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:

RECOMMENDED DECISION ON REMAND

Before

Susan D. Colwell

Administrative Law Judge



The purpose of this Recommended Decision is to recommend approval of the Joint Petition for Settlement signed by all participating parties to settle all outstanding issues and to establish base rates for consideration of all parties in the rates investigation filed by PPL Electric Utilities Corporation (PPL) on March 29, 2007,
 which was appealed to the Commonwealth Court and affirmed in part and reversed in part, and remanded for further consideration.  Lloyd v. Pa. Publ. Util. Comm’n, 904 A.2d 1010 (Pa. Cmwlth. 2006), pet. for alloc. denied, 916 A.2d 1104 (Pa. 2007).  
HISTORY OF THE PROCEEDINGS
This case began on March 29, 2004, when PPL Electric Utilities Corporation (PPL) filed Supplement No. 38 to Tariff Electric-Pa. P.U.C. No. 201 to become effective June 1, 2004, seeking Commission approval to increase its retail distribution base rate revenues by $164.4 million.  The Company’s request was based on a future test year ending December 31, 2004.  Additionally, PPL sought to increase transmission charges by approximately $57.2 million.
Numerous entities and individuals filed Formal Complaints against the rate increase and were assigned docket numbers
.  The OTS entered its Notice of Appearance on April 22, 2004.  Approximately 100 of PPL’s customers filed individual Complaints and rate Protests which were placed in the Public Comment file.  PPL answered all of the Complaints and moved to dismiss only one Complainant, Margaret Stuski (C0011).  

Additional entities filed Petitions to Intervene which were granted
.  PPL responded to each of these Petitions, but did not oppose the participation of any of the Petitioners.  The following Intervenors did not actively participate and were dismissed by the ALJ:  PECO; Allegheny; UGI; and IBEW.  Several Petitions to Intervene were denied for lack of standing
.
PPL was operating under a transmission and distribution rate cap and was prohibited from raising its distribution rates before December 31, 2004.  By Order entered May 7, 2004, the Commission directed that an investigation be instituted to determine the fairness, reasonableness and justness of rates named in Supplement No. 38 to Tariff Electric-Pa. P.U.C. No. 201.  The Commission further directed that, pursuant to Section 1308(d) of the Pennsylvania Public Utility Code (Code), 66 Pa. C.S. §1308(d), the filing be suspended by operation of law on June 1, 2004, until January 1, 2005, and that PPL could not increase distribution rates before the end of 2004 due to the transmission and distribution rate cap.  The case was then assigned to the Office of Administrative Law Judge (OALJ) for the scheduling of hearings to culminate in the issuance of a Recommended Decision.
A total of nine Public Input Hearings (PI Hearings) were held throughout PPL’s service territory.  Four days of Evidentiary Hearings were held in Harrisburg the week of August 9, 2004.  During that time, testimony and exhibits of all the active Parties were entered into the record.  A total of 1,135 pages of transcript were produced (including the PI Hearings), and the record closed on August 13, 2004.
Following briefing, ALJ Turner issued her Recommended Decision
, which was served on the Parties on October 22, 2004, and modified by the Errata issued October 25, 2004, which inter alia, granted PPL a rate increase of $130,111,983, and set a Transmission Service Charge (TSC) rate of $0.05439 per kWh.  Exceptions were filed by numerous parties, and the Commission adopted its Opinion and Order on December 2, 2004.

An appeal to Commonwealth Court was taken by the Office of Small Business Advocate (OSBA), William R. Lloyd, Jr., Small Business Advocate v. Pa. Publ. Util. Comm’n, No. 137 C.D. 2005; the Office of Consumer Advocate (OCA), Irwin A. Popowsky v. Pa. Publ. Util. Comm’n, No. 144 C.D. 2005; the Commission on Economic Opportunity (CEO), Commission on Economic Opportunity v. Pa. Publ. Util. Comm’n, No. 275 C.D. 2005; and the PP&L Industrial Customer Alliance (PPLICA) PP&L Industrial Customer Alliance v. Pa. Publ. Util. Comm’n, No. 884 C.D. 2005, collectively, ”Lloyd.”


On August 4, 2006, the Commonwealth Court of Pennsylvania issued its decision in the appeal of several of the issues in the above-captioned case, Lloyd v. Pa. Publ. Util. Comm’n, 904 A.2d 1010 (Pa. Cmwlth. 2006), pet. for alloc. denied, 916 A.2d 1104 (Pa. 2007).  The Lloyd decision reversed in part, vacated in part and affirmed in part the Commission’s December 22, 2004 decision.


On February 8, 2007, the Pennsylvania Public Utility Commission entered its Order which remanded the above-captioned proceeding to the Office of Administrative Law Judge for proceedings consistent with the Lloyd decision, specifically:

2.
That the issue of distribution and transmission rates is returned to the Office of Administrative Law Judge for findings and a recommended decision consistent with the opinion of Commonwealth Court.

Commission Order entered February 8, 2007, ¶ 2.  The matter was reassigned due to the retirement of ALJ Turner.


A prehearing conference in this case was held on Wednesday, March 7, 2007, and the following parties attended:  for PPL Electric Utilities Corporation, David B. MacGregor, Esq., Michael W. Hassell, Esq., and Paul E. Russell, Esq.; for OCA, Aron J. Beatty, Esq.; for OSBA, Steven C. Gray; for OTS, Richard A. Kanaskie, Esq.; for Consumer Interest of the U.S. Department of Defense and other affected Federal Executive Agencies, David A. McCormick, Esq.; for PPL Industrial Customer Alliance, Pamela Polacek, Esq., and Vicki Karandrikas, Esq.; and on his own behalf, Eric Epstein.  Each party filed a Prehearing Memo.


At the Prehearing Conference, counsel for PPL indicated that it planned to seek Commission approval to include its Hurricane Isabel refund plan with the present case rather than submit a separate plan for refund in order to reduce customer confusion when PPL’s compliance plan was implemented.  PPL filed its Motion on March 9, 2007, along with a request for expedited treatment so that it would not interfere with the established schedule in this case.  By Order entered March 22, 2007, the Commission adopted an order granting the Motion.


The Prehearing Conference Order was sent to all parties to the underlying case, with the notice that:


As a party to the prior proceeding, you are entitled to participate in the remanded proceeding.  You are not required to participate, but you may signify your intent to participate by attending the prehearing conference and complying with the requirements for participating parties.  If you do not attend the prehearing conference or indicate your intent to participate in writing prior to the prehearing conference, copies to all parties on the service list, you will be removed from the service list and will not be served with documents, filings, orders, or submittals in the remanded proceeding.


The following parties indicated through regular or electronic mail that they would not be participating in the remanded proceeding:  Duquesne Light, The Sustainable Energy Fund, PennFuture, UGI, Jim Melia, Commission on Economic Opportunity, PLUG, Retail Energy Supply Association (formerly MAPSA), Strategic Energy, LLC, FirstEnergy, and the wife of Mr. Curvin Snyder (deceased).



With the exception of the legislative representatives, all other named persons who have not indicated an interest in the proceeding on remand were removed from the active service list, having waived the right to participate in the remanded matter.  All parties to the underlying proceeding shall be served with this Recommended Decision on Remand.


The parties agreed to a schedule.  PPL submitted a proposal for compliance with the Commonwealth Court’s directions on April 13, 2007, and response dates were set for the other parties.  Prior to the June 1, 2007 due date for the rebuttal of all parties, a settlement in principle was reached, and the remainder of the schedule suspended.  The parties submitted a Joint Petition for Settlement on June 15, 2007, which satisfies all outstanding issues with the agreement of all participating parties.


On June 19, 2007, PPL submitted a Motion to Admit Evidence by Affidavit, which contains the necessary testamentary and evidentiary support for the Joint Petition for Settlement.  All Parties agree to it, and it will be granted.


All participating parties have signed the Joint Petition for Settlement and have submitted Statements In Support, Appendices I through O.  Pursuant to inquiry, on June 26, 2007, the Company filed a revised Appendix F, two substitute pages to Appendix H and two pages to Appendix H which were inadvertently omitted from the Joint Petition for Settlement.  The matter is now ready for decision.

TERMS OF THE SETTLEMENT


The Parties present the terms of settlement relative to the PPL proposal as set forth in its testimony and exhibits.  The numbered paragraphs correspond to the paragraphs in the Joint Petition for Settlement.  References in italics do not appear in the Joint Petition for Settlement but were provided by Company counsel by separate letter.  Footnotes are added to provide additional explanation and do not appear in the Joint Petition for Settlement.
A.
TRANSMISSION CHARGES

22.
All transmission rates and riders set forth herein shall become effective for service rendered on and after the first of the month following Commission approval of this settlement.

23.
PPL Electric’s proposal for establishing new prospective transmission rates under the TSC on a prospective basis will be adopted, subject to the following further modifications:

a.
PPL Electric will establish four separate transmission service customer classes: Residential, Small C&I, Large Commercial and Industrial–Primary (“Large C&I–Primary”) and Large Commercial and Industrial–Transmission (“Large C&I–Transmission”).  The Residential and Small C&I customer classes will consist of the rate schedules as proposed by the Company.
 See PPL Stmt. Remand-2, p. 3.  The Large C&I–Primary customer class will include Rate Schedules LP-4 and IS-P.  The Large C&I–Transmission customer class will include Rate Schedules LP-5, LP-6, LPEP, IST, ISA and L5S. 
b.
For all four transmission service customer classes, the demand-related portion of allocated transmission costs will be calculated based upon each customer class’s contribution to the 5 coincident peaks (“5CP”) used to establish such demand-related charges.  The Company shall establish a billing demand-based (kW) charge for the Large C&I-Primary customer class for recovery of such demand-related costs.  The Company shall establish a 5CP demand-based (kW) charge for the Large C&I-Transmission class for recovery of such demand-related costs.  
c.
The energy-related portion of transmission costs allocated to the four customer classes shall be based upon kWh usage, including distribution system losses.  The Company shall recover such energy-related costs on the basis of billed kWh sales.  
d.
Reconciliation for the four customer classes will be calculated separately for each customer class, and any over/under collection of costs shall be recovered or recouped on a kWh basis.  
e.
Attached as Appendix A (to the Joint Petition for Settlement, attached to this Recommended Decision) is a calculation of the prospective TSC costs and rates, by customer class, assuming new rates become effective August 1, 2007.  As set forth in PPL Electric’s direct testimony on remand, the actual costs and revenues by customer class will be reconciled, and amounts will be refunded or recouped, with interest, on a kWh basis through the TSC E-factor
. See PPL Stmt. Remand-1, p. 5.   
24.
PPL Electric’s proposal for refunding and recouping transmission service charges is adopted, subject to the following modifications:
a.
The calculation of the refunds/recoupments will reflect the four separate transmission service customer classes described in paragraph 23(a) above.  The rider will be calculated separately for each customer class as a kWh charge, and the charges will be recomputed January 1, 2008 and January 1, 2009 to reflect any under- or over-recoveries of charges and refunds and any revised projected sales.  
b.
The energy-based portion of TSC expenses per customer class shall be allocated based upon applicable kWh usage, including distribution system losses.  
c.
The refunds and recoupments shall be calculated to the date prospective transmission service rates become effective, and shall be reflected in a separate reconcilable rate rider (Remand Rider-1)
 that will be applied to all customers, both shopping and non-shopping, on the basis of billed kWh sales from the effective date through December 31, 2009, and will not be reflected in the “price to compare.”  Any over or under recovery, by customer class, remaining after this period shall be included in the respective classes’ E-factors in the TSC charge.  
d.
Attached as Appendix B is a calculation of refunds/recoupments, plus interest, by customer class, assuming revised transmission rates become effective on August 1, 2007.  
25.
The Parties agree that, if the PJM methodology for allocation of transmission costs to PPL Electric is changed in the future, any party may propose a prospective change to the allocation and recovery of those transmission costs to reflect the changed methodology.  
B.
DISTRIBUTION CHARGES


26.
All distribution rates and riders herein shall become effective for service rendered on and after the first of the month following Commission approval of this settlement. 


27.
PPL Electric will revise, prospectively, its distribution rates as follows: Distribution service rates for all rate schedules will be revised to reflect the class revenue requirements as set forth in Appendix C, and shall be designed to produce approximately $136 million in additional annual distribution operating revenues, which represents the allowed increase in annual distribution operating revenues of $137.1 million, less annual Hurricane Isabel costs of $1,124,000, plus applicable Gross Receipts Tax.  Attached as Appendix D is a calculation of revised prospective distribution service revenues, by rate class, based upon pro forma rates and sales volumes for the future test year ended December 31, 2004.  Attached as Appendix E is a Proof of Revenues setting forth the new distribution rates which demonstrates that these rates produce the required amount of revenue.  PPL Electric notes that effective January 1, 2007, its distribution rates were revised to reflect a phase out of funding of the Sustainable Energy Fund and to implement a one-year credit of certain crude oil overcharges that were refunded to PPL Electric.  See Pa. P.U.C. v. PPL Electric Utilities Corporation, Docket No. R-00061920, Order entered December 21, 2006.  As a result, currently effective rates are lower than the compliance rates from the 2004 base rate proceeding.  Attached as Appendix F is a calculation of the new tariff rates reflecting these approved credits.   


28.
PPL Electric will provide refunds and recoupments of previously charged distribution costs, through a non-reconcilable distribution rate rider, Remand Rider-2
, consistent with the pro forma rate class revenues set forth in Appendix D, which the parties agree will include the refund of the annual allowance of Hurricane Isabel costs recovered up to the effective date of the prospective change in distribution service rates.  The rider will be calculated separately for each rate schedule as a percentage of prospective distribution revenues, and the percentages will be recomputed January 1, 2008 and January 1, 2009 to reflect any revised projected sales, and also will be recomputed whenever distribution rates are revised.  The riders will be applied from the effective date through December 31, 2009.  Attached as Appendix G is an estimate of the amount of refunds/recoupments and the corresponding applicable percentage surcharges and surcredits assuming new prospective distribution rates are effective on August 1, 2007.  
C.
TARIFF CHANGES


29.
In order to implement the Settlement, PPL Electric will need to revise its tariff to: (1) implement new prospective distribution rates, (2) revise the TSC to reflect the new rate formula and the four rate classes agreed to by the Joint Petitioners, (3) establish two rate riders, Remand Riders 1 and 2, designed to refund Hurricane Isabel costs and to refund to and recoup from customers transmission and distribution costs from January 1, 2005 to the effective date of this Settlement, based on the Settlement rates established herein.


30.
A copy of the proposed tariff supplement implementing the new transmission and distribution rates and Remand Riders 1 and 2 is attached hereto as Appendix H.  The proposed tariff supplement assumes an effective date of August 1, 2007.  The Joint Petitioners request that this Settlement be approved at the Commission’s July 25, 2007 Public Meeting and that the enclosed tariff supplement be permitted to become effective for service rendered on and after August 1, 2007.  
IV.
PUBLIC INTEREST

31.
The purpose of this remand proceeding is to re-examine the rates established in the Company’s 2004 base rate case in light of the Commonwealth Court’s Lloyd decision and to develop new rates which comply with that decision, including the refund of storm damage costs disallowed by the Court.  The proposed Settlement fully accomplishes this goal and proposes new rates that are consistent with the Court’s decision and are just and reasonable.  

32.
First, the Commonwealth Court reversed and remanded the Commission’s decision which established a uniform per kWh TSC for all rate classes, because the decision did not explain how such a uniform charge reflected cost of service.  

