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HISTORY OF THE PROCEEDING


On November 30, 2007, PPL Electric Utilities Corporation (PPL) filed a petition requesting that the Commission approve a Rate Stabilization Plan (RSP) to establish the terms and conditions under which PPL would implement a phase-in of the currently estimated average 2010 rate increase in excess of 25% for provider of last resort (POLR) service.  The Commission assigned a temporary docket number to the proceeding of TN 100.  The proposed RSP, if approved, would be in effect from July 1, 2008 through December 31, 2011 and would be available to residential, small commercial and industrial customers and certain street lighting customers.  PPL attached to the petition pro forma tariff pages establishing a Rate Stabilization Plan Rider (RSP Rider) to implement the RSP.  
According to the petition, the RSP would help customers better manage the expiration of the generation rate caps in 2010 and the accompanying expected rate increase.  The RSP would phase-in the estimated 2010 rate increase over several years.  The RSP would accomplish this by allowing PPL to collect an RSP charge from customers from July 2008 through December 2009.  The amounts collected plus interest would then be paid back to those customers in the form of an RSP credit on each customer’s bill from January 2010 to December 2011.  The total credits would equal the customer’s total payments plus interest.  According to the petition, customers could elect not to participate in the RSP program at any time and would receive a full refund of the money they paid into the program plus interest.  
The petition contends that the RSP is a reasonable and appropriate mechanism for smoothing the significant rate increases expected in 2010.  The petition requests that the Commission review the RSP petition on an expedited basis, find that the RSP is just and reasonable and grant the petition.   
On December 19, 2007, the Commission’s Office of Trial Staff (OTS) filed an answer to PPL’s petition.  On December 20, 2007, the Office of Consumer Advocate (OCA) and the Office of Small Business Advocate (OSBA) filed answers to PPL’s petition.  OCA and OSBA also filed notices of intervention and public statements on December 20, 2007.  The answers of OTS, OCA and OSBA all object to the RSP because it requires all eligible customers to be enrolled to participate unless they elect not to do so.  OTS, OCA and OSBA all contend that PPL’s RSP should allow customers to opt into the plan at their discretion rather than enrolling all customers and forcing them to opt out of the plan if they do not wish to participate.  OTS, OCA and OSBA all contend that the RSP, as presented by PPL in its petition, is not voluntary and contrary to the Commission’s policy statement at 52 Pa. Code §69.1811.  The answers of OTS, OCA and OSBA all request that the Commission either deny PPL’s petition or grant the petition only if it modifies the RSP by allowing PPL’s customers to opt into the RSP.

On December 19, 2007, the Commission on Economic Opportunity (CEO) and Constellation Energy Commodities Group, Inc. and Constellation New Energy, Inc. (collectively Constellation) filed petitions to intervene.  Constellation also filed a motion for admission pro hac vice on behalf of Divesh Gupta, Esquire.  CEO’s petition to intervene alleges that it is a non-profit corporation that is an advocate for low income individuals residing in Luzerne County, which is in PPL’s service territory.  Constellation’s petitions to intervene assert that it provides wholesale power to retail and wholesale customers in PPL’s service territory.  CEO and Constellation request that the Commission grant their petitions to intervene.

On December 20, 2007, FirstEnergy Solutions Corporation (FES) filed a petition to intervene.  Also on December 20, 2007, PP&L Industrial Customer Alliance (PPLICA), the Pennsylvania Public Utility Law Project (PULP), and the Governor and Executive Agencies of the Commonwealth of Pennsylvania (Executive Agencies) all filed petitions to intervene and answers to PPL’s petition.  FES’s petition to intervene asserts that it is a potential wholesale electric power supplier in PPL’s service territory.  PPLICA’s petition to intervene alleges that is an association of commercial and industrial customers in PPL’s service territory.  PULP’s petition to intervene alleges it is a non-profit corporation that represents low income residential utility customers in PPL’s service territory. The Executive Agencies’ petition to intervene alleges that they are customers of PPL that will be enrolled in the RSP.  The answers of PPLICA, PULP and the Executive Agencies all object to the RSP because it requires all eligible customers to be enrolled and participate unless they elect not to do so.  FES, PPLICA, PULP and the Executive Agencies request that the Commission grant their petitions to intervene.

By hearing notice dated December 20, 2007, the Commission scheduled a prehearing conference for this matter on January 30, 2008 at 10:00 a.m. in Hearing Room 4, Commonwealth Keystone Building, Harrisburg and assigned the case to me.  I issued a prehearing order on December 21, 2007 directing the parties to file prehearing conference memoranda.
On December 21, 2007, Direct Energy Services, LLC (Direct Energy) and the Retail Energy Supply Association (RESA) filed petitions to intervene.  Direct Energy’s petition to intervene asserts that it is a potential wholesale electric power supplier in PPL’s service territory.  RESA’s petition to intervene asserts that it is an association of power marketers, independent power producers and other companies that support the electric services industry and seek to develop a more competitive power industry.  Direct Energy and RESA request that the Commission grant their petitions to intervene.

On December 24, 2007, Eric Joseph Epstein (Epstein) filed a petition to intervene.  Epstein’s petition to intervene asserts that he is a residential customer of PPL, that he will be enrolled in PPL’s proposed RSP and that he has participated in other Commission proceedings involving PPL.  Epstein requests that the Commission grant his petition to intervene.

On December 27, 2007, Richards Energy Group (Richards) filed a petition to intervene.  Richards’ petition to intervene asserts that it is a licensed electric generation supplier in Pennsylvania and provides service to customers within PPL’s service territory.  Richards requests that the Commission grant its petition to intervene.

Notice of PPL’s petition was published in the Pennsylvania Bulletin on January 5, 2008 at 38 Pa.B. 139 specifying a deadline of January 25, 2008 for the filing of protests, petitions to intervene and answers.  
On January 8, 2008, PPL filed an answer to the petition to intervene of CEO.  The answer states that PPL does not object to CEO’s intervention to raise relevant issues related to its stated interest in this proceeding.  On January 9, 2008, PPL filed answers to the petitions to intervene of PULP, the Executive Agencies, PPLICA, Direct Energy, RESA, Epstein and Richards.  The answers state that PPL does not object to these parties’ interventions to raise relevant issues related to their stated interests in this proceeding.  On January 25, 2008, PPL filed answers to the petitions to intervene of FES and Constellation.  The answers state that PPL does not object to these parties’ interventions to raise relevant issues related to their stated interests in this proceeding.
Also on January 25, 2008 OSBA filed a protest to PPL’s petition.  The protest essentially reiterates the objections to PPL’s RSP raised by OSBA in its petition to intervene.
On January 25, 2008, PECO Energy Company (PECO) filed a petition to intervene.  The petition to intervene alleges that PECO is an electric distribution company and that its restructuring rate caps are due to expire on December 31, 2010.  According to PECO it will be directly affected by a Commission decision in this proceeding and may be bound by the Commission’s decision regarding the phase-in of post restructuring rate increases.  PECO requests that the Commission grant its petition to intervene.

On January 25, 2008, Gene Stilp (Stilp) filed a petition to intervene.  Stilp requests that the Commission grant his petition to intervene.  Constellation also filed an amended motion for admission pro hac vice on behalf of Divesh Gupta, Esquire on January 25, 2008.

On January 28, 2008, I issued an order granting the petitions to intervene of FES, Constellation, CEO, PULP, PPLICA, Executive Agencies, Direct Energy, RESA, Epstein and Richards.  

I conducted a prehearing conference in this case on January 30, 2008 at 10:00 a.m. in Harrisburg as scheduled.  Present were counsel for PPL, OTS, OCA, OSBA, PULP, PPLICA, Executive Agencies, Direct Energy, RESA, Richards, FES, PECO, and Constellation.  Epstein appeared pro se.  In accordance with my prehearing conference order, dated December 21, 2007, PPL, PULP, PPLICA, Richards, Constellation, RESA, Direct, CEO, PECO, OTS, OCA, OSBA, the Executive Agencies, Epstein and Stilp all filed prehearing memoranda.  None of the parties present at the January 30, 2008 prehearing conference opposed the petitions to intervene filed by PECO and Stilp.  (N.T. 13-14)  At the prehearing conference, the parties agreed to a litigation schedule.  (N.T. 15-18)


On January 30, 2008, I issued an order granting the petitions to intervene of PECO and Stilp.  As a result of the prehearing conference, I issued Prehearing Order #2 on January 31, 2008 that established a litigation and briefing schedule for this proceeding.
  

By letter dated February 12, 2008, I informed the parties that the Secretary’s Bureau had assigned a permanent docket number to this proceeding of P-2008-2021776.  By notice dated February 12, 2008, the Commission scheduled this matter for hearings on April 8, 9 and 10, 2008 in Hearing Room 5, Commonwealth Keystone Building.



On February 20, 2008, I received communications from the parties to this proceeding representing that all the parties had reached an agreement in principle settling all the issues in this proceeding and requesting that I suspend the litigation schedule set forth in Prehearing Order #2.  As a result, I issued an order on February 22, 2008 suspending the litigation schedule set forth in Prehearing Order #2 issued January 31, 2008 and cancelling the hearings scheduled for April 8, 9 and 10, 2008.



On February 27, 2008, PPL filed a joint petition for settlement signed by counsel for PPL, OTS, OCA, OSBA, RESA and Richards as well as by Epstein and Stilp.  Attached to the joint petition as Appendices B through H are statements in support of the joint petition for settlement from PPL, OTS, OCA, OSBA, RESA, Richards and Epstein.  PPL’s and OTS’ statements in support contain affidavits stating that the averments set forth in the statements are accurate.  Also attached to the joint petition as Appendices I through M are letters of non-opposition to the joint petition for settlement from the Executive Agencies, PPLICA, Direct, CEO and PULP.  


 As a separate document, PPL also filed a copy of its RSP petition filed on November 30, 2007, marked as PPL Settlement Exhibit 1, a copy of the prepared testimony of Douglas A. Krall, served on January 30, 2008, marked as PPL Settlement Exhibit 2 and a copy of the prepared testimony of Oliver G. Kasper, served January 30, 2008, marked as PPL Settlement Exhibit 3.  The parties have agreed to submit these three exhibits in support of the joint petition for settlement.  PPL requests that these three exhibits be admitted into the record without objection.  I have attached true and correct copies of the joint petition for settlement, the statements in support, the letters of non-opposition and PPL Settlement Exhibits 1, 2 and 3 to this recommended decision.  


PPL served a copy of the joint petition for settlement and attachments as well as PPL Settlement Exhibits 1, 2 and 3 on each of the parties and interveners.  I have not received any written comments or objections from any of the parties or interveners as of the date of this recommended decision opposing the joint petition for settlement or objecting to the admission of PPL Settlement Exhibits 1, 2 and 3 into the record.  


The record in this proceeding closed on February 27, 2008, the date the parties filed the joint petition for settlement.  By notice dated February 28, 2008, the Commission cancelled the hearings scheduled on April 8, 9 and 10, 2008 for this matter.  For the reasons set forth below, I will approve the joint petition for settlement.
DISCUSSION

Commission policy promotes settlements, 52 Pa. Code §5.231.  Settlements lessen the time and expense the parties must expend litigating a case and at the same time conserve precious administrative hearing resources.  The Commission has indicated that settlement results are often preferable to those achieved at the conclusion of a fully litigated proceeding.  52 Pa. Code §69.401.
In order to accept a settlement, the Commission must first determine that the proposed terms and conditions are in the public interest.  Pennsylvania Pub. Util. Comm’n v. York Water Co., Docket No. R-00049165, (Order entered October 4, 2004); Pennsylvania Pub. Util. Comm’n v. C S Water and Sewer Assoc., 74 Pa. PUC 767 (1991).  For the following reasons, I find that the joint petition for settlement, which is unopposed by any party, is in the public interest.
BACKGROUND


The Electric Generation Customer Choice and Competition Act (Customer Choice Act) became effective on January 1, 1997.  The Customer Choice Act attempted to create a competitive retail market where customers could choose among competing electric generation suppliers.  (Settlement Petition ¶2)  As part of the transition to this competitive retail market, the Customer Choice Act provided for caps on the rates charged by electric distribution companies (EDCs).  The Customer Choice Act required all EDCs to file restructuring plans with the Commission.  The Customer Choice Act also required every EDC to act as the provider of last resort (POLR), until the end of the transition period and thereafter according to Commisison regulations, for its customers who chose not to shop for electricity from competing electric generation suppliers.  (Settlement Petition ¶2) 


On August 27, 1998, at R-00973954, the Commission approved a settlement regarding the restructuring plan submitted by PPL’s predecessor.  The settlement extended PPL’s generation rate cap until the end of 2009 and provided that PPL would serve as the POLR for its non-shopping customers through December 31, 2009.  (Settlement Petition ¶4)  To meet its POLR obligation, PPL entered into an agreement under which PPL purchases its POLR requirements from PPL EnergyPlus at a price equal to the rate caps established by the Customer Choice Act.  On July 31, 2001, at G-00010886, the Commission approved this agreement between PPL and PPL EnergyPlus.  This agreement terminates on December 31, 2009.  (Settlement Petition ¶4)  Beginning January 1, 2010, PPL must purchase generation supply to meet its POLR obligation on the competitive market.



