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COMMCJWWEALTH OF PENNSYLVANIA 

PENNSYLVANIA PUBLIC UTILITY COMMISSION 
P.O. BOX 3265, HARRISBURG, PA 17105-3265 

IN REPLY PLEASE 
REPERTO OUR FILE 

October 29, 1997 
In Re: R-00974104, 

R-00974104C0001-C0002 
(See letter dated 10/22/97) 

Duquesne Light Company 

Application for approval of a Restructuring Plan 

N O T I C E 

This is to inform vou that a Third Prehearing Conference on the above captioned 
case has been scheduled as follows: 

K3R 

Date: 

Time: 

Location: 
OCT 31 1997 

Presiding Officer: 

Tuesday, December 9,1997 

11:00 a.m. 

11th floor hearing room 
Pittsburgh State Office Building 
300 Liberty Avenue 
Pittsburgh, Pennsylvania 

Administrative Law Judge John H. Corbett, Jr. 
1103 Pittsburgh State Office Building 
300 Liberty Avenue 
Pittsburgh, PA 1522 
Telephone: (412) 565-3550 

All parties have the option of participating by telephone in Harrisburg in Hearing 
Room 2, Ground Floor, North Office Building, North Street and Commonwealth Avenue, 
Harrisburg, Pennsylvania, or in-person in Pittsburgh in an available Hearing Room, 1103 
Pittsburgh State Office Building, 300 Liberty Avenue, Pittsburgh, Pennsylvania. 

I f you are a person with a disability, and you wish to attend the hearing, we may be able 
to make arrangements for your special needs. Please call Norma Lewis at the Public Utility 
Commission: 

• Scheduling Office: 717-787-1399 
• AT&T Relay Service number for persons who are deaf or hearing impaired: 

1-800-654-5988. 
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pc: Judge Corbett 
Rosemary Chiavetta - BPL 111 
John Frazier - BPL 101 
Office of Trial Staff (2) 
Consumer Advocate 
Small Business Advocate 
Bill Barrett-FUS 
Norma Lewis 
Steve L. Springer, Scheduling Officer 
Beth Plantz 
Docket Section 
Calendar File 



.^ONWEALTH OF ^NSYLVANtJ^ 

OFFICE OF CONSUMER ADVOp'^jJE23 PM 3 : 26 
1425 Strawberry Square 

Harrisburg, Pennsylvania 17120 • A.i ^-r-.^,-
PKCTUONOTAriY'S OFFICE 

IRWIN A. POPOWSKY 
Consumer Advocate 

(717) 783-5048 

BY FACSIMILE AND FIRST CLASS MAIL 

October 29, 1997 

Hon. John H. Corbett, Jr. 
Administrative Law Judge 
PA Public Utility Commission 
1103 Pittsburgh State Office Building 
Pittsburgh, PA 15222 

Re: Application of Duquesne Light Company For 
Approval of Restructuring Plan Under 
Section 2806 of the Public Utility Code 
Docket No. R-00974104 

Dear Judge Corbett: 
4ty 

I am writing you to indicate the Office of Consumer Advocate's ("OCA") support 
for the Petition for Amendment of Procedural Schedule filed by the Duquesne Industrial 
Intervenors ("DII") on October 28, 1997. 

As indicated by DII in its Petition, Duquesne has revised numerous exhibits which 
are important to the analysis of Duquesne's stranded costs in this proceeding and which, 
therefore, may impact the recommendations which OCA will present in its testimony. As you 
know, that testimony is currently due in-hand to your Honor and the parties on November 7, 
1997. While OCA has been making significant efforts to incorporate Duquesne's revisions in its 
analysis, the large number of changes and affected exhibits as well as the lack of time to fully 
assess the revisions through the formal discovery process has impeded OCA's ability to complete 
its analysis and present its recommendations by the testimony due date. 

OCA would note that its consultants have been working diligently with 
Duquesne's witnesses on an informal basis to resolve questions concerning the revisions to these 
exhibits, but that many of OCA's questions, as presented in OCA's Set 8 interrogatories, have yet 
to be resolved. OCA agrees with DII that these exhibits represent an important element of 
Duquesne's case and that intervenor parties should not be expected to present testimony based on 
revised exhibits that they have not had the opportunity to fully evaluate. * i * r 

'JCCiHTIira DOCUMENT 
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Hon. John H. Corbett, Jr. 
October 29, 1997 
Page 2 

OCA submits that the DII Petition should be granted and the procedural schedule 
should be amended to provide for a reasonable extension in the submission of answering 
testimony by intervenors and complainants. 

Assistant ConsumecAdvocate 

cc: James J. McNulty, Acting Secretary 
Kandace Melillo, Esq. (by facsimile & first class mail) 
Karen Oill Moury, Esq. (by facsimile & first class mail 
James P. Dougherty, Esq. (by facsimile & first class mail) 
John Moot, Esq. (by facsimile & first class mail) 
All other parties of record (by first class mail) 
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October 29, 1997 

VIA OVERNIGHT MAIL 

James J. McNulty 
O f f i c e of the Prothonotary 
Pennsylvania Public U t i l i t y Commission 
North O f f i c e B u i l d i n g 
North St. & Commonwealth Ave. 
Harrisburg, PA 17105-3265 

Re 

Dear Mr. McNulty: 

Duquesne L i g h t Company, 
Docket No .'•P--QW?^r7-5^r~ ^ _ . , / 

-^-^o^nHivy 

Enclosed i s an o r i g i n a l and three copies of 
Duquesne L i g h t Company's Answer t o P e t i t i o n t o Amend 
Procedural Schedule. I also have enclosed two a d d i t i o n a l 
copies and request t h a t your o f f i c e time-stamp them and 
r e t u r n them i n the enclosed self-addressed, stamped 
envelope. 

Thank you f o r your assistance i n t h i s matter. 

Sincerely, 

'John S. Moot 
Special Counsel t o 
Duquesne L i g h t Company 

Enclosure 

r ;o* ^ ^ o 



V£D 
OCT 29 1997 

PA PUBLIC UTILITY COMMISSION 
BEFORE THE PROTHONOTARY'S OFRCF 

PENNSYLVANIA PUBLIC UTILITY COMMISSION 

Pennsylvania Public U t i l i t y 
Commission, 

v. 

Duquesne Light Company 
App1icat ion to approve 
restructuring plan pursuant 
to 66 Pa. C.S. § 2806(d) 

Docket No. R-00974104 

1 

ANSWER TO PETITION TO AMEND PROCEDURAL SCHEDULE 

Pursuant t o 52 Pa. C.S. § 5.61, Duquesne L i g h t 

Company ("Duquesne"), hereby answers the P e t i t i o n f o r 

Amendment of Procedural Scheduled f i l e d by the Duquesne 

I n d u s t r i a l Intervenors ( " I n d u s t r i a l s " ) . 

The P e t i t i o n should be r e j e c t e d as a s o l u t i o n 

i n search of a problem. As Duquesne discusses i n gr e a t e r 

d e t a i l below, there i s no need t o amend the procedural 

schedule because, i f the I n d u s t r i a l s do not have s u f f i ­

c i e n t time t o evaluate the c o r r e c t i o n s made by Duquesne 

on October 15, 1997, the I n d u s t r i a l s may respond t o those 

c o r r e c t i o n s i n t h e i r s u r r e b u t t a l testimony, which i s due 

December 11, 1997. Duquesne o f f e r e d t h i s o p t i o n t o the 

I n d u s t r i a l s , but, f o r whatever reason, they p r e f e r i n ­

stead t o upset the c a r e f u l l y constructed procedural 

schedule. 

P UIUU\L-Ul 
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1. At the outset, i t i s important t o under­

stand what i s not at issue i n the P e t i t i o n . The Indu­

s t r i a l s do not claim t h a t the c o r r e c t i o n s t o e x h i b i t s 

s upplied by Duquesne on October 15, 19971 are i n a p p r o p r i ­

ate. Indeed, the purpose of the c o r r e c t i o n s was t o expe 

d i t e the r e s o l u t i o n of disputes, as Duquesne explained 

when i t c i r c u l a t e d them: 

Duquesne has received several hundred 
discovery requests t o date. Several of those 
requests have i d e n t i f i e d e r r o r s i n the c a l c u l a ­
t i o n s contained i n Duquesne's case-in-chief. 
Duquesne agrees t h a t these e r r o r s should be 
corre c t e d and i s supplying the necessary cor­
r e c t i o n s i n the attached documents. Duquesne 
also i s su b m i t t i n g c o r r e c t i o n s t o r e f l e c t new 
i n f o r m a t i o n contained i n the October 1, 1997 
r e s t r u c t u r i n g f i l i n g of Pennsylvania Power 
Company. I n t h a t f i l i n g , Penn Power presents 
updated p r o j e c t i o n s regarding the costs and 
operation of the Perry, Sammis and Mansfield 
p l a n t s . (Duquesne has an ownership i n t e r e s t i n 
these p l a n t s , but the p l a n t s are operated by 
Ohio Edison and Cleveland E l e c t r i c . ) 

The enclosed supplemental discovery r e ­
sponse explains and itemizes the foregoing 
c o r r e c t i o n s and discusses the impact of such 
c o r r e c t i o n s on Duquesne's r e s t r u c t u r i n g propos­
a l . Duquesne i s supplying the c o r r e c t i o n s at 
t h i s time ( r a t h e r than r e f l e c t i n g them i n re­
b u t t a l testimony or making the c o r r e c t i o n s on 

Duquesne d i s t r i b u t e d the c o r r e c t i o n s on October 15, 
1997 by ( i ) overnight mail t o the p a r t i e s t h a t had 
submitted discovery p e r t a i n i n g t o the c o r r e c t i o n s , 
and ( i i ) r e g u l a r mail t o a l l other p a r t i e s . The 
I n d u s t r i a l s were i n the l a t t e r category. The P e t i ­
t i o n i n d i c a t e s t h a t they d i d not receive the d e l i v ­
ery u n t i l October 20, 1997. Pet. at 2. 



the witness stand) t o provide in t e r v e n o r s the 
o p p o r t u n i t y t o review the c o r r e c t i o n s p r i o r t o 
the date f o r f i l i n g i n t e r v e n o r testimony. 
Duquesne a n t i c i p a t e s t h a t t h i s may minimize or 
e l i m i n a t e c e r t a i n unnecessary disputes. 
Duquesne emphasizes t h a t the c o r r e c t i o n s r e l a t e 
o nly to a r i t h m e t i c e r r o r s or updates and do not 
modify the fundamental elements of Duquesne's 
Customer Choice Plan. 