33.
In response, the proposed Settlement will establish new prospective transmission rates, effective August 1, 2007, which are based upon cost of service reflecting the manner in which PPL Electric pays these transmission costs to PJM.  PJM bills certain transmission costs to PPL Electric based upon each class’s peak demands and bills other costs based upon kWh usage.  Under the Settlement, PPL Electric will allocate costs to each rate class based on how PPL Electric is billed from PJM so that the resulting rates reflect cost of service.  To accomplish this result, the Settlement, for TSC purposes, groups customers into four classes, Residential, Small C&I, Large C&I-Primary, and Large C&I-Transmission.  The Large C&I classes were divided into two groups, Large C&I-Primary and Large C&I-Transmission, in response to concerns raised by Large C&I customers related to the different voltage levels at which these customer groups take service from the Company. See PPLICA Stmt. Remand-1, pp. 14-16; USDOD Stmt. 1-Remand, pp. 8-9.   Moreover, the rate design of the TSC for these two large groups has been revised to establish a demand rate and an energy rate in order to reflect the widely varying load factors of these customers.  See PPLICA Stmt. Remand-1, pp. 14-16; USDOD Stmt. 1-Remand, pp. 8-9.  The result is a rate design that more accurately reflects cost of service and is fully compliant with Lloyd.  The proposed revision is revenue neutral to the Company but will change the transmission rates for each customer group as shown by the data set forth in Appendix A, page 2.  

34.
The Settlement also establishes a reconcilable base rate rider, Remand Rider-1, to refund/recoup the difference between the per kWh TSC rates originally approved by the Commission and the new transmission rate design described above.  These differences will be refunded to, or recovered from, customers on a per kWh basis (reflecting how the costs were originally collected from customers) based upon the four TSC groups described in the preceding paragraph.  Assuming Commission approval at its July 25, 2007 Public Meeting, this surcharge will be in effect for 29 months, i.e., through December 31, 2009 which very closely tracks the 31-month period over which these charges were collected from customers.  The amount of the surcharges and surcredits are set forth in Remand Rider-1.  Under Remand Rider-1, Residential customers will receive a surcharge of $0.00123/kWh, Small C&I customers will receive a surcredit of $0.00025/kWh, Large C&I-Primary customers will receive a surcredit of $0.00087/kWh and Large C&I-Transmission customers will receive a surcredit of $0.00135/kWh for the remainder of 2007.  The charges and credits will change slightly in 2008 and 2009, to reflect over- and under-recoveries of charges or refunds and sales forecast changes.  

35.
Second, with respect to distribution rates, the Commonwealth Court held that the allocation of the distribution rate increase was incorrectly influenced by the effect of the increase on total rates, including distribution, transmission, generation and stranded cost charges.  While the parties disagreed on the application of the Commonwealth Court’s Order to the facts of this case, the Settlement develops a new allocation of the distribution increase which: (1) does not consider total bill impacts; (2) is based on cost of service; and (3) appropriately reflects the principle of gradualism in rate design.  

36.
The parties have agreed to certain revisions to the allocation of the distribution rate increase from that originally adopted in the 2004 rate proceeding.  These revisions are set forth in Appendix D
 and are summarized in the table below.  
	Rate Schedule
	2004 Proposed

Distribution Rate

Revenue Remand 
	2004 Distribution

Rate Revenue

Compliance Filing
	Remand

Revenue

Change

	RS
	$    371,107,267 
	$    361,643,286 
	$     9,463,981

	RTS
	$        4,272,286 
	$        3,982,395 
	$        289,891

	GS-1
	$      76,980,260 
	$      79,588,626 
	$  (2,608,366)

	GS-3
	$    113,884,208 
	$    120,073,486 
	$  (6,189,278)

	LP-4
	$      29,204,499 
	$      30,626,130 
	$  (1,421,631)

	IS-P
	$        2,021,732 
	$        2,062,180 
	$       (40,448)

	LP-5
	$        1,053,461 
	$        1,608,153 
	$     (554,692)

	IS-T
	$           784,722 
	$           987,072 
	$     (202,350)

	LP-6
	$             91,158 
	$           202,385 
	$     (111,227)

	SA
	$        3,642,723 
	$        3,471,308 
	$       171,415 

	SM
	$           834,596 
	$           796,054 
	$         38,542 

	SHS
	$      15,130,415 
	$      14,396,949 
	$       733,466 

	SE
	$           791,394 
	$           771,176 
	$         20,218 

	GH-1
	$        6,450,912 
	$        7,102,228 
	$    (651,316)

	GH-2
	$        1,462,873 
	$        1,606,370 
	$    (143,497)

	Standby(LP5-S)
	$             60,633 
	$             75,873 
	$      (15,240)


These revisions are consistent with the Lloyd decision because they are based on a review of distribution rates only and do not reflect a total bill analysis, they are more reflective of cost of service, and they avoid disparate rate changes for any individual customer class (i.e., consider gradualism).  


37.
This proposed redesign of distribution rates was applied both prospectively and retrospectively.  Prospectively, the Settlement establishes new distribution rates that reflect a reallocation of the 2004 rate increase that all of the Joint Petitioners can accept for purposes of settlement of this proceeding.  Retrospectively, the Settlement establishes a new distribution rate rider, Remand Rider-2, which refunds/recoups, with interest, the difference between the amounts collected from customers under the original rate design approved by the PUC and what would have been collected had the new rate design been in effect as of January 1, 2005 which the Joint Petitioners can accept for purposes of settlement of this proceeding only.  This difference will be refunded/recouped over a 29-month period, which very closely approximates the 31‑month period over which the old rates were in effect.  Under Remand Rider-2, Residential customers will receive a distribution surcharge of approximately 3%, Small C&I customers will receive a distribution surcredit of 5% and Large C&I customers will receive a distribution surcredit of 8%.  


38.
The ending date for the refund/recoupment periods for the two retrospective remand riders also have been set at December 31, 2009, in consideration of the fact that PPL Electric’s generation rate caps are scheduled to expire at that date.  See PPL Stmt. No. 1-Remand, p. 6.  For residential customers in particular, the conclusion of the recoupment of prior period TSC and distribution charges will, to a degree, mitigate the overall increase in bills that currently is anticipated as a result of increases in energy costs following the conclusion of generation rate caps.  It is to be emphasized that both remand riders are shopping neutral.  


39.
Third, the Commonwealth Court reversed the Commission’s decision to the extent that it permitted recovery of Hurricane Isabel costs.  In its December 22, 2004 Order, the Commission allowed PPL Electric to amortize and recover, over a ten-year period, storm damage costs associated with Hurricane Isabel.  The OCA and PPLICA appealed this allowance on the basis that it violated the rate cap provisions of the Electricity Generation Customer Choice and Competition Act, 66 Pa.C.S. §§ 2801 et seq.  On appeal, the Commonwealth Court agreed with the OCA and PPLICA and reversed the Commission’s allowance of these costs.  


40.
Under the proposed Settlement, the new distribution rates exclude recovery of Hurricane Isabel costs and will, through the new distribution rate rider set forth above
, refund to customers, with interest, all amounts collected for Hurricane Isabel costs.  These costs will be refunded to those rate schedules that paid them in the first instance.  Under the Settlement, the prospective distribution rate decrease is approximately $1,220,000 per year on a pro forma basis, including applicable Gross Receipts Tax.  In addition, the amount to be refunded to customers is $3,087,083, plus $576,856 interest, assuming prospective rates under this Settlement become effective August 1, 2007.  Further, assuming Commission approval of this Settlement at its July 25, 2007 Public Meeting, the refund will be provided from August 1, 2007 through December 31, 2009, which is a 29-month period that closely approximates the 31-month period over which the costs were collected in rates.  


41.
The Settlement, in total, complies with the Court’s decision in Lloyd and takes important steps to ameliorate the rate effects on customers and to avoid disparate increases or decreases which would be inconsistent with principles of gradualism. The impact on typical residential customers is approximately a 3.8% increase over current rates beginning August 1, 2007.  For purposes of this settlement only, the parties agree that this impact represents an appropriate recognition of the principle of gradualism.  


42.
The Settlement also allows this proceeding to be resolved promptly and will avoid the delay that would occur if the proceeding was fully litigated.  This will limit the amount of refunds that will be returned to and recoupments that will be paid by customers.  Moreover, rates can become effective well in advance of the effective date of new rates resulting from PPL Electric’s 2007 rate case at Docket No. R-00072155.  This should limit customer confusion about rate changes.  


43.
The Settlement reflects the unanimous agreement of all active parties to the proceeding and reflects a delicate balancing of widely competing interests.  Its acceptability to a broad range of interests, in and of itself, reflects the reasonableness and fairness of the Settlement.  In addition, Statements in Support of the Settlement from PPL Electric, OTS, OCA, OSBA, PPLICA, USDOD and Eric Epstein are attached hereto, or will be separately provided, as Appendices I – O.  The Statements in Support further demonstrate that the Settlement is in the public interest.


44.
For the reasons explained above, and in the Statements in Support which are set forth in Appendices I-O, the Settlement should be approved.  
Additional Terms include the standard terms included in virtually all settlements.

DISCUSSION


The Commission Orders direct:

That the issue of distribution and transmission rates is returned to the Office of Administrative Law Judge for findings and a recommended decision consistent with the opinion of Commonwealth Court.
Commission Order entered February 8, 2007, ¶ 2.

2.
That PPL Electric Utilities Corporation shall file a plan at the direction of the Administrative Law Judge hearing the issue of distribution and transmission rates whereby it will cease to recover the allowance for Hurricane Isabel storm damage expense and refund those amounts already recovered from customers.
Commission Order entered March 22, 2007, ¶2.



A decision consistent with the Commonwealth Court must address the Court’s concerns.  The Lloyd decision offers the following reasoning in rejecting the Commission’s decision:

The Commission defines gradualism as limiting the increase to 10% of the total bill – period.  It does not explain why 10% of the total bill is the magic number that will prevent rate shock; it is just a number before which all other considerations must fall.  It also never explains how the acknowledged discriminatory rate class structures are going to be lessened, only that gradualism is served by limiting the total bill increase by less than 10%.  However, while permitted, gradualism is but one of many factors to be considered and weighed by the Commission in determining rate designs, and principles of gradualism cannot be allowed to trump all other valid ratemaking concerns and do not justify allowing one class of customers to subsidize the cost of service for another class of customers over an extended period of time.  Watergate East, Inc. v. Public Service Commission of District of Columbia, 665 A.2d 942 (D.C. App. 1995).  Because the flat percentage increase in transmission charges increases any previous discrimination in rates, and the Commission offers no explanation how discrimination in distribution and transmission rate structures are eventually going to be gradually alleviated, in effect, the Commission has determined that the principle of gradualism trumps all other ratemaking concerns – especially the polestar – cost of providing service.

Not only did the Commission allow gradualism to trump all other factors without providing a sufficient explanation, the total bill method is not in accord with the Competition Act.  Section 2804(3) of the Competition Act mandates rates for services as unbundled charges for transmission, distribution and generation and requires that rates and rate structures be set for each service primarily on a cost-of-service study.  By working backwards to achieve its goal of limiting the rate increase to 10% of the total bill, the Commission, in effect, “rebundles” distribution, transmission and generation rates in determining the allocation of the transmission and distribution rate increases among customer classes just so it can meet the goal of having a total bill that is less than a 10% increase.  While “gradualism” can be used to justify differences between rate classes for each unbundled rate, the “total bill” impact standard is inconsistent with the changes implemented by the Competition Act.  To allow the principle of gradualism to be applied on a total bill basis when each service is a stand-alone rate structure would be like saying that the Commission could apply the principle of gradualism in an electric case based on a customer’s total utility bill, i.e., the amount a rate payer would pay for electric, gas, water and telecommunications services.
Lloyd, 904 A.2d at 1020-1021.  


The Court’s decision expresses three basic concerns:  (1)  that “gradualism,” without proper explanation, cannot trump all other valid ratemaking concerns; (2) that the increase in discrimination among rate schedules with no explanation regarding the plan for future alleviation is not acceptable; and (3) that the “total bill” approach as a standard to be used is inconsistent with the Electric Competition Act, as it essentially rebundles the charges for transmission, distribution and generation.  The Joint Petition for Settlement recognizes and rectifies the concerns in the Lloyd decision.


The Company proposes, and the Parties to the Joint Petition for Settlement agree to move toward the cost of service over the course of three rate cases:  this case, the case currently under litigation (R-00072155, set for hearing the week of August 13, 2007), and the next rate case.  PPL Stmt. Remand-1, p. 4; Joint Petition pp. 6-7.  The Parties agree that easing into a strictly cost-of-service based rate design over three base rate cases will both meet the concerns of the Commonwealth Court and ease ratepayers into the payment of fully cost-based rates.


The Joint Petition for Settlement provides an approach which avoids the “rebundling” criticized by the Court.  It recognizes that  Section 2804(3) of the Competition Act mandates rates for services as unbundled charges for transmission, distribution and generation and requires that rates and rate structures be set for each service according to rate schedule.  


To implement the new rates, there is a need to reconcile the existing disallowed rates with the rates which result from this Remand in addition to setting new rates for the proposed August 1, 2007 effective date.  Therefore, some of the rate schedules will receive refunds, and some will be assessed short-term higher rates to recoup the difference.
TRANSMISSION



The Commission Order of December 22, 2004, permitted the imposition of a Transmission Service Charge (TSC) to allow PPL to recoup the charges imposed under PJM’s Open Access Transmission Tariff, filed with the Federal Energy Regulatory Commission.  The Commission permitted the amount of the TSC to be assessed to ratepayers on a uniform per-kWh basis across all rate schedules.  While neither the Commonwealth Court nor any party questions the right of the PPL to recoup its transmission costs, the method used was questioned by both OSBA and PPLICA.


In response to the Court’s concerns that the “flat percentage increase in transmission charges increases any previous discrimination in rates, and the Commission offers no explanation how discrimination in distribution and transmission rate structures are eventually going to be gradually alleviated,” the Joint Petition for Settlement provides that the transmission charges be assessed on the same basis that the PJM assesses the Company, separated into the four classifications in order to more accurately reflect cost of service.


Paragraph 23 of the Joint Petition outlines PPL Electric’s new method for establishing new prospective transmission rates under the TSC on a prospective basis.  Instead of a single per-kWh charge applied across all rate schedules, the Joint Petition establishes four separate transmission service customer classes:  Residential, Small C&I (see footnote 6 for a list of included rate schedules), Large Commercial and Industrial–Primary (“Large C&I–Primary”) and Large Commercial and Industrial–Transmission (“Large C&I–Transmission”).


For all four transmission service customer classes, the demand-related portion of allocated transmission costs will be calculated based upon each customer class’s contribution to the 5 coincident peaks (“5CP”) used to establish such demand-related charges.  The Company shall establish a billing demand-based (kW) charge for the Large C&I-Primary customer class for recovery of such demand-related costs and a 5CP demand-based (kW) charge for the Large C&I-Transmission class for recovery of such demand-related costs.  Jt. Petition ¶23(b); PPL Statement in Support, pp. 5-7.


Reconciliation for the four customer classes will be calculated separately for each customer class, and any over/under collection of costs shall be recovered or recouped on a kWh basis.  Jt. Petition ¶23(d).


“The transmission rates reflect cost of service because they are determined based on the way that PPL is billed for transmission service by PJM.  In addition, transmission rates are set on a stand-alone basis without regard for distribution or generation rates, and without regard to the effect on customers’ overall bills.”  PPL Statement in Support, p. 7.


Appendix A (to the Joint Petition for Settlement, attached to this Recommended Decision) is a calculation of the prospective TSC costs and rates, by customer class, assuming new rates become effective August 1, 2007.  As set forth in PPL Electric’s direct testimony on remand, the actual costs and revenues by customer class will be reconciled, and amounts will be refunded or recouped, with interest, on a kWh basis through the TSC E-factor.  See PPL Stmt. Remand-1, p. 5.  Jt. Petition ¶23(e).