PPL filed a Competitive Bridge Plan (CPB) on August 2, 2006, setting forth how it would obtain its POLR supply for 2010 which is described as a bridge year because PPL’s generation rate caps expire one year before those of most of the other Pennsylvania EDCs.  On May 17, 2007, at P-00062227, the Commission approved PPL’s CPB.  (Settlement Petition ¶5)  The CPB provides that PPL will obtain generation supply to meet its 2010 POLR obligation through a series of six solicitations over the years 2007-2009.  PPL has completed the first two solicitations.  If the results of these first two solicitations are repeated over the next four solicitations, PPL’s default service customers will face substantial generation rate increases when the generation rate caps expire in 2010.  (Settlement Petition ¶5) (PPL Settlement Exhibit 2, pg. 4)  PPL estimates that the total bill increase for an average residential customer using 1000 kWh of electricity per year would be approximately 34.5%.   (PPL Settlement Exhibit 2, pg. 4)  PPL estimates that the total bill increase to small commercial and industrial customers would be between 22.8% and 42.2%.   (PPL Settlement Exhibit 2, pg. 4) 


On September 15, 2007, the Commission adopted a policy statement at M-00072009 determining that it was in the public interest for customers to have reasonable opportunities to mitigate the effect of the expiration of the generation rate caps in 2010.  In order to address the increase in generation rates when the rate caps expire in 2010, PPL developed the RSP, which is designed to help mitigate the effects of the rate cap expiration.  (Settlement Petition ¶6) (PPL Settlement Exhibit 2, pg. 5)      
TERMS OF THE SETTLEMENT



The joint petition for settlement states that PPL, OTS, OSBA, RESA, Richards, Epstein and Stilp (Joint Petitioners) agree that the joint petition for settlement resolves all the issues in this proceeding.  The joint petition for settlement alleges that none of the other parties or interveners objects to the joint petition for settlement.  In addition, the Joint Petitioners assert that PECO, First Energy and Constellation do not oppose the petition. (Settlement Petition pg. 1)  As of the date of this recommended decision, I have not received any written comments or objections from any of the parties or interveners opposing the joint petition for settlement.  The Joint Petitioners agree to resolve all issues based on the terms set forth below and agree that the terms of the joint petition for settlement supersede the RSP described in PPL’s November 30, 2007 petition.  (Settlement Petition ¶17)
The RSP



PPL agrees to implement the RSP on an opt-in basis as set forth in the joint petition for settlement and the revised tariff supplement attached to the joint settlement petition as Appendix A.  (Settlement Petition ¶ 18)  The RSP will be available on an opt-in basis to certain residential, small commercial and industrial and street lighting customers but will not be available to large commercial and industrial customers.  (Settlement Petition ¶ 19)



PPL will collect the RSP charge on a monthly basis from participating customers from July 2008 through December 2009.  The amounts collected under the RSP plus interest will then be paid back to the participating customers in the form of an RSP credit on each customer’s bill from January 2010 through December 2011.  (PPL Settlement Exhibit 2, pg. 6)  This process will help customers to mitigate the 2010 generation rate increase over a period of several years with most customers receiving a series of annual single digit increases from July 2008 through January 2012.  (Settlement Petition ¶ 20)


PPL has calculated the amounts collected and credited under the RSP based on certain assumptions regarding the generation rate increase that will take place in 2010.  The Joint Petitioners agree that the amounts collected and credited under the RSP will remain fixed and will not be revised should future events alter PPL’s assumptions regarding the generation rate increase.  The Joint Petitioners also agree that the Commission’s approval of the joint petition for settlement and the RSP will not constitute Commission approval of PPL’s assumptions regarding the generation rate increases.  (Settlement Petition ¶ 21)



Customers who participate in the RSP may leave the RSP program at any time.  Customers who leave the RSP will receive the full amount paid into the plan, plus interest as either a credit on future bills or as a one time refund.  Customers may elect to enroll in the RSP over the internet, by using a special toll free 800 number or by returning a postage paid reply card.  (Settlement Petition ¶ 22)



PPL will implement the RSP through an RSP Rider, attached to the joint petition for settlement as Appendix A.  The RSP provides for a fixed monthly charge in 2008-2009 and a fixed monthly credit from 2010-2011.  PPL will place all revenue received from the RSP in a separate account which will accrue 6% interest per year, the legal rate of interest in Pennsylvania, compounded monthly.  The revenue collected from the RSP will be returned to customers, including the accrued interest, through a monthly credit in 2010 and 2011.  (Settlement Petition ¶ 23) 
 


For purposes of the RSP, each rate schedule will be divided into usage strata established in a manner so that customers in each stratum whose 2010 usage remains consistent with historic usage will experience similar percentage increases in their 2010 bills.  For each stratum in each rate schedule, the monthly charges and credits will produce a more gradual rate increase from July 1, 2008 to January 1, 2012.  Existing customers who participate in the RSP will be placed in the appropriate stratum based on each customer’s actual usage over the most recent twelve month period and new customers will be placed in the appropriate stratum based on PPL’s estimate of the customer’s anticipated annual usage.  (Settlement Petition ¶ 24) (PPL Settlement Exhibit 3, pg. 4-5)


The RSP is a non-bypassable charge or credit that will be applied to the bills of all customers who participate in the RSP and will be separately listed as a line item on their bill.  Customers will be able to participate in the RSP if they now purchase or in the future chose to purchase generation supply from an electric generation supplier.  (PPL Settlement Exhibit 3, pg. 8-9)  The RSP will not adversely affect competition because the charges and credits will not affect the price to compare for shopping purposes.  (Settlement Petition ¶ 25) (PPL Settlement Exhibit 2, pg. 10-11)


The RSP Rider contains tables for each eligible rate schedule that sets forth the charges and credits applicable to participating customers served under the rate schedule.  An average residential customer using 1000 kWh per month served under Rate Schedule RS would pay a charge of $7.50 per month for six months in 2008 and $15.00 per month in 2009.  That customer would receive a credit of $13.65 per month in 2010 and a credit of $6.83 per month in 2011 with the credit ending on January 1, 2012.  (PPL Settlement Exhibit 3, pg. 6)  Using this example, PPL estimates the average residential customer would see total bill increases of 7% in 2008, 7% in 2009, 6% in 2010, 6% in 2011 and 5% in 2012.  (Settlement Petition ¶ 26-27) (PPL Settlement Exhibit 3, pg. 6)
Eligibility and participation in the RSP


The following customers are eligible to participate in the RSP:



1) All residential customers taking service under Rate Schedules RS, RTS, 


or RTD except customers enrolled in the OnTrack program. 



2) All small commercial and industrial customers taking service under 



Rate Schedules GS-1, GS-3, GH-1(R) or GH-R(2).



3) All street lighting customers taking service on Rate Schedule SE.




4) Customers participating in PPL’s budget billing program.  (Settlement 



Petition ¶ 28-30)


Eligible customers can chose to participate prior to the start of the program on July 1, 2008 or at any time prior to the end of the RSP payment term ending December 2009.  An eligible customer’s participation will end:



1) When the customer fails to pay his or her bill in full for two consecutive 


billing cycles after joining the RSP program.




2) When the customer voluntarily requests disconnection of his or her 



electric service.




3) When PPL terminates a customer’s electric service.




4) When the customer voluntarily elects to leave the program.




5) When the customer otherwise becomes ineligible for the program. 


A customer ending participation in the RSP program will receive the then current balance of his or her payments into the program, including interest, as either a credit on his or her bill.  In lieu of the bill credit, the customer may request that PPL return the then current balance by check.  (Settlement Petition ¶ 31) 


Customers who elect to participate in the RSP after the start of the program must make a one time payment equal to the then current balance plus interest for other customers in the same rate schedule stratum.  This one time payment will be included in the customer’s next bill following the customer’s election to participate in the RSP.  (Settlement Petition ¶ 32)  Eligible customers can consent to participate in the RSP through election over the internet, by informing PPL using a special toll free 800 telephone number or by returning a postage paid reply card.  (Settlement Petition ¶ 33)

Description of the RSP Rider


The RSP Rider contains and describes all the charges and credits for the full term of the RSP as well as the eligibility criteria and rules for electing to participate in the RSP.  The proposed effective date of the RSP Rider is July 1, 2008.  (Settlement Petition ¶ 34)  The RSP Rider will terminate on December 31, 2011. (PPL Settlement Exhibit 3, pg. 9)  Any bills rendered to participants after that date which covers service for that date will reflect the final credit amount.  (Settlement Petition ¶ 36)


The RSP will not be reconciled.  PPL will track the charges and credits for each stratum and all payments collected by PPL will be combined and placed in a separate RSP account. (PPL Settlement Exhibit 3, pg. 9) Because the charges and credits are fixed and will not fluctuate according to customer usage, PPL will know how much each customer has paid into and received from the RSP.  (Settlement Petition ¶ 37) 



In the event that PPL cannot implement the RSP by July 1, 2008, it will recalculate the charges and credits stated in the RSP Rider.  If PPL recalculates the charges and credits, the parties and interveners to this proceeding will have the opportunity to review the recalculated RSP charges and credits as part of PPL’s subsequent compliance filing regarding the RSP.  (Settlement Petition ¶ 38)
Public Notice


PPL will provide notice to its customers at the time the Commission acts on the RSP, before implementing the RSP and during the term of the RSP.  PPL will provide notice and information on five primary topics as follows:



1) The magnitude of the expected rate increase in 2010.




2) The reasons for that increase.




3) A full description of the RSP.




4) A full description of how customers can elect to participate in the RSP.




5) The availability of budget billing and universal service programs.  



(Settlement Petition ¶ 39) (PPL Settlement Exhibit 2, pg. 11)


Upon Commission approval of the RSP, PPL will issue a news release as well as provide television and radio interviews to announce the details of the RSP.  PPL will also send a bill insert to all its customers setting forth eligibility requirements.  The insert will include details of the RSP, where to find additional information and how to elect to participate in the RSP.  PPL will follow up with a direct mailing to all active residential and small commercial and industrial customers, a second bill insert and paid advertisements in newspapers located in its service area.  PPL will provide parties to this proceeding an opportunity to review and comment on sample communication material concerning the RSP.  (Settlement Petition ¶ 40) (PPL Settlement Exhibit 2, pg. 11-12)


PPL will respond to customer calls to the special 800 number regarding the RSP.  PPL will also make presentations to community groups, brief community based organizations and local business and chamber of commerce groups to help them understand the RSP.  After the RSP becomes effective, PPL will continue to respond to customer inquiries via the internet and telephone.  PPL will also provide information about the RSP to new customers during 2008 and 2009 in the welcome package it provides to new customers.  (Settlement Petition ¶ 41) (PPL Settlement Exhibit 2, pg. 12)  PPL will pay for the cost of the RSP from existing revenues and will not seek to recover in rates any new costs incurred to implement the RSP that would not have been incurred but for the RSP.  (Settlement Petition ¶ 42)

Modification of the Budget Billing Program.