E x h i b i t 1 at 1. 

While the I n d u s t r i a l s assert t h a t " [ t ] h e r e­

v i s e d e x h i b i t s represent the crux of Duquesne's r e s t r u c ­

t u r i n g case" ( P e t i t i o n at 3), t h i s i s not the p o i n t . 2 

The p o i n t i s t h a t i t was obvious t h a t c e r t a i n c a l c u l a ­

t i o n s should be corrected or updated and Duquesne had the 

choice of making the c o r r e c t i o n s immediately or w a i t i n g 

u n t i l r e b u t t a l testimony or hearing t o make them. 

Duquesne chose the former and, a c t i n g i n good f a i t h . 

As a matter of c l a r i f i c a t i o n , however, the "crux" of 
Duquesne's case i s not the cost and revenue p r o j e c ­
t i o n s contained i n the revised e x h i b i t s . The crux 
of Duquesne's case i s a set of mechanisms t h a t t r a c k 
a c t u a l costs and revenues during the t r a n s i t i o n 
p e r i o d t o ensure t h a t Duquesne does not over-recover 
i t s stranded costs. Duquesne has proposed these 
t r a c k i n g mechanisms p r e c i s e l y because of the d i f f i ­
c u l t y i n a c c u r a t e l y p r o j e c t i n g costs and revenues 
over a long p e r i o d of time. Consequently, whether 
the p r o j e c t i o n s contained i n the r e v i s e d e x h i b i t s 
p r e d i c t , w i t h p r e c i s i o n , f u t u r e cost and revenue 
l e v e l s i s not m a t e r i a l t o the "crux" of Duquesne's 
Customer Choice Plan. Duquesne's plan seeks t o 
avoid the very disputes t h a t have a r i s e n between 
Enron and PECO regarding which party's p r e d i c t i o n of 
market p r i c e s i s more r e l i a b l e . 



c a l c u l a t e d the cumulative e f f e c t of each correc­

tions/update f o r the i n t e r v e n o r s . 3 

2. Turning t o the requested r e l i e f , the 

I n d u s t r i a l s ask t h a t the procedural schedule be modified 

t o give them more time t o review the c o r r e c t i o n s . This 

i s not necessary. The normal p r a c t i c e i n r a t e proceed­

ings i s t o make c o r r e c t i o n s or updates of t h i s k i n d i n 

r e b u t t a l testimony or on the witness stand. As i n d i c a t ­

ed, Duquesne could have followed t h i s p r a c t i c e , but 

inste a d chose t o make the i n f o r m a t i o n a v a i l a b l e as soon 

as p r a c t i c a b l e . 4 I t i s now apparent, however, t h a t one 

Apparently, the I n d u s t r i a l s may have p r e f e r r e d a 
piecemeal approach, w i t h Duquesne acknowledging one 
e r r o r (or update) at a time. The r e s u l t would have 
been t o force the int e r v e n o r s themselves t o calcu­
l a t e the cumulative e f f e c t s of each i n d i v i d u a l cor­
rection/update , a r e s u l t hardly consistent w i t h the 
an expeditious r e s o l u t i o n of t h i s case. 

The I n d u s t r i a l s suggest t h a t Duquesne was "less than 
d i l i g e n t " i n preparing the c o r r e c t i o n s ( I n d u s t r i a l s 
at 5 ) , but t h i s i s not the case. Duquesne's correc­
t i o n s included, i n t e r a l i a , Penn Power's r e v i s i o n s 
t o o p e r a t i n g plans f o r the Perry, Sammis and 
Mansfield p l a n t s t h a t were submitted i n i t s r e s t r u c ­
t u r i n g case on October 1, 1997. (Duquesne has an 
ownership share i n these p l a n t s , but they are oper­
ated by Ohio Edison and Cleveland E l e c t r i c . ) Once 
these r e v i s i o n s were combined w i t h the other correc­
t i o n s , a new "PROMOD" s i m u l a t i o n was performed and 
the cumulative e f f e c t s of the corrections/updates 
were c a l c u l a t e d by Mr. Clayton. This process took 
approximately two weeks, w i t h the c o r r e c t i o n s then 
being served October 15. I f the I n d u s t r i a l s t r u l y 

(continued...) 



p a r t y believes more time i s necessary t o review the cor­

r e c t i o n s . This contention, even i f t r u e , does not re­

q u i r e a m o d i f i c a t i o n of the procedural schedule. The 

s o l u t i o n i s f a r simpler (and already has been o f f e r e d t o 

the I n d u s t r i a l s ) : respond t o the c o r r e c t i o n s i n surre­

b u t t a l testimony. The in t e r v e n o r s are not r e q u i r e d t o 

respond t o the c o r r e c t i o n s i n answering testimony; r a t h ­

er, Duquesne c i r c u l a t e d the c o r r e c t i o n s t o give them the 

o p p o r t u n i t y t o do so. 

The I n d u s t r i a l s ' only reference t o t h i s obvious 

s o l u t i o n i s a statement t h a t they "may be precluded from 

p r e s e n t i n g testimony on [the c o r r e c t i o n s ] " a f t e r the time 

f o r f i l i n g answering testimony, c i t i n g 52 Pa. C.S. 

§ 5.243(e) . P e t i t i o n at 4. Assuming t h i s i s a l e g i t i ­

mate concern, i t can be addressed d i r e c t l y by the Presid­

i n g Judge through adoption of the attached d r a f t order. 

The d r a f t order states t h a t "any p a r t y t h a t does not have 

s u f f i c i e n t time or resources t o evaluate the c o r r e c t i o n s 

mailed by Duquesne L i g h t Company on October 15, 1997 i n 

time f o r the f i l i n g of answering testimony on November 7, 

4(...continued) 
b e l i e v e d t h i s process should have taken less time 
( i . e . , only a few days), there i s no merit t o t h e i r 
suggestion t h a t having "only 18 days to analyze the 
re v i s e d e x h i b i t s " i s a hardship. Pet. at 5. 
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19 97 may respond t o those c o r r e c t i o n s i n S u r r e b u t t a l 

Testimony on December 9, 1997." See attached d r a f t Order 

on Procedural Issue. 5 This w i l l f u l l y address the 

I n d u s t r i a l s ' s t a t e d concern and gives them n e a r l y two 

months t o analyze the c o r r e c t i o n s . 

3. One f i n a l p o i n t merits a t t e n t i o n . The 

I n d u s t r i a l s , i n a footnote, suggest t h a t t h e i r "analysis 

of the e n t i r e f i l i n g has been hampered by the Company's 

l a t e f i l e d responses t o i n t e r r o g a t o r i e s in-hand w i t h i n 

the r e q u i r e d time frame." P e t i t i o n at 4 n.6. This i s a 

s e l f - i n f l i c t e d wound. The I n d u s t r i a l s d i d not serve a 

s i n g l e discovery request u n t i l October 6 -- n e a r l y 1_0 

days a f t e r the f i l i n g of Duquesne's r e s t r u c t u r i n g plan. 

By t h a t time, Duquesne was inundated w i t h discovery: be­

tween September 12 and October 10, Duquesne received 

approximately 1,000 i n t e r r o g a t o r i e s and requests f o r the 

p r o d u c t i o n of n e a r l y 100,000 pages of documents. See 

E x h i b i t 2. While Duquesne f a i l s t o understand why a l l 

but one i n t e r v e n o r waited n e a r l y 45 days 6 t o submit these 

The proposed order also s t a t e s t h a t i t "does not re 
l i e v e the p a r t i e s of the requirements of 52 Pa. C.S 
§ 5.243(e) as t o any other matter." 

P r i o r t o September 12, only the O f f i c e of Consumer 
Advocate had submitted discovery requests. A l l 
other p a r t i e s waited u n t i l mid-September t o begin 
s u b m i t t i n g discovery. 
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requests (or why the I n d u s t r i a l s waited n e a r l y 70 days), 

having done so none of them can reasonably complain t h a t 

Duquesne should have responded t o each w i t h i n 10 days. 7 

The Prehearing Order s p e c i f i c a l l y i d e n t i f i e s the r e c e i p t 

by Duquesne of "voluminous requests" as an exception t o 

the 10-day r u l e . Prehearing Order at 7. There i s thus 

no other basis on which t o grant the r e l i e f requested. 

WHEREFORE, the Presiding Judge should r e j e c t 

the p e t i t i o n t o modify the procedural schedule and enter 

an order c o n s i s t e n t w i t h the form of order attached 

hereto. 