PPLICA supports the Joint Petition for Settlement because this method of calculating transmission service costs and transmission rate design accurately tracks the manner in which PPL is assessed transmission and ancillary service charges by PJM, a benefit cited by OTS as well.  OTS Statement in Support, p. 3.  Therefore, this method is consistent with the requirement that transmission service be provided “on rates, terms of access and conditions that are comparable to the utility’s own use of the system.”  66 Pa. C.S. § 2804(6).  In addition, the energy-related portion of transmission costs will be calculated separately for each customer class and any over-or under-collection of costs will be recovered.  PPLICA Statement in Support, p. 3.


PPLICA points out that the actual cost to serve retail customers varies depending on the voltage at which such retail customers take transmission service, and the rate design proposed in the Joint Petition for Settlement appropriately reflects the loss differentials for each service voltage, thus responding to and addressing PPLICA’s concerns.  PPLICA Statement in Support, p. 4.  This concern is echoed by the DOD/FEA.  DOD/FEA Statement in Support, p. 1.


OCA states that the grouping of the residential rate schedules should result in more stable transmission rates for residential customers.  OCA Statement in Support, p. 2.  



This approach ensures that the principle of gradualism does not trump other ratemaking concerns and instead reflects the “polestar,” the cost of providing service.



The difference between the TSC rates originally proposed and charged since January 1, 2005 and the implementation of the new rates pursuant to this Settlement will be refunded or recouped according to PPL’s Remand Rider-1 (Appendix H), on a per-kWh basis, reflecting the method used to collect the charge under the Commission’s December 22, 2004 Order.  Jt. Petition, ¶24, PPL Statement in Support, p. 7.  The Remand Rider-1 will effect a refund/recoupment period which will end December 31, 2007, coinciding with the date that the generation rate caps expire.  The refund/recoupment period is similar to the length of time that the Company collected the rates originally (31 months collection vs. 29 months refund/recoupment), and will end when the generation costs are likely to increase, thus providing maximum mitigation for the ratepayers who will bear increased costs.  The Company emphasizes that this will also mitigate the overall increase in bills anticipated by the current rate case at Docket No. R-00072155.  Jt. Petition, ¶ 42; PPL Statement in Support, p. 8.
DISTRIBUTION


The Joint Petition for Settlement sets forth a new allocation of the distribution rate which is not based on the “total bill” approach that the Commonwealth Court found unacceptable.



Distribution service rates for all rate schedules will be revised to reflect the class revenue requirements as set forth in Appendix C, and shall be designed to produce approximately $136 million in additional annual distribution operating revenues, which represents the allowed increase in annual distribution operating revenues of $137.1 million, less annual Hurricane Isabel costs of $1,124,000, plus applicable Gross Receipts Tax.  Jt. Petition ¶27.



PPL Electric will provide refunds and recoupments of previously charged distribution costs, through a non-reconcilable distribution rate rider, Remand Rider-2
, consistent with the pro forma rate class revenues set forth in Appendix D, which the parties agree will include the refund of the annual allowance of Hurricane Isabel costs recovered up to the effective date of the prospective change in distribution service rates.  The rider will be calculated separately for each rate schedule as a percentage of prospective distribution revenues, and the percentages will be recomputed January 1, 2008, and January 1, 2009, to reflect any revised projected sales, and also will be recomputed whenever distribution rates are revised.  The riders will be applied from the effective date through December 31, 2009.  Attached as Appendix G is an estimate of the amount of refunds/recoupments and the corresponding applicable percentage surcharges and surcredits assuming new prospective distribution rates are effective on August 1, 2007.  Jt. Petition ¶28.



PPLICA states that this new allocation moves PPL’s distribution rates closer to cost of service, thereby mitigating a portion of the substantial subsidies embedded in the Company’s distribution rates for certain large industrial customers.  PPLICA Statement in Support, p. 4.
  PPLICA supports the Joint Petition for Settlement as the “beginning of a systematic process to eliminate interclass subsidies and, consequently, realize distribution rates that are reflective of cost of service.”  PPLICA Statement in Support, p. 5.


OCA states that the allocation in the Settlement is reasonable, based on a review of the cost of service studies presented in this proceeding, and moves PPL toward the system average rate of return.  While the result represents a compromise in the positions of all parties, it still achieves “significant progress toward the cost based rates as calculated under the cost of service studies developed in this proceeding.  In addition, consistent with Lloyd, the distribution rates established through this Settlement have been reviewed apart from any other element of rates.”  OCA Statement in Support, p. 3.


OCA also sees a benefit to applying the new rates retroactively to January 1, 2005, thereby reducing the interest expense accrued by those classes which will bear an increase in distribution and transmission rates as a result of this phase of the proceeding.  The Settlement complies with the Commonwealth Court’s disallowance of the Hurricane Isabel charges to the ratepayers which paid the costs.  OCA supports the August 1, 2007 effective date, and submits that the 3.8% total bill basis for most residential customers is within the range of possible outcomes from full litigation of this proceeding but also represents a mitigation of interest expense as a result of the early implementation.  OCA Statement in Support, p. 3.



OTS agrees that the terms of the Settlement adequately address the concerns of the Commonwealth Court by basing the revision on the distribution cost of service while respecting the principles of gradualism.  OTS Statement in Support, p. 3.


OSBA submits that the Joint Petition’s proposal to provide the GS-1 customer class with relief in this proceeding is a just and reasonable result.  OSBA Stmt. In Support, p.8.  In addition, “the Joint Petition assigns a just and reasonable distribution rate increase to the commercial GS-3 and GH customer classes, particularly in light of the unresolved issue of cost of service methodology.”  OSBA Stmt. In Support, p. 10.

PUBLIC INTEREST



The Joint Petition states that the Settlement accomplishes the goal of establishing rates consistent with the Commonwealth Court’s Lloyd decision, including the refund of storm damage costs disallowed by the Court.  Jt. Petition ¶ 31.


In response, the proposed Settlement will establish new prospective transmission rates, effective August 1, 2007, which are based upon cost of service reflecting the manner in which PPL Electric pays these transmission costs to PJM.  PJM bills certain transmission costs to PPL Electric based upon each class’s peak demands and bills other costs based upon kWh usage.  Under the Settlement, PPL Electric will allocate costs to each rate class.  The result is a rate design that more accurately reflects cost of service and is fully compliant with Lloyd.  The proposed revision is revenue neutral to the Company but will change the transmission rates for each customer group as shown by the data set forth in Appendix A, page 2.  Jt. Petition ¶33.



The Settlement also establishes a reconcilable base rate rider, Remand Rider-1, to refund/recoup the difference between the per kWh TSC rates originally approved by the Commission and the new transmission rate design described above.  These differences will be refunded to, or recovered from, customers on a per kWh basis (reflecting how the costs were originally collected from customers) based upon the four TSC groups described in the preceding paragraph.  Assuming Commission approval at its July 25, 2007 Public Meeting, this surcharge will be in effect for 29 months, i.e., through December 31, 2009, which very closely tracks the 31-month period over which these charges were collected from customers.  The amount of the surcharges and surcredits are set forth in Remand Rider-1.  Under Remand Rider-1, Residential customers will receive a surcharge of $0.00123/kWh, Small C&I customers will receive a surcredit of $0.00025/kWh, Large C&I-Primary customers will receive a surcredit of $0.00087/kWh and Large C&I-Transmission customers will receive a surcredit of $0.00135/kWh for the remainder of 2007.  The charges and credits will change slightly in 2008 and 2009, to reflect over- and under-recoveries of charges or refunds and sales forecast changes.  Jt. Petition ¶34.


Second, with respect to distribution rates, the Commonwealth Court held that the allocation of the distribution rate increase was incorrectly influenced by the effect of the increase on total rates, including distribution, transmission, generation and stranded cost charges.  While the parties disagreed on the application of the Commonwealth Court’s Order to the facts of this case, the Settlement develops a new allocation of the distribution increase which:  (1) does not consider total bill impacts; (2) is based on cost of service; and (3) appropriately reflects the principle of gradualism in rate design.  Jt. Petition ¶ 35.



This proposed redesign of distribution rates was applied both prospectively and retrospectively.  Prospectively, the Settlement establishes new distribution rates that reflect a reallocation of the 2004 rate increase that all of the Joint Petitioners can accept for purposes of settlement of this proceeding.  Retrospectively, the Settlement establishes a new distribution rate rider, Remand Rider-2, which refunds/recoups, with interest, the difference between the amounts collected from customers under the original rate design approved by the PUC and what would have been collected had the new rate design been in effect as of January 1, 2005, which the Joint Petitioners can accept for purposes of settlement of this proceeding only.  This difference will be refunded/recouped over a 29-month period, which very closely approximates the 31‑month period over which the old rates were in effect.  Jt. Petition ¶ 37.



The ending date for the refund/recoupment periods for the two retrospective remand riders also have been set at December 31, 2009, in consideration of the fact that PPL Electric’s generation rate caps are scheduled to expire at that date.  See PPL Stmt. No. 1-Remand, p. 6.  For residential customers in particular, the conclusion of the recoupment of prior period TSC and distribution charges will, to a degree, mitigate the overall increase in bills that currently is anticipated as a result of increases in energy costs following the conclusion of generation rate caps.  It is to be emphasized that both remand riders are shopping neutral.  Jt. Petition ¶ 38.


In response to the Commonwealth Court’s reversal of the Commission’s decision permitting PPL to recover Hurricane Isabel costs, the proposed distribution rates exclude recovery of Hurricane Isabel costs and will, through the new distribution rate rider set forth above
, refund to customers, with interest, all amounts collected for Hurricane Isabel costs.  These costs will be refunded to those rate schedules that paid them in the first instance.  Assuming Commission approval of this Settlement at its July 25, 2007 Public Meeting, the refund will be provided from August 1, 2007, through December 31, 2009, which is a 29-month period that closely approximates the 31-month period over which the costs were collected in rates.  Jt. Petition ¶ 40.


The Settlement, in total, complies with the Court’s decision in Lloyd and takes important steps to ameliorate the rate effects on customers and to avoid disparate increases or decreases.  While gradualism and total bill impact are not applied to “trump” other ratemaking concerns, it is appropriate to examine the impact on typical residential customers, which is approximately a 3.8% increase over current rates beginning August 1, 2007.  The parties agree that, for purposes of this settlement only, this impact represents an appropriate recognition of the principle of gradualism.  Jt. Petition ¶ 41.


As the Parties point out, the Settlement also allows this proceeding to be resolved promptly and will avoid the delay that would occur if the proceeding was fully litigated.  This will limit the amount of refunds that will be returned to and recoupments that will be paid by customers.  Moreover, rates can become effective well in advance of the effective date of new rates resulting from PPL Electric’s 2007 rate case at Docket No. R-00072155.  This should limit customer confusion about rate changes.  Jt. Petition ¶ 42. 


The signing parties to the Joint Petition for Settlement represent all remaining interested parties.  The OTS is charged by statute to represent the public interest.  66 Pa. C.S. §306(b).  The OCA represents the interests of consumers before the Commission pursuant to 71 P.S. §309-2.  The OSBA acts to represent the interests of small business consumers of utility services pursuant to the provisions of the Small Business Advocate Act, 73 P.S. §§399.41-399.50.  The Department of Defense is a large customer.  PPLICA represents commercial and industrial customers.  Eric Epstein is a pro se complainant who brings his own unique perspective to proceedings before the Commission.  This level of support is persuasive.



“In the Commission’s judgment, the results achieved from a negotiated settlement or stipulation, or both, in which the interested parties have had an opportunity to participate are often preferable to those achieved at the conclusion of a fully litigated proceeding...”  52 Pa. Code §69.401.  In this case, the parties had an opportunity to participate, extensive discovery was promulgated, and each party filed testimony setting forth the respective positions.  For the reasons set forth in each party’s Statement in Support and others set forth in this decision, the proposed Settlement is in the public interest and should be approved without modification. 

ORDER
THEREFORE,

IT IS RECOMMENDED:



1.
That this Recommended Decision be served on all parties of record to the underlying case.
2.
That the PPL Electric Utilities Corporation Motion to Admit Evidence by Affidavit is granted, and the following is admitted to the record:

a.
PPL Electric Statement No. Remand – 1 (Remand Direct   Testimony of Douglas A. Krall

b.
PPL Electric Statement No. Remand – 2 (Remand Direct Testimony of Oliver G. Kasper, Exh. OGK-Remand 1 – OGK – Remand 8)

c.
PPL Electric Statement No. Remand – 3 (Remand Direct Testimony of Joseph M. Kleha, Exhs. JMK-Remand 1 – JMK – Remand 10)

d.
OCA Statement No. 1-Remand (Remand Direct Testimony of Richard A. Galligan)
e.
OSBA Statement No. 1-Remand:  Remand Direct Testimony of Robert D. Knecht, Exh. IEc-Remand 1 – IEc-Remand 5)

f.
PPLICA Statement No. Remand 1 (Remand Direct Testimony of Stephen J. Baron, Exh. Remand SJB-1-SJB-7)

g.
USDOD Remand Direct Testimony of Kenneth L. Kincel, Exhs. KLJ-1 – KLK-4)



3.
That PPL Electric Utilities Corporation shall not place into effect the rules, rates and regulations contained in Supplement No. 57 to the PPL Electric Utilities Corporation General Tariff, Electric Pa. P.U.C. No. 201 as filed on April 13, 2007, at PUC Docket No. R‑00049255.



4.
That the Joint Petition for Settlement signed by all remaining participating parties of record and submitted in the case captioned Pennsylvania Public Utility Commission, et al. v. PPL Electric Utilities Corporation, at PUC Docket No. R-00049255 and attached hereto as Attachment A with Appendices A through O, is hereby approved without modification.



5.
That PPL Electric Utilities Corporation is hereby authorized to file the tariffs, tariff supplements or tariff revisions containing rates, rules and regulations, consistent with the Joint Petition for Settlement filed in this case and approved herein.

Dated:
June 29, 2007



________________________________________ 







Susan D. Colwell







Administrative Law Judge

ALJ Exhibit 1
	
	2004 PROPOSED
	2004 DIST
	REMAND

	RATE
	DIST RATE
	RATE REV
	REVENUE

	SCHEDULE
	REV REMAND
	COMP FILING
	CHANGE

	
	
	
	

	RS
	371,107,267 
	361,643,286 
	9,463,981 

	RTS
	4,272,286 
	3,982,395 
	289,891 

	RTD
	151,264 
	147,186 
	4,078 

	GS-1
	76,980,260 
	79,588,626 
	(2,608,366)

	GS-3
	113,884,208 
	120,073,486 
	(6,189,278)

	LP-4
	29,204,499 
	30,626,130 
	(1,421,631)

	IS-P
	2,021,732 
	2,062,180 
	(40,448)

	LP-5
	1,053,461 
	1,608,153 
	(554,692)

	IS-T
	784,722 
	987,072 
	(202,350)

	LP-6
	91,158 
	202,385 
	(111,227)

	LPEP
	389,452 
	389,452 
	0 

	ISA
	649,289 
	649,289 
	0 

	IS-1
	65,991 
	65,991 
	0 

	BL
	269,796 
	269,796 
	0 

	SA
	3,642,723 
	3,471,308 
	171,415 

	SM
	834,596 
	796,054 
	38,542 

	SHS
	15,130,415 
	14,396,949 
	733,466 

	SE
	791,394 
	771,176 
	20,218 

	TS
	26,577 
	25,080 
	1,497 

	SI-1
	18,396 
	17,536 
	860 

	GH-1
	6,450,912 
	7,102,228 
	(651,316)

	GH-2
	1,462,873 
	1,606,370 
	(143,497)

	LP5-S
	60,633 
	75,873 
	(15,240)

	PRS
	685,839 
	685,839 
	0 

	TOTAL
	630,029,743 
	631,243,840 
	(1,214,097)

	
	
	
	

	
	630,029,743 
	631,243,840 
	(1,214,097)


BEFORE THE

PENNSYLVANIA PUBLIC UTILITY COMMISSION
	Pennsylvania Public Utility Commission


v.