PPL has reviewed its budget billing program and determined that the expected 2010 rate increase could result in significant catch-up adjustments for budget billing customers, depending on their anniversary date for adjustment of his or her budget bill.  In order to avoid this significant adjustment, PPL will adjust the budget bill payments of all budget bill customers on January 1, 2010 to reflect one half of the 2010 rate increase.  This modification is separate and apart from the RSP.  (Settlement Petition ¶ 43)


Appendix A, attached to the joint petition for settlement, contains the proposed revision to Tariff Rule 9.E. to implement this change.  The revision affects all budget billing customers and is not an option.  All other aspects of the budge billing program will remain unchanged.  (Settlement Petition ¶ 44)
PUBLIC INTEREST



The terms recited above are in the public interest and balance the interests of PPL, PPL’s customers and the interests of the Joint Petitioners.  The joint petition for settlement will implement the RSP that will assist PPL’s customers in managing the expected generation rate increase in 2010.  The RSP will accomplish this by phasing in the expected rate increase over a multi year period.  The RSP will allow PPL’s customers the opportunity to avoid a one time significant rate increase when the generation rate caps expire at the end of 2010.  The provisions of joint petition for settlement initiate the RSP in order to address this concern and are a reasonable balance between the interests of PPL on one hand and its customers on the other.
The joint petition for settlement will implement the RSP on an opt-in basis.  This is consistent with the Commission’s policy statement at 52 Pa. Code §69.1811.  This opt-in provision of the joint petition for settlement will address the concern raised by some of the Joint Petitioners and interveners that PPL’s original proposal to enroll all eligible customers in the RSP and allow them to opt out violated the generation rate cap.  The provisions of joint petition for settlement that implement the RSP on an opt-in basis address this concern and are a reasonable balance among the interests of PPL, its customers, the Joint Petitioners and the interveners.
The joint petition for settlement allows for expedited treatment of the RSP.  Prompt resolution of this proceeding will allow PPL to ensure the successful implementation of the RSP by providing PPL with sufficient time to inform and educate its customers prior to the proposed effective date of July 1, 2008.  The timely implementation of the RSP is in the interest of both PPL and its customers.   
Approving and adopting the joint settlement petition is also in the public interest because accepting the settlement will avoid the substantial time and expense involved in litigating the proceeding.  Accepting the settlement will negate the need to examine or cross-examine witnesses, prepare main briefs, reply briefs, exceptions and reply exceptions and possibly file appeals.  Avoiding these expenses serves the interests of PPL, the Joint Petitioners, the interveners and PPL’s customers.
EVIDENTIARY STIPULATIONS



PPL requests that I admit into evidence, without objection, the following testimony and exhibits:  1) A copy of PPL’s RSP petition filed on November 30, 2007 marked as PPL Settlement Exhibit 1; 2) A copy of the prepared testimony of Douglas A. Krall, served on January 30, 2008, marked as PPL Settlement Exhibit 2 and; 3) A copy of the prepared testimony of Oliver G. Kasper, served January 30, 2008, marked as PPL Settlement Exhibit 3.  The parties have agreed to submit these exhibits in support of the joint petition for settlement.  I will grant PPL’s request.  

CONDITIONS OF SETTLEMENT



The proposed settlement is conditioned upon the Commission’s approval of terms and conditions contained in the settlement without modification.  If the Commission modifies the proposed settlement, any Joint Petitioner may elect to withdraw from the proposed settlement and may proceed with litigation.  Any election to withdraw must be made in writing, filed with the Commission and served upon all Joint Petitioners within five business days after the entry of an order modifying the proposed settlement.  In the event a party withdraws from the proposed settlement, the proposed settlement shall be of no force and effect.  If the Commission does not approve the proposed settlement and the proceeding continue to hearings, the Joint Petitioners reserve their respective rights to present additional testimony, to conduct full cross-examination and to submit briefs, reply briefs, exceptions and replies to exceptions.  (Settlement Petition ¶ 46-47)  


The Joint Petitioners acknowledge that the proposed settlement reflects a compromise of competing positions and does not necessarily reflect any party’s position with respect to any of the issues raised in this proceeding.  The Joint Petitioners agree that the proposed settlement shall not constitute or be cited as precedent in any other proceeding.  If the ALJ adopts the settlement without modification, the Joint Petitioners waive their rights to file exceptions.  (Settlement Petition ¶ 48-49)  The Joint Petitioners have requested expedited review and approval of the joint petition for settlement by the ALJ and the Commission so that PPL may implement the RSP Rider no later than July 1, 2008.  (Settlement Petition ¶ 50) 
CONCLUSION

For the reasons set forth above, I find that the proposed settlement is in the public interest.  Accordingly, I recommend that the Commission approve the proposed settlement and that PPL file a tariff supplement as set forth in their proposed compliance tariff attached to the joint petition for settlement as Appendix A to become effective on one day’s notice after the entry of a final Commission Order.

CONCLUSIONS OF LAW


1.
The Commission has jurisdiction over the subject matter of and the parties to this proceeding.



2.
The joint petition for settlement filed on February 27, 2008 among PPL and the Joint Petitioners is in the public interest and should be approved by the Commission.

ORDER



THEREFORE,



IT IS RECOMMENDED:



1.
That PPL Electric Utilities Corporation shall not place into effect the proposed tariff establishing a Rate Stabilization Plan Rider attached to its petition filed November 30, 2007.



2.
That the joint settlement petition among PPL Electric Utilities Corporation, the Commission’s Office of Trial Staff, the Office of Consumer Advocate, the Office of Small Business Advocate, Retail Energy Supply Association, Richards Energy Group, Eric Joseph Epstein and Gene Stilp filed on February 27, 2008 in the above-captioned case is hereby approved and adopted.


3.
That PPL Electric Utilities Corporation shall file a tariff supplement as set forth in the proposed revision attached to the joint petition for settlement as Appendix A to become effective on one day’s notice after entry of the final Commission order.



4.
That the following documents are admitted to the record:  1) A copy of PPL Electric Utilities Corporation’s RSP petition filed on November 30, 2007 marked as PPL Settlement Exhibit 1; 2) A copy of the prepared testimony of Douglas A. Krall, served on January 30, 2008, marked as PPL Settlement Exhibit 2 and; 3) A copy of the prepared testimony of Oliver G. Kasper, served January 30, 2008, marked as PPL Settlement Exhibit 3. 



5.
That the Petition of PPL Electric Utilities Corporation for Approval of a Rate Stabilization Plan
 at Docket P-2008-2021776 (TN 100) shall be terminated and marked closed.

Date: March 4, 2008


















David A. Salapa







Administrative Law Judge
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Petition of PPL Electric Utilities Corporation
for Approval of a Rate Stabilization Plan

pursuant to 52 Pa. Code § 5.41, PPL Electric Utilities Corporation (“PPL Electric”
or the “Company”) hereby requests approval of a Rate Stabilization Plan (“RSP") to
establish the terms and conditions under which PPL Electric will implement a phase-in
of a currently estimated average 2010 rate increase in excess of 25% for provider of last
resort (“POLR") or default service." The proposed RSP, if approved, will be in effect
from July 1, 2008 through December 31, 2011, and will be available, on an optional
basis, to most residential customers,? small commercial and industrial (“Small C&I1”)
customers and certain street lighting customers, as described in more detail below.
Attachment A to this petition contains pro forma tariff pages establishing a Rate
Stabilization Plan Rider (‘RSP Rider”) to implement the RSP and a related change to
the Company’s budget billing program.

PPL Electric requests expedited review of the proposed plan. Specifically, PPL

Electric requests that the Pennsylvania Public Utility Commission (the “Commission”)

1 The basis for this estimate is further explained below.

’ PPL ELECTRIC
CPH 396199v1 RSP SETTLEMENT EX. 1




[image: image110.png]approve the RSP within approximately sixty days from the date of filing, or by

January 31, 2008, to provide sufficient time for the Company to fully inform its
customers of the RSP and for customers to make an informed decision as to whether to
participate.

As described in this petition, the RSP will help customers better manage the
expiration of the generation rate caps in 2010 and the expected rate increase at that
time. This is accomplished by a phase-in of the estimated 2010 rate increase over a
multi-year period. Over this period, customers enrolled in the RSP will see a smoother
pattern of annual rate increases.’ The plan, as explained in more detail below, provides
that PPL Electric will collect a specific RSP charge on a monthly basis from participating
customers from July 2008 through December 2009. The amounts collected under the
plan, plus interest, will then be paid back to the participating customers in the form of an
RSP credit on each custorner’s bill from January 2010 through December 2011. if the
customer remains in the RSP for its entire term, the customer’s credits in 2010-2011 will
equal the customer’s paymenté in 2008-2009 (plus interest). Customers, however, will
have the option, at any time, to elect not to participate further in the RSP and receive a
full refund of all the money they paid into the program, plus interest. Similarly, a
customer can elect to participate in the plan at any time during the payment term of the
RSP.

For the reasons set forth below, PPL. Electric submits that the RSP is in the

public interest and should be approved. The RSP provides a reasonable and

As explained in Section H! of this petition, customers enrolled in the OnTrack program and budget
billing program have existing mechanisms for rate stabilization and therefore are not eligible to
participate in the proposed RSP.

CPH 396199v1




[image: image111.png]appropriate mechanism to phase in the expected significant rate increases in 2010.

The program is voluntary and permits customers to exit the program at any time and
enter the program at any time during the payment period. The program will track
customer payments and credits by usage strata in a way that assures that all customers
will receive full credit for all amounts paid into the program, plus interest. In addition,
charges and credits under the program will not be part of PPL Electric's price to
compare and therefore will be competitively neutral. Finally, the RSP is but one of
several efforts being undertaken by PPL Electric to assist customers in dealing with
expected 2010 rate increases. Taken together, these efforts provide an extensive set of

appropriate options for customers to manage these increases.

I. Introduction and Background

1. On January 1, 1997, the Electricity Generation Customer Choice and
Competition Act (“Customer Choice Act”) became effective, adding Chapter 28 to the
Public Utility Code (“Code").3 In summary, Chapter 28 deregulated the generation of
electricity, established certain caps on rates charged by electric distribution companies
(“EDCs") and created the framework for a competitive retail market in which customers
could choose among competing generation suppliers. To implement these various
changes, Section 2806(d) required all EDCs in Pennsylvania to file restructuring plans
with the Commission.* In addition, and of specific relevance to this petition, Section

2807 required each EDC to act as the POLR for its non-shopping customers until the

3 66 Pa. C.S. Chapter 28.

4 &6Pa.C.S. § 2806(d).
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[image: image112.png]end of the EDC’s transition period and thereafter in accordance with regulations to be
promulgated by the Commission.

2. Pursuant to the statutory requirements discussed above, on April 1, 1997,
PPL Electric's predecessor, Pennsylvania Power & Light Company, submitted a
comprehensive restructuring plan to the Commission. After evidentiary hearings,
issuance of a recommended decision, entry of a final Commission order and extensive
post-order settiement discussions, the Company and virtually all other active parties
reached a settlement of that restructuring case.’ In a final order entered August 27,
1998, the Commission approved the Restructuring Settlement.®

3. Among other things, the Restructuring Settlement extended PPL Electric's
statutory generation rate cap from the end of 2005 to the end of 2009.” it also
confirmed that PPL Electric would continue to serve as the POLR supplier for its non-
shopping retail customers through December 31, 2009.% To meet its POLR obligation
within the rate cap constraints, PPL Electric issued a request for proposals to obtain,
through a competitive bidding process, the required supply of energy and capacity. PPL
EnergyPlus, LLC, an affiliate of PPL Electric, was the winning bidder. On June 20,
2001, the parties executed a generation supply agreement ("GSA") under which PPL

Electric purchases its POLR supply requirements from PPL EnergyPlus at a price equal

5 Joint Petition for Full Settiement of PPL, Inc.'s Restructuring Plan and Related Court Proceedings,
Docket No. R 00973954 {"Restructuring Seftlement™).

6 Application of Pennsylvania Power & Light Company for Approval of its Restructuring Plan under

Section 2806 of the Public Utility Code, Docket No. R 00973954 (“Restructuring Order”).

Restructuring Settlement, Section B.3.

8 See Restructuring Settiement, Section C.1 (i.e., for the duration of the stranded cost recovery
period).
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[image: image113.png]to the rate caps set forth in the Customer Choice Act and agreed to in the Restructuring
Settlement. On July 13, 2001, the Commission approved the GSA®

4. By its terms, the GSA terminates on December 31, 2009, and after that
date, PPL EnergyPlus has no obligation to provide generation supply to PPL Electric.'
As a result, beginning January 1, 2010, PPL Electric must return to the competitive
market to obtain the supply needed to meet its POLR obligations. The price for that
supply will be set by the market and the costs will be passed on fo retail customers
through the generation charge on PPL Electric customer bills beginning in 2010.