R e s p e c t f u l l y submitted, 

L a r r y R. Crayne 
A s s i s t a n t General Counsel 
Richard S. Herskovitz 
Corporate Attorney 
Duquesne L i g h t Company 
411 Seventh Avenue 
P i t t s b u r g h , PA 15219 
(412) 393-6049 
(412) 393-6129 

Dated: October 29, 1997 

ifohil S. Moot 
i W o New York Ave., N.W 
Washington, D.C. 20005 
(202) 371-7310 
Special Counsel f o r 
Duquesne L i g h t Company 
(202) 371-7310 (phone) 
(202) 371-7939 (fax) 

Even so, Duquesne responded t o 30 of 34 of the 
I n d u s t r i a l s ' October 6 discovery requests w i t h i n 14 
days of r e c e i p t . Had the I n d u s t r i a l s not waited 70 
days t o propound them, t h i s four-day lapse h a r d l y 
would be a concern. 
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BEFORE THE 
PENNSYLVANIA PUBLIC UTILITY COMMISSION 

Pennsylvania P u b l i c U t i l i t y 
Commission, 

v. 

Duquesne L i g h t Company 
A p p l i c a t i o n to approve 
r e s t r u c t u r i n g p l a n pursuant 
to 66 Pa. C.S. § 2806(d) 

Docket No. R-00974104 

ORDER ON PROCEDURAL ISSUE 

Whereupon, h a v i n g r e c e i v e d a P e t i t i o n o f t h e 
Duquesne I n d u s t r i a l I n t e r v e n o r s f o r Amendment o f t h e 
P r o c e d u r a l Schedule and h a v i n g r e v i e w e d t h e responses 
t h e r e t o , i t i s hereby ORDERED: 

1. The P e t i t i o n i s d e n i e d . 

2. Any p a r t y t h a t does n o t have s u f f i c i e n t t i m e o r 
r e s o u r c e s t o e v a l u a t e t h e c o r r e c t i o n s m a i l e d by Duquesne 
L i g h t Company on October 15, 1997 i n t i m e f o r t h e f i l i n g 
o f Answering Testimony on November 7, 1997 may respond t o 
t h o s e c o r r e c t i o n s i n S u r r e b u t t a l Testimony on December 9, 
1997 . 

3. T h i s Order does n o t r e l i e v e t h e p a r t i e s o f t h e 
r e q u i r e m e n t s o f 52 Pa. C.S. § 5.243(e) as t o any o t h e r 
m a t t e r . 

Dated: October 1997 
JOHN H. CORBETT, JR. 
A d m i n i s t r a t i v e Law Judge 
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E x h i b i t 1 

Item Nos.: HSS-1-0OI, 21 (Supp.); HSS-2-22 
OCA-1-8, 13, 21-23, 27, 43-45, 50, 53 (Supp.) 
OCA-3-3, 5, 21, 22, 27, 29, 31, 50 (Supp.) 
Env-3-149 
OSBA-1-14 (Supp.) 

Witnesses: Clayton. Schnitzer, Karh Nelson, Duckworth 

DUQUESNE LIGHT COMPANY 

Supplemental Response: 

1. Overview. 

Duquesne has received several hundred discovery requests to date. 
Several of those requests have identified errors in the calculations contained in 
Duquesne's case-in-chief. Duquesne agrees that these errors should be corrected 
and is supplying the necessary corrections in the attached documents. Duquesne 
also is submitting corrections to reflect new information contained in the October 1, 
1997 restructuring filing of Pennsylvania Power Company. In that filing, Penn 
Power presents updated projections regarding the costs and operation of the Perry, 
Sammis and Mansfield plants. (Duquesne has an ownership interest in these plants, 
but the plants are operated by Ohio Edison and Cleveland Electric.) 

The enclosed supplemental discovery response explains and itemizes 
the foregoing corrections and discusses the impact of such corrections on 
Duquesne's restructuring proposal. Duquesne is supplying the corrections at this 
time (rather than reflecting them in rebuttal testimony or making the corrections on 
the witness stand) to provide intervenors the opportunity to review the corrections 
prior to the date for filing intervenor testimony. Duquesne anticipates that this may 
minimize or eliminate certain unnecessary disputes. Duquesne emphasizes that the 
corrections relate only to arithmetic errors or updates and do not modify the funda­
mental elements of Duquesne's Customer Choice Plan. 



2. Description of corrections. 

The corrections fall into two main categories. The first are correc-' 
tions for which Duquesne has provided a separate estimate of the impact of the 
correction on Attachment A. 1 These corrections relate to the following errors: (i) 
fossil decommissioning costs were overstated because they included the full cost of 
decommissioning the jointly-owned units, rather than only Duquesne's share of the 
decommissioning expense for such units, (ii) the output of Duquesne's generating 
units was understated by assuming that the output was net of transmission and 
distribution losses, rather than reflecting the output of the units at the generator 
busbar, and (iii) Brunot Island's output was overstated by modeling the dispatch as a 
combined cycle unit, rather than as a peaking unit. The cost/revenue impact of 
these corrections is summarized below: 

• The correction related to decommissioning increases the estimated 
value of the Company's generating plants (and reduces estimated 
stranded costs) at the end of 2005 by $73 million in both the high 
market price case and the low market price case. The $73 million is 
net of an offsetting increase in nuclear decommissioning of $18 mil­
lion. 

• The correction related to plant output increases the estimated value of 
the Company's generating plants (and reduces estimated stranded 
costs) at the end of 2005 by $109 million in the high market price 
case and by $62 million in the low market price case. 

The impacts shown in Attachment A and the revised exhibits were calcu­
lated as follows. In making these corrections, Duquesne has rerun its 
Promod simulation and the spreadsheet financial models used to produce 
the Exhibits to Mr. Clayton's testimony. All these corrections have been 
made simultaneously to produce a single set of updated Exhibits and the 
effects are cumulative and presented on pages 44 and 56 of the revised 
Exhibit DJC-3. The identified impacts of the specific changes described 
herein and presented in Attachment A have been approximated in the 
financial models; these identified impacts are not based on a separate 
Promod analysis of differences for each correction. The Other category in 
Attachment A includes netted corrections that, when added to the spe­
cifically identified impacts, result in the cumulative changes to estimated 
net plant value and stranded cost. 
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• The correction related to the output of Brunot Island decreases the 
estimated value of the Company's generating plants (and increases 
stranded costs) at the end of 2005 by $32 million in the high market 
price case and by $12 million in the low market price case. 

The second main category of corrections relates to (i) new information 
received from Pennsylvania Power Company regarding projections of cost and 
operating levels of the Sammis, Mansfield and Perry plants, and (ii) new operating 
and capital estimates for Duquesne's other plants. Both sets of information have 
become available within the last two weeks. The nature and effect of these correc­
tions is as follows: 

• The new information regarding the Sammis, Mansfield and Perry 
plants is taken from the restructuring filing of Penn Power (dated Oct. 
1, 1997). In that filing, Penn Power provides updated projections 
regarding (i) operation and maintenance expense, (ii) the capital 
additions, and (iii) plant outages and operating levels. The revised 
exhibits submitted herewith reflect the Penn Power projections with 
the exception of the items identified in the attachment workpaper 
entitled "Adjustments to Ohio Edison Data." 

• The new information regarding Duquesne's other plants is taken from 
operating plans approved this month by Duquesne. These plans con­
tain updated O&M and capital projections. 

• The foregoing corrections have the net effect of increasing the esti­
mated book value of the Company's generation plant at December 31, 
2005 by $14 million. These corrections also increase the estimated 
value of the Company's generating plants at the end of 2005 by $81 
million in the high market price case and by $33 million in the low 
market price case. The combined effect of these corrections is to 
decrease stranded costs by $67 million in the high market price case 
and by $19 million in the low market price case. 

In addition to these two main categories, additional updates and 
changes to the margin analysis have been made and identified in the Other category 
of Attachment A. These corrections include (i) corrections to Company A&G 
allocations to eliminate a double-counting of A&G expense and to correct omitted 
A&G capital expenditures post-2005, (ii) revisions to the allocation of the regulatory 
asset related to debt premiums between interest and amortization to reflect the 



correct amounts to be recovered before 2006 as interest expense and the correct 
amounts to be recovered after 2005 as amortization, (iii) revisions to the nuclear 
trust fund balances to reflect actual rather than estimated balances and funding 
amounts, (iv) revisions to Mr. Clayton's Exhibits to capital expenditures to conform 
to Mr. Nelson's capital expenditure projections, (v) corrections to gross receipts tax 
calculations to reflect a 4.4% gross receipts tax rate, and (vi) corrections to CAPCO 
administrative and billing credits. The net effect of the changes grouped in Other is 
to decrease the estimated book value of the Company's generation plant at December 
31, 2005 by $16 million. These corrections also increase the estimated value of the 
Company's generating plants at the end of 2005 by $8 million in the high market 
price case and by $1 million in the low market price case. The combined effect of 
these corrections on stranded costs is to decrease stranded costs by $24 million in 
the high market price case and by $17 million in the low market price case. 

As the result of a combination of all the foregoing corrections, the 
Company's minimum commitment for generation-related depreciation and amortiza­
tion will increase by $35 million from $1,747 million to $1,782 million. 