PPL Electric Utilities Corporation
	:
:
:
:
:
	Docket No. R-00049255


JOINT PETITION FOR SETTLEMENT

OF REMAND PROCEEDING

TO ADMINISTRATIVE LAW JUDGE SUSAN D. COLWELL:

I. INTRODUCTION
PPL Electric Utilities Corporation (“PPL Electric” or the “Company”), the Office of Trial Staff (“OTS”) of the Pennsylvania Public Utility Commission (“Commission”), the Office of Consumer Advocate (“OCA”), the Office of Small Business Advocate (“OSBA”), PP&L Industrial Customer Alliance (“PPLICA”), U.S. Department of Defense (“USDOD”), and Eric Epstein, parties to the above-captioned proceeding (hereafter collectively referred to as the “Joint Petitioners” or “Parties”), hereby join in this Joint Petition for Settlement (“Settlement”) of the above-captioned proceeding.

This proceeding arose as a result of the Commonwealth Court’s decision in Lloyd v. Pa. Public Utility Commission, 904 A.2d 1010 (Pa. Cmwlth. 2006) (“Lloyd”).  The Lloyd decision involved several appeals from the Commission’s December 22, 2004 Order in PPL Electric’s 2004 base rate case at Docket No. R-00049255.  In Lloyd, the Court reversed the Commission’s storm damage expense allowance for PPL Electric and “vacated as to the appeals by PPLICA and the OSBA regarding the issue of the Distribution and Transmission Service Charges” and “remanded to the Commission to set non-discriminatory reasonable rates and rate structure for 

each service.  Lloyd, at 1029.  The terms and conditions set forth in this Settlement represent a comprehensive settlement resolving all issues resulting from the Lloyd decision.  As explained in more detail below, the Settlement provides for: (1) revised prospective transmission and distribution rates, (2) a reconcilable rate rider designed to refund and recoup transmission charges from customer classes from January 1, 2005 to the date that the Settlement rates become effective, and (3) a non-reconcilable rate rider that refunds previously collected storm damage charges, with interest, to those customer classes who paid these costs in the first instance, and refunds and recoups distribution charges from individual rate schedules from January 1, 2005, to the date that Settlement rates become effective.  The Joint Petitioners aver that this comprehensive Settlement both complies with the Lloyd decision and is in the public interest and, therefore, request that Administrative Law Judge Susan D. Colwell (the “ALJ”) and the Commission approve all terms and conditions of this Settlement, as set forth below, in time for new rates to become effective August 1, 2007.

II. background
1.
On March 29, 2004, PPL Electric filed with the Commission a proposed general rate increase of $164.4 million for distribution service, pursuant to Section 1308(d) of the Public Utility Code.  Included in PPL Electric’s filing was a request to recover certain storm damage expenses associated with Hurricane Isabel.  In addition, PPL Electric notified the Commission and its customers of a projected $57.2 million increase in transmission charges that PPL Electric pays for transmission services it purchases from the PJM Interconnection, LLC (“PJM”) under tariffs regulated by the Federal Energy Regulatory Commission, and proposed to recover those transmission charges on an equal cents per kWh basis through a reconcilable Transmission Service Charge (“TSC”). 

2.
PPL Electric proposed that the rate increase be allocated among rate classes in a manner that it alleged would move each rate class toward the cost of service for distribution service, as determined by a detailed cost allocation study, and that no customer class receive a rate increase in excess of 10 percent, on a total bill basis, inclusive of the TSC.

3.
Several parties, including the OCA, supported PPL Electric’s position on allocation of the rate increase.  Other parties, primarily the OSBA, PPLICA and USDOD, contended that PPL Electric’s rates did not properly reflect cost of service, and that PPL Electric had improperly evaluated the effect of the proposed increases on a total bill basis. 

4.
After full litigation, the Commission entered a final order on December 22, 2004, which, among other things, approved an increase in rates designed to produce $137.1 million in additional annual operating revenues for distribution service (including the requested storm damage allowance), approved recovery of the projected $57.2 million increase in transmission service charges through the reconcilable TSC on an equal cents per kWh basis, and approved a proportional scale back of the allocation of the revenue increase proposed by PPL Electric.

5.
Four parties, including the OSBA, the OCA, PPLICA, and the Commission on Economic Opportunity (“CEO”), filed Petitions for Review of the Commission’s December 22, 2004 Order.  After briefing and oral argument, the Commonwealth Court, inter alia, reversed the Commission’s storm damage expense allowance, vacated the Commission’s Order regarding the allocation of the distribution and transmission rates among customer classes and remanded the case for further proceedings.  Lloyd, supra.
 

6.
Thereafter, PPL Electric and the Commission filed Petitions for Allowance of Appeal with the Pennsylvania Supreme Court seeking further judicial review of the 

Commonwealth Court’s decision.  On January 31, 2007, the Supreme Court denied these Petitions.

7.
On February 8, 2007, the Commission entered an order on remand, which: (1) directed PPL Electric to file a refund plan within 30 days regarding storm damage expenses; and (2) returned the revenue allocation issues to the Office of Administrative Law Judge for findings and a recommendation consistent with the Commonwealth Court’s decision.

8.
On February 9, 2007, the Commission issued a Notice scheduling a Prehearing Conference in the above-captioned proceeding for March 7, 2007.  Also, on February 9, 2007, the ALJ issued a Prehearing Conference Order setting forth rules and requirements for the prehearing conference.  Pursuant to the Commission’s February 8, 2007 Order, the ALJ’s Prehearing Conference Order indicated that the purpose of the above-captioned proceeding was to address issues regarding distribution and transmission rate design, consistent with the Commonwealth Court’s decision in Lloyd.

9.
On March 2, 2007, PPL Electric, OCA, OTS, OSBA, PPLICA, USDOD, PECO, and Mr. Epstein filed Prehearing Memoranda in compliance with the ALJ’s Prehearing Conference Order.

10.
On March 9, 2007, the ALJ issued a Scheduling Order on Remand which set forth the schedule, rules for discovery and the service list for this proceeding.  The service list included PPL Electric, OCA, OSBA, OTS, PPLICA, USDOD, PECO, The Honorable Phyllis Mundy, The Honorable Nikki Lopez and Eric Epstein.

11.
Also, on March 9, 2007, PPL Electric filed its Plan to Cease Recovery of Costs Resulting From Hurricane Isabel And To Refund Amounts Already Recovered From Customers (“Plan”) in compliance with the Commission’s February 8, 2007 Order.  In its filing, PPL 

Electric requested that the Plan be consolidated with the remand issues regarding the design of distribution and transmission rates in order to provide parties and the Commission with additional flexibility to respond to the Lloyd decision and to minimize the number of rate changes that customers may experience.

12.
On March 13, 2007, the Commission issued a Secretarial letter indicating that responses to PPL Electric’s request to consolidate the storm damage issue with the rate design issues were due no later than March 19, 2007.

13.
On March 19, 2007, the OCA filed a letter indicating that it did not object to consolidating the storm damage and rate design issues as requested by PPL Electric.  PPLICA also filed an Answer to PPL Electric’s Plan, requesting that the Commission approve PPL Electric’s request to consolidate the storm damage and rate design issues.

14.
On March 22, 2007, the Commission issued an order granting PPL Electric’s request to consolidate the Hurricane Isabel storm damage issue with the distribution and transmission rate design issues in this proceeding.

15.
Pursuant to the schedule established at the Prehearing Conference, on April 13, 2007, PPL Electric filed its direct testimony and related exhibits.

16.
Subsequently, on May 11, 2007, pursuant to the established schedule, OCA OSBA, PPLICA and USDOD filed their direct testimony and exhibits.

17.
Over the course of this proceeding, the Parties have engaged in extensive discussions, separately and collectively, in an attempt to settle this proceeding.  These efforts ultimately were successful and led to the filing of this Joint Petition.

18.
The terms and conditions of the Settlement are set forth below.

III.
SETTLEMENT PROVISIONS
19.
In its Direct Testimony, PPL Electric set forth its proposal to redesign its transmission and distribution rates and to refund Hurricane Isabel charges in order to comply with the Lloyd decision.  With regard to transmission rate design, PPL Electric proposed to: (1) establish three separate TSCs, for residential, small commercial and industrial (“Small C&I”) and large commercial and industrial (“Large C&I”) customer classes,
 (2) allocate costs to these three classes in the same manner that PPL Electric is billed for transmission service from PJM and (3) establish a kWh charge for each customer class designed to recover the costs allocated to each class.  PPL Electric proposed that the TSCs become effective for service rendered on and after January 1, 2008.  In addition, PPL Electric proposed to recalculate billed TSC charges for the three classes for the 2005-2007 period to reflect the prospective cost of service approach.  The differences between the class revenues resulting from these revised 2005-2007 cost of service rates and the revenues actually charged to customer classes during that period would be refunded to customer classes which had paid more than under the revised rates and recouped from customer classes which had paid less than under the revised rates, with interest, over the two-year period from January 1, 2008 through December 31, 2009.  

20.
With respect to distribution rates, the Company proposed to cease recovery of storm damage costs from Hurricane Isabel and to refund to customers, during 2008, amounts it collected from customers for Hurricane Isabel storm damage costs from 2005 through 2007, plus interest.  PPL Electric also proposed to move its distribution rates for all major rate classes to at 

or near full cost of service over the course of three rate cases, including the 2004 rate case.
  PPL Electric did not propose to make any change to the allocation of the 2004 distribution rate increase, except for a proposal that the refund of Hurricane Isabel costs apply only to customers taking service under rate schedules which were providing an above system average return.  

21.
Under the Settlement, PPL Electric’s proposal as set forth in its testimony and exhibits has been modified and clarified set forth below.

A.
TRANSMISSION CHARGES

22.
All transmission rates and riders set forth herein shall become effective for service rendered on and after the first of the month following Commission approval of this settlement.  

23.
PPL Electric’s proposal for establishing new prospective transmission rates under the TSC on a prospective basis will be adopted, subject to the following further modifications:

a)
PPL Electric will establish four separate transmission service customer classes: Residential, Small C&I, Large Commercial and Industrial–Primary (“Large C&I–Primary”) and Large Commercial and Industrial–Transmission (“Large C&I–Transmission”).  The Residential and Small C&I customer classes will consist of the rate schedules as proposed by the Company.  The Large C&I–Primary customer class will include Rate Schedules LP-4 and IS-P.  The Large C&I–Transmission customer class will include Rate Schedules LP-5, LP-6, LPEP, IST, ISA and L5S.

b)
For all four transmission service customer classes, the demand-related portion of allocated transmission costs will be calculated based upon each customer class’s contribution to the 5 coincident peaks (“5CP”) used to 

establish such demand-related charges.  The Company shall establish a billing demand-based (kW) charge for the Large C&I-Primary customer class for recovery of such demand-related costs.  The Company shall establish a 5CP demand-based (kW) charge for the Large C&I-Transmission class for recovery of such demand-related costs.

c)
The energy-related portion of transmission costs allocated to the four customer classes shall be based upon kWh usage, including distribution system losses.  The Company shall recover such energy-related costs on the basis of billed kWh sales.

d)
Reconciliation for the four customer classes will be calculated separately for each customer class, and any over/under collection of costs shall be recovered or recouped on a kWh basis.

e)
Attached as Appendix A is a calculation of the prospective TSC costs and rates, by customer class, assuming new rates become effective August 1, 2007.  As set forth in PPL Electric’s direct testimony on remand, the actual costs and revenues by customer class will be reconciled, and amounts will be refunded or recouped, with interest, on a kWh basis through the TSC E-factor.  

24.
PPL Electric’s proposal for refunding and recouping transmission service charges is adopted, subject to the following modifications:

a) The calculation of the refunds/recoupments will reflect the four separate transmission service customer classes described in paragraph 23(a) above.  The rider will be calculated separately for each customer class as a kWh 

charge, and the charges will be recomputed January 1, 2008 and January 1, 2009 to reflect any under- or over-recoveries of charges and refunds and any revised projected sales.

b) The energy-based portion of TSC expenses per customer class shall be allocated based upon applicable kWh usage, including distribution system losses.

c) The refunds and recoupments shall be calculated to the date prospective transmission service rates become effective, and shall be reflected in a separate reconcilable rate rider (Remand Rider-1) that will be applied to all customers, both shopping and non-shopping, on the basis of billed kWh sales from the effective date through December 31, 2009, and will not be reflected in the “price to compare.”  Any over or under recovery, by customer class, remaining after this period shall be included in the respective classes’ E-factors in the TSC charge.

d) Attached as Appendix B is a calculation of refunds/recoupments, plus interest, by customer class, assuming revised transmission rates become effective on August 1, 2007.

25.
The Parties agree that, if the PJM methodology for allocation of transmission costs to PPL Electric is changed in the future, any party may propose a prospective change to the allocation and recovery of those transmission costs to reflect the changed methodology.

B.
DISTRIBUTION CHARGES

26.
All distribution rates and riders herein shall become effective for service rendered on and after the first of the month following Commission approval of this settlement.  

27.
PPL Electric will revise, prospectively, its distribution rates as follows: Distribution service rates for all rate schedules will be revised to reflect the class revenue requirements as set forth in Appendix C, and shall be designed to produce approximately $136 million in additional annual distribution operating revenues, which represents the allowed increase in annual distribution operating revenues of $137.1 million, less annual Hurricane Isabel costs of $1,124,000, plus applicable Gross Receipts Tax.  Attached as Appendix D is a calculation of revised prospective distribution service revenues, by rate class, based upon pro forma rates and sales volumes for the future test year ended December 31, 2004.  Attached as Appendix E is a Proof of Revenues setting forth the new distribution rates which demonstrates that these rates produce the required amount of revenue.  PPL Electric notes that effective January 1, 2007, its distribution rates were revised to reflect a phase out of funding of the Sustainable Energy Fund and to implement a one-year credit of certain crude oil overcharges that were refunded to PPL Electric.  See Pa. P.U.C. v. PPL Electric Utilities Corporation, Docket No. R-00061920, Order entered December 21, 2006.  As a result, currently effective rates are lower than the compliance rates from the 2004 base rate proceeding.  Attached as Appendix F is a calculation of the new tariff rates reflecting these approved credits.    

28.
PPL Electric will provide refunds and recoupments of previously charged distribution costs, through a non-reconcilable distribution rate rider, Remand Rider-2, consistent with the pro forma rate class revenues set forth in Appendix D, which the parties agree will include the refund of the annual allowance of Hurricane Isabel costs recovered up to the effective date of the prospective change in distribution service rates.  The rider will be calculated separately for each rate schedule as a percentage of prospective distribution revenues, and the percentages will be recomputed January 1, 2008 and January 1, 2009 to reflect any revised 

projected sales, and also will be recomputed whenever distribution rates are revised.  The riders will be applied from the effective date through December 31, 2009.  Attached as Appendix G is an estimate of the amount of refunds/recoupments and the corresponding applicable percentage surcharges and surcredits assuming new prospective distribution rates are effective on August 1, 2007.