5. On August 2, 2006, PPL Electric filed a Competitive Bridge Plan (“CBP")
that set forth a detailed proposal for how PPL Electric would obtain its POLR supply for
2010, which was described as a "bridge” year because PPL Electric's generation rate
cap expires one year before most other major Pennsylvania EDCs. After extensive
review and several modifications reflecting issues raised by other parties, the
Commission approved the CBP on May 17, 2007, at Docket No. P-00062227. The
CBP, inter alia, provides that PPL Electric will obtain supply to meet its 2010 POLR
obligation through a series of six solicitations over three years (2007-2009). PPL
Electric has completed the first two solicitations (comprising one-third of its 2010
requirements for residential and Srﬁall C&l customers). The results of these two
solicitations, if repeated over the next four solicitations, are projected to produce a total

bill increase to an average residential customer (assuming 1000 kWh of use per month)

®  Affiliated Interest Agreement Between PPL Electric and PPL EnergyPlus for the Supply by PPL
EnergyPlus of Wholesale Capacity and Energy Sufficient to Meet 100% of PPL Electric’s Obligation
as a Provider of Last Resort, Docket No. G 00010886.

0 Gsa, Article 2.1.
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[image: image114.png]of approximately 34.5% and a total bill increase to Small C&l customers of between

22.8% and 42.2%."

6. These projected increases are substantial, but are consistent with
significant increases seen in other recent POLR supply acquisitions in the competitive
market. Over the past year, significant rate increases resulting from the end of rate
caps and the purchase of POLR supply in the competitive market have become an
important public policy issue. For example, in its order scheduling an en banc hearing
to address this issue, the Commission cited the experience of Pike County Light and
Power Company (an increase of over 70% in total electric bills beginning in 2006),
Delmarva Power Company (an increase of 59% in residential rates beginning May 1,
2006) and Baltimore Gas & Electric Company (an increase of 72% in total electric bills
beginning July 1, 2006)."% In January 2007, the average residential customer of
Pennsylvania Power Company, using 500 kWh per month, experienced a 33%
increase."

7. There are several reasons for the generation price increases experienced
by PPL Electric and other EDCs. As the Commission recently explained:

In the last 10 years, the prices of natural gas and coal have

doubled — both of those products are fuels used in the generation of
electricity. While Pennsylvania consumers’ rates are capped, the
market prices for electricity have risen — just as the prices of other
goods and services have risen. ... Restructuring delayed

anticipated electric rate increases. Without restructuring, utilities
would have been filing with the PUC for rate increases because the

11 Because Small C&l customers are served under a number of rate schedules with different rates, and
because it is difficult to define an “average” Small C&f customer, the total bill increase for this
customer class therefore is stated as a percentage range.

12 Policies to Mitigate Potential Electricity Price Increases, Docket No. M 00061857, Order Entered
May 24, 2006 (*Price Mitigation Proceeding”).

3 See Docket No. P-00052188.
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[image: image115.png]costs of the fuels used to generate electricity have gone up
significantty. '

8. The results of the first two CBP solicitations indicate that PPL Electric’s
default service customers will likely face substantial rate increases when the generation
rate caps expire in 2010." As shown by recent experience in Pennsylvania and
elsewhere, such rate increases can create substantial concern among customers,
because customers tend to look at the immediate increase and its effect on their
budgets. Such a significant month-over-month increase overshadows the fact that the
increase — when viewed over a 12-year period — is in line with inflation over the
timeframe during which rates were capped. To address the potential negative effects of
rate cap expiration in 2010, PPL Electric has developed this RSP, which is designed to
smooth the effects of rate cap expiration over a multi-year period and thereby provide

customers with an opportunity to mitigate the one-time, month-over-month increase in

their electricity bills.

II. Description of the Proposed Rate Stabilization Plan
9. The core element of the proposed RSP is a phase-in of the estimate&
2010 rate increase. Specifically, the RSP, as proposed, will phase-in the 2010 increase
over the 2008-2012 period. The program will be available, on an optional basis, to
residential customers, Small C&l customers and certain street lighting customers. The

RSP, however, will not be available to large commercial and industrial customers.

14 Electric Restructuring: The Transition from Rate Caps to Market-Based Pricing, available at
http://www.puc.stateApa.us/generallconsumer_ed/pdflRate_Caps.pdf.

15 It is likely that customers who elect to shop in 2010 will experience comparable increases due to
market forces.
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[image: image116.png]10. The plan, as explained in more detail below, provides that the Company
will collect a specific RSP charge on a monthly basis from participating customers from
July 2008 through December 2009. The amounts collected under the plan, plus
interest, will then be paid back to the participating customers in the form of an RSP
credit on each customer's bill from January 2010 through December 2011. Customers
that choose to participate in the RSP will be able to mitigate the effect of the
forthcoming estimated rate increase by contributing money into the RSP in the early
years, before the generation rate cap expires, in order to receive a credit to their
account after the rate cap expires. As detailed below, this charge and credit process
will substantially smooth the effect of the estimated 2010 rate increase over a period of
several years with most customers receiving a series of single digit increases in 2008
through 2012, thereby smoothing out the impact of the expiration of the rate cap.

11.  Eligible customers will be afforded the opportunity to choose not to
participate in the RSP and those in the program may elect to leave the program at any
time during the RSP period. Those customers who leave the RSP will receive the full
émount paid into the plan with interest as a credit to future bills or as a one-time refund.

12.  The RSP will be implemented through a Rate Stabilization Plan Rider
(“RSP Rider”).16 The RSP Rider provides for a fixed monthly charge in 2008-2009, and
a fixed monthly credit in 2010-2011, as described below. Alf revenue received from the
RSP will be placed in a separate account, will accrue 6% interest per year

(compounded monthly), and will be returned to customers (including accrued interest)

1 See Attachment A.
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[image: image117.png]through a monthly credit in 2010 and 2011. Funds in the account will be invested in
accordance with the Company’s short-term investment policy.

13. PPL Electric’'s current rates contain bundled cost of service vestiges, such
as declining rate blocks based on usage. As part of the approved CBP, most of these
historic rate designs will be eliminated as they relate to the generation component of
rates. As a result, customers at different usage levels will experience different
percentage rate increases in 2010. For example, as discussed above, PPL Electric
estimates that an average residential customer (1000 kWh per month) served on Rate
Schedule RS will see a 2010 rate increase of 34.5%. However, estimated 2010 rate
increases for all residential customers served on that rate schedule range from 8.4% for
low users (0-100 kWh per month) to 43.7% for high users (3001 kWh and above per
month).

14. To address this issue, each rate schedule will be divided into five to seven
usage strata. The strata have been established in a manner such that customers within
each strata whose 2010 usage remains consistent with historic usage are expected to
experience similar percentage increases in their 2010 bills. For each strata in each rate
schedule, monthly charges and credits (on a dollar per month basis) are calculated so
that the combination of the RSP Rider and the applicable generation-related charges
will produce a smoother pattem of rate increases from mid-2008 to 2012 (i.e., the RSP
period). Existing customers will be placed in the appropriate strata based on each

customer’s actual usage over the most recent 12-month period. New customers will be

CPH 396199v1




[image: image118.png]placed in the appropriate strata based upon the Company’s estimate of the customer's
anticipated annual usage."”

15.  These monthly charges and credits applicable to the particular strata also
reflect a 6% annual interest rate which the Company will pay on customer funds
received as part of the RSP. These monthly charges and credits will not include the
administrative costs that PPL Electric will incur to implement the RSP."® Furthermore,
the Company bears the risk related to the difference between the 6% annual interest
rate that will be applied to customer balances and the market rate of interest that those
balances will actually be able to earn.

16. Finally, the RSP is a non-bypassable charge that will be applied to all
participating RSP customers and will be separately listed as a line item on the bill. As a
result, customers will be able to participate in the program if they now purchase, or at
any time in the future choose to purchase, generation supply from an electric generation
supplier (“EGS"). Importantly, amounts paid into the RSP will be refunded regardless of
whether a customer chooses to take supply from an EGS. Therefore, as a non-
bypassable charge, the RSP will not adversely affect competition because the charges
and credits will not affect the “price to compare” for shopping purposes.

17. The proposed RSP Rider'® contains tables for each eligible rate schedule
that set forth, for each year of the plan, the monthly RSP charges and credits applicable

to participating customers served under that rate schedule. For example, an average

K For the street lighting, Rate Schedule SE, charges and credits are set on a dollar per month per
fixture basis.
As further explained below, this is possible because of the strata methodology, which wili have a low
implementation cost compared to the administrative costs of implementing a program that tracks
individual customers’ exact usage.

10
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[image: image119.png]residential customer (1000 kWh per month) served under Rate Schedule RS would pay
a charge of $7.50 per month for 6 months in 2008 and a charge of $15 per month in
2009. That customer then would receive a credit of $13.65 per month in 2010 and a
credit of $6.83 per month in 2011, with all RSP credits ending January 1, 2012.
Combining these charges and credits with the estimated generation charges in each of
the years of the program will produce a relatively smooth pattem of rate increases over
the 2008 to 2012 period. In the case of the average residential customer, that pattern is
expected to be rate increases of approximately: 7% in 2008, 7% in 2009, 6% in 2010,

6% in 2011 and 5% in 2012.%

11l. Eligibility and Participation in the RSP

18.  All residential customers taking service under Rate Schedules RS, RTS or
RTD are eligible to participate, except those customers enrolied in the OnTrack program
and budget billing programs. The OnTrack program is PPL Electric’s residential
Customer Assistance Program (“CAP”). OnTrack customers pay a set monthly bill
based on their individual ability to pay, which in each instance is less than the
customer’s otherwise applicable annual tariff charges. It therefore is unlikely that these
customers would be }able to pay the additional RSP charges in 2008-2009, and, in most
instances, they will not be required to pay any substantial portion of the POLR rate
increase in 2010. Customers who transition from the OnTrack program during 2008

and 2009 will be given the opportunity to participate in the RSP as described later,

® See Attachment A.

20 Al rate calculations presented in this petition are based on currently effective rates and do not refiect
any pending or future rate changes. The 2012 increase results from the expiration of the RSP credit
at the end of 2011.

11
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[image: image120.png]Additional details regarding operation of the OnTrack program are set forth in PPL
Electric’s Universal Service and Energy Conservation Plan for the Period 2008-2010
filed in the Company's most recent distribution rate case at Docket No. R-00072155. In
that rate filing, PPL Electric recognized the impact that higher energy costs will have on
low-income customers and proposed to increase funding for the OnTrack program by
almost $6 million, or 44%. The Company also proposed substantial increases in
funding for its other programs for low income customers.

19. The RSP also will not be available to those customers enrolled in PPL
Electric's budget billing program. Under this program, customers pay a levelized
amount per month over a 12-month period for electric service based on their historic
usage and historic rate levels. Changes in usage and rate levels are reflected in catch-
up adjustments every three months and through the annual resetting of the budget bill
amount. As a result, the existing budget billing plan already incorporates a
methodology to phase-in the impact of the projected 2010 POLR rate increase, and to a
large extent, the RSP is unnecessary for these customers. Indeed, applying the RSP to
the existing budget billing procedures could, in certain instances, cause large quarterly
and annual adjustments to a customer's budget bill payment that would be
counterproductive to the goal of smoothing out the impact of the projected 2010 POLR
rate increase. For these reasons, PPL Electric has not included budget biliing
customers in the RSP.

20. In addition, as part of its overall review of the impact of the 2010 rate
increase on customers, PPL Electric has conducted a specific review of its current

budget billing program to determine how it will be affected by the expected 2010 rate

12
CPH 396199v1




[image: image121.png]increase. This review has shown that the deferral aspects of the budget billing program
could result in very significant catch-up adjustments depending on the customer's
anniversary date for adjustment of his or her budget bill. To avoid these rate
disruptions, PPL Electric proposes to adjust the budget bill payments of all budget billing
customers on January 1, 2010, to refiect one-half of the expected 2010 rate increase.
This will substantially smooth out budget bill adj'ustments and avoid major catch-up
adjustments as part of the three-month and twelve-month recalculation of budget bills.
With the proposed adjustment, budget billing customers will see a relatively smooth
phase-in of the 2010 rate increase. It also will provide customers who do not wish to
participate in the RSP with an additional alternative for smoothing out the effect of the
2010 increase.

21.  Attachment A contains a proposed revision to Tariff Rule 9.E. to
implement this change.21 The revision would affect all customers electing the budget
bilt program; it is not presented as an option. All other aspects of the budget billing
program remain unchanged. The budget billing program is entirely voluntary;
customers can enter or leave at any time. When a customer leaves the budget billing
program, he or she pays or recoups any difference between budget bill payments and
actual charges.

