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L INTRODUCTION

Pennsylvania Power Company (“Penn Power” or the “Company™) files this Reply Briel
in response to the Main Briel of Citizens for Pennsylvania’s Future (“PennlFuture™) concerning
the scope and pricing of Penn Power’s proposed new light emitting diode (“LED™) street lighting
service oflering. The Company’s LED service offering is the sole contested issuc in this
procecding. All other issucs have been resolved among the parties to this case by the terms of
the settlement sct forth in the Joint Petition for Partial Settlement of Rate Investigation (“Joint
Petition™) filed on February 3, 2015. '

PennFuture is the only party contesting the Company’s proposed LED service offering.
Additionally, no potential customers, specifically municipalitics, intervened in this case to
chatlenge the Company’s LED service offering, nor did they voice any informal opposition to
the Company’s proposal. To a very large extent, the arguments advanced by PennFulure were
fully addressed in the Company’s Main Brict, and an extensive rcanalysis is, therelore, not
necessary.’ Accordingly, this Reply Brief will address the principle crrors and misstatements in
Pennl‘uture’s Main Briel with relerences to the expanded discussion in the appropriate portions

of the Company’s Main Bricf.

! The lollowing partics joined in the Settlement: the Company, the OfTice of Consumer Advocate (“OCA™),
the Office of Small Business Advocate (“OSBA™), the Bureau of Investigation and Enlorcement (*1&E™), the Penn
Power Users Group (“PPUG™), Wal-Mart Stores [ast, LLP and Sam’s East, Inc. (collectively, *Walmart™), and the
Environmental Defense Fund (“EDF*). Noble Americas Energy Solution LLC (*Noble Americas™) did nol oppose
the Scitlement. The Pennsylvania State University (“PSU™) and the Coalition lor Affordable Utility Scrvices and
Energy Efficiency In Pennsylvania (*CAUSE-PA™) did not sign the Joint Petition because they did not participate
actively, through the submission of testimony or other evidence, in this proceeding, However, they both have
submitted letters ol non-opposition and support for the Settlement, which arc appended to the Joint Petition,
expressing their views that the Settlement is in the public interest. PennFuture did not join in the Settlement based
upon the sole issue of PennFuture’s disagreement with Penn Power’s proposed rate for LED lighting,

-

‘ The Company notes that certain information provided in the “Background™ section of the PennFuture Main
Bricf, such as the number of the Company’s proposed tariff and the identity of certain intervenors, is incorreet. Both
the Joint Petition and the Company’s Main Brief provide accurate procedural histories.



Ik SUMMARY OF ARGUMENT

Penn Power’s proposced LED street lighting offering will provide interested customers a
new and meaning(ul opportunity to obtain LED street lighting service (rom Company-owned and
maintained LED street lighting facilitics. The Company’s proposal is rcasonable, supported by
substantial record cvidence, and conforms to the Pennsylvania Public Utility Commission’s (thc
“Commission’s”) tariff and tari(f filing requirements. PennFuture, while critical of certain
elements of Penn Power’s proposal, did not provide any concrete recommendations that could be
used to revisc the rates, terms and conditions of service in the Company-proposcd rate schedule,
not did it present for the Commission’s consideration any alternative LED service offering.
Instead, Pennl’uture makes the vague request that any scrvice ollering approved by the
Commission “be consisient with market actualities.” PennFuture Main Briel, p. 10. Asa
consequence, il the Commission were to give any credence to PennlFuture’s criticisms and
decline to approve the Company’s proposed service offering, customers would have no

opportunity to obtain LED scrvice through Company-owned facilities.

.  PENNFUTURE’S CRITICISMS OF THE COMPANY’S LED SERVICE
PROPOSAL HAVE NO MERIT AND SHOULD BE REJECTED

As explained in the Company’s Main Brief, the proposed LED street lighting offering
was developed in response to existing street lighting customers’ expressions of interest in
exploring LED street lighting options. The Company proposcs to recover the distribution cost of
the new service through a fixed monthly charge for each LED fixture. In designing the monthly
charge, the Company employed an innovative approach to “levelize™ charges over the estimated

life of the LED fixtures. Levelizing the fixture charges reduces the up-lront rates for the initial,



ten-yecar contract term and, in that way, creates price signals designed to increase customer
acceptance of the new service. See Company Main Brict, pp. 5-6.

