysis of how these costs should be assigned to the various
customer classes appropriately acknowledges the specific
requirements of Act 129, the express direction of the Commission
in the Implementation Order, and previous legal precedent
addressing cost causation requirements.  Specifically, PPL's
proposed cost allocation methodology accurately assigns all costs,
including non-direct costs, to each customer class based on
reasonable cost of service and cost causation principles, which the
Commission and the Commonwealth Court have long held to be
the fundamental basis for utility ratemaking and which is explicitly
required under the Implementation Order., PPL has also
appropriately bifurcated the Large C&I class between primary

% See PPLICA St. I at p. 5. "Mr. Godorov testified that the Company plans to conduct two feeder meter pilots that
will 'assist the Company in improving the reliability and performance of its distribution system and reduce costs
associated with installing and removing voltmeters.™ See also PPLICA St 1-8 at p. 2: "Mr. Kleha agreed that the
feeder meter program is directed primarily to the distribution system . . . In fact, in the response to PPLICA Set II,
Question 2, which is attached as Exhibit (RAB-18), PPL indicated: 'Feeder meters are not expected to provide
services or other benefits to PPL Electric's customers served at transmission voltage levels because they are planned
to be deployed at the distribution level (i.e., 12,470 volts and below)."



voltage customers and transmission customers to ensure an
accurate allocation of the costs of the distribution feeder meter
program, which may benefit primary voltage customers but will
not benefit transmission voltage customers.

PPL's proposed use of a demand charge to recover the Smart Meter
Plan costs from Large C&JI customers is not consistent with
standard cost allocation principles, and 1s not just and reasonable.
The costs at issue are appropriatelv recovered through a monthly
customer charge, rather than a demand charge. This is consistent
with standard cost of service principles for meter investment.

PPLICA M.B., pp. 4-5 (emphasis added).

PPL's summary of PPLICA's position in this proceeding simplifies PPLICA's advocacy
to one of cost allocation and virtually ignores PPLICA's stance that requiring the Company to
collect Large C&I Plan costs via a customer charge would adhere to the ratemaking precedent of
the Commission, the Commonwealth Court and would also follow sound cost causation
principles. See PPLICA R.B. at 3 (internal citations omitted); see also PPLICA M.B., pp. 8-10.
While PPLICA appreciates the Company's decision to bifurcate the Large C&I class between
primary voltage customers and transmission customers to ensure an accurate allocation of the
costs of its proposed feeder meter program (which the 1.D. has not approved), PPLICA does not
believe that this accommodation should surrender Large C&1 customers' right for proper rate
design.

The Company further claims that because its Smart Meter Plan will be initiating
programs that will purportedly allow all customers to reduce peak demand and usage over time it
1s appropriate to recover Smart Meter Costs for Large C&I customers on a demand basis, not a
customer charge basis. Se¢ PPL Exceptions at 17. Contrary to this assertion, however, the 1.D.
was correct when determining that a demand charge for Large C&I Plan costs does not reflect

the nature of the costs, which do not vary based on the kW of electricity demand used by a



customer. See LD. at 37; see also PPLICA M.B. at §; see generally PPLICA R.B. As PPLICA's
witness Mr. Baudino explained:

...[T]he costs of the Smart Meter Plan are customer-related costs
and such costs should be collected in a customer
charge...Collecting Smart Meter Plan costs in a customer charge is
entirely consistent with the design and purpose of a customer
charge.

In addition, PPL's response to PPLICA Interrogatory Set II,
Question 7, which is attached as Exhibit  (RAB-2S), indicates that
the [smart meter] expenses are Meter Investment, which was
allocated on a customer basis in PPL's most recent Cost of Service
Study. In addition, PPL's response to PPLICA Interrogatory Set I
Question 6, which is attached as Exhibit (RAB-3S), confirmed that
PPL will not propose to change its rate design as a result of
implementing the roll-in of the smart meter plan costs in its next
rate case. Because the rate design for the transmission voltage
customers contains only a monthly customer charge, this is further
confirmation that a customer charge is the appropriate recovery
mechanism. I continue to recommend that the Commission adopt
my recommendation for the collection of Smart Meter Plan costs
for Large C&I customers using a customer charge.