22.  All Small C&I customers taking service on Rate Schedules GS-1, GS-3,
GH-1(R) or GH-2(R) are eligible to participate in the RSP, except those on budget billing
for the reasons explained above. All street lighting customers taking service on Rate

Schedule SE are eligible to participate in the RSP. Remaining street lighting customers

2 See Attachment A at 4.
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[image: image122.png]will not see substantial increases in their 2010 bills and therefore were not included in
the program.

23.  As explained below in Sections V and 1X, PPL Electric plans an extensive
effort to inform and educate customers about the RSP. All eligible customers will be
enrolled to participate in the RSP unless they elect not to participate. This election can
occur prior to the start of the program on July 1, 2008, and at any time thereafter during
the course of the program. In addition, a customer’s participation in the RSP will end if
the customer fails to pay his or her bill in full for two consecutive billing cycles after
joining the RSP program, when the customer voluntarily requests disconnection of his
or her electric service, when a customer's electric service is terminated by the Company
or when the customer otherwise becomes ineligible for the program. A customer ending
participation in the RSP for any of the above reasons will receive the then-current
balance of his or her payments into the program plus interest (computed at 6% per
year), as a credit to their next bill, or by check if requested.

24. In addition, a customer not participating in the RSP can elect to participate
at any time during the initial payment term of the RSP, as long as he or she meets the
eligibility criteria discussed above. Moreover, a customer that elects to participate in the
RSP following its initial start-up must make a one-time payment equal to the then-
current balance (including interest) for other participating customers in the same rate

schedule strata.

14
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[image: image123.png]IV. Description of the RSP Rider
25. The RSP Rider contains and describes all charges and credits for the full
term of the RSP.Z The charges and credits stated in the RSP Rider, which will not
change over the term of the RSP, form the basis for monthly billings, refunds to
customers leaving the RSP and payments by customers entering the RSP. Additionally,
the RSP Rider contains eligibility criteria and rules for electing to participate or electing
not to participate in the RSP.% An example of how the strata process works for Rate

Schedule RS is illustrated by the table below:

Strata 2008 2009 2010 2011
0 to 100 kWh $0.24 $0.48 $ (0.44) $(0.21)
101 to 300 kWh $1.12 $2.24 $ (2.04) $(1.02)
301 to 800 kWh $ 4.20 $8.40 $ (7.64) $ (3.83)
801 to 1200 kWh $7.50 $15.00 $ (13.65) $ (6.83)
1201 to 2000 kWh $12.90 $ 25.80 $ (23.48) $(11.75)
2000 to 3000 kWh $ 20.90 $41.80 $ (38.04) $ (19.04)

3001 kWh and up $29.80 $ 59.60 $ (54.24) $(27.15)

26. Customers would be placed in a strata based on the average monthly
usage from the previous year. For example, a customer using 12,000 kWh for the 12
months ending April 30, 2008, would have an average monthly usage of 1,000 kWh per

month, putting that customer in the strata 801 to 1200 kWh per month. Starting with this

22
23

See Attachment A at 5-7.
See Attachment A at 7.
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[image: image124.png]customer's July 2008 billing, a RSP contribution of $7.50 per month would be collected
from the customer. In January 2009, this would increase to $15.00 per month. in
January 2010, the customer would then begin receiving credit of $13.65 per month. In
January 2011, the credits would reduce to $6.83 per month. At any time a customer
can exit the program and receive a full credit (plus interest). Also, at any time during
2008 and 2009, a customer can join the program by making an upfront catch-up
payment, bringing them in line with all other customers in the same strata.

27.  The following table illustrates the charges, credits and the potential
resulting rate increase from 2008 through 2012 for an average residential. customer
(1000 kWh per month) on Rate Schedule RS:%*

1/1/2008 7/1/2008 1/1/2009 1/1/2010 1/1/2011 1/1/2012

Estimated 1000 kWh
Bill $101.37 $101.37 $101.81 $136.98 $136.98 §136.98

RSP RIDER $ - $750 $15.00 $(13.65) §(6.83) $—

Estimated 1000 kWh
Bill With RSP $101.37 $108.87 $116.81 $123.33 $130.15 $136.98

Percent Increase over
Previous Year 7.4% 7.3% 5.6% 55% . 52%

28. The results illustrated above are not guaranteed, and are based on
estimated energy and capacity values obtained from PPL Electric’s first two competitive
bids for supply in 2010, which may change in future bids. The results also do not reflect

changes in energy prices after 2010.

2 The figures in this table are based on currently effective rates, and do not reflect any pending or
future rate changes.
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[image: image125.png]29.  The RSP Rider provides that it will terminate on December 31, 2011. Bills
rendered to participants after that date that cover service for that date will reflect the
final credit amount.

30. The RSP, as described in the RSP Rider, will not require individual
customer reconciliation. The RSP charges and credits will be tracked for each strata.
All of the payments collected by the Company wili be combined and placed into a
separate RSP account. Because the RSP monthly charges and credits will be seton a
per customer basis, those charges and credits will not be affected by fluctuations in
customer use. The Company therefore will know precisely how much each customer
has paid into and received out of the RSP. Because the likelihood of over-collection or

under-collection is very small, there is no need for any after-the-fact reconciliation.

V. Public Notice
31. PPL Electric will provide extensive customer notice and education at the
time the Commission acts on the RSP, before implementation of the RSP and during its
term. The Company has identified four primary topics for customer notice and

education:

« The magnitude of the expected rate increase in 2010.
o The reasons for that increase.
« Full description of the RSP.

« Full description of how customers can elect not to participate in the RSP
and how they can elect to participate.

32.  PPL Electric plans several initiatives before implementation of the RSP.

First, immediately upon Commission approval of the RSP, the Company will issue a
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[image: image126.png]news release and offer television and radio interviews to announce the final details of
the plan and encourage its customers to waich their mail for program details. Second,
at that time, PPL Electric aiso will send a bill insert to all customers identifying the
eligible rate schedules and other eligibility requirements. This insert will inciude details
regarding the RSP, where to find additional information regarding expected generation
rate increases and the operation of the RSP, and the methods of electing not to
participate or to par‘ticipéte in the RSP. The Company will supplement these initial
communications with follow-up initiatives, including a direct mailing to alt active
residential and Small C&l customers, a second bill insert notice and paid
advertisements in service area newspapers. PPL Electric also is working to develop a
number of methods for customers to elect to participate or not to participate in the RSP.
Several examples include choosing through electronic election over the internet,
informing the Company using a special toll free 800 telephone number and retuming a
postage paid reply card. PPL Electric is continuing to evaluate this issue in an effort to
identify additional approaches.

33. The Company also will respond to customer calls to the special 800
number regarding the RSP. In addition, PPL Electric will make presentations to
community groups about the program and how it works and will brief Community Based
Organizations and local business/chamber of commerce groups to help them
understand the RSP. Once the RSP is effective, the Company will continue to respond
to customer questions via the telephone and the internet and accept new applications

as explained previously. The Company will also include information about the program
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[image: image127.png]and opportunities to participate to new customers during 2008 and early 2009 via the

welcome package that the Company provides to new customers.

VI. Rate Cap Considerations

34.  As part of the settlement of its restructuring case at Docket No. R-
000973954, PPL Electric agreed to extend the generation rate caps established by
Section 2804(4) of the Customer Choice Act through December 31, 2009. The
generation rate caps generally prohibit any increase in generation rates during the cap
period unless the Commission approves one of seven statutory exceptions. The rate
caps, however, do not apply fo new services offered for the first time after the effective
date of the Customer Choice Act.

35.  Customers participating in the RSP will pay additional charges that will be
deposited into a RSP account in 2008 and 2009, while PPL Electric’'s generation rates
are capped. These charges will be returned to the customer with interest through
credits in 2010 and 2011. The payments received under the RSP do not violate the
generation raté cap for several reasons. First, participation in the RSP is entirely
voluntary; customers can elect not to participate at any time. If a customer withdraws
from the program, all voluntary payments will be returned, with interest. Second, the
RSP charges are not for generation supply service during the rate cap period. The RSP
charges are non-bypassable distribution charges and credits calculated to smooth the
impact of the anticipated 2010 increase and are not related to the generation charges
for generation service during the rate cap period. Further, the amounts collected under

the RSP will be retumed to customers (with interest) through RSP Rider credits in 2010

19
CPH 396199v1




[image: image128.png]and 2011. Finally, the RSP is a new service offered by the Company for the first time

after restructuring and as such is not subject to the generation rate caps.25

Vil. The Commission’s Policy Statement on Default
Service and Retail Electric Markets

36. On September 15, 2007, the Commission adopted its Policy Statement on
Default Service and Retail Electric Markets, Docket No. M-00072009. This policy
statement was issued in conjunction with final regulations on default service and a final
order on price mitigation. Section 69.1811 of the Policy Statement sets forth standards
for rate change mitigation proposals. PPL Electric’s proposed RSP is consistent with
the policy statement in most areas. First, the RSP applies when PPL Electric's total
rates are expected to increase by more than 25%. Second, the RSP is available to
residential and Small C&l customers. Third, the RSP offers a prepayment option for not
more than three years. Fourth, the RSP is competitively neutral.

37.  The RSP, however, does not use a 25 kW peak load criterion for Small
Ca&! eligibility as suggested in the Policy Statement. The 25 kW peak load criterion
would cut across several rate schedules and would make implementation extremely
difficult for the Company and confusing for customers. Moreover, that methodology
would require significant added costs. The applicability of PPL Electric’s proposed RSP
is defined by the Company’s rate schedules to avoid implementation problems and

avoid otherwise unnecessary expenses that would arise by using a 25 kW peak load

eligibility criterion.

25 6 Pa.C.S. § 2804(4)(vi).
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[image: image129.png]38. The RSP does not use the customer “affirmative consent” approach to
enrolling customers in the RSP as suggested in the Policy Statement. PPL Electric is
proposing an automatic enroliment with ample opportunity for customers to elect not to
participate at any time. Given the magnitude of the estimated 2010 rate increase, PPL
Electric believes that it is important to achieve very substantial participation in the RSP.
Accordingly, the Company carefully designed the RSP to achieve that result, while at
the same time preserving maximum customer flexibility by fully informing customers
about the RSP and providing ample opportunity for customers to elect not to participate
any time throughout the term of the RSP, and by providing a complete refund of all RSP
charges paid, including interest, to those who leave the program.

39. In these two areas where the proposed RSP does not strictly adhere to
the Commission’s Policy Statement, PPL Electric requests a waiver of the Policy
Statement. Since the Policy Statement is advisory and cannot be enforced as if it were
a vregulation, a waiver of Policy Statement is not required, per se. However, if the
Commission believes that a waiver of the provisions discussed above is required, PPL

Electric requests such a waiver.

VIII. Public interest Considerations
40. The RSP, as proposed by PPL Electric, will help customers better manage
the expiration of the generation rate caps in 2010 and the expected rate increase at that
time. Based on the completed solicitations to date, PPL Electric estimates that an
average residential customer will see an increase in total rates of approximately 34.5%

in 2010. Additionally, a Small C&I customer will see an average increase in total rates
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[image: image130.png]in the range of 22.8% and 42.2%. PPL Electric believes that increases of this
magnitude may lead to significant custormer dissatisfaction, and believes that the RSP
will appropriately address this concern and will significantly mitigate potential customer
dissatisfaction. This mitigation is accomplished by a phase-in of the 2010 rate increase
over several years (2008 — 2012). Over this period, customers enrolied in the RSP, in
each strata of each rate schedule, will see a smoother pattern of annual increases, as
compared to a price spike in 2010.

41. PPL Electric's plan includes both payment and deferral provisions. This is
an important part of the RSP because it eliminates a concern with pure deferral plans
under which customers could ultimately pay more than they otherwise wodld pay ona
nominal dollar basis. PPL Electric’s payment/deferral plan eliminates the incorporation
of any carrying charges to be paid by customers.

42.  Under the RSP, customers will have the option, at any time, to elect not to
participate in the RSP. Customers may elect not to participate before the RSP begins,
and customers who are in the RSP can elect not to participate at any time during the
term of the RSP. PPL Electric is not proposing a limited election window or a limited
open season period as has been employed in some other programs in other states. In
addition, PPL Electric will offer several different ways for customers to make their
election and will undertake a very substantial notification program to inform customers
about the RSP and all of their available options.