3. Potential early termination of CTC. 

After factoring in the effect of the foregoing corrections, Mr. 
Clayton's revised exhibits show a stranded "benefit" at the end of the year 2005 if 
rates are maintained at current levels throughout the transition period and market 
prices rise to the "high market price" estimate contained in Mr. Schnitzer's testimor 
ny. As stated in the testimony of Messrs. Marshall, Clayton and Schnitzer, howev­
er, Duquesne's restructuring plan includes commitments to ensure that the Company 
does not over-recover its stranded costs. Pertinent here, Duquesne has proposed an 
"early valuation procedure" under which an independent board of experts will 
perform a valuation of the Company's generation assets prior to the year 2003 if 
market prices have risen to specified levels (75% of the "high market price" 
scenario). If that valuation concludes that the transition period (and associated 
CTCs) can be terminated early, the Company will terminate the collection of a CTC 
to ensure that it does not over-recover its stranded costs. 

Duquesne's initial projections showed that, even under the "high 
market price" scenario, Duquesne would need to maintain rates at current levels 
throughout the transition period, consistent with Customer Choice Act § 2804(4)(v). 
Duquesne nevertheless included a commitment to refer the valuation issue to an 
independent board if market prices rose to 75% of the high market price estimate. 
(This was a conservative approach designed to preclude any over-recovery of 
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stranded costs.) Given that Mr. Clayton's revised exhibits now show a stranded 
benefit under the high market price estimate, Duquesne must consider whether to 
adjust the 75% market price trigger downward to maintain the conservatism reflect­
ed in Duquesne's case-in-chief. Duquesne believes that it may be appropriate to do 
so; however, Duquesne intends to make any such adjustment in rebuttal testimony at 
the same time that it responds to intervenor comments regarding this and other 
aspects of the early valuation procedure. While Duquesne continues to believe that 
the "high market price" scenario is unlikely to occur, Duquesne also remains 
committed to a conservative approach to ensure that Duquesne does not overcollect 
its stranded costs. Duquesne looks forward to constructive intervenor comments on 
the valuation procedure that would further this goal. 

4. Enclosed documents. The foregoing corrections are reflected 
in the following documents, which are being provided to each party to this proceed­
ing (unless otherwise specified): 

• Clayton -- Attached are and corrected Exhibits DJC-3; DJC-4; DJC-6; 
DJC-7 and Item No. L-5, pp. 3 to 35 and a corrected response to 
OCA-1-13, P. 2, and OCA-3-21, pp 2-12. Mr. Clayton also has 
enclosed revised workpapers. Computer diskettes have been provided 
to the parties that submitted the discovery requests identified in the 
first page of this document. 

• Schnitzer - Attached is a revision to the delayed entry calculation by 
Mr. Schnitzer that pertains to page 36 of his testimony. The 
workpapers associated with these corrections are attached. 

• Karl ~ Attached are revised exhibits MGK-3, MGK-6, MGK-7A, 
and MGK-7B. Mr. Karl's workpapers consist of Promod input data, 
which is voluminous and will be made available for review upon 
request. Computer diskettes have been provided to the parties that 
submitted discovery identified in the first page of this document. 

• Nelson - Attached are revised exhibits RLN-1, RLN-2, RLN-5, 
RLN-6. Mr. Nelson's workpapers are attached. 

• Duckworth - Attached are revised exhibits of Mr. Duckworth. Mr. 
Duckworth's workpapers, if any, will be provided promptly. 



Duquesne also recognizes that the narrative contained in the testimony 
of the foregoing witnesses regarding these matters also will need to be corrected. 
This will be accomplished through a correction on the witness stand or through 
rebuttal testimony. 
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Duquesne Light Company 

Summary of Corrections 
($ Mlllfons) 

Item 

As Filed Exhibits DJC-3 &DJC-6 
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Increase Plant Output 

Brunot Island 

Updated Information for 
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and Beaver Valley 

Other 

Revised Exhibit DJC-3 & DJC-6 

Net Book 
Value 

® 12/31/05 

535 

0 

0 

0 

14 

05) 

533 

Estimated 
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@ 12/31/05 

High Low 
527 

73 

109 

(32) 

81 

8 
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73 

62 
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33 

1 

110 

Estimated 
Stranded Costs 
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8 
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32 
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(24) 

(233) 

Low 

582 

(73) 
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12 

(19) 

(17) 

423 
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Depreciation 

and Amortization 
Commitment 
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0 

0 

0 

(2) 
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John S. Moot, Esquire 
Skadden, Arps, Slate, Meagher & Flom LLP 
1440 New York Avenue, N.W. 
Washington, DC 20005-2111 

RE: Duquesne Light Company: Application for Approval of Restructuring 
Plan; Docket No. R-00974104; INTERROGATORIES OF MID-
ATLANTIC POWER SUPPLY ASSOCIATION (SET III) TO 
DUQUESNE LIGHT COMPANY 

Dear Messrs. Crayne and Moot: 

Enclosed please find two (2) copies of Mid-Atlantic Power Supply Association's 
Interrogatories (Set II) to Duquesne Light Company in the above-referenced proceeding. 

Copies of these Interrogatories have been served upon all parties consistent with the 
attached Certificate of Service. Thank you for your attention to this matter. 

Very truly yours, 

Counsel for Mid-Atlantic 
Power Supply Association 

TSS^es 
Enclosure 
cc; James J. McNulty, Acting Secretary (letter only) 

All Parties of Record 
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Robert B. Weisnemiller 
MRW & Associates, Inc. 
Suite 1440 - 1999 Harrison Street 
Oakland, CA 94612-3517 

Michael Reid, Director 
Materials Management Services 
Administrative Resources, Inc. 
500 Commonwealth Drive 
Warrendale, PA 15086-7513 

Brian Kalcic 
Excel Consulting 
Suite 720-T 
225 S. Meramec Avenue 
St. Louis, MO 63105 

Brian A. Rider, President 
Pennsylvania Retailers' Association 
224 Pine Street 
Harrisburg, PA 17101-1325 

Scott J. Rubin, Esquire 
3 Lost Creek Drive 
Selinsgrove, PA 17870-9357 

Cindy Datig, Esquire 
Dollar Energy Fund 
P.O. Box 42329 
Pittsburgh, PA 15203 



Kenneth Zielonis, Esquire 
Stevens & Lee 
Suite 310 - 208 North Third Street 
P.O. Box 12090 
Harrisburg, PA 17108-2090 

Donald R. Ayersman, Jr., Esquire 
1125 Denver Avenue 
Morgantown, WV 26505 

Roger Clark, Esquire 
The Environmentalists 
905 Denston Drive 
Andler, PA 19002-3901 

David Hughes 
4037 Ludwick Street 
Pittsburgh, PA 15217 

Id S. Stewart 

DATED: November 11, 1997 
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October 30, 1997 

MAILING ADDRESS: 
P.O. BOX 1778 

HARRISBURG. PA 17105 

97 OCT 31 m 9:39 
RECEIVED 

r30!]:L\<0 TARY'S OFFICL" 

Larry R. Crayne, Esquire 
Assistant General Counsel 
Duquesne Light Company 
301 Grant Street 
Pittsburgh, PA 15279 

John S. Moot, Esquire 
Skadden, Arps, Slate, Meagher & 

Flom LLP 
1440 New York Avenue, N.W. 
Washington, DC 20005-2111 

RE: Duquesne Light Company: Application for Approval of Restructuring 
Plan; Docket No. R-00974104; INTERROGATORIES OF MID-
ATLANTIC POWER SUPPLY ASSOCIATION 

Dear Messrs. Crayne and Moot: 

Enclosed please find two (2) copies of Mid-Atlantic Power Supply Association's 
Interrogatories (Set II) to Duquesne Light Company in the above-referenced 
proceeding. Responses to these Interrogatories are due in hand within ten (10) days 
of the date of service. 

Please endeavor to forward responses in an organized manner as soon as they 
are completed. It is not necessary to await completion of all responses prior to 
forwarding those completed more quickly. Please send one copy of your responses to 
the undersigned and, in addition, please provide one copy of your responses and, all 
attachments on diskettes, to Whitfield A. Russell & Associates, Suite 850, 1225 Eye 
Street, N.W., Washington, D.C. 20005. Please communicate any objections or 
questions that you might have to these Interrogatories as quickly as possible. 

Copies of these Interrogatories have been served upon all parties consistent 
with the attached Certificate of Service. Thank you for your attention to this matter. 
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V e r v truly yop. 

4odd S. Stewart 
S S S S Power SUPPW Association 
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SAMUEL B. RUSSELL 
W. EDWIN OGDEN 
ALAN MICHAEL SELTZER 
TERRANCE J. FITZPATRICK 
JEFFREY A. FRANKLIN 
JANET E. ARNOLD 
DAVID M. DESALLE 

LAW OFFICES 

RYAN, RUSSELL, OGDEN & SELTZER LLP 
nSOfyNe*™ THIRD STREET 

U I 0 &3hDl01 
HARRISBURG, PENNSYLVANIA 17102-2025 

TELEPHONE: C717) 236-7714 
FACSIMILE: (71T> 236-7816 

Novembers, 1997 

HAROLD I . RYAN (1972) 

9 7 NOV - tj A Ijofy M̂CCONAGHY (1981) 

RECEIV? 
PROTHONOTARY'S OFFICE 

1100 BERKSHIRE BOULEVARD 
SUITE 301 

READING, PENNSYLVANIA 
19610-1221 
TELEPHONE: (610) 372-4761 
FACSIMILE: (610) 372^177 

Via Fascimilie and First Class Mail 
The Honorable John H. Corbett, Jr. 
Administrative Law Judge 
Pennsylvania Public Utility Commission 
1103 Pittsburgh State Office Building 
300 Liberty Avenue 
Pittsburgh, Pennsylvania 15222 

NOV 

KOR 

Re: Application of Duquesne Light Company for Approval 
of its Restructuring Plan Pursuant to § 2806 of the Public 
Utility Code, Docket No. R-00974104 

Dear Judge Corbett: 

The Second Prehearing Order dated October 23, 1997, among other things, 
assigned GPU Energy to the Alternate Suppliers group. The purpose of this letter is to 
respectfully request that GPU Energy be reassigned to the "Utilities" group, since GPU Energy's 
interest in this proceeding, as set forth in its Petition to Intervene, relates to the potential 
precedential impact of this proceeding on GPU-Energy's non-competitive electricity distribution 
service. 