PPLICA M.B. at 9; (citing PPLICA St. 1-S, pp. 3-4 (emphasis added)).
The use of a customer charge for Large C&l Plan costs which do not vary based on
electricity demand is further supported by examining the actual costs that will be directly
allocated to the Large C&l Class:
The costs being directly assigned to the full Large C&I class are
for a wireless based system enhancement. Because the customers'
benefits from that system do not appear to depend on the amount
of energy used or their peak demand, this should likely be
allocated on a customer basis,

PPLICA M.B. at 9 (citing PPLICA St. 1, p. 6).

As recognized by ALJ Weismandel in the 1.D., the customer charge approach is the only

reasonable method for structuring the Large C&I Smart Meter Plan surcharge, as any other



methodology would produce rates on either an energy or capacity basis that would not be
reasonably related to the purpose of the Plan and would result in an unjust rate mechanism. See
PPLICA M .B. at 10. Further, an energy or capacity charge mechanism for Large C&I customers'
Plan costs would disproportionately assign greater costs to higher energy and demand users,
despite the fact that the actual costs of administering the Smart Meter Plan for Large C&l
customers will not vary based on the amount of energy ot capacity used.

The ALJ was correct in determining that "PPLICA's proposal to recover PPL Plan costs
from Large C&] Primary and Large C&] Transmission customers through a customer charge is
consistent with the normal treatment of metering costs for ratemaking purposes and recognizes
the fact that smart meter costs will not vary with a customer's electricity usage." Accordingly, in
regard to Large C&I rate design, the 1.D. should be affirmed by the Commission without
modification and PPL's proposal to "divide the Large C&I class into two groups and recover

costs on a demand basis" should be rejected.



II1. CONCLUSION

WHEREFORE, the PP&L Industrial Customer Alliance respectfully requests that the
Pennsylvania Public Utility Commission deny the aforementioned Exception of the PPL Electric
Utilities Corporation and adopt the well-reasoned Initial Decision of Administrative Law Judge
Wayne L. Weismandel.

Respectfully submitted,

McNEES WALLACE & NURICK LLC

By
. Polacek (1.D. No. 78276)
Shelby A. Linton-Keddie (1.D. No, 206425)
Carl J. Zwick (1.D. No. 306554)

100 Pine Street

P.O. Box 1166

Harnsburg, PA 17108-1166

Phone: (717) 232-8000

Fax: (717) 237-5300

Counsel to the PP&L Industrial Customer Alliance

Dated: March 1, 2010
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Tanya J. McCloskey, Esq.
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imullins{@paoca.org
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Sharon E. Webb, Esq.

Office of Small Business Advocate
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300 North Second Street
Harrisburg, PA 17101
swebb(@state.pa.us

Allison C. Kaster, Esq.

Office of Trial Staff

Pennsylvania Public Utility Commission
Commonwealth Keystone Building

400 North Street

Harrisburg, PA 17105
akaster(@state.pa.us

Paul E. Russell, Esq.
Associate General Counsel
PPL Electric Utilities, Inc.
Two North Ninth Street
Allentown, PA 18108-1179
perussell@pplweb.com

David B. MacGregor, Esq.
Post & Schell, PC

Four Penn Center

1600 JFK Blvd.

Philadelphia, PA 19103-2808
dmacgregoric@postschell.com

Anthony D. Kanagy, Esq.
Post & Schell, PC

17 North Second Street

12™ Floor

Harrisburg, PA 17101-1601
akanagv@opostschell.com

Aspassia V. Staevska, Esq.
Commonwealth of Pennsylvania
Department of Environmental Protection
RCSOB, 9" Floor

400 Market Street

Harrisburg, PA 17101-2301
astaevska(@state.pa.us

Thomas Catlin

Exeter Associates, Inc.

Suite 310

5565 Sterrett Place
Columbia, MD 21044
topcat{@exeterassociates.com

Robert D. Knecht

Industrial Economics, Incorporated
2067 Massachusetts Ave.
Cambridge, MA 02140
rdk(@indecon.com

Divesh Gupta, Esq.

Counsel

Constellation Energy Resources, LLC
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Baltimore, MD 21202
divesh.supta@constellation.com AL
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Harry S. Geller, Esq.

John C. Gerhard, Esq.

Julie George, Esq.

Pennsylvania Utility Law Project
118 Locust Street
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Christopher Lewis, Esq.
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Dated this 1* day of March, 2010, at Harrisburg, Pennsylvania.
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