43, The proposed RSP provides that a customer that elects to leave the RSP
will receive all the money he or she paid into the program (plus 6% interest). Similarly,

a customer can elect to participate in the plan any time during the payment term of the
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[image: image131.png]RSP. PPL Electric will offer several different ways to make such an election.
Customers electing to participate after the initial month of the RSP will make a one-time
payment, including interest, to place their account on the same basis as customers who
have participated from the beginning.

44. The RSP proposed by PPL Electric will accurately track each customer’s
payments and return them in full (with interest). As discussed above, each eligible Rate
Schedule is divided into usage strata. A pattern of monthly charges and credits is
computed for each strata (including interest at 6%). The monthly charges and credits
are designed to produce a smoother pattern of increases throughout the term of the
RSP (mid-2008 to the end of 2011). Each customer is placed in a strata based on his
or her historic use. The monthly balances for all customers in specific strata follow the
pattern set forth in the RSP Rider. Each customer receives credits equal to the
customer's payments (plus 6% interest). If the customer remains in the RSP for its
entire term, the customer’s credits in 2010-2011 will equal the customer's payments in
2008-2009 (plus 6% interest). If the customer ends participation in the RSP before the
end of its term, the customer will receive the balance remaining in the plan on the date
of leaving. Under the stratification methodology the customers wilf receive credits in the
amount of what they contributed to the plan (plus interest), no more or less, and there is
no need to reconcile the RSP Rider.

45, Finally, the RSP is competitively neutral and will not interfere with
development of the retail market. A customer can fully participate in the program if the
customer is purchasing generation supply from an EGS. The RSP charges and credits

will not be treated as generation-related and will not affect the price to compare. They
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[image: image132.png]will be non-bypassable for participating customers. The RSP will help a participating

customer phase-in the anticipated 2010 increase in generation prices regardless of the

customer's choice of supplier.

IX. Requested Notice

46. PPL Electric has served copies of this filing upon the Commission’s Office
of Trial Staff, the Office of Consumer Advocate and the Office of Small Business
Advocate, as required by the Commission’s regulations at 52 Pa. Code § 5.41, and
upon all active parties to PPL Electric’s 2007 base rate case and its POLR CBP filing.
In addition, PPL Electric has posted this filing on its website at www.pplweb.com. The
Company requests that the Commission publish notice of this filing in the Pennsylvania
Bulletin In this way, all interested parties will have full notice of the Company's
proposals and an opportunity to participate in any Commission proceeding addressing

those proposals.

X. Request for Expedited Consideration
47. PPL Electric is requesting an effective date of July 1, 2008, for the RSP

Rider. PPL Electric must start the program by this date to produce a smoother pattern
of rate increases for participating customers. As discussed above, if the RSP Rider is
effective on July 1, 2008, customers wili pay charges for 18 months and receive credits
for 24 months. However, to ensure a smooth implementation of the RSP, the Company
needs several months to inform and educate customers about the RSP, as discussed in
Section V, above. Additionally, PPL Electric believes this petition does not warrant full

hearings. Accordingly, PPL Electric requests that the Commission approve the RSP
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[image: image133.png]within approximately sixty days, or by January 31, 2008. After Commission approval of
the RSP, PPL Electric will file the RSP Rider in a tariff supplement to be effective July 1,
2008. PPL Electric-will initiate its customer notice and education efforts upon

Commission approval of the RSP.

XI. Conclusion

WHEREFORE, PPL Electric Utilities Corporation respectfully requeéts that the
Public Utility Commission approve the Rate Stabilization Plan set forth in this petition,
and Attachment A thereto, as a reasonable and appropriate mechanism for smoothing
the significant rate increases expected in 2010. In addition, PPL Electric respectfully
requests that the Commission find the RSP Rider is just and reasonable and permit it to
become effective on July 1, 2008. To the extent necessary, PPL Electric requests that
the Commission grant waivers of its Policy Statement on Default Service and Retail
Electric Markets. Finally, PPL Electric respectfully requests that the Commission grant

this petition as filed.
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Respectfully submitted,

Paul E. Russell

Associate General Counsel bl
PPL Services Corporation

Two North Ninth Street

Alientown, PA 18101

Phone: 610-774-4254

FAX: 610-774-6726

E-mail: perussell@pplweb.com

David B. MacGregor

Post & Schell, P.C.

Four Penn Center

1600 John F. Kennedy Boulevard
Philadelphia, Pennsylvania 19103-2921
Phone: 215-587-1000

FAX: 215-320-4879

E-mail: dmacgregor@postschell.com

Michael W, Hassell
Post & Schell, P.C.
17 North Second Street, 12" Floor
Harrisburg, PA 17101-1601
Phone: 717-731-1870
FAX: 717-731-1985
E-mail: mhassell@postschell.com
Counsel for
PPL Electric Utilities Corporation
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COMMONWEALTH OF PENNSYLVANIA )
. 88

COUNTY OF LEHIGH )

ROBERT M. GENECZKO, being duly sworn according to law, deposes
and says that he is Vice President-Customer Services for PPL Electric Utilities
Corporation; that he is authorized to and does make this affidavit for it; and that the
facts set forth above are true and correct to the best of his knowledge, information and
belief and he expects the said PPL Electric Utilities Corporation to be able to prove the

same at any hearing hereof.

It M

Sworn to and subs;:z’bed
before me thisc?2 < day
of Mpperrabe/” 2807

%@@M

COMMONWEALTH BF PENNEVLVANIA

My Commission Expires Sept. 23,201
Member, Pennsylvanla Asscciation of Notaries





[image: image136.png]Exhibit A




[image: image137.png]ISSUED:

Suppiement No. XX
Electric Pa. P.U.C. No. 201

PPL Electric Utilities Corporation

GENERAL TARIFF

RULES AND RATE SCHEDULES
FOR ELECTRIC SERVICE

in the territory listed on pages 4, 4A, and 4B
and in the adjacent territory served.

EFFECTIVE:

Issued by

DAVID G. DeCAMPLI, PRESIDENT
Two North Ninth Street
Allentown, PA 18101-1178

NOTICE

THIS TARIFF MAKES (CHANGES) IN EXISTING RATES. SEE PAGE TWO.




[image: image138.png]Supplement No. XX

PPL Electric Utilities Corporation Electic P, P onas

LIST OF CHANGES MADE BY THIS SUPPLEMENT

CHANGES:
Rule 9 — Budget Billing Adjustment Effective January 1, 2010, the Company will make
p No. 13A a one-time adjustment {o the Budgst Bill amount
age No. of each participating customer to reflect the
increase in generation rates effective on that date.
Rate Stabilization Plan The new rider, stated on a dollar per month basis,

shall be applied to the bills of participating
customers served on Rate Schedules (RS,
RTD(R), RTS(R), GS-1, GS-3, GH-1(R), and GH-
2(R), and SE) during the July 1, 2008 through
December 31, 2011 period.
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Canceling Third Revised Page No. 13A
RULE 9 - BILLING AND PAYMENT FOR SERVICE (CONTINUED)

D. PAYMENT

(1) Bills are considered as received by customer when delivered at or mailed to the premises where the
service is supplied or an address mutually agreed upen. Delay in the receipt of or failure to receive bill does
not extend the due date.

(2) Bills may be paid during business hours at any commercial office or collection agency of the
Company authorized to receive payments.

(3) Payment of bills by mail will be accepted as paid when postmarked before midnight on the due date
or when received by the Company within five days after the due date.

(4) Payment of bills after the due date specified on the bill is subject to a late payment charge, as
provided for in the applicable rate schedule.

(5) The customer is responsible for payment for use up to discontinuance or termination of service.

(6) In the event of discontinuance or termination of service at a residence or dwelling, the Company may
transfer any unpaid balance to any other residential account of the same ratepayer, or in the event of
termination, to a third-party guarantor’s account.

(7) Regular employees who are head of a family and mainly responsible for the maintenance of the
premises they occupy may secure up to 50% reduction in their bilis for service under Residential Rate
Schedule RS in lieu of other benefits available to other employees. This option is in the process of elimination
and is limited to employees who are presently receiving such reduction and continue to live and work in the
area previously served by the former Tariff Electric Pa. P.U.C. No. 196 (Scranton).

(8) Payments which are insufficient to pay for both a balance due for prior use and billing for current use
are first applied to the balance due for prior use, except when an unpaid bill is a disputed bill or when a
payment plan for an overdue balance is agreed upon.

E. BUDGET BILLING

Budget billing is available upon request for service under residential and general service rate applications
except for temporary, seasonal, and speculative service. Budget billing may start in any month, for new or
existing customers, and may be discontinued upon request at which time any difference between budget billing
and billing based on actual use becomes due and payable. In any month when the amount bilied for the
previous billing period is overdue, budget biling may be terminated; any difference owed the Company is
immediately due, and bills thereafter are rendered based on metered use.

When a customer elects budget billing, the Company bills the customer each month an amount equal to
one-twelfth, for residential service customers, or one-eleventh, for general service customers, of the estimated
annual charges under the rate schedule. The monthly charge is adjusted, as required, so that total payments
at the end of the budget billing cycle approximately equal actual charges. When billing based on actual use
exceeds charges at the end of the twelfth month, the excess is added to reguiar billing in equal increments
over the succeeding four months with no penalty. '

Effective January 1, 2010, the Company will make a one-time adjustment to the Budget Bill amount of {C)
each participating customer to reflect the increase in generation rates effective on that date. A customer's
adjustment will be equal to one-half of the actual average percentage increase for the rate schedule and strata
applicable to that customer, as defined in the RSP Rider in this tariff.

Each month, interest at the rate of one-twelfth of the average of 1-year Treasury Bills for the months of
September, October, and November of the previous year is applied to funds in the customer's account which
are the result of payments for the billed amount in excess of actual charges for service to date. No interest is
charged when there is a negative balance.

(Continued)
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RATE STABILIZATION PLAN RIDER (RSP)

PURPOSE

The Rate Stabilization Plan Rider (RSP) is provided to facilitate a gradual transition to
market-based electric supply rates by applying additional flat charges/credits to bills of participating
customers during the period July 1, 2008 through December 31, 2011. The RSP shall be applied to
participating customers’ bills on a non-bypassable basis.

Customers will be able to participate in the plan if they now purchase, or at any time in the
future choose to purchase, generation supply from an Electric Generation Supplier. All revenue
received through the RSP will be placed in a separate account, will accrue 6% annual interest,
compounded monthly, and will be returned to customers through a monthly credit in 2010 and 2011.
The State Tax Adjustment Surcharge included in this Tariff is applied to charges under this Rider.

APPLICATION PROVISIONS

The RSP is available to eligible Residential customers (Rate Schedules RS, RTS (R), and
RTD (R)), Commercial and Industrial customers (Rate Schedules GS-1, GS-3, GH-1 (R), and GH-2
(R)), and Street Lighting customers (Rate Schedule SE) who take distribution service from the
Company. Al customers served under these Rate Schedules are eligible, except customers
enrolled in the Company's On-Track and Budget Billing Programs.

The RSP is established by usage level strata within the eligible rate schedules at the levels
set forth below. Customers are placed in strata based on their average monthly usage over the
most recent 12-month period. For customers with less than 12 months of history, the average
monthly use for application of this Rider will be estimated by the Company.

Average Usage Strata
W

Monthly
0100 0.24 1 0.48 {0.44)
101~ 300 1.12 2.24 (2.04)
301 - 800 380 | 7.60 (6.92)
801 — 1,200 | 750 15.00 (13.65
1,201 — 2,000 12.90 25.80 23.48)
2,001 - 3,000 |__20.90 41.80 (38.04)

3,001 and above 29.80 | 59.60 54,

(Continued)

(C) Indicates Change
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RATE STABILIZATION PLAN RIDER (RSP) (Continued)

Average s?vf/:ge Strata Stabilization Charge/Credit (§/month)

Monthly
0-200
201 ~ 1,000
1,001 — 1,500
1,601 ~ 1,900
1,901 —2,300
2,301 2,800
2,801 and above

Monthly
0-~100
101300 . (0.80)
301 - 500 . (1.50)
501~ 1,100 . . (3.09)
1,101~ 2,200 . (5.92)
2,201 and above (26, | 13.07

Average Usage Strata
kWh |

Monthly
0 — 3,500 0 0 | o ’F 0
3,501 — 7,000 26.00 5200 [ (47.32) | (23.69)
7,001 — 11,000

11,001 — 18,000
18,001 - 40,000
40,001 and above

6400 | 128.00 | (116.48) | (58.33)
104.00 | 208.00 | (189.28) | (94.79)
412,00 | (374.92) |
1,112.00

&

Charge/Credit ($/month-fixture)

Number of Fixtures Stabilization

Per fixture 056 | 123 (1.09) | (0.55)
(Continued)
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RATE STABILIZATION PLAN RIDER (RSP) (Continued)

PARTICIPATION IN THE RSP

Before the RSP adjustments begin, eligible customers can voluntarily elect not to participate
in the plan by contacting the Company before June 1, 2008.