I apologize for not informing you of GPU Energy's preference and not requesting 
transferral to a different group at an earlier date. 

Please do not hesitate to contact me if you have any questions regarding this letter. 

Very truly yours, 

uOCUMENT 
FOLDER Terrance J. Fitzpatriclc 

Counsel for GPU Energy 

TJF/cc 

cc: All Parties of Record 
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")F SERVICE 

I hereby certify that I have this day served true and correct copies of the foregoing letter 
in accordance with the requirements of 52 Pa. Code § 1.54 et seq. (relating to service by a participant), 
upon the parties listed below. 

Honorable John H. Corbett 
Administrative Law Judge 
1103 Pittsburgh State Office Building 
300 Liberty Avenue 
Pittsburgh, PA 15222 

The Honorable David W. Rolka 
Commissioner 
Pa. Public Utility Commission 
North Office Building 
P.O. Box 3265 
Harrisburg, PA 17105-3265 

The Honorable Robert K. Bloom 
Commissioner 
North Office Building 
Pa. Public Utility Commission 
P.O. Box 3265 
Harrisburg, PA 17105-3265 

The Honorable John M. Quain 
Chairman 
Pa. Public Utility Commission 
North Office Building 
P.O. Box 3265 
Harrisburg, PA 17105-3265 

The Honorable John R. Hanger 
Commissioner 
Pa. Public Utility Commission 
North Office Building 
P.O. Box 3265 
Harrisburg, PA 17105-3265 

The Honorable Nora Mead Brownell 
Commissioner 
Pa. Public Utility Commission 
North Office Building 
Harrisburg, PA 17105-3265 

Larry R. Crayne, Esquire 
Duquesne Light Company 
411 Seventh Avenue 
Pittsburgh, PA 15219 
(412)393-6645 
(412) 393-6645 FAX 

Steven Baicker-McKee, Esquire 
Wanda Schiller, Esquire 
Babst, Calland, Clements & Zomnir 
8th Floor, Two Gateway Center 
Pittsburgh, PA 15222 
(412) 394-5400 
(Allegheny Teledyne, Inc. On behalf of 
Allegheny Ludlum Corp. And Teledyne 
Industries, Inc.) 

Michael L. Kurtz, Esquire 
Armco, Inc. 
2110 CBLD Center 
36 East Seventh Street 
Cincinnati, Ohio 45202 
(513)421-2255 
(513) 421-2764 FAX 

Howard M. Louik, Esquire 
Allegheny County Law Department 
300 Fort Pitt Commons 
445 Fort Pitt Boulevard 
Pittsburgh, PA 15219 
(412) 350-1182 
(Allegheny County) 



James P. Dougherty, Esquire 
Robert A. Weishaar, Jr., Esquire 
Pamela C. Polacek, Esquire 
McNees, Wallace & Nurick 
100 Pine Street 
P.O. Box 1166 
Harrisburg, PA 17108 
(717) 237-5446 
(717) 237-5300 FAX 
(Duquesne Industrial Interveners) 

Margaret Peters, Esquire 
The Peoples Natural Gas 
625 Liberty Avenue 
Pittsburgh, PA 15222-3197 
(412) 497-6892 
(412) 497-6838 FAX 
(202) 371-5950 FAX 

Jacqueline R. Morrow, Esquire 
Rodney R. Akers, Esquire 
Assistant City Solicitors 
313 City County Building 
414 Grant Street 
Pittsburgh, PA 15219 
(412) 255-2015 
(412) 255-2285 FAX 
(City of Pittsburgh) 

John Moot, Esquire 
Kurt Bilas, Esquire 
1440 New York Avenue NW 
Washington, DC 20005 
(202) 371-7310 
(202) 393-5760 FAX 
(Duquesne Light Company) 

Kevin J. McKeon, Esquire 
Malatesta, Hawke & McKeon LLP 
100 North Tenth Street 
Harrisburg, PA 17101 
(717) 236-1300 
(717) 236-4841 FAX 
(The Peoples Natural Gas Company) 

John Stember, Esquire 
Low Income Advocates Parties 
1705 Allegheny Building 
429 Forbes Avenue 

Cindy Datig, Esquire 
Dollar Energy Fund 
P.O. Box 42329 
Pittsburgh, PA 15203 

eneice Covert Zeve, Esquire 
Terry Lupia, Esquire 
Office of Attorney General 
14th Floor, Strawberry Square 
Harrisburg, PA 17120 
(717) 787-4530 
(717) 787-1190 FAX 
(Commonwealth of Pennsylvania) 

Steven L. Feld, Esquire 
1 East Washington Street 
New Castle, PA 16103 
(412) 656-5382 
(Pennsylvania Power Company) 

Thomas J. Augspurger, Esquire 
MidCon Corporation 
Office of General Counsel 
701 East 22nd Street 
Lombard, IL 60148 
(mc2, Inc.; MidCon Gas Services Corp;) 

Exeter Associates 
Suite 350 
12510 Prosperity Drive 
Silver Spring, MD 20904 
(301) 622-4500 
(301) 622-2686 FAX 
(Office of Consumer Advocate) 

Tim Merrill, Esquire 
Suite 200, 4 Penn Center West 
Pittsburgh, PA 15276 
(412) 490-0925 
(Competitive Energy Strategies Company) 

Mark J. McGuire, Esquire 
Ronald N. Carroll, Esquire 
Jenner & Block 
Suite 1200,601 13th Street NW 
Washington DC 20005 
(202) 639-6000 
(202) 639 -6066 FAX 
(mcz, Inc.; MidCon Gas Services Corp.) 

Stephen J. Baron 
J. Kennedy and Associates, Inc. 
Suite 475 
35 Glenlake Parkway 
Atlanta, GA 30328 
(770) 395-1288 
(770)395-0151 
(Duquesne Industrial Intervenors) 

Alan J. Barak, Esquire 
The Environmentalists 
1417 Blue Mountain Parkway 
Harrisburg, PA 17112 
(717) 540-5106 
(717)541-1970 



Joseph A. Dworetzky, Esquire 
John P. Lavelle, Jr., Esquire 
Hangley, Aronchick, Segal & Pudlin 
12th Floor 
One Logan Square 
Philadelphia, PA 19103 
(215) 496-7037 
(215) 568-0300 FAX 
(New Energy Ventures) 

Karen Oill Moury, Esquire 
Office of Small Business Advocate 
Suite 1102 
300 North Second Street 
Harrisburg, PA 17101 
(717) 783-2525 

Albert M. Benincasa 
Director, Regulatory Affairs 
Skipping Stone 
46 9th Avenue 
Sea Cliff, NY 11579 
(516) 674-4186 
(516) 676-6984 FAX 

William T. Hawke, fisquire 
Mid Atlantic Power Supply Association 
100 North 10th Street 
Harrisburg, PA 17105 
(717) 236-1300 
(717) 236-4841 FAX 

Paul E. Russell, Esquire 
Pennsylvania Power and Light Company 
Two North Ninth Street 
Allentown, PA 18101 
(610) 774-4254 

The Environmentalists 
905 Denston Drive 
Ambler, PA 19002-3901 
(215) 643-2364 
(215) 628-2630 FAX 

James D. Steffes 
Enron Power Marketing, Inc. 
Box 4428 
Houston, Texas 77002 
(713)853-7500 
(713) 646-8169 FAX 
(Enron Power Marketing, Inc.) 

Donald R. Ayersman, Jr., Esquire 
1125 Denver Avenue 
Morgantown, West Virginia 26505 
(304) 296-395(IBEW Local 2357) 

John O'Brien, Esquire 
Whelled Electric Power Company 
Suite 207 
50 Charles Lindburgh Boulevard 
Uniondale, NY 11553 
(516) 390-7600 

Patricia Armstrong, Esquire 
John Alzamore, Esquire 
Thomas, Thomas, Armstrong & Niesen 
P.O. Box 9500 
Harrisburg, PA 17108 
(717)255-7600 
(Allegheny Electric Cooperative, Inc.) 

Howard M. Louik, Esquire 
Allegheny County Law Department 
300 Fort Pitt Commons 
445 Fort Pitt Boulevard 
Pittsburgh, PA 15219 

Irwin A. Popowsky, Esquire 
Marisa A. Sifontes, Esquire 
Steven K. Steinmetz, Esquire 
Office of Consumer Advocate 
1425 Strawberry Square 
Harrisburg, PA 17120 
(717)783-5048 
(717) 783-7152 FAX 

Kenneth L. Wiseman, Esquire 
Andrews & Kurth, LLP 
1701 Pennsylvania Avenue NW 
Washington, DC 20006 
(202) 662-2700 
(202) 662-2739 FAX 
(Hospital Shared Services) 

Mark F. Sundback, Esquire 
Andrews & Kurth, LLP 
1701 Pennsylvania Avenue NW 
Washington, DC 20006 
(202) 662-2755 
(202) 662-2747 FAX 
(Administrative Resources, Inc.) 