C.
TARIFF CHANGES

29.
In order to implement the Settlement, PPL Electric will need to revise its tariff to: (1) implement new prospective distribution rates, (2) revise the TSC to reflect the new rate formula and the four rate classes agreed to by the Joint Petitioners, (3) establish two rate riders, Remand Riders 1 and 2, designed to refund Hurricane Isabel costs and to refund to and recoup from customers transmission and distribution costs from January 1, 2005 to the effective date of this Settlement, based on the Settlement rates established herein.

30.
A copy of the proposed tariff supplement implementing the new transmission and distribution rates and Remand Riders 1 and 2 is attached hereto as Appendix H.  The proposed tariff supplement assumes an effective date of August 1, 2007.  The Joint Petitioners request that this Settlement be approved at the Commission’s July 25, 2007 Public Meeting and that the enclosed tariff supplement be permitted to become effective for service rendered on and after August 1, 2007.

IV.
PUBLIC INTEREST
31.
The purpose of this remand proceeding is to re-examine the rates established in the Company’s 2004 base rate case in light of the Commonwealth Court’s Lloyd decision and to develop new rates which comply with that decision, including the refund of storm damage costs disallowed by the Court.  The proposed Settlement fully accomplishes this goal and proposes new rates that are consistent with the Court’s decision and are just and reasonable.

32.
First, the Commonwealth Court reversed and remanded the Commission’s decision which established a uniform per kWh TSC for all rate classes, because the decision did not explain how such a uniform charge reflected cost of service.

33.
In response, the proposed Settlement will establish new prospective transmission rates, effective August 1, 2007, which are based upon cost of service reflecting the manner in which PPL Electric pays these transmission costs to PJM.  PJM bills certain transmission costs to PPL Electric based upon each class’s peak demands and bills other costs based upon kWh usage.  Under the Settlement, PPL Electric will allocate costs to each rate class based on how PPL Electric is billed from PJM so that the resulting rates reflect cost of service.  To accomplish this result, the Settlement, for TSC purposes, groups customers into four classes, Residential, Small C&I, Large C&I-Primary, and Large C&I-Transmission.  The Large C&I classes were divided into two groups, Large C&I-Primary and Large C&I-Transmission, in response to concerns raised by Large C&I customers related to the different voltage levels at which these customer groups take service from the Company.  Moreover, the rate design of the TSC for these two large groups has been revised to establish a demand rate and an energy rate in order to reflect the widely varying load factors of these customers.  The result is a rate design that more accurately reflects cost of service and is fully compliant with Lloyd.  The proposed revision is revenue neutral to the Company but will change the transmission rates for each customer group as shown by the data set forth in Appendix A, page 2.

34.
The Settlement also establishes a reconcilable base rate rider, Remand Rider-1, to refund/recoup the difference between the per kWh TSC rates originally approved by the Commission and the new transmission rate design described above.  These differences will be refunded to, or recovered from, customers on a per kWh basis (reflecting how the costs were 

originally collected from customers) based upon the four TSC groups described in the preceding paragraph.  Assuming Commission approval at its July 25, 2007 Public Meeting, this surcharge will be in effect for 29 months, i.e., through December 31, 2009 which very closely tracks the 31-month period over which these charges were collected from customers.  The amount of the surcharges and surcredits are set forth in Remand Rider-1.  Under Remand Rider-1, Residential customers will receive a surcharge of $0.00123/kWh, Small C&I customers will receive a surcredit of $0.00025/kWh, Large C&I-Primary customers will receive a surcredit of $0.00087/kWh and Large C&I-Transmission customers will receive a surcredit of $0.00135/kWh for the remainder of 2007.  The charges and credits will change slightly in 2008 and 2009, to reflect over- and under-recoveries of charges or refunds and sales forecast changes.  

35.
Second, with respect to distribution rates, the Commonwealth Court held that the allocation of the distribution rate increase was incorrectly influenced by the effect of the increase on total rates, including distribution, transmission, generation and stranded cost charges.  While the parties disagreed on the application of the Commonwealth Court’s Order to the facts of this case, the Settlement develops a new allocation of the distribution increase which: (1) does not consider total bill impacts; (2) is based on cost of service; and (3) appropriately reflects the principle of gradualism in rate design.

36.
The parties have agreed to certain revisions to the allocation of the distribution rate increase from that originally adopted in the 2004 rate proceeding.  These revisions are set forth in Appendix D and are summarized in the table below.

	Rate Schedule
	2004 Proposed

Distribution Rate

Revenue Remand 
	2004 Distribution

Rate Revenue

Compliance Filing
	Remand

Revenue

Change

	RS
	$    371,107,267 
	$    361,643,286 
	$     9,463,981

	RTS
	$        4,272,286 
	$        3,982,395 
	$        289,891

	GS-1
	$      76,980,260 
	$      79,588,626 
	$  (2,608,366)

	GS-3
	$    113,884,208 
	$    120,073,486 
	$  (6,189,278)

	LP-4
	$      29,204,499 
	$      30,626,130 
	$  (1,421,631)

	IS-P
	$        2,021,732 
	$        2,062,180 
	$       (40,448)

	LP-5
	$        1,053,461 
	$        1,608,153 
	$     (554,692)

	IS-T
	$           784,722 
	$           987,072 
	$     (202,350)

	LP-6
	$             91,158 
	$           202,385 
	$     (111,227)

	SA
	$        3,642,723 
	$        3,471,308 
	$       171,415 

	SM
	$           834,596 
	$           796,054 
	$         38,542 

	SHS
	$      15,130,415 
	$      14,396,949 
	$       733,466 

	SE
	$           791,394 
	$           771,176 
	$         20,218 

	GH-1
	$        6,450,912 
	$        7,102,228 
	$    (651,316)

	GH-2
	$        1,462,873 
	$        1,606,370 
	$    (143,497)

	Standby(LP5-S)
	$             60,633 
	$             75,873 
	$      (15,240)


These revisions are consistent with the Lloyd decision because they are based on a review of distribution rates only and do not reflect a total bill analysis, they are more reflective of cost of service, and they avoid disparate rate changes for any individual customer class (i.e., consider gradualism).

37.
This proposed redesign of distribution rates was applied both prospectively and retrospectively.  Prospectively, the Settlement establishes new distribution rates that reflect a reallocation of the 2004 rate increase that all of the Joint Petitioners can accept for purposes of settlement of this proceeding.  Retrospectively, the Settlement establishes a new distribution rate rider, Remand Rider-2, which refunds/recoups, with interest, the difference between the amounts collected from customers under the original rate design approved by the PUC and what would have been collected had the new rate design been in effect as of January 1, 2005 which the Joint 

Petitioners can accept for purposes of settlement of this proceeding only.  This difference will be refunded/recouped over a 29-month period, which very closely approximates the 31‑month period over which the old rates were in effect.  Under Remand Rider-2, Residential customers will receive a distribution surcharge of approximately 3%, Small C&I customers will receive a distribution surcredit of 5% and Large C&I customers will receive a distribution surcredit of 8%.

38.
The ending date for the refund/recoupment periods for the two retrospective remand riders also have been set at December 31, 2009, in consideration of the fact that PPL Electric’s generation rate caps are scheduled to expire at that date.  For residential customers in particular, the conclusion of the recoupment of prior period TSC and distribution charges will, to a degree, mitigate the overall increase in bills that currently is anticipated as a result of increases in energy costs following the conclusion of generation rate caps.  It is to be emphasized that both remand riders are shopping neutral.  

39.
Third, the Commonwealth Court reversed the Commission’s decision to the extent that it permitted recovery of Hurricane Isabel costs.  In its December 22, 2004 Order, the Commission allowed PPL Electric to amortize and recover, over a ten-year period, storm damage costs associated with Hurricane Isabel.  The OCA and PPLICA appealed this allowance on the basis that it violated the rate cap provisions of the Electricity Generation Customer Choice and Competition Act, 66 Pa.C.S. §§ 2801 et seq.  On appeal, the Commonwealth Court agreed with the OCA and PPLICA and reversed the Commission’s allowance of these costs.

40.
Under the proposed Settlement, the new distribution rates exclude recovery of Hurricane Isabel costs and will, through the new distribution rate rider set forth above, refund to customers, with interest, all amounts collected for Hurricane Isabel costs.  These costs will be refunded to those rate schedules that paid them in the first instance.  Under the Settlement, the 
prospective distribution rate decrease is approximately $1,220,000 per year on a pro forma basis, including applicable Gross Receipts Tax.  In addition, the amount to be refunded to customers is $3,087,083, plus $576,856 interest, assuming prospective rates under this Settlement become effective August 1, 2007.  Further, assuming Commission approval of this Settlement at its July 25, 2007 Public Meeting, the refund will be provided from August 1, 2007 through December 31, 2009, which is a 29-month period that closely approximates the 31-month period over which the costs were collected in rates.

41.
The Settlement, in total, complies with the Court’s decision in Lloyd and takes important steps to ameliorate the rate effects on customers and to avoid disparate increases or decreases which would be inconsistent with principles of gradualism. The impact on typical residential customers is approximately a 3.8% increase over current rates beginning August 1, 2007.  For purposes of this settlement only, the parties agree that this impact represents an appropriate recognition of the principle of gradualism.

42.
The Settlement also allows this proceeding to be resolved promptly and will avoid the delay that would occur if the proceeding was fully litigated.  This will limit the amount of refunds that will be returned to and recoupments that will be paid by customers.  Moreover, rates can become effective well in advance of the effective date of new rates resulting from PPL Electric’s 2007 rate case at Docket No. R-00072155.  This should limit customer confusion about rate changes.  

43.
The Settlement reflects the unanimous agreement of all active parties to the proceeding and reflects a delicate balancing of widely competing interests.  Its acceptability to a broad range of interests, in and of itself, reflects the reasonableness and fairness of the Settlement.  In addition, Statements in Support of the Settlement from PPL Electric, OTS, OCA, 

OSBA, PPLICA, USDOD and Eric Epstein are attached hereto, or will be separately provided, as Appendices I – O.  The Statements in Support further demonstrate that the Settlement is in the public interest.

44.
For the reasons explained above, and in the Statements in Support which are set forth in Appendices I-O, the Settlement should be approved.

V.
SETTLEMENT CONDITIONS
45.
This Settlement is conditioned upon Commission approval of all terms and conditions contained herein without modification.  If the Commission modifies the Settlement, then any Joint Petitioner may elect to withdraw from this Settlement and may proceed with litigation and, in such event, this Settlement shall be void and of no effect.  Such election to withdraw must be made in writing, filed with the Secretary of the Commission and served upon all Joint Petitioners within five (5) business days after the entry of an order modifying the Settlement.  Provided, however, that the effective date of August 1, 2007, assumed in this Settlement and in various Appendices attached hereto, is a target date but not a condition of the Settlement.  

46.
The Joint Petitioners acknowledge and agree that this Settlement, if approved, shall have the same force and effect as if the Joint Petitioners had fully litigated this proceeding resulting in the establishment of rates that are Commission-made, just and reasonable rates.

47.
This Settlement is proposed by the Joint Petitioners to settle all issues in the instant proceeding.  If the Commission does not approve the Settlement and the proceeding continues to further hearings, the Joint Petitioners reserve their respective rights to present additional testimony and to conduct full cross-examination, briefing and argument.  The Settlement is made without any admission against, or prejudice to, any position which any Joint Petitioner may adopt in the event of any subsequent litigation of this proceeding.

48.
This Settlement may not be cited as precedent in any future proceeding, except to the extent required to implement this Settlement.

49.
The Parties agree that this Settlement does not reflect the adoption of any particular cost of service study, and that no Party may cite to, or be bound by, the terms of this Settlement regarding the prospective allocation of distribution costs in the Company’s pending base rate proceeding at Docket No. R-00072155, except to the extent necessary to calculate pro forma revenues at present rates by customer class, or in any future proceeding, except to the extent necessary to enforce this Settlement.  This Settlement shall not be cited or otherwise offered as support for allocation of refunds or recoupments in the event of any future proceeding involving a remand from the Commonwealth Court of Pennsylvania.

50.
This Settlement is being presented only in the context of this proceeding in an effort to resolve the proceeding in a manner which is fair and reasonable.  The Settlement is the product of compromise and does not represent approval of any Party’s position on any issue.  This Settlement is presented without prejudice to any position which any of the Parties may have advanced and without prejudice to the position any of the Parties may advance in the future on the merits of the issues in future proceedings involving PPL Electric, except to the extent necessary to effectuate the terms and conditions of this Settlement.  In addition, the Settlement does not preclude the Parties from taking other positions in proceedings of other public utilities under Section 1308 of the Public Utility Code, 66 Pa.C.S. § 1308, or any other proceeding.

51.
If the ALJ adopts the Settlement without modification, the Joint Petitioners waive their rights to file Exceptions.

52.
This Settlement may be executed in multiple signature pages.

VI.
CONCLUSION

WHEREFORE, the Joint Petitioners, by their respective counsel, respectfully request as follows:

1.
That Administrative Law Judge Susan D. Colwell recommend and the Commission approve this Settlement including all terms and conditions thereof;

2.
That the Commission’s Investigation at R-00049255 be marked closed; and

3.
That the Commission enter an Order consistent with this Settlement, terminating the proceeding and authorizing PPL Electric Utilities Corporation to file the tariff attached as Appendix G effective as provided herein.