After the RSP adjustments begin, customers can elect not to participate in the RSP at any
time.

Customers, who are not participating in the RSP, may elect to participate at any time prior to
December 31, 2009 by making a one time catch-up payment on their electric bill. The amount of
the payment will be equal to the current balance in the charge/credit schedule for the appropriate
rate schedule and usage strata for that customer at the time of the request. Upon request, the
Company will provide the specific amount of the customer’s required contribution to participate.

ENDING PARTICIPATION IN THE RSP

Customer participation in the RSP will end if and when:

1. A customer informs the Company that they no longer wish to participate in the
RSP;

2. A customer’'s service is terminated by the Company;

3. A customer fails to pay their bill in full for two consecutive billing cycles after

joining the RSP program;

4. A customer requests disconnection of service without a new service start
within the Company’s service territory. (A customer who requests
disconnection of service at one location may apply, but is not required to
apply, for RSP contributions from their previous service to service at another
location within the Company's service territory and continue in the RSP
program); or

5. A customer otherwise becomes ineligible for the RSP program.

When a customer's participation in the RSP is terminated, the Company will issue a
credit to the customer for the then current balance of his or her RSP payments, including
applicable interest. The credit will be applied to the customer's next or final bill, as
applicable. Any credit amount exceeding the customer’'s monthly bill will be issued as a
refund to the customer. In addition, upon a customer’s request, the Company will pay any
credit amount owed to a customer by check rather than as a credit to the customer's electric

bitl.
The RSP shall terminate on December 31, 2011.

(C) indicates Change
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Introduction

Q.

Please state your name and business address.

My name is Douglas A. Krall. My business address is Two North Ninth Street,

Allentown, Pennsylvania, 18101.
‘What is your current position?

1 am employed by PPL Electric Utilities Corporation (“PPL Electric” or the “Company”).
1 work in the Asset Management Department of PPL Electric and my title is Manager -

Regulatory Strategy.
Please describe your primary responsibilities in that position.

As Manager - Regulatory Strategy, I am responsible for assisting in the development of
long-term strategy, goals and objectives; providing regulatory insights into the
development and implementation of business strategies; and leading the development of

responses to legislative, regulatory, and political issues.
Please describe your educational experience.

I graduated from Stevens Institute of Technology in Hoboken, New Jersey in 1973 with a
Bachelor of Engineering degree in Mechanical Engineering. 1 have completed courses in

Business Administration at Muhlenberg College in Allentown, Pennsylvania.

Are you a registered Professional Engineer?
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Yes. I have been a registered Professional Engineer in the Commonwealth of

Pennsylvania since 1977. My registration number is PE-026733-E.
Please describe your professional experience.

1 joined the Mechanical Engineering Department of PPL Electric’s predecessor
Pennsylvania Power and Light (“PP&L”) in 1973 as an Engineer—Level I working on
studies related to PP&L’s generating plants. In 1974, the engineering functions were
restructured, and I became a member of the Power Plant Engineering Department. In
1975, I was promoted to the position of Engineer-Level II, and in 1978 to the position of
Project Engineer within that department. Later in 1978, 1 transferred to the System
Planning Department, and in 1981, I was promoted to the position of Senior Project
Engineer. In both of those positions I was responsible for the development of plans
related to maintaining and upgrading PP&L’s existing fossil and hydro generating plants.
In 1984, I was promoted to the position of Manager-Generation Development Planning
within the System Planning Department with responsibility for the portion of PP&L's
capital budget related to existing fossil and hydro generating plants as well as overall
administrative responsibility for PP&L’s capital budget. I was also, in that position,
PP&L’s coordinator for activities related to compliance with the 19_90 Federal Clean Air
Act Amendments. In December 1994, my title changed to Manager-Integrated Resource
Planning, but the duties remained relatively the same. In April 1996, 1 became the
Manager-Resource Planning and Pricing. In this capacity, 1 supervised the development
of integrated reséurce plans, the administration of PP&L’s responsibilities regarding non-
utility generation, the development of PP&L’s capital budget and the development and

administration of PP&L’s tariff for electric service. As the Competition Act was passed

2.
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in Pennsylvania in late 1996 and the pace of industry restructuring accelerated, my duties
in this position changed rapidly. The generation and capital budgeting functions were
moved to other organizations and, ultimately, to different affiliates. In their place I took
on new duties related to load analysis and coordination of activities within the regulated
distribution entity to implement customer choice. In August 2001 1 assumed my current

position.

Have you testified previously before the Pennsylvania Public Utility Commission

(“Commission”)?

Yes. Ihave testified before the Commission on mumerous occasions including the
Company’s restructuring proceeding (Docket No. R-00973954), three base rate
proceedings (Docket Nos. R-00943271, R-00049255, and R-00072155), the Company’s
Competitive Bridge Plan for the procurement of default generation service (Docket No.
P-00062227), proceedings regarding non-utility generators, including the buy-out of a
power purchase agreement with a non-utility generator and the impacts on PP&L and its
customers of existing power purchase agreements, and proceedings arising from

customer complaints.
‘What is the purpose of your testimony?

The purpose of my testimony is to provide a description of the Rate Stabilization Plan
(“RSP™), to explain why PPL Electric proposed the RSP and describe how the RSP can
benefit customers. My testimony also describes a modification the Company has
proposed to its budget billing program so that budget billing customers will not

experience disruptive catch-up adjustments at the time the generation rate caps expire.
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Background Related to the Rate Stabilization Plan

Q.

Please explain why PPL Electric proposed the RSP?

Beginning January 1, 2010, PPL Electric will obtain the supply needed to meet its
provider of last resort (‘POLR”) obligation from the competitive market. The price for
that supply will be set by the market and the costs will be passed on to retail customers
taking default service through the generation charge on PPL Electric customer bills
beginning in 2010. PPL Electric predicts that due to the expiration of the generation rate

caps customer may experience a significant increase in their electric bills.
Specifically, how will PPL Electric obtain its POLR supply for 20107

On May 17, 2007, at Docket No. P-00062227 the Commission approved PPL Electric’s
Competitive Bridge Plan (“CBP”). The CBP, inter alia, provides that PPL Electric will
obtain supply to meet its 2010 POLR ;)bligation through a series of six solicitations over
three years (2007-2009). PPL Electric has completed the first two solicitations
(comprising one-third of its 2010 requirements for residential and Small C&I customers).
The results of these two solicitations, if repeated over the next four solicitations, are
projected to produce a total bill increase to an average residential customer (assuming
1000 KWh of use per month) of approximately 34.5% and a total bill increase to Small

C&I customers of between 22.8% and 42.2%.
Are these projections consistent with other acquisitions in the competitive market?

Yes, the projected prices arising from these solicitations are consistent with the prices

seen in other recent POLR supply acquisitions. These prices result in the increases
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mentioned above which are consistent with significant increases seen in other recent
POLR supply acquisitions in the competitive market. Over the past year, significant rate
increases resulting from the end of rate caps and the purchase of POLR supply in the
oompetitivé market have become an important public policy issue. For example, the
Commission has cited the experience of Pike County Light and Power Company (an
incrcas: of over 70% in total electric bills beginning in 2006), Delmarva Power Company
(an increase of 59% in residential rates beginning May 1, 2006) and Baltimore Gas &
Electric Company (an increase of 72% in total electric bills beginning July 1, 2006). In

January 2007, the average residential customer of Pennsylvania Power Company, using

500 kWh per month, experienced a 33% increase.
How will the RSP address the negative effects of such an increase on the customers?

Such rate increases can create substantial concern among customners, because customers
tend to look at the immediate increase and its effect on their budgets. To address the
potential negative effects of rate cap expiration in 2010 on customers the RSP is designed
to smooth the effects of rate cap expiration over a multi-year period and thereby provide
customers with an opportunity to mitigate the one-time, month-over-month increase in

their electricity bills.

A Description of the of the Rate Stabilization Plan

Q.

‘What is the overall purpose of the RSP?
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The RSP will help customers better manage the effect of the expiration of the generation
rate caps on their budgets in 2010 and the expected rate increase at that time. The RSP,

as proposed, would phase-in the estimated 2010 increase over the 2008-2012 period.
Please describe the RSP, as proposed by PPL Electric on November 30, 2007.

The RSP provides that the PPL Electric will collect a specific RSP chargeon a monthly
basis from participating customers from July 2008 through December 2009. The
amounts collected under the plan, plus interest, will then be paid back to the participating
customers in the form of an RSP credit on each customer’s bill from January 2010
through December 2011. Customers that choose to participate in the RSP will be able to
mitigate the effect of the forthcoming estimated rate increase by contributing money into
the RSP in the early years, before the generation rate cap expires, in order to receive a
credit to their account after the rate cap expires. This charge and credit process should
substantially smooth the effect of the estimated 2010 rate increase over a period of
several years with most customers receiving a series of single digit increases in 2008

through 2012.
How will the RSP be implemented?

The RSP will be implemented through a Rate Stabilization Plan Rider (“RSP Rider”). In
short, the RSP Rider, as filed, provides for a fixed monthly charge in 2008-2009, and a
fixed monthly credit in 2010-2011. All revenue received from the RSP will be placed in
a separate account, will accrue 6% interest per year (compounded monthly), and will be

returned to customers (including accrued interest) through a monthly credit in 2010 and
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2011. Funds in the account will be invested in accordance with the Company’s short-

term investment policy.

Participation in the Rate Stabilization Plan

Q.

A,

‘Which residential customers are eligible to participate in the RSP?

All residential customers taking service under Rate Schedules RS, RTS or RTD are
eligible to participate, except those customers enrolled in the OnTrack program and

budget billing programs.
Why are OnTrack customers not eligible to participate in the RSP?

The OnTrack program is PPL Electric’s residential Customer Assistance Program
(“CAP”). Customers iﬁ the OnTrack program pay a set monthly bill based on their
individual ability to pay, which in each instance is less than the customer’s otherwise
applicable annual tariff charges. Therefore, it is unlikely that these customers would be
able to pay the additional RSP charges in 2008-2009, and, in most instances, they are not

likely to be required to pay any substantial portion of the POLR rate increase in 2010.

Why are customers in PPL Electric’s budget billing program not eligible to

participate in the RSP?

Under PPL Electric’s budget billing program, customers pay a levelized amount per
month over a 12-month period for electric service based on their historic usage and
historic rate levels. Changes in usage and rate levels are reflected in catch-up

adjustments every three months and through the annual resetting of the budget bill
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amount. As a result, the existing budget billing plan already incorporates a methodology
to phase-in the impact of the projected 2010 POLR rate increase. However, as discussed
in detail below at pages 12-13, PPL Electric has conducted a review of the current budget
billing program to determine how it will be affected by the expected 2010 rate increase
and proposes to adjust the budget bill payments of all budget billing customers on
January 1, 2010, to reflect one-half of the expected 2010 rate increase. With the
proposed adjustment, budget billing customers will see a relatively smooth phase-in of

the 2010 rate increase, independent of the RSP.

PPL Electric did consider including the budget billing customers in the RSP, however,
the methodology used to determine the budget billing customer’s monthly payment
generated very volatile resuits when combined with the RSP approach. For example,
depending on the customer’s budget billing anniversary date, they could theoretically
have experienced a 60-70% increase in charges one month followed by a 50% decline in
charges the next month if they were enrolled in both the budget billing program and the
RSP. Because of this volatility PPL Electric determined that allowing budget billing
customers to participate in the RSP would be inconsistent with the purpose of the budget

billing program which is to allow customers to pay a levelized amount per month.
Can Small Commercial and Industrial Customers participate in the RSP?

Yes, all Small C&I customers taking service on Rate Schedules G8-1, GS-3, GH-1(R) or
GH-2(R) are eligible to participate in the RSP, except those on budget billing for the
reasons explained above. All street lighting customers taking service on Rate Schedule

SE are eligible to participate in the RSP. Remaining street lighting customers are not
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expected to see substantial increases in their 2010 bills and therefore were not included in

the program.
‘What is the RSP’s enrollment process?