Michael L. Kurtz, Esquire 
David F. Boehm, Esquire 
Boehm, Kurtz & Lowry 
2110 CBLD Center 
36 East Seventh Street 
Cincinnati, OH 45202 
(513)421-2255 
(513) 421-2764 FAX 



Robert B. Weisenmiller 
MRW & Associates, Inc. 
Suite 1440 
1999 Harrison Street 
Oakland, CA 94612-3517 
(510)834-1999 
(510) 834-0918 FAX 
(Hospital Shared Services) 

Michael Reid, Director 
Materials Management Services 
Administrative Resources, Inc. 
500 Commonwealth Drive 
Warrendale, PA 15086-7513 
(412) 772-7223 
(412) 772-6969 FAX 

Robert J. Stefanko, Esquire 
341 South Bellefield Avenue 
Pittsburgh, PA 15213 
(412) 622-3780 
(Pittsburgh School District) 

John Stember, Esquire 
Low Income Advocate Parties 
1705 Allegheny Building 
429 Forbes Avenue 
Pittsburgh, PA 15219 
(412) 338-1445 
(412) 232-3730 FAX 

Stephen L. Feld, Esquire 
Pennsylvania Power Company 
1 East Washington Street 
P.O. Box 891 
Newcastle, PA 16103-0891 
(412) 656-5382 

Thomas P. Gadsden, Esquire 
Morgan, Lewis & Bockius 
2000 One Logan Square 
Philadelphia, PA 19103 
(215) 963-5234 
(215) 963-5299 FAX 
(Pennsylvania Power Company) 

David Hughes 
4037 Ludwick Street 
Pittsburgh, PA 15217 
(412) 421-6072 
(Self) 

Scott Rubin 
3 Lost Creek Drive 
Selinsgrove, PA 17870-9357 
(717) 743-2233 
(717) 743-8145 FAX 
(IBEW, System Council U-10) 

David M. Boonin 
New Energy Ventures East, LLC 
Suite 800 
200 South Broad Street 
Philadelphia, PA 19102 
(215)545-5058 
(215) 545-5811 FAX 

Daniel Clearfield, Esquire 
Gerald Gomish, Esquire 
Alan Kohler, Esquire 
Robert J. Longwell, Esquire 
Wolf, Block, Schorr & Solis-Cohen, LLP 
Suite 401 
305 North Front Street 
Harrisburg, PA 17101-1236 
(717) 237-7181 
(717) 237-7161 FAX 
(Enron Power Marketing, Inc.) 

Brian Kalic 
Excel Consulting 
Suite 720-T 
225 S. Meramec Avenue 
St. Louis, MO 63101 

James M. McNulty, Esquire 
Acting Secretary 
Pennsylvania Public Utility Commission 
206 North Office Building 
Harrisburg, Pennsylvania 17105-3265 
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Dated: November 3, 1997 —T^^w^ ^ l ^ ^ - ^ ^ 
Terrance J. Fitzpatrick ^ 
David M. DeSalle 
RYAN, RUSSELL, OGDEN & SELTZER LLP 
800 North Third Street, Suite 101 
Harrisburg, Pennsylvania 17102-2025 



COMMONWEALTH OF PENNSYLVANIA 

DATE: November 4, 1997 

SUBJECT: R-00974104 

T O : O f f i c e of A d m i n i s t r a t i v e Law Judge 

FROM: - Y v ^ 3 1 1 1 6 3 J * McNultY/ A c t i n g Secretary 

DUQUESNE LIGHT COMPANY 
RESTRUCTURING PLAN 

Attached i s copy of a P e t i t i o n f o r Amendment of 
Procedural Schedule of Duquesne I n d u s t r i a l Intervenors 
f i l e d i n connection w i t h the above docketed proceeding. 

This matter i s assigned t o your Office f o r 
appropriate a c t i o n . 

Attachment 

cc: OTS - memo only 
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§CEIVED 
NOV 6 1997 

PA PUBLIC UTILITY COMMISSION 
PROTHONOTARY'S OFFICE 

G/JJ Soiicifor 

November 6, 1997 

VIA EXPRESS U.S. MAIL DELIVERY 

James J. McNulty 
Prothonotary 
Pennsylvania Public Utility Commission 
P. O. Box 3265 
North Office Building 
Harrisburg, Pennsylvania 17105-3265 

RE: Application of Duquesne Light Company for Approval of a 
Restructuring Plan (Under Section 2806 of the Pennsylvania 
Public Utility Code); 
Docket No. R-00974104 

Dear Mr. McNulty: 

Please find enclosed for filing, on behalf of the City of Pittsburgh, 
Pennsylvania, the original and twQ^(2) copies of the City's Direct Testimony (City 
Statement No. 1) in the above-captioned proceeding. 

Copies have been served on active parties of record, as indicated in the 
enclosed Certificate of Service, in accordance with the directive of the Honorable John H. 
Corbett, Jr., presiding officer in this matter. Any questions regarding this filing should be 
directed to the undersigned at (412) 255-2015. Thank you. 

Sine 

Rodney R. Pflcers 
Assistant City Solicitor 

Enclosure 

CC: The Honorable John H. Corbett, Jr. 
Counsel of Record 

Cty ' Couniy Uuiidin^ tyiHshurgh tyennsykania 152/9 C A F S C M E ) 
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TESTIMONY OF CHRISTOPHER D. SEIPLE 

Q. Please state your name. 

A. My name is Christopher D. Seiple. 

Q. By whom are you employed? 

A. I am employed by Resource Data International, Inc., known as "RDI". 

Q. What is your business address? 

A. 1320 Pearl Street, Suite 300, Boulder, Colorado 80302. 

Q. What is your title at RDI? 

A. I am a Principal in the business and a Consultant with respect to economic issues 
pertaining to the electric utility industry. 

Q. Please describe the business of RDI. 

A. RDI provides and analyzes market and competitive information to the energy industry. 
RDI has the most advanced and complete data base covering all fuel sources and users of 
energy, the transportation systems that serve them, and the macro - and micro-economic 
linkages that tie them together. Some of our clients subscribe to one or more of our 
various data bases or publications. Many clients ask us to perform consulting projects that 
requires the analysis of some aspect of the energy industry. 

Q. What is Exhibit 1 to your testimony? 

A. Exhibit 1 is an RDI publication that explains the background and history of RDI and what 
RDI does. 

Q. Who owns RDI? 

A. RDI was privately owned until late in August of this year when it was acquired by 
Pearson, pic, which owns the Financial Times newspaper. 

Q. Who are the customers and clients for RDI's products and services? 

A. Many of the world's largest electric utilities, financial institutions, coal companies and 
railroads are among our client base for our informational products as well as our 
consulting services. For instance, Exhibit 2 to my testimony is a recent listing of our 
database subscribers. We also provide various consulting services to many of our 
database subscribers. 

1 
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Q. What do you do at RDI? 

A. My area of expertise is the economic analysis of the electric utility industry. I consult 
with our clients concerning power market analysis, competitive strategy development, 
energy economic and policy analysis, energy modeling and forecasting and industry 
restructuring planning and policy. 

Q. What is your educational background? 

A. I have a B.A. in Political Science and a B.A. in Russian Studies, both from Muhlenberg 
College in Pennsylvania and an M.S. in Energy Management and Policy from the 
University of Pennsylvania and the French Institute of Petroleum. 

Q. Please describe your recent professional experience with respect to the restructuring of the 
electric utility industry. 

A. During the past three years I have led a team of experts at RDI that has conducted 
extensive analysis of the financial, regulatory, and public policy issues surrounding 
transition costs created by electric industry restructuring. This same team has also 
performed extensive evaluations of the market value of generation assets, the dynamics 
that will drive a deregulated generation market, and how public policy may shape the 
formation of a competitive generation sector. In 1995 we published the first nationwide 
estimates of potential transition costs in our study. Retail Power Markets in the U.S. We 
subsequently updated the results of this study in December of 1996. Our updated study 
also includes an in-depth analysis of methods for quantifying transition costs, guidelines 
for designing transition cost recovery mechanisms, and a review of regulatory actions in 
other jurisdictions related to transition cost issues. This work was the basis of our 
testimony that was recently provided to the United States Senate regarding competition in 
the electric utility industry. Numerous state public utility commissions and state 
regulatory bodies have relied upon our analysis in making decisions concerning 
quantification of transition costs and the design of transition cost recovery mechanisms in 
their own jurisdictions. 

Q. Have you published any articles on the electric utility industry? 

A. Yes. I am frequently asked to be a contributor of articles on economic issues involving 
the electric utility industry to industry publications such as Public Utilities Fortnightly and 
Coal Age Magazine. In addition, one of my duties at RDI is to manage the research and 
analysis of our syndicated publications concerning the electric utility industry. 

Q. Please give me a few examples of published articles or studies you have authored or have 
been responsible for. 

A. As an example, one of the recent studies that I supervised and published focused on 
electric utility mergers and acquisitions. This syndicated study addressed a number of 
topics, including: research and analysis of the key factors driving recent mergers; the key 
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determinants of an attractive merger candidate; impacts of mergers on horizontal market 
power; and, the strategic benefits of mergers. 