PennlFuture criticized certain clements of the Company’s proposal, namely: (1) the
sclection, cost, sizes and estimated uselul life of LED fixtures (Pennluture Main Briel, pp. 5-6
and 8); (2) the non-fixture — principally, installation — costs (Pennl'uture Main Bricf, p. 7); (3)
the manner in which the Company’s class cost of service study allocated costs (o the strect
lighting class (PenniFuture Main Brief, p. 7); and (4) as the culmination of all ol the foregoing the
per-lixture distribution rate proposed by the Company (see PennFuture Main Brief, pp. 5-8).
Notably, in advancing those contentions, PennFuture discussed and cited only the direct
testimony of its witnesses, Patrick Gormley and George Woodbury. [t made no attempt to
engage or address — indeed it did not cven acknowledge — the comprehensive response lo Messrs.
Gormley and Woodbury set forth in the rebuttal testimony of the Company’s witnesses,
Christopher D. Ciccone and Hillary E. Stewart (Penn Power Statement Nos. 8-R and 5-R,
respectively). As explained below and in the Company’s Main Brief, the Company’s fixture
selection, cost estimales, and distribution rates are fully supported by record evidence and,

therelore, its proposed LED service oflering should be approved.

A. The Company’s Selection Of LED Fixtures And Estimates Of Installation
Costs Are Reasonable And Well Supported.

PennFuture asserts that the Company has selected LED fixtures that arc not the least
expensive equipment that can be found on the market, are not available in the sizes identified by
the Company, and have a useful life longer than the [ificen-year estimate uscd to develop the
Company’s proposed rate. See Pennlfuture Main Brief, pp. 5-8. As cxplained below, each of

PennlFuture’s contentions is either incorrect or is based on a flawed and crroneous analysis.



At the outset, the legal standard for addressing these issucs must be repeated. Simply
stated, a utility is entitled to exercise its reasonable judgment in choosing how it will mect its
obligation to [urnish safe, reliable and efficient service to its customers, including the sclection
of cquipment used to provide that service. The extensive Commission and appellate authority
establishing and repeatedly aflirming that standard is discussed in the Company’s Main Brief (p.
8). In this case, Penn Power used a reasonable, prudent and totally transparent method to sclect
LLED fixtures. Specilically, the GE Evolve series lighting was selected based on the outcome of
a rigorous competitive procurement process conducted in May-June of 2014, The Company’s
proposcd fixture sizes arc available as part of the GE Evolve scrics and were scleeted aller
carelully considering the input of potential customers and analyzing the LEED oflcrings of
Baltimore Gas & Electric, Duquesne Light, and Progress Energy. Morcover, and contrary to
PennFuture’s contentions, the wattage of the LED lights that would be installed under the
proposcd olfering will be entirely within the discretion of the customer. See Company Main
Brief, p. 9.

In determining the filleen-year useful life of the selected lixtures, the Company’s
engincers carcfully considered the potential average life of the components of the LED street
light in addition to the average life of the LEDs themselves. Significantly, Pennl'uture witness
Woodbury admitted that the Company’s service life estimate is within the range of service life
estimates uscd by the utility industry of between 15-35 years. See Company Main Bricf, pp. 8-
10.

PennFuture also contends that the Company’s estimate of installation costs is too high.
However, that criticism was bascd entirely on an anecdotal comparison to the price allegedly

charged by a private contractor to the City of Pittsburgh (PennFuture Main Brief, p. 7).



Apparently, PennFuture and its witness belicve that the per-fixture contract installation price 1o
replace all of the fixtures in a city the size of Pittsburgh can be meaningfully compared to the
per-lixture installation cost for groups of fixtures ol as few as twelve (the minimum allowed
under the Company’s proposed service offering). The size and economy-of-scale ditlerences
between those markedly different kinds of projects render PennFuture’s comparison
meaningless.

Furthermore, just as the selection of LED fixtures is within the reasonable management
discretion of the Company and is not subject to second-guessing or micromanaging cither by the
Commission or by PennFuture (see Company Main Briel, pp. 8-10), so too is the manner in
which LED fixtures are to be installed and maintained. The Company has, in fact, fully
supported its cost estimates, which arc based on a reasonable approach to installing and
maintaining LED street lighting. Thus, in addition to deseribing what each cost-category of its
proposal cncompasses, the Company explained that its estimates were based on using utility
employces and utility installation equipment, not private contractors. Those estimates also
properly reflect mainienance cost savings and the cconomics of scale appropriate for the
installation projects the Company will encounter given its service territory, its customer basc and
the requirement that a minimum of twelve lights be replaced at one time. It is certainly
rcasonablc for the Company to use its exisling, well-trained and prolicient union work force 1o
install LED street lights, because that is the very same work force the Company currently uscs to

install and maintain all of its other forms of street lighting. See Company Main Brief, pp. 10-11.

B. The Company’s Cost Of Service Study Mcthodology Is Consistent With
Commission Precedent And Broader Industry Standards.