Participation in the RSP is voluntary; customers can elect not to participate at any time.
PPL Electric is proposing an automatic enrollment with ample opportunity for customers
to elect not to participate at any time. Under the RSP, customers will have the option, at
any time, to elect not to participate in the RSP. Customers may elect not to participate
before the RSP begins, and customers who are enrolled in the RSP can elect to exit at any
time during the term of the RSP. PPL Electric is not proposing 2 limited election window
or a limited open season period as has been employed in some other programs in other
states. In addition, PPL Electric will offer several different ways for customers to make
their election and will undertake a very substantial notification program to inform

customers about the RSP and all of their available options.
‘Will a RSP participant be allowed to leave the plan?

Yes, a participant can choose to leave at any time. The proposed RSP provides that a
customer that elects to leave the RSP will receive all the money he or she paid into the
program {plus 6% interest). Also, a customer’s participation in the RSP will end if the
customer fails to pay his or her bill in full for two consecutive billing cycles after joining
the RSP program, when the customer voluntarily requests disconnection of his or her
electric service, when a customer’s electric service is terminated by the Company or
when the customer otherwise becomes ineligible for the program. A customer ending

participation in the RSP for any of the above reasons will receive the then-current balance

-9-
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of his or her payments into the program plus interest (computed at 6% per year), as a

credit to their next bill, or by check if requested.
Will customers be permitted to enroll in the RSP after the plan is in place?

A customer not participating in the RSP from the start (i.e. July 1, 2008) can elect to
participate at any time during the initial payment term of the RSP, as long as he or she
meets the eligibility criteria. Moreover, a customer that elects to participate in the RSP
following its initial start-up must make a one-time payment equal to the then-current
balance (including interest) for other participating customers in the same rate schedule
strata. The catch-up requirement for new entrants in the RSP will helps ensure that the
overall plan remains easy for customers to understand and ensures that PPL Electric’s
current billing system properly accounts for the RSP charges and credits. By making the
one-time payment equal to the then-current balance within a rate schedule strata it will be
easy for customers to determine their prospective charges and credits because they will
be those stated in the RSP Rider. Furthermore, the billing system will not account for the

incremental calculations that would be necessary in the absence of the catch-up payment

requirement.
Is the RSP competitively neutral?

The RSP is competitively neutral and will not interfere with development of the retail
market. A customer can fully participate in the program if the customer is purchasing
generation supply from an EGS. The RSP charges and credits will not be treated as
generation-related and will not affect the price to compare. They will be non-bypassable

for participating customers. The RSP will help a participating customer phase-in the

-10-
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anticipated 2010 increase in generation prices regardless of the customer’s choice of

supplier.
How does PPL Electric Plan to inform the public about the RSP?

PPL Electric will provide extensive customer notice and education at the time the
Commission acts on the RSP, before implementation of the RSP and during its term. The
Company has identified four primary topics for customer notice and education: 1) the
magnitude of the expected rate increase in 2010; ii.) the reasons for that increase; iii.) full
description of the RSP; iv.) full description of how customers can elect not to participate

in the RSP and how they can elect to participate.

PPL Electric plans several initiatives before implementation of the RSP. First,
immediately upon Commission approval of the RSP, the Company will issue a news
release and offer television and radio interviews to announce the final details of the plan
and encourage its customers to watch their mail for program details. Second, at that time,
PPL Electric also will send a bill insert to all customers identifying the eligible rate
schedules and other eligibility requirements. This insert will include details regarding the
RSP, where to find additional information regarding expected generation rate increases
and the operation of the RSP, and the methods of electing not to participate or to
participate in the RSP. PPL Electric will supplement these initial communications with
follow-up initiatives, including a direct mailing to all active residential and Small C&I
customers, a second bill insert notice and paid advertisements in service area newspapers.
PPL Electric also is working to develop a number of methods for customers to elect to

participate or not to participate in the RSP. Several examples include choosing through

-11-
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electronic election over the internet, informing the Company using a special toll free 800

telephone number and returning a postage-paid reply card.
How will PPL Electric respond to customer questions regarding the RSP?

PPL Electric will respond to customer calls to the special 800 number regarding the RSP.
In addition, PPL Electric will make presentations to community groups about the
program and how it works and will brief Community Based Organizations and local
business/chamber of commerce groups to help them understand the RSP. Once the RSP
is effective, the Company will continue to respond to customer questions via the
telephone and the internet and accept new applications as explained previously. The
Company will also include information about the program and opportunities to
participate to new customers during 2008 and early 2009 via the welcome package that

the Company provides to new customers.

Will PPL Electric seek to recover, in its retail rates, the incremental administrative

costs associated with informing the public about the RSP?

No. None of the incremental administrative costs associated with informing the public

about the RSP will be recovered by PPL Electric through its retail rates.

Modifications to the Budget Billing Program

Q.

Did PPL Electric review the impact of the estimated 2010 rate increases on budget

billing customers?

-12-
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Yes, as part of its overall review of the impact of the 2010 rate increase on customers,
PPL Electric has conducted a specific review of its current budget billing program to
determine how it will be affected by the expected 2010 rate increase. This review has
shown that the deferral aspects of the budget billing program could result in very
significant catch-up adjustments depending on the customer's anniversary date for

adjustment of his or her budget bill.

How does PPL Electric propose to modify the budget billing program to address

this impact of the significant catch-up?

To avoid these rate disruptions, PPL Electric proposes to adjust the budget bill payments
of all budget billing customers on January 1, 2010, to reflect one-half of the expected
2010 rate increase. This will substantially smooth out budget bill adjustments and avoid
major catch-up adjustments as part of the three-month and twelve-month recalculation of
budget bills. With the proposed adjustment, budget billing customers will see a relatively
smooth phase-in of the 2010 rate increase. It also will provide customers who do not
wish to participate in the RSP with an additional alternative for smoothing out the effect
of the 2010 increase. Attachment A filed with the November 30, 2007 filing contained a
proposed revision to Tariff Rule 9.E. to implement this change. The revision would
affect all customers electing the budget bill program; it is not presented as an option. All
other aspects of the budget billing program remain unchanged. The proposed changes
to Tariff Rule 9.E. are attached to the testimony of Oliver G. Kasper filed concurrently in

this proceeding as Exhibit No. OGK-1.

-13-
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Additional Policy Considerations

Q.

In your opinion, is the RSP charge prohibited by the generation rate caps

established by Section 2804(4) of the Customer Choice Act?

1 do not believe it is. The payments received under the RSP do not violate the generation
rate cap for several reasons. First, participation in the RSP is entirely voluntary;
customers can elect not to participate at any time. If a customer withdraws from the
program, all voluntary payments will be returned, with interest. Second, the RSP charges
are not for generation supply service during the rate cap period. The RSP charges are
non-bypassable distribution charges and credits calculated to smooth the impact of the
anticipated 2010 increase and are not related to the generation charges for generation
service during the rate cap period. Further, the amounts collected under the RSP will be
returhed to customers (with interest) through RSP Rider credits in 2010 and 2011.
Finally, the RSP is a new service offered by the Company for the first time after
restructuring and as sucﬁ is not subject to the generation rate caps. The rate caps do not

apply to new services offered for the first time after the effective date of the Customer

Choice Act.

Is the RSP generally consistent with the Commission’s Policy Statement on Default

Service and Retail Electric Markets?

Yes, the proposed RSP is consistent with the policy statement in most areas. First, the
RSP applies when PPL Electric’s total rates are expected to increase by more than 25%.

Second, the RSP is available to residential and Small C&I customers. Third, the RSP

-14 -
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offers a prepayment option for not more than three years. Fourth, the RSP is

competitively neutral.

Is the RSP inconsistent with the certain aspects of the Commission’s Policy

Statement on Default Service and Retail Electric Markets?

The RSP does not use a 25 kW peak load criterion for Small C&I eligibility as suggested
in the Policy Statement, The 25 kW peak load criterion would cut across several rate
schedules and would make implementation extremely difficult for the Company and
confusing for customers. Moreover, that methodology would require significant added
costs. The applicability of PPL Electric’s proposed RSP is defined by the Company’s
rate schedules to avoid implementation problems and avoid otherwise unnecessary

expenses that would arise by using a 25 kW peak Joad eligibility criterion.

The RSP does not use the customer “affirmative consent” approach to enrolling
customers in the RSP as suggested in the Policy Statement. PPL Electric is proposing an
automatic enrollment with ample opportunity for customers to elect not to participate at
any time. Given the magnitude of the estimated 2010 rate increase, PPL Electric believes
that it is important to achieve very substantial participation in the RSP. Accordingly, the
Company carefully designed the RSP to achieve that result, while at the same time
preserving maximum customer flexibility by fully informing customers about the RSP
and providing ample opportunity for customers to elect not to participate at any time
throughout the term of the RSP, and by providing a complete refund of all RSP charges

paid, including interest, to those who leave the program.
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In the two areas where the proposed RSP does not strictly adhere to the Commission’s

Policy Statement, PPL Electric requests a waiver of the Policy Statement.
In your opinion is the RSP, as implemented by the RSP Rider, fair and reasonable?

1 believe that the RSP, as implemented by the RSP Rider, is fair and reasonable. First,
the RSP will help customers better manage the expiration of the generation rate caps in
2010 and the expected rate increase at that time. This is accomplished by a phase-in of
the 2010 rate increase over several years (2008 — 2012). OverI this period, customers
enrolled in the RSP, in each strata of each rate schedule, will see a smoother pattern of

annual increases, as compared to a price spike in 2010.

Second, the plan includes both payment and deferral provisions. This is an important part
of the RSP because it eliminates a concern with pure deferral plans under which
customers could ulﬁmately pay more than they otherwise would pay on a nominal dollar
basis. PPL Electric’s payment/deferral plan eliminates the incorporation of any carrying

charges to be paid by customers.

Third, under the RSP, customers will have the option, at any time, to elect not to
participate in the RSP. PPL Electric is not proposing a limited election window or a
limited open season period. Fourth, the proposed RSP provides that a customer that
elects to leave the RSP will receive all the money he or she paid into the program (plus
6% interest). Moreover, the RSP will accurately track each customer’s payments and
return them in full (with interest), via the strata method fully discussed in the testimony
of Oliver G. Kasper and evidenced in Exhibit No. OGK-1. Finally, the RSP is

competitively neutral and will not interfere with development of the retail market. A
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supply from an EGS. The RSP charges and credits will not be treated as generation-

related and will not affect the price to compare.
Does this conclude your testimony?

Yes.

17 -




[image: image163.png]BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Petition of PPL Electric Utilities :
Corporation for Approval of a Rate :  Docket No. P-2008-2021776

Stabilization Plan

AFFIDAVIT OF DOUGLAS A. KRALL

Commonwealth of Pennsylvania :
: SS.
County of Lehigh :
Douglas A. Krall, being duly sworn according to law, hereby deposes and says that:
1. I am Manager — Regulatory Strategy for PPL Electric Utilities Corporation (“PPL
Electric™).
2. The testimony submitted by PPL Electric in the above-captioned proceeding, including
the Direct Testimony of Douglas A. Krall submitted on January 30, 2008, was prepared by me or

those under my direct supervision and is true and correct to the best of my knowledge,

information and belief.

Degls A Yo

Dougl Krall

Sworn subscribed before me
thig%_ of February, 2008.

%ﬂW'

o ;,;,\AONWEA’;_OL(:I OF ‘T‘” T ANIA COMMONWEALTH OF PENNSYLVANIA
Y rie Notaria! Seat

Jean C. Dobrenko, Notary Public
City Of Alientowr, Lehigh
My Commission Ewnires Sept 23,2011

Azeocietion of Notaries

Merm:... v.::éon of Notaries




[image: image164.emf]
[image: image165.emf]
[image: image166.emf]
[image: image167.emf]
[image: image168.emf]
[image: image169.emf]
[image: image170.emf]
[image: image171.emf]
[image: image172.emf]
[image: image173.emf]
[image: image174.emf]
[image: image175.emf]
[image: image176.emf]
[image: image177.emf]
[image: image178.emf]
[image: image179.emf]
[image: image180.emf]
[image: image181.emf]
[image: image182.emf]
[image: image183.emf]
[image: image184.emf]
20