Q. Have you given any electric utility industry presentations? 

A. Yes, I have given a number of presentations in my areas of expertise, including, for 
example: 

• A presentation on "Overview of the Emerging Competitive Generation Market" to the 
Independent Petroleum Producers Association of Mountain States 

• A presentation on "Understanding the Dynamics of Unbundled Generation Markets" 
before the National Association of Business Economists 

I was a participant on a panel discussion on "Recovery of Stranded Assets" to the 
National Association of Energy Economists 

• A presentation on "Anticipating Future Electric Price Scenarios in a Deregulated 
Environment" for the Center of Business Intelligence. 

Q. Have you testified as an expert witness before? 

A. Yes. I gave expert testimony to the Illinois Retail Wheeling Task Force on designing 
stranded cost recovery mechanisms. 

Q. What have you done in preparation for your testimony? 

A. I have reviewed and analyzed, along with others at RDI subject to my supervision, the 
complete Duquesne Light Company ("Duquesne") restructuring plan, including testimony, 
filed at this Docket Number, as well as selected discovery responses in this matter. 

Q. What is the purpose of your testimony? 

A. The purpose of my testimony is fivefold. First, I will address Duquesne's previous 
mitigation efforts, putting them into perspective in terms of overall rates to show that 
Duquesne's mitigation efforts have not resulted in significant rate competitiveness for its 
customers. Second, I will show that Duquesne has not made an adequate prima facie 
showing that stranded costs will remain beyond 2005. In fact, pursuant to Duquesne's 
plan there is a very real possibility that Duquesne could over-recover its stranded costs 
and achieve a benefit. Therefore, Duquesne should not be entitled to a rate cap through 
2005. Third, I will critique Duquesne's proposed stranded cost calculation methodology 
and show that it may impair the formation of a competitive market and that it also 
provides little incentive for Duquesne to minimize costs and hence mitigate stranded 
costs. Fourth, I will show how Duquesne's proposed stranded cost recovery plan 
minimizes some of the traditional risk faced by the utility's investors, contrary to the 
concept of a competitive market. Finally, I will provide some suggestions for alternative 
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recovery mechanisms that will provide greater benefits to consumers, help promote the 
formation of a competitive generation sector, and provide Duquesne with greater 
incentives to mitigate stranded costs through cost reductions. 

/. Duquesne's Mitigation Efforts Have Not Resulted In 
Significant Rate Competitiveness For Its Customers. 

Q. Are Duquesne's current retail rates competitive? 

A. No they are not. As is well known, Duquesne's customers historically and currently pay 
some of the highest rates in the country. Duquesne's rates to residential customers are 
25% higher than the comparable average for Pennsylvania. Duquesne's commercial rate is 
42% higher than the comparable figure for its neighboring utility. West Penn Power. 
Similarly, Duquesne's industrial rate is 33% higher than West Penn Power's equivalent 
rate. 

Q. Mr. Clayton has testified on behalf of Duquesne that "Duquesne's commercial rates 
compare favorably to the ECAR and MAAC average and its industrial rates are below 
average in the ECAR and MAAC regions." (page 18). Is this testimony accurate? 

A. No it is not. My analysis of 1996 FERC Form 1 information, depicted on Table 1 of my 
testimony, reveals that Duquesne's average commercial rate is 17% higher than the ECAR 
region's average rate for investor-owned utilities. Also, Duquesne's industrial rate is 37% 
higher than the average rate for investor-owned utilities. Another way to look at it is that 
of the 29 investor-owned utilities in ECAR, only three have higher industrial rates than 
Duquesne. Of the 27 investor-owned utilities in ECAR supplying power to commercial 
users, only five have higher rates than Duquesne. 

Q. Why are Duquesne's current rates important to this Proceeding? 

A. Duquesne's current rates are important to consider when analyzing Duquesne's claimed 
past mitigation efforts in order to ascertain whether, under Section 2808(c)(4) of the 
Electricity Generation Customer Choice and Competition Act ("Customer Choice Act"), 
its mitigation efforts ". . . has been commensurate with the magnitude of the electric 
utility's generation-related transition or stranded costs." 

Q. Has Duquesne undertaken significant mitigation efforts? 

A. No. In his testimony, Mr. Clayton states that between 1989 and 1998, Duquesne will have 
aheady mitigated $340 million in stranded costs through various mitigation strategies. 
This implies mitigation efforts of $34 million per year, or only 3% of Duquesne's total 
revenues. And despite Duquesne's stated past commitment to reducing stranded costs, 
Duquesne's mitigation efforts have been of only marginal benefit to its customers, as its 
customers in all classes still continue to pay some of the highest rates in the region. In 
other words, Duquesne's minimal mitigation measures were absolutely required by the 
financial condition of the Company and the level of rates they were already charging 
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customers. Future mitigation efforts will need to be significantly more aggressive i f 
consumers are to benefit at all during the transition to competition. 

77. Duquesne Has Not Made An Adequate Prima Facie Showing 
That Stranded Costs Will Remain Beyond 2005 And Should 
Not Be Entitled To A Rate Cap Beyond 2005. 

Q. Will Duquesne's customers continue to pay these high rates through the transition period? 

A. Under Duquesne's restructuring plan, they will. As it currently stands, Duquesne has 
proposed to freeze rates through the year 2005 at 1996 levels, so that as long as a customer 
consumes the same amount of electricity as it consumed in 1996, its electricity rate will 
remain exactly the same. 

Q. What is Duquesne's rationale to support the rate cap through 2005? 

A. Duquesne claims it is entitled to the rate cap through 2005 because, in accordance with 
Section 2804(4)(v) of the Customer Choice Act: 

• Any excess earning achieved under the cap will be utilized to mitigate transition or 
stranded costs for the benefit of ratepayers; and, 

• The market value of its generation assets beginning in 2006 is below the book value of 
generation and generation-related regulatory assets. 

Q. How does Duquesne estimate the market value of its generation assets beginning in 2006? 

A. Duquesne developed a discounted cash flow model. 

Q. Please explain Duquesne's model. 

A. In this model, Duquesne assumes that the price of electricity will be equal to the levelized 
cost of a new combined cycle power plant in this time frame. Duquesne analyzes two 
scenarios that are based on different cost assumptions regarding the construction of a new 
combined cycle plant. Duquesne also assumes costs and plant operating parameters. In 
sum, its analysis shows that in the low market price scenario Duquesne would actually 
have to pay someone to purchase any of its coal fired power plants, resulting in remaining 
stranded costs of $582 million in the year 2006. In the high market price scenario, 
Duquesne calculates that an investor would only be willing to pay an average of 151 $/kW 
for its coal fired power plants, resulting in total stranded costs of $8 million. It concludes 
that under a wide range of price scenarios, Duquesne will still have stranded costs and 
therefore is entitled to the rate cap. 

Q. Are the administrative techniques used by Duquesne for calculating stranded costs 
flawed? 
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A. Yes. 

Q. In its filing regarding stranded costs in the year 2006, did Duquesne ignore the best 
evidence available as to the market value of its power plants? 

A. Yes. 

Q. Please explain. 

A. In his testimony, Mr. Schnitzer wisely asserts that "a market-based determination of 
stranded costs is inherently superior to an administrative determination." (page 3). I 
strongly agree with Mr. Schnitzer, but regret that he did not apply his own logic to 
benchmarking Duquesne's stranded cost. In its filing regarding stranded costs in the year 
2006, Duquesne ignored the best evidence available regarding the market value of its 
power plants that it has - that is its sale of its own Fort Martin Unit 1. This is an actual 
sale where the value of the asset was determined by the market. Duquesne sold its 50% 
share of this unit to AYP Energy ("AYP"), an unregulated subsidiary of Allegheny Power 
System, Inc. ("APS"). AYP plans to operate this plant as a merchant plant - that is, the 
plant will not be in APS' rate base, but will instead have to make a profit in a deregulated 
market selling at market determined prices. AYP paid a total of $170 million dollars for a 
50% share of Unit 1, which is approximately $615/kW or $130 million (pre-tax) in excess 
of the remaining book value of the plant. The value of this asset sale is in stark contrast to 
Duquesne's estimate of the market value of its other coal fired power plants. In its low 
electricity price scenario, Duquesne actually estimates that it would have to pay someone 
to own its plants. As Mr. Schnitzer testified, administrative techniques are a poor method 
for estimating the value of power plants and Duquesne should have used actual evidence 
of value instead. 

Q. Do you agree with Duquesne's assumptions in its analysis of stranded costs? 

A. No. Duquesne's assumptions are either too conservative or are erroneous. 

Q. Please explain. 

A. Duquesne's estimates vary widely from actual market evidence because it has made either 
too conservative or erroneous assumptions. The Cheswick power plant provides a good 
example of the flaws in Duquesne's analysis of the market value of the power plants after 
the year 2005. In the low market price scenario, Duquesne assumes that the plant has a 
negative market value, and that it could not even give away this plant for free. 

There are several faulty assumptions made in this analysis. First, in the analysis shown in 
Exhibit DJC-3 (Page 45), Duquesne assumes that the average annual capacity factor of the 
Cheswick power plant between 2006 and 2014 will be 80%. Mr. Karl in his testimony 
states, "Annual unit capacity factor is assumed to equal that unit's equivalent availability." 
This statement implies that the annual average availability of the unit should therefore be 
80%. However, Mr. Nelson's testimony (Exhibit RLN-7) projects that the average 
equivalent availability factor of the Cheswick power plant during 2006-2014 will be 86%. 
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Adjusting the net margin calculations to reflect the equivalent availability factors provided 
by Mr. Nelson, who states that the information included in his direct testimony is true and 
correct, results in an increase of $14 million dollars to the market value of the power 
plants in the low price scenario. In the high market price scenario, this results in an 
increase of almost $28 million in the market value of the Cheswick power plant. The 
results of this analysis are presented in Exhibit 3. 