Respectfully submitted,

______________________________
Date:______________________________

David B. MacGregor, Esquire

Michael W. Hassell, Esquire

Paul E. Russell, Esquire

For:
PPL Electric Utilities


Corporation

______________________________
Date:
______________________________

Richard A. Kanaskie, Esquire

For:
Office of Trial Staff

______________________________
Date:
______________________________

Tanya J. McCloskey, Esquire

Aron Beatty, Esquire

For:
Office of Consumer Advocate

______________________________
Date: ______________________________

William R. Lloyd, Jr., Esquire

Steven C. Gray, Esquire

For:
Office of Small Business Advocate

______________________________
Date:
______________________________

Pamela C. Polacek, Esquire

Vasiliki Karandrikas, Esquire

For:
PP&L Industrial Customer


Alliance

______________________________
Date:
______________________________

Peter Q. Nyce, Jr. Esquire

For:
U.S. Department of Defense

______________________________
Date:
______________________________

Eric Joseph Epstein

For:
Eric Epstein
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	Appendix A

	Transmission Reallocation 

	Transmission Rate Effective August 1, 2007

	
	
	
	
	

	
	
	
	
	

	Rate Schedule
	Current Transmission Rate Revenue
	Proposed Transmission Rate Revenue
	Increase to Rates Effective 8/1/2007
	

	 
	 
	Eff. 8/1/2007
	 
	

	RS
	 $   75,598,052 
	 $   86,511,855 
	 $       10,913,803 
	

	RTS
	 $     2,047,289 
	 $     2,342,848 
	 $            295,559 
	

	RTD
	 $         26,858 
	 $         30,736 
	 $               3,878 
	

	GS-1
	 $   10,970,377 
	 $   11,601,690 
	 $            631,313 
	

	GS-3
	 $   48,581,129 
	 $   51,321,451 
	 $         2,740,322 
	

	LP-4
	 $   32,902,736 
	 $   28,765,702 
	 $        (4,137,034)
	

	IS-P
	 $     1,818,028 
	 $     1,673,107 
	 $           (144,921)
	

	LP-5
	 $   17,402,402 
	 $   12,875,902 
	 $        (4,526,500)
	

	IS-T
	 $   10,878,495 
	 $     7,043,060 
	 $        (3,835,435)
	

	LP-6
	 $     2,426,348 
	 $     1,802,460 
	 $           (623,888)
	

	LPEP
	 $       352,217 
	 $       545,866 
	 $            193,649 
	

	ISA
	 $     2,488,745 
	 $       883,340 
	 $        (1,605,405)
	

	IS-1
	 $           9,455 
	 $           9,987 
	 $                  532 
	

	BL
	 $         35,013 
	 $         36,985 
	 $               1,972 
	

	SA
	 $       129,782 
	 $       137,088 
	 $               7,306 
	

	SM
	 $         25,178 
	 $         26,616 
	 $               1,438 
	

	SHS
	 $       282,273 
	 $       298,409 
	 $             16,136 
	

	SE
	 $       203,831 
	 $       215,314 
	 $             11,483 
	

	TS
	 $           1,827 
	 $           1,929 
	 $                  102 
	

	SI-1
	 $              471 
	 $              498 
	 $                    27 
	

	GH-1
	 $     1,549,821 
	 $     1,637,134 
	 $             87,313 
	

	GH-2
	 $       351,180 
	 $       370,965 
	 $             19,785 
	

	LP5-S
	 $         37,380 
	 $           7,898 
	 $            (29,482)
	

	
	
	
	
	

	Total
	$208,118,887 
	$208,140,840 
	$21,953 
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	PPL Electric Utilities Corporation

	Rate Schedule RS

	Residential Service

	Calculation of Effect of Proposed Rate vs. Current Tariff

	Based on bill frequency distribution for 12 months ended December 2003

	 
	 
	 
	 

	PRESENT RATE
	Units
	Rate
	Rate Revenue

	
	
	
	

	Transmission - All KWH
	12,903,449,690
	$0.00381 
	$49,162,143 

	
	
	
	

	Distribution
	
	
	

	Total Bills
	13,659,368
	$6.55 
	$89,468,860 

	First 200 KWH
	2,583,075,767
	$0.01817 
	$46,934,487 

	Next 600 KWH
	5,387,295,201
	$0.01612 
	$86,843,199 

	Excess KWH
	4,933,078,722
	$0.01489 
	$73,453,542 

	Subtotal
	12,903,449,690
	
	$296,700,088 

	
	
	
	

	Energy & Capacity 
	
	
	

	First 200 KWH
	2,583,075,767
	$0.05083 
	$131,297,741 

	Next 600 KWH
	5,387,295,201
	$0.04465 
	$240,542,731 

	Excess KWH
	4,933,078,722
	$0.04096 
	$202,058,904 

	Subtotal
	12,903,449,690
	 
	$573,899,376 

	
	
	
	

	Competitive Transition Charge
	
	
	

	First 200 KWH
	2,583,075,767
	$0.00250 
	$6,457,689 

	Next 600 KWH
	5,387,295,201
	$0.00222 
	$11,959,795 

	Excess KWH
	4,933,078,722
	$0.00204 
	$10,063,481 

	Subtotal 
	12,903,449,690
	
	$28,480,965 

	
	
	
	

	Intangible Transition Charge
	
	
	

	First 200 KWH
	2,583,075,767
	$0.01186 
	$30,635,279 

	Next 600 KWH
	5,387,295,201
	$0.01051 
	$56,620,473 

	Excess KWH
	4,933,078,722
	$0.00971 
	$47,900,194 

	Subtotal 
	12,903,449,690
	
	$135,155,946 

	
	
	
	

	RWO 
	
	
	$52,253 

	RW1  
	
	
	$226,717 

	
	
	
	

	Total Rate Revenue
	
	
	$1,083,677,488 

	
	
	
	

	PROPOSED RATE
	Units
	Rate
	Rate Revenue

	
	
	
	

	Transmission - All KWH
	12,903,449,690
	$0.00564 
	$72,775,456 

	
	
	
	

	Distribution
	
	
	

	Total Bills
	13,659,368
	$8.00 
	$109,274,944 

	First 200 KWH
	2,583,075,767
	$0.02275 
	$58,764,974 

	Next 600 KWH
	5,387,295,201
	$0.02057 
	$110,816,662 

	Excess KWH
	4,933,078,722
	$0.01931 
	$95,257,750 

	Subtotal
	12,903,449,690
	
	$374,114,330 

	
	
	
	

	Energy & Capacity 
	
	
	

	First 200 KWH
	2,583,075,767
	$0.05083 
	$131,297,741 

	Next 600 KWH
	5,387,295,201
	$0.04465 
	$240,542,731 

	Excess KWH
	4,933,078,722
	$0.04096 
	$202,058,904 

	Subtotal
	12,903,449,690
	 
	$573,899,376 

	
	
	
	

	Competitive Transition Charge
	
	
	

	First 200 KWH
	2,583,075,767
	$0.00250 
	$6,457,689 

	Next 600 KWH
	5,387,295,201
	$0.00222 
	$11,959,795 

	Excess KWH
	4,933,078,722
	$0.00204 
	$10,063,481 

	Subtotal 
	12,903,449,690
	
	$28,480,965 

	
	
	
	

	Intangible Transition Charge
	
	
	

	First 200 KWH
	2,583,075,767
	$0.01186 
	$30,635,279 

	Next 600 KWH
	5,387,295,201
	$0.01051 
	$56,620,473 

	Excess KWH
	4,933,078,722
	$0.00971 
	$47,900,194 

	Subtotal 
	12,903,449,690
	
	$135,155,946 

	
	
	
	

	RWO 
	
	
	$61,278 

	RW1  
	
	
	$251,790 

	
	
	
	

	Total Rate Revenue
	
	
	$1,184,739,141 

	
	
	
	

	
	
	
	

	Summary of Total Revenues
	 
	 
	 

	
	
	
	

	Total from bill distributions Proposed Rates
	
	$1,184,739,141

	Total  from bill distributions Present Rates
	
	$1,083,677,488

	
	
	
	

	       Rate Change Amount
	
	
	$101,061,653

	                                    Percent
	
	
	9.326%

	
	
	
	

	2003 Rate revenue under Present Rates
	
	$1,081,444,437

	
	
	
	

	       Rate Change Percent
	
	
	9.326%

	                                   Amount           
	
	
	$100,855,508

	2003 Projected Revenue under Proposed Rates
	
	$1,182,299,945

	
	
	
	

	2004 Rate revenue under Present Rates
	
	$1,081,597,743

	
	
	
	

	       Rate Change Percent
	
	
	9.326%

	                                   Amount           
	
	
	$100,869,806

	2004 Projected Revenue under Proposed Rates
	
	$1,182,467,549
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BEFORE THE

PENNSYLVANIA PUBLIC UTILITY COMMISSION

PENNSYLVANIA PUBLIC UTILITY

:

COMMISSION




:




v.



:
DOCKET NOS.
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:

CORPORATION  



         
:






:

STATEMENT IN SUPPORT

OF THE 

OFFICE OF TRIAL STAFF

TO THE HONORABLE SUSAN D. COLWELL:


The Office of Trial Staff (“OTS”) of the Pennsylvania Public Utility Commission (“Commission”), by and through its Prosecutor, Richard A. Kanaskie, hereby respectfully submit that the terms and conditions of the foregoing Settlement Agreement (“Settlement” or “Agreement”) are in the public interest and represent a fair, just, reasonable and equitable balance of the interests of PPL Utilities, Inc (“PPL” or “Company”) and its customers.  The parties to the Agreement have conducted numerous settlement conferences and as a result, a consensus has been reached and all active parties have agreed upon the terms embodied in the foregoing Agreement.


OTS, in its statutorily mandated role of representing the public interest, has participated in all settlement discussions.  OTS did not submit testimony in this remanded proceeding but has examined the divergent positions of the parties and maintains that the resulting Agreement contains adequate provisions to protect the ratepayers of the Company.  OTS also opines that the Settlement is in accord with sound regulatory principles and satisfies the mandate of the Commonwealth Court.
I. BACKGROUND


On August 4, 2006, the Commonwealth Court of Pennsylvania issued its decision on the various issues presented on appeal by parties to the underlying proceeding.  The case of Lloyd v. Pa. Publ. Util. Comm’n at 904 A.2d 1010 reversed in part, vacated in part and affirmed in part the decision of the Pennsylvania Public Utility Commission (“Commission”) dated December 22, 2004.


On January 31, 2007, the Supreme Court of Pennsylvania decided not to review the decision of the Commonwealth Court.  The Commission entered an Order addressing the remanded decision on February 8, 2007 and directed the Office of Administrative Law Judge to render a Recommended Decision consistent with the opinion of the Commonwealth Court.  A Prehearing Conference was convened on March 9, 2007 at which time a procedural schedule was developed.  


On April 13, 2007, the Company filed its Direct Testimony and accompanying Exhibits detailing its revised plan for compliance with the mandates of this remanded proceeding.  In accordance with the procedural schedule, the Office of Consumer Advocate (“OCA”), the Office of Small Business Advocate (“OSBA”), the United States Department of Defense and the PP&L Industrial Customer Alliance (“PPLICA”) filed Direct Testimony and supporting Exhibits on May 11, 2007.  The Office of Trial Staff did not file testimony in this proceeding.

II.
DISCUSSION


The purpose of this remanded proceeding is to comply with the decision of the Commonwealth Court in the above referenced Lloyd case.  Included in the resolution of this proceeding is the re-evaluation of the proposed revenue allocation as well as a comprehensive plan to refund Storm Damage costs associated with Hurricane Isabel.


OTS opines that the previously submitted Settlement Agreement complies with the mandates of the Commonwealth Court and represents an equitable resolution of the contested matters.


Paragraphs 33 and 34 specifically address the concerns with transmission rates.  OTS maintains that this provision satisfies the public interest in that transmission rates will be based upon the cost of service that reflects how the Company pays these transmission costs to PJM.  The resulting rate design will more accurately reflect the cost of service.  Application of rates based on an accurate cost of service is in accord with sound regulatory principles.


Paragraphs 35 through 38 address distribution rates and adequately address the concerns of the Court by basing the revision on the distribution cost of service while respecting the principles of gradualism.  Furthermore, the impact on the total customer bill was eliminated from consideration in the design of distribution rates.  Rate design is not an exact science.  The resulting compromise by the parties respects the underlying principles and is in the public interest.  Proper rate design moves customer’s rates toward the cost of serving that particular class.  The proposal in the submitted Settlement accomplishes this mandate while protecting ratepayers through a gradual transition.  Subsequent rate cases will continue this process.


Paragraphs 39 and 40 resolve the disallowed recovery of Hurricane Isabel costs.  As these costs were found to violate the rate caps of the Electricity Generation Customer Choice and Competition Act, continued recovery as well as refunds of collected funds needed to be addressed.  The Settlement does exactly that through its refund plan, which includes an interest component, as well as its immediate discontinuance of the collection of these costs in future rates.  OTS maintains that the public interest is protected by the revision to this portion of the Company’s practices as it allows the recovery of only approved expenses.  The inclusion of interest is in accord with prior Commission decisions.


The very nature of a negotiated settlement involves concessions on the part of the litigating parties.  This proceeding, and the resulting Settlement Agreement, is a reflection of this successful application of this process.  The broad ranges of interests in this proceeding were actively, and vigorously, represented.  The culmination in a unanimous Agreement is indicative of the inherent equity of the Joint Petition for Settlement as presented by the parties.
III.
CONCLUSION


WHEREFORE, the Commission’s Office of Trial Staff represents that it supports the Settlement as being in the public interest and respectfully requests that Administrative Law Judge Susan D. Colwell recommend and the Commission subsequently approve the foregoing Settlement Agreement, including all terms and conditions contained therein.

Respectfully submitted,








Richard A. Kanaskie








Prosecutor








Office of Trial Staff








Pennsylvania Public








Utility Commission

Dated:  June 19, 2007 
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_____________________________________

OFFICE OF SMALL BUSINESS ADVOCATE

STATEMENT IN SUPPORT

_____________________________________

Introduction


The Small Business Advocate is authorized and directed to represent the interests of the small business consumers of utility services in the Commonwealth of Pennsylvania under the provisions of the Small Business Advocate Act, Act 181 of 1988, 73 P.S. §§ 399.41 - 399.50.  Pursuant to that statutory authority, the Office of Small Business Advocate (“OSBA”) filed a complaint at Docket No. R-00049255, the March 29, 2004, filing of Supplement No. 38 to Tariff-Electric Pa. P.U.C. No. 201 of PPL Electric Utilities Corporation (“PPL” or the “Company”).


The OSBA actively participated in the negotiations that led to the proposed settlement, and is a signatory to the Joint Petition for Settlement of Remand Proceeding (“Joint Petition”) filed on June 15, 2007.  The OSBA submits this statement in support of the Joint Petition.
History of the Proceeding


PPL’s March 2004 filing before the Pennsylvania Public Utility Commission (“Commission”) proposed a $164 million increase in distribution rates and the flow-through of a $57 million FERC-approved transmission rate increase.  In addition, the Company proposed that the allocation of its proposed distribution and transmission rate increases should not result in a rate increase of 10% or more for any customer class on a “total-bill basis” (which included the default service generation rate, stranded cost recovery, transmission costs, and distribution costs).


The electric bill that a customer pays each month includes three basic charges related to the utility’s ongoing cost of providing service.  One of the charges is for the generation of the electricity itself.  Another of the charges is for the transmission service that transports the electricity from the generation facilities to a receipt point on the utility’s system.  The final charge is for the distribution service that delivers the electricity from the receipt point to the customer’s premises.  In addition to these three charges, the customer’s bill also includes a charge related to so-called “stranded costs” that the utility prudently incurred prior to electric restructuring but can not recover through market-determined prices.  See Indianapolis Power & Light Company v. Pennsylvania Public Utility Commission, 711 A.2d 1071, 1073-1074 (Pa. Cmwlth. 1998); ARIPPA v. Pennsylvania Public Utility Commission, 792 A.2d 636, 642-643 (Pa. Cmwlth. 2002).


As part of PPL’s March 2004 filing, the Company performed a cost of service study to determine what share of PPL’s distribution costs are properly borne by each of the Company’s various customer classes.  Generally speaking, if a cost of service study shows that a customer class is paying more than necessary to cover its share of that utility’s costs, the customer class is said to be “overpaying its cost of service.”  On the other hand, if a cost of service study shows that a customer class is paying less than necessary to cover its share of that utility’s costs, the customer class is said to be “underpaying its cost of service.”  In effect, a customer class that is “overpaying” its cost of service is providing a subsidy to the customer classes that are “underpaying” their cost of service.  One goal of utility ratemaking is to eliminate, or at least reduce, such subsidies.


Although PPL did, in fact, perform a cost of service study for its distribution costs, the Company did not allocate its distribution rate increase on the basis of that study.  Instead, the Company relied on the 10% total-bill basis as the primary constraint on its allocation of the distribution rate increase among the customer classes.  This constraint, when coupled with the transmission rate increases, limited PPL’s ability to correct interclass distribution revenue allocation inequities identified by the Company’s cost of service study.


The Commission upheld PPL’s interclass distribution revenue allocation by evaluating the rate increase on a total-bill basis.  The Commission concluded that it is not necessary to adhere strictly to a cost of service study and that, on the facts of the case, sufficient progress was being made toward cost-based distribution rates.  According to the Commission, it was relevant that PPL’s generation rates were still capped.


In its appeal to the Commonwealth Court, the OSBA pointed to the commercial GS-1 customer class, which received a higher-than-system average distribution rate increase despite having an above-system average rate of return under the rates in effect at the time of the March 2004 filing (i.e., “present rates”).  PP&L Industrial Customer Alliance (“PPLICA”) focused much of its challenge in the Commonwealth Court on the Commission’s decision to assure that no class received a rate increase of 10% or more on a total-bill basis.