PennFuture also criticized the manner in which general distribution-related costs (c.g.,

costs of poles, conductors, and transformers) were allocated among customer classes in the
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Company’s class cost ol service study. Specifically, Pennifuture contends that using non-
coincident peak (“NCP”) demands to allocate demand-related costs overstates the cost of service
for the street lighting class because doing so allcgedly ignores the “marginal cost™ of delivering
electricity to street lights. According 1o PennFuture, street lighting’s “marginal cost™ js lower
than the cost Lo scrve other users of the distribution system because sireet lighting represents
“stable™ load and operates primarily “off-pcak.” See PennFuture Main Brief, p. 7.

While criticizing the Company’s cost of service study, Pennluture did not present an
alternative analysis of the cost of service for the street lighting class. Instead, it made a vague,
non-quantificd claim that the cost of street lighting distribution service should be reduced
because “[ffor street fighting it makes more sense to “apply considerable judgment” and use a
coincidental peak approach or a coincidental peak approach with some percentage allocation
bascd on non coincidental peak.” See Pennfuture Main Brief, p. 7. However, PennFuture has
cited no authority for its contention that “marginal cost” is ~ or should be — the measure of cost
ol service for ratemaking purposcs. Morcover, “stability” of load and ofT-peak opcration are
relevant principally 1o determining the cost of gencration. Generation costs are not part of the
LED rates at issuc, which recover only the cost of delivering power, not generating it. The
benefits of load stability and off-peak operation can be realized by strect lighting customers in
their purchasc of unbundled generation service, which is a subject entirely outside the scope of
this casc.

PennlFuture’s claim that a “coincident peak™ demand factor should be substituted for NCP
demand in the Company’s cost of service study was forcefully rebutied by the Company’s cost
of service expert, Hillary E. Stewarl. Ms. Stewart explained that NCP demand is universally

accepted for allocating distribution demand costs, as evidenced by its endorsement by the



National Association of Regulatory Ulility Commissioners (*"NARUC”) in its Llectric Utility
Cost Allocation Manual (pp. 96-97). Morcover, the use of NCP demand to allocate distribution
demand costs has been explicitly approved by this Commission as recently as the last fully
litigated clectric rate case that the Commission decided.’ There is no basis in sound cost of
service principles or the precedent of this Commission for using a coincident peak allocation for

distribution plant. See Company Main Bricf, pp. 12-13.
C. The Company’s Per Fixture Distribution Rate s Reasonable

PennFuture contends that the Company “begins its analysis with faulty assumptions to
arrive at a tari{f rate completely out of line with market conditions.” See Pennlfuture Main Brief,
pp- 8-9. The Company’s per fixture distribution rate is the culmination of the Company’s
selection of LED fixtures, cstimation ol fixture and non-fixture costs, and allocation of general
distribution-related costs. As discussed in detail in the Company’s Main Brief and summarized
above, cach of the inputs into the Company’s proposed distribution ratc is rcasonable and well
supported. Moreover, the Company made a special effort to design its proposed LIED rates to
increase customer acceptance by using an innovative levelizing approach to setting LED charges,
as also discussed in detail in the Company’s Main Brief.

PennFuture closes its Main Bricl by identifying several benefits of LED streetlighting,

including benefits to municipalitics.! Se¢ PennFuture Main Brief, pp. 9-10. The Company’s

? Pa. PUC v PPL Elee. Utils. Corp., Docket No. R-2012-2290597 (Final Order entered December 28,
2012), p. 106 (*According to PPL, the filed COSS in this procecding is virtually identical to the methodology
adopted by the Commission in its 2010 base rate proceeding using the class maximum non-coincident peak (NCP)
demand method, which is based on the highest demand imposed by each class on its distribution sysiem, to allocate
its demand-related distribution costs. PPL St. 8 at 19.%) See Jd. at 112 approving and adopting PPL’s proposed cost
of service study.

! As part of this discussion, PennFuture states that “Pennklec maintains over 974,000 individual strectlights
of varying application and sizes.” See PennFuture Main Brief, pp. 9-10. Presumably PennFuture intended to discuss
the streetlight count for Penn Power, but this (igure is incorrect for both Penclee and Penn Power. As noted in the
Company’s Main Brief, Penn Power has 10,281 fixtures.



proposed LED street lighting offering is intended to provide customers with an opportunity to

achieve those benefits by exploring LED street lighting options. Notably, as previously

mentioned, no potential customers, specilically municipalities, intervened in this case 1o

chaflenge the Company’s LED service offering, nor did they voice any informal opposition.

Moreover, no customer will be able to enjoy the benefits of LED service if the Company’s LED

service offering is rejected based on PennFuture’s meritless criticism.

CONCLUSION

For the reasons set lorth above, the criticisms of PennFuture should be rejected and Penn

Power’s proposcd LED strect lighting offering should be approved without modification.
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