PPLICA also appealed the allocation of transmission costs entirely on the basis of energy rather than on the basis of cost of service (e.g., the mixture of energy and demand on which transmission is billed by PJM).


In reversing the Commission’s distribution and transmission revenue allocation decisions, the Commonwealth Court held “that rates and rate structures [must] be set for each service primarily on a cost-of-service study.”  Lloyd v. Pennsylvania Public Utility Commission, 904 A.2d 1010, 1020 (Pa. Cmwlth. 2006), appeals denied, 916 A.2d 1104 (Pa. 2007).  Although the Court indicated that the Commission may consider other factors, such as gradualism, the Court characterized cost of service as the “polestar” of ratemaking concerns.
  Lloyd, 904 A.2d at 1020.  Significantly, Webster’s Third New International Dictionary defines “polestar” as “a directing or controlling principle.”


In addition, the Court rejected the Commission’s decision to limit the rate increase for each customer class to less than 10% on a total-bill basis.  Although the Commission had attempted to justify the 10% rule on the grounds of gradualism, the Court stated that gradualism may not be permitted to trump cost of service.  The Court also pointed out that the Commission had articulated no rationale for selecting 10% rather than some other percentage.  Finally, the Court held that evaluating distribution and transmission rate increases on a total-bill basis violated the mandate of Section 2804(3) of the Public Utility Code, 66 Pa. C.S. §2804(3), that generation, transmission, and distribution rates be unbundled.  Lloyd, 904 A.2d at 1020-1021.


Rather than approving any party’s proposed revenue allocation, the Court “vacated as to the appeals by PPLICA and the OSBA regarding the issue of the Distribution and Transmission Service Charges” and “remanded to the Commission to set non-discriminatory reasonable rates and rate structure for each service.”  Lloyd, 904 A.2d at 1029.
Issues not addressed in the Joint Petition


Paragraph 35 of the Joint Petition states:

While the parties disagreed on the application of the Commonwealth Court’s Order to the facts of this case, the Settlement develops a new allocation of the distribution increase which: (1) does not consider total bill impacts; (2) is based on cost of service; and (3) appropriately reflects the principle of gradualism in rate design.

Joint Petition, at 13, Paragraph 35 (emphasis added).  The OSBA observes that the “disagreement” among the parties includes such issues as the proper methodology to be used in a distribution cost of service study, and whether the “Indexed Rate of Return” has any validity whatsoever as a measure of a customer class’ movement towards its cost of service.


However, on March 29, 2007, PPL filed Supplement No. 54 to PPL Electric’s Tariff – Electric Pa. P.U.C. No. 201 with the Commission.  The proposed Tariff, if approved by the Commission, would increase the retail distribution rates of PPL by $83.6 million per year.  Consequently, the OSBA is confident that the proper distribution cost of service study methodology, as well as the validity of the Indexed Rate of Return, will be fully litigated in that proceeding.  Nonetheless, the OSBA respectfully points out that neither issue is before the ALJ or the Commission in the Joint Petition.

The Joint Petition


The Joint Petition sets forth a comprehensive list of issues that were resolved through the negotiation process.  The following issues were of particular significance to the OSBA when it concluded that the Joint Petition was in the best interests of PPL’s small business customers.


The Commercial GS-1 Customer Class


The Joint Petition states:

The parties have agreed to certain revisions to the allocation of the distribution rate increase from that originally adopted in the 2004 rate proceeding.  These revisions are set forth in Appendix D and are summarized in the table below.  These revisions are consistent with the Lloyd decision because they are based on a review of distribution rates only and do not reflect a total bill analysis, they are more reflective of cost of service, and they avoid disparate rate changes for any individual customer class (i.e., they consider gradualism).
Joint Petition, at 13-14, Paragraph 36 (table omitted).


In its originally filed case in March 2004, PPL proposed to increase its distribution charges by a system average of 32.8%.  Even though the three different cost of service studies submitted by PPL, the Office of Consumer Advocate (“OCA”), and the OSBA showed that the commercial GS-1 customer class was already overpaying its distribution cost of service
, PPL proposed an increase to the distribution charges paid by the GS-1 class of 35.8%.  OSBA Statement No. 1, at 26, Table IEc-7.


In this remand proceeding, PPL submitted an updated distribution cost of service study that excluded the Hurricane Isabel Storm Expense as required by the Commonwealth Court in Lloyd.  In addition, the updated study was corrected to reflect errors previously identified by the OSBA witnesses.  OSBA Statement No. 1 (Remand), at 3-4.  PPL’s updated distribution cost of service study is set forth in Exhibit JMK-Remand 2.


PPL also prepared three alternative distribution cost of service studies to illustrate the effect of differing cost of service methodologies.  PPL Statement No. Remand-3, at 19-20.  The results are summarized in Exhibit JMK-Remand 8.


In addition, PPL submitted its proposal for the allocation of the distribution revenue increase.  Specifically, PPL proposed to increase its distribution charges by a system average of 27.2%.  However, the Company once again proposed to assign a greater than system average increase of 29.3% to the commercial GS-1 customer class. See OSBA Statement No. 1 (Remand), at 10, Table IEc-Remand-2.  In other words, PPL again attempted to make the GS-1 class overpay by even more, in spite of the fact that all seven distribution cost of service studies submitted throughout the history of this docket show that the Commercial GS-1 customer class is already overpaying its distribution cost of service. 


This inequitable and illegal treatment of the commercial GS-1 customer class is addressed by the Joint Petition.  Appendix D to the Joint Petition sets forth the proposed allocation of the distribution revenue increase among PPL’s customer classes (the commercial GS-1 customer class is listed under “Line Number 4”).  Under the heading “Distribution Percent Change Remand,” the GS-1 class is now assigned a 25.71% distribution rate increase, which is below the system average increase of 27.17%.


The Joint Petition finally provides a measure of relief by giving an overpaying customer class a below system average increase.  Naturally, the relief provided to the commercial GS-1 customer class does not result in that class paying its distribution cost of service and not one penny more.  In other words, the GS-1 customer class is still overpaying its distribution cost of service.  However, progress towards cost of service is obtained in this remand proceeding as a result of the Joint Petition.


Furthermore, PPL stated that the Company has developed a specific plan to “move its distribution rates for all major rate classes to at or near full cost of service in three rate cases, including the 2004 rate case.”  PPL Statement No. Remand-1, at 11.  Thus, the progress that the commercial GS-1 customer class has made in this remand proceeding will continue in both the Company’s current 2007 base rates case filing as well as PPL’s next base rates case.


Therefore, the OSBA respectfully submits that the Joint Petition’s proposal to provide the overpaying GS-1 customer class with relief in this proceeding (i.e., by reducing its distribution rate increase to a level below the system average distribution rate increase) is a just and reasonable result.  Furthermore, because every distribution cost of service study ever submitted at this docket shows that GS-1 overpays its distribution cost of service, further relief must be provided for the commercial GS-1 customer class in the 2007 and future PPL base rates cases.


The Commercial GS-3 and GH Customer Classes

The commercial GS-1 customer class has been shown to be overpaying its distribution cost of service under all seven cost of service studies that have been submitted in this proceeding.  However, that is not the case with the commercial GS-3 and GH customer classes.


Specifically, under most distribution cost of service studies, the GS-3 class is overpaying its cost of service.  See, e.g., Exhibit JMK-Remand 2, which shows that the commercial GS-3 customer class has a distribution rate of return of 16.69%, much higher than the system average of 8.47%.  However, under certain OCA distribution cost of service studies, such as the “50-50 Demand-Energy Allocators” study summarized in Exhibit JMK-Remand 8, the commercial GS-3 customer class is actually under-paying its cost of service.  Similarly, the commercial GH customer class, while overpaying under the PPL study (15.85% versus 8.47%), is essentially at the distribution cost of service under the OCA study.  See Exhibit JMK-Remand 8.


Consequently, with the determination of the “correct” methodology for a distribution cost of service study in dispute, the OSBA is satisfied to obtain relief for both the commercial GS-3 and GH customer classes in this remand proceeding in comparison to the rate increases imposed on them in 2004, and proposed by PPL in this remand proceeding.  Specifically, PPL’s remand filing assigned a 42.0% distribution rate increase to the GS-3 class, and a 39.3% distribution rate increase to the GH class.  See OSBA Statement No. 1 (Remand), at 10, Table IEc-Remand-2.  Appendix D to the Joint Petition sets forth the proposed allocation under the settlement, whereby the GS-3 class is assigned a 35.37% distribution rate increase (Line 5), the GH-1 class is assigned a 27.34% increase (Line 21), and the GH-2 class is assigned a 26.56% increase (Line 22).


The OSBA respectfully submits that the Joint Petition assigns a just and reasonable distribution rate increase to the commercial GS-3 and GH customer classes, particularly in light of the unresolved issue of cost of service methodology.  Two customer classes that most distribution cost of service studies show are overpaying their cost of service are granted relief by the Joint Petition.  Litigation of this issue at other dockets will address whether the commercial GS-3 and GH classes should obtain more rate relief in the future.

Conclusion


For the reasons set forth in the Joint Petition, as well as the additional factors that are enumerated in this statement, the OSBA supports the proposed Joint Petition and respectfully requests that the ALJ and the Commission approve the Joint Petition in its entirety.







Respectfully submitted,

_____________________________

Steven C. Gray

Assistant Small Business Advocate

Attorney ID No. 77538







For:








William R. Lloyd, Jr.








Small Business Advocate








Attorney ID No. 16452

Office of Small Business Advocate

Suite 1102, Commerce Building

300 North Second Street

Harrisburg, PA  17101

Dated:  June 20, 2007
Appendix M






BEFORE THE

PENNSYLVANIA PUBLIC UTILITY COMMISSION
Pennsylvania Public Utility


: 

Commission




:

:
Docket No. R-00049255
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:



:

PPL Electric Utilities Corporation

:

_____________________________________________________________________

PP&L INDUSTRIAL CUSTOMER ALLIANCE STATEMENT

 IN SUPPORT OF JOINT PETITION FOR SETTLEMENT
_____________________________________________________________________


On June 15, 2007, the PP&L Industrial Customer Alliance ("PPLICA"), PPL Electric Utilities Corporation ("PPL Electric" or "Company"), the Office of Trial Staff ("OTS") of the Pennsylvania Public Utility Commission ("PUC" or "Commission"), the Office of Consumer Advocate ("OCA"), the Office of Small Business Advocate ("OSBA"), U.S. Department of Defense ("USDOD"), and Eric Epstein submitted to the Commission a Joint Petition for Settlement ("Joint Petition" or "Settlement") proposing a negotiated resolution of all issues in the above-captioned proceeding.  PPLICA hereby provides this Statement in Support, which explains the background and provisions of the Settlement, and establishes that approval of the Settlement without modification is appropriate and in the public interest.  

I.
INTRODUCTION AND BACKGROUND

On January 31, 2007, the Supreme Court of Pennsylvania issued Orders denying PPL Electric's and the PUC's requests to appeal the Commonwealth Court's decision related to PPL's 2004 Distribution Base Rate Proceeding.  See Lloyd v. Pa. Pub. Util. Comm'n, 904 A.2d 1010 (Pa. Commw. Ct. 2006).

In Lloyd, the Commonwealth Court rejected the PUC's Order authorizing PPL Electric to implement as of January 1, 2005, a Transmission Service Charge ("TSC") that allocated all transmission and ancillary service costs among PPL Electric's rate schedules on an energy (kWh) basis.  The Court determined that the Commission must modify PPL Electric's TSC to reflect cost of service.  The Court's ruling was consistent with PPLICA's argument during the original proceeding that the TSC allocation and rate design must accurately track the manner in which PPL Electric is assessed transmission and ancillary service charges by PJM Interconnection, L.L.C. ("PJM") for particular customers (i.e., on a demand and energy basis).  In other words, a TSC must be based on cost of service, which is the "polestar" of ratemaking considerations.  See Lloyd, 904 A.2d at 1020.  

Similarly, Lloyd found that the application of the "total bill" basis approach to the allocation of the transmission and distribution rate increases also violated the Competition Act.  According to Lloyd, this approach resulted in commercial and industrial ("C&I") customers paying rates that exceeded their cost of service.  See Lloyd, 904 A.2d at 1019-1020.  The Court also found that the Commission failed to explain how the acknowledged discriminatory rate class structures would be remediated.  Id. at 1020.  In the original proceeding, PPLICA advocated a systematic approach to move distribution rates for all rate schedules to cost of service over three years through automatic rate adjustments.  Such a proposal not only would mitigate the substantial subsidies embedded in PPL Electric's distribution rates in a systematic manner, but also would obviate the problems associated with rate shock by gradually implementing proper cost-based rates over a three-year period.  Such an outcome would afford fair treatment to all rate schedules paying rates in excess of cost of service.

At Public Meeting on February 8, 2007, the Commission acted to initiate the remand proceeding, pursuant to the Commonwealth Court's decision in Lloyd.  The Commission returned the issue of the distribution and transmission rates to the Office of Administrative Law Judge for findings and a Recommended Decision consistent with the opinion of the Commonwealth Court.

II.
REASONS FOR SUPPORT OF SETTLEMENT

A. Proper Allocation of Transmission Service Costs and Transmission Rate Design

The proposed allocation of transmission service costs and transmission rate design set forth in the Settlement accurately track the manner in which PPL Electric is assessed transmission and ancillary service charges by PJM.  Section 2804(6) mandates that PPL Electric provide transmission service to all retail customers in its service territory on "on rates, terms of access and conditions that are comparable to the utility's own use of the system."  See 66 Pa. C.S. § 2804(6).  PJM bills PPL Electric and other load-serving entities ("LSE") for transmission costs on both an energy and demand basis.  See PPL Statement REMAND 1 at 8.  The principal data used to allocate transmission costs among LSEs in PJM are their contributions to the 5 coincidental peaks ("5 CP") of PJM and their actual annual kWh usage.  Id. at 8-9 & n.1.

The Settlement provides that PPL Electric will calculate the demand-related portion of allocated transmission costs based on the 5 CP contribution of each customer class.  See Settlement, Paragraph 23(b).  For recovery of such demand-related costs from the Large C&I – Primary customer class, PPL Electric will establish a billing demand-based (kW) charge.  PPL Electric will establish a 5 CP demand-based (kW) charge for the Large C&I – Transmission class for recovery of demand-related costs.  Id.  The energy-related portion of transmission costs will be calculated separately for each customer class and any over- or under-collection of cost will be recovered on a kWh basis.  Id. at Paragraph 23(c).  The energy-related portion of the transmission costs allocated to the four customer classes will be based upon kWh usage and will be recovered on the basis of billed kWh sales.  Id.
Furthermore, the Settlement provides that the energy-related portion of transmission costs will be based upon kWh usage, including distribution system losses.  Id.  Because PJM bills PPL Electric for transmission services on a kW-demand and kWh-energy basis at the transmission voltage level (i.e., 69 kV and higher), the actual cost to serve retail customers varies depending on the voltage at which such retail customers actually take transmission service on the Company's system.  See PPLICA Statement No. REMAND 1 at 21-23.  Accordingly, the TSC appropriately reflects the loss differentials for each service voltage, consistent with cost of service principles.    

Thus, the Settlement responds to PPLICA's argument during the original proceeding that the TSC allocation and rate design must accurately track the manner in which PPL Electric is assessed transmission and ancillary service charges by PJM (i.e., on a demand and energy basis) in order to reflect cost of service.  

B. Proper Allocation of Distribution Service Costs and Distribution Rate Design

The Settlement outlines a new allocation of the distribution rate increase (less Hurricane Isabel costs) adopted in the original phase of this proceeding that is not premised on a "total bill" approach.  See Settlement, Paragraph 27.  The new allocation moves PPL Electric's distribution rates closer to cost of service, thereby mitigating a portion of the substantial subsidies embedded in the Company's distribution rates for certain Large C&I customers (e.g., Rate Schedules LP-4 and LP-5).  See id., Appendix D.

In the original proceeding, PPLICA advocated a systematic approach to move distribution rates for all rate schedules to cost of service over three years through automatic rate adjustments.  The Settlement represents the first step in moving PPL Electric's distribution rates toward cost of service.  As indicated by the Company in its currently pending distribution rate case proceeding at Docket No. R-00072155, two more steps must be taken in order to achieve full cost of service distribution rates especially for those rate schedules such as IS-P and IS-T that did not receive as much benefit from the reallocation of the distribution increase under the Settlement.
  Given the substantial levels of interclass subsidization that remain, particularly with respect to certain Large C&I rate schedules, the movement toward cost of service in the next proceedings will necessarily be more aggressive for such rate schedules.  The next step toward cost of service will be PPL Electric's pending distribution rate case.  See Settlement, Paragraph 20 & n.5.

Thus, PPLICA supports the Settlement as the beginning of a systematic process to eliminate interclass subsidies and, consequently, realize distribution rates that are reflective of cost of service.

C. Calculation of Appropriate Rate Adjustments to Refund or Credit Customers for the Payment of Unjust and Unreasonable Transmission and Distribution Rates, Effective as of January 1, 2005 

The Commonwealth Court determined that customers have been paying unlawful distribution and transmission rates since January 1, 2005.  As a result, in addition to correcting the rates on a going-forward basis as outlined in Sections II.A and B, the Settlement addresses the necessary rate adjustments to refund or charge customers as if the Settlement results had been properly implemented as of January 1, 2005.  With respect to the refunding and crediting of previously paid transmission and distribution rates, PPLICA expressed concern regarding the method for calculating the rate adjustments, the amount to be paid, and the timing for implementing the rate adjustments.  PPLICA also indicated that any adjustment must have a neutral impact on C&I customers' shopping decisions.

The Settlement provides that PPL Electric will recalculate billed TSC charges for the four customer classes for the 2005-2007 period to reflect the prospective cost of service approach.  See Settlement, Paragraph 19.  The differences between the class revenues resulting from these revised 2005-2007 cost of service rates and the revenues actually charged to the customer classes during that period would be refunded to customer classes which had paid more than under the revised rates and recouped from customers which had paid less than under the revised rates, with interest.  Id.  The refunds or credits will be reflected in a separate reconcilable rate rider that will be applied to all customers, both shopping and non-shopping, on the basis of billed kWh sales from the effective date through December 31, 2009, and will not be included in the Price-to-Compare.  Id. at Paragraph 24(c).

As to distribution rates, the Settlement provides that PPL Electric will cease recovery of Hurricane Isabel costs and refund the amounts collected for such costs during the 2005-2007 period, plus interest.  See Settlement, Paragraph 20.  The refunds or credits will be reflected in a separate non-reconcilable rate rider.  Id. at Paragraph 28.  The rider will be calculated separately for each rate schedule as a percentage of prospective distribution revenues.  Id.  The Settlement proposes an effective date of August 1, 2007, for both the transmission and distribution riders.  Id.  The riders will be applied from the effective date through December 31, 2009.  Id.
The Settlement adopts a reasonable methodology for calculating the amount to be refunded/credited and for implementing the transmission and distribution rate adjustments.    Moreover, the Settlement ensures that the transmission credits or refunds are "shopping-neutral."  For these reasons, PPLICA supports the Settlement.  

III.
CONCLUSION

WHEREFORE, the PP&L Industrial Customer Alliance respectfully requests that the Commission approve the Joint Petition for Settlement without modification submitted in the above-captioned proceeding.






Respectfully submitted,






McNEES WALLACE & NURICK LLC







/s/ Vasiliki Karandrikas





By_________________________________







David M. Kleppinger (I.D. No. 32091)







Pamela C. Polacek (I.D. No. 78276)








Vasiliki Karandrikas (I.D. No. 89711)
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100 Pine Street







P.O. Box 1166







Harrisburg, PA  17108-1166
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(717) 237-5300 (fax)






Counsel to the PP&L Industrial Customer Alliance

Dated:  June 19, 2007
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Appendix N

DOD/FEA Statement in Support of

Joint Petition for Settlement

Of Remand Proceeding

DOD/FEA signed and supports the Joint Petition for Settlement because it is a reasonable compromise of all the major issues in the case, is consistent with the Commonwealth Court’s decision in Lloyd, brings all customer classes rates that are closer to the cost of service, and in general is in the public interest. 


DOD/FEA submitted the direct testimony of Mr. Kenneth L. Kincel in the Remand Case. Within this testimony, Mr. Kincel proposed changes to the rates contained in PPL’s Remand filing. Regarding transmission rates, Mr. Kincel proposed that the Large Commercial and Industrial (“Large C&I”) Group be divided into two groups to better match cost of service for large customers within both prospective transmission rates and rates to go into effect on January 1, 2005. The parties to the Joint Petition implemented this recommendation and created the Large C&I-Transmission Group and the Large C&I-Primary Group, thereby creating different transmission rates depending on delivery voltage. DOD/FEA also was in favor of the adjustment for losses and the formation of a two-part transmission charge, namely, demand and energy, for these two large customer groups, as recommended by Mr. Baron of PPLICA. These changes mitigate intra-class subsidies that would have been incurred with the PPL Remand proposal for the Large C&I Group. The Joint Petition also adopted Mr. Baron’s recommendations in this regard. Thus, the transmission rates within the Joint Petition represent a more fair and reasonable set of rates for all rate classes of PPL because they better reflect cost of service.


Regarding distribution rates, Mr. Kincel also proposed that no rate class pay more than 150% of the system average return within their distribution rates in order to redress the greatest inequities due to class cross subsidies embedded within the present rates. Although the distribution rates within the Joint Petition reflect more a compromise between the PPL and OSBA proposed rates, the parties did agree to provide revenue requirement relief sufficient to bring the LP-5 class to 162.28% of the system average return, and the LP-6 class to 159.31% of the system average return. Because the largest military installations of DOD/FEA receive service under these two rates schedules, DOD/FEA found this compromise to be acceptable for settlement under the Joint Petition. However, because many DOD/FEA facilities are served under other distribution rate classes, DOD/FEA will work to bring other distribution rate classes closer to parity with the system average return during the pending 2007 rate proceeding.


Given the reasonableness of the compromise among the parties that is evidenced within the Joint Settlement, DOD/FEA recommends that Commission adopt the Joint Settlement in its entirety, and thereby place into effect both the transmission and distribution rates proposed therein.






Respectfully Submitted,






Peter Q. Nyce Jr. 

(DC Bar No. 923011)

General Attorney

Regulatory Law Office

U. S. Army Legal Services Agency

Appendix O
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� 	Pa. Publ. Util. Comm’n v. PPL Electric Utilities Corporation, PUC Docket No. R-00072155 and the accompanying complaint dockets.


� 	United States Department of Defense & Federal Executive Agencies (USDOD), R�00049255C0001; PPLICA, R-00049255C0002; OSBA, R-00049255C0003; OCA, R-00049255C0004; Anthony J. Graziano, R-00049255C0005; Brenda Hoover, R-00049255C0006; Mr. Epstein, R-00049255C0007; Victoria Mackin, R-00049255C0008; Cheryl & Jeremy Ebert, R-00049255C0009; Martha Wells, R-00049255C0010; Margaret Stuski, R-00049255C0011; WAL-MART Store East, LP, R-00049255C0012; Pennsylvania Energy Consortium, R-00049255C0013; Donald McGarrigle, R-00049255C0014; Curvin Snyder, R-00049255C0015; William J Junkin, III, R-00049255C0016; Philip A. Trump, R-00049255C0017; Pennsylvania Retailers Association, R-00049255C0018; Christy Meyers, R-00049255C0019; and Steven P. Carlyle, R-00049255C0020.


�  	The International Brotherhood of Electrical Workers, Local 1600 (IBEW); CEO; PECO Energy Company (PECO); West Penn Power Company d/b/a Allegheny Power (Allegheny); the Clean Air Council (CAC); SEF; the Mid Atlantic Power Supply Association (MAPSA); Strategic Energy Limited, L.L.C. (Strategic); the United States Department of Defense (USDOD); UGI Utilities, Inc. (UGI); PLUG; and PennFuture.  


� 	Duquesne Light Company; Sustainable Development Fund (SDF); Metropolitan Edison Company; Pennsylvania Electric Company; and American Transmission Systems.





� 	On September 13, 2004, ALJ Turner granted PPL’s Motion to Dismiss Ms. Stuski’s Complaint at C0011.  On September 15, 2004, Christy Meyers filed a Formal Complaint against the rate increase at Docket Number R�00049255C0019.  On September 23, 2004, PPL filed its Answer to the Complaint.  On October 22, 2004, Steven P. Carlyle filed a Formal Complaint against the rate increase at Docket Number R-00049255C0020.   





� 	Residential rate schedules include:  RS, RTS, and RTD.  Small C&I group consists of Rate Schedules GS-1, GS-3, BL, IS-2, SA, SM, SHS, SE, TS and SI-1.


� 	“E” factor is shorthand for the reconciliation provided by Section 1307(e) of the Public Utility Code, 66 Pa. C.S. § 1307(e).


� 	General Tariff, Supplement No. 57, Original Page No. 18B (attached to Joint Petition for Settlement as Appendix H).


� 	PPL General Tariff Supplement No. 57, Original Page No. 18C-18D (attached to Joint Petition for Settlement as Appendix H).


� This Table is taken from the Joint Petition for Settlement and does not include all rate schedules.  A complete list plus totals is attached to this Recommended Decision as ALJ Exhibit 1.


� 	Remand Rider 2, pages 18C and 18D to Appendix H to the Joint Petition for Settlement.


� 	V.	SETTLEMENT CONDITIONS


45.  This Settlement is conditioned upon Commission approval of all terms and conditions contained herein without modification.  If the Commission modifies the Settlement, then any Joint Petitioner may elect to withdraw from this Settlement and may proceed with litigation and, in such event, this Settlement shall be void and of no effect.  Such election to withdraw must be made in writing, filed with the Secretary of the Commission and served upon all Joint Petitioners within five (5) business days after the entry of an order modifying the Settlement.  Provided, however, that the effective date of August 1, 2007, assumed in this Settlement and in various Appendices attached hereto, is a target date but not a condition of the Settlement.  


46.  The Joint Petitioners acknowledge and agree that this Settlement, if approved, shall have the same force and effect as if the Joint Petitioners had fully litigated this proceeding resulting in the establishment of rates that are Commission-made, just and reasonable rates.


47.  This Settlement is proposed by the Joint Petitioners to settle all issues in the instant proceeding.  If the Commission does not approve the Settlement and the proceeding continues to further hearings, the Joint Petitioners reserve their respective rights to present additional testimony and to conduct full cross-examination, briefing and argument.  The Settlement is made without any admission against, or prejudice to, any position which any Joint Petitioner may adopt in the event of any subsequent litigation of this proceeding.


48.  This Settlement may not be cited as precedent in any future proceeding, except to the extent required to implement this Settlement.


49.  The Parties agree that this Settlement does not reflect the adoption of any particular cost of service study, and that no Party may cite to, or be bound by, the terms of this Settlement regarding the prospective allocation of distribution costs in the Company’s pending base rate proceeding at Docket No. R-00072155, except to the extent necessary to calculate pro forma revenues at present rates by customer class, or in any future proceeding, except to the extent necessary to enforce this Settlement.  This Settlement shall not be cited or otherwise offered as support for allocation of refunds or recoupments in the event of any future proceeding involving a remand from the Commonwealth Court of Pennsylvania.


50.  This Settlement is being presented only in the context of this proceeding in an effort to resolve the proceeding in a manner which is fair and reasonable.  The Settlement is the product of compromise and does not represent approval of any Party’s position on any issue.  This Settlement is presented without prejudice to any position which any of the Parties may have advanced and without prejudice to the position any of the Parties may advance in the future on the merits of the issues in future proceedings involving PPL Electric, except to the extent necessary to effectuate the terms and conditions of this Settlement.  In addition, the Settlement does not preclude the Parties from taking other positions in proceedings of other public utilities under Section 1308 of the Public Utility Code, 66 Pa.C.S. § 1308, or any other proceeding.


51.  If the ALJ adopts the Settlement without modification, the Joint Petitioners waive their rights to file Exceptions.


52.  This Settlement may be executed in multiple signature pages.





� 	The amount of the annual distribution operating revenues is not at issue in this Remand. 


� 	PPL General Tariff Supplement No. 57, Original Page No. 18C-18D (attached to Joint Petition for Settlement as Appendix H).


� 	PPLICA reminds the Commission that there are two more steps to be taken in order to achieve full cost of service distribution rates, the next step being the pending PPL distribution rate case, R-00072155.  PPLICA Statement in Support, pp. 4-5.


� 	Remand Rider 2, pages 18C and 18D to Appendix H to the Joint Petition for Settlement.


� PECO Energy Company has indicated that it does not oppose this Settlement.  In addition, a copy of the Settlement term sheet was sent to the Honorable Phyllis Mundy on June 5, 2007.  However, PPL Electric has not received a response from Ms. Mundy.  PPL Electric notes that Ms. Mundy has not been active in this proceeding.


� CEO had challenged that portion of the Commission’s Order related to the level of customer assistance program funding for low income customers.  The Court in Lloyd affirmed that portion of the Commission’s Order.


� Ms. Lopez later informed PPL Electric that she did not wish to participate in this remand proceeding.


� The Residential group consists of Rate Schedules RS, RTS and RTD.  The Small C&I group consists of Rate Schedules GS-1, GS-3, BL, IS-2, GH-1, GH-2, SA, SM, SHS, SE, TS and SI-1.  The Large C&I group consists of Rate Schedules LP-4, LP-5, ISP, IST, LP-6, LEP, ISA and Standby.


� The second step in this three case process was proposed in PPL Electric’s pending base rate proceeding at Docket No. R-00072155.


�  Specifically, the Court stated that “while permitted, gradualism is but one of many factors to be considered and weighed by the Commission in determining rate designs, and principles of gradualism cannot be allowed to trump all other valid ratemaking concerns.”  Lloyd, 904 A.2d at 1020.  The Court further concluded that principles of gradualism “do not justify allowing one class of customers to subsidize the cost of service for another class of customers over an extended period of time.”  Lloyd, 904 A.2d at 1020.  The Court also pointed out that the Commission had provided “no explanation how discrimination in distribution and transmission rate structures are eventually going to be gradually alleviated.”  Lloyd, 904 A.2d at 1020.


�  See PPL Exhibit JMK-2, at 8, line 30; OCA Statement No. 4, Schedule RAG-1; OSBA Statement No. 1, at 13.


�  The seven cost of service studies are: 1) PPL’s original; 2) PPL’s updated; 3) OCA’s original; 4) OSBA’s original; and 5), 6), and 7) the three alternatives set forth in Exhibit JMK-Remand 2.


�  The differing results obtained by the various distribution cost of service studies demonstrate why the issue of the proper cost of service methodology must be litigated in the PPL 2007 base rates case.


� For example, at the proposed Settlement rates, Rate Schedule IS-T continues to show a rate of return of 38.88% in comparison to the system average return of 8.43%.  See Settlement, Appendix C.  Targeted relief is necessary in the pending 2007 proceeding to address this lingering disparate treatment. 
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