Q. Are there other flawed assumptions in Duquesne's analysis? 

A. Yes. A second flawed assumption in Duquesne's market value calculation relates to the 
difference between the actual output of the plant and the "Delivered Output" Duquesne 
calculates to estimate the revenue the plant will receive. For the Cheswick power plant, 
Duquesne assumes that 6% of the unit's output will not be available to sell into the market. 
Duquesne does not state why it makes this assumption, but may have been done to reflect 
losses in the transmission and distribution system. The flaw in this assumption is that it is 
not consistent with the assumptions made by Mr. Schnitzer in his calculation of the 
electricity prices beyond the year 2005. Mr. Schnitzer calculates a "ceiling price" for 
electricity by estimating the long-run marginal cost of electricity supplies, or in other 
words by estimating the cost of adding a new combined cycle power plant to the grid. In 
his analysis, Mr. Schnitzer calculates this cost by dividing all of the costs of the power 
plant by the annual output of the plant based on an 84% capacity factor. He does not, 
however, adjust this calculation for any losses in the transmission or distribution system. 
Instead, he is calculating the revenue that the plant would need to receive at the entry to 
the transmission system before any losses occur. Therefore, Duquesne should calculate 
each plant's projected revenue in a similar manner in its margin analysis. I f Duquesne 
corrects this flawed assumption, the value for the Cheswick power plant would increase 
by another $10.2 million in the low electricity price scenario. In the high electricity price 
scenario, the change results in an increase of $20 million dollars in the market value of the 
Cheswick power plant. This analysis is presented in Exhibit 4. 

Q. Are there other errors in Duquesne's analysis? 

A. Yes. Another assumption that Duquesne makes that may vastly understate the value of its 
generation assets is that the units will be retired at the end of their financial life. This 
assumption understates the future contributions to profits that the units will make. While I 
recognize there is some cost associated with extending the life of the plant, life extensions 
at coal fired power plants, in most cases, will bring additional profits to the plants, thus 
reducing overall stranded costs. 

Q. What other mistakes have you found in Duquesne's analysis? 

A. One of the major weaknesses of administrative valuation techniques that Mr. Schnitzer 
points out in his testimony is that it is very difficult to forecast future market prices. I 
agree with this assertion and also agree with his claim that one of the most widely ignored 
aspects of forecasting is that "Costs and hence prices are usually projected assuming that 
technology never improves, costs never decline, and efficiency gains are never realized. 
This type of'fixed technology' estimate has historically proven to be very inaccurate." 
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(Page 8). Unfortunately, Duquesne makes this very mistake in its own administrative 
determination of stranded costs, assuming that the competitive pressures of a deregulated 
market will not result in any technological innovation that will help it to reduce its 
operation and maintenance and overhead costs at its plants. Duquesne also assumes that 
the pressures of a competitive market will not result in any efficiency gains. By not 
accounting for potential substantial reductions in operating costs and overhead, Duquesne 
has overstated its stranded costs. 

Q. Is it possible that actual market price in 2006 will be higher than Mr. Schnitzer's low 
electricity price scenario? 

A. Yes. Mr. Schnitzer testifies that "the actual market price is likely to be lower" (Page 30) 
than the price in the low electricity price scenario. He cites a number of factors that could 
drive prices lower, concluding that "it is not a certainty that any of these factors will play a 
role between now and 2006, but there are many of them, they are not mutually exclusive, 
and they all operate to drive prices down." (Page 31). Mr. Schnitzer's analysis of whether 
or not the actual market price will be lower than the low electricity price scenario fails to 
consider what is probably the single most important factor affecting the price of electricity 
in the long-term. 

Q. What is that? 

A. The impact of future gas prices. 

Q. Please explain. 

A. Mr. Schnitzer's forecast of electricity prices is based upon the cost of supplying new 
electricity with a combined cycle power plant. In his low price scenario, more than 50% 
of the cost of the power plant, and hence the price of electricity, is comprised of gas 
supply costs. I f gas prices are higher than the projections provided by Mr. Schnitzer, then 
the cost of electricity will rise. 

Q. May gas prices be higher than those projected by Mr. Schnitzer? 

A. Yes. 

Q. Why? 

A. There are several factors that will put upward pressure on gas prices. First, deregulation 
of the electric industry is likely to create a strong demand for new combined cycle gas 
fired power plants. Already independent power producers have announced that they plan 
to build more than 5,000 MW of combined cycle gas fired power plants over the next five 
years in the New England market. There is also at least another 2,500 MW of new gas 
fired generation planned in Western markets. This trend towards increased gas fired 
generation will likely be accelerated by premature shutdown of nuclear power plants that 
cannot survive in a deregulated market. There is also a risk that increased environmental 
regulations could further accelerate the amount of gas-fired capacity added to the grid. 
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These significant increases in the demand for gas are likely to put upward price pressure 
on gas markets. 

Q. Do you agree with Mr. Schnitzer's use of the results of a recent solicitation of power to 
show that electricity prices are likely to be lower than the prices in his low electricity price 
scenario? 

A. No. 

Q. Why not? 

A. The results of this solicitation show, according to Mr. Schnitzer, that the "market" 
currently anticipates that spot market prices for electricity will range from 17.8 to 25.6 
$/MWh between 1998 and 2005. I f Mr. Schnitzer's analysis were correct and the market 
were currently anticipating such spot market prices, then Duquesne would best minimize 
its stranded costs by shutting down all of its coal fired power plants. Table 2 to my 
testimony shows the total future cost of production at Duquesne's power plants. This 
forecast is based on the generation output levels supported by Mr, Karl and cost 
information supported by various Duquesne witnesses. The costs included in this analysis 
are only the ongoing costs. These costs include future fuel expenses, generation operation 
and maintenance expenses, and the replacement capital costs required to keep the plant 
operating or to extend the plant's life. I also have included in this analysis the corporate 
overhead expenses that can be attributed to generation. Economic theory holds that in an 
open market, a generator would shut down its plant i f its potential revenue is less than its 
ongoing costs. To do otherwise would result in additional losses, regardless of the initial 
investment in the plant. 

According to the testimony submitted by the various Duquesne witnesses, Duquesne is 
proposing to run all of its power plants during the transition period, even though its 
average expenditures will be nearly 50% more than the cost of purchasing power. I f 
Duquesne believes in its own expert testimony, it needs to justify why it is not shutting 
down some of its power plants. According to the price projections submitted by Mr. 
Schnitzer, Duquesne could avoid nearly $1,158 billion dollars in expenditures over the 
1998-2005 time frame by shutting down its coal fired power plants and two of its nuclear 
plants (See Exhibit 5). Of course, i f Duquesne were to shut down all of its plants, the 
market price of power would rise, reducing these savings. Still, this discrepancy calls into 
question the assumption that power will trade at these projected prices and suggests that 
prices in a truly deregulated market are likely to be higher. It also calls into serious 
question the level of commitment Duquesne has made to accelerating its amortization and 
depreciation. 

Q. What are your conclusions regarding Duquesne's prima facie showing of stranded costs? 

A. In my opinion, under Section 2804(4)(v) of the Customer Choice Act, the PUG should 
refuse to grant Duquesne's request to cap customer rate through 2006. 
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Q. Why is that? 

A. First, Duquesne's own analysis, when corrected for flawed assumptions, shows that by 
2006, it is unlikely that Duquesne will have any remaining stranded costs. Second, i f 
Duquesne's estimates of the market price during the transition period are correct based on 
its solicitation to sell power, it can reduce its costs substantially simply by shutting down 
some of its least efficient plants. I f this additional cost savings were used to accelerate 
amortization and depreciation of generation assets, Duquesne will even further reduce any 
stranded costs it claims would remain in 2006. Third, Duquesne's valuation of its plants 
does not seem at all consistent with the evidence provided by the recent sale of the Fort 
Martin plant to AYP, where AYP was willing to pay more than $600/kW for a plant that 
must compete in the competitive wholesale power market. 

Q. On or about October 20,1997, Duquesne provided the parties in this matter with eleven 
(11) revised exhibits as well as modified workpapers and revised responses to 
interrogatories. Included was a six-page explanation of the changes. Have you reviewed 
all of these revisions? 

A. I have only had the opportunity to review the six-page explanation. 

Q. What does this explanation claim? 

A. Duquesne claims that the revisions simply correct mathematical errors it made. 

Q. Is this so? 

A. I have not had an opportunity to review the exhibits, workpapers and other materials in 
order to verify Duquesne's contentions. 

Q. What is the net effect of Duquesne's corrections of its own data? 

A. Its estimated stranded costs at the end of 2005 change dramatically. 

Q. How? 

A. Based on the low market scenario, they are reduced from $582 million to $423 million. 

Q. How about the high market price scenario? 

A. Duquesne's stranded costs at the end of 2005 go from $8 million to a stranded cost benefit 
of $233 million. 

Q. What conclusions do you draw from these new Duquesne numbers? 

10 
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A. These numbers support my contentions that Duquesne has not made an adequate prima 
facie showing that it will have stranded costs after 2005 and that it is entitled to a rate cap 
through 2005. 

These numbers also support the need for an early asset sale that I explain later in my 
testimony, rather than a 2003 arbitration to value assets and fix the competitive transition 
charge ("CTC"). 

Q. Does Duquesne's plan protect its customers from over-recovery? 

A. No. 

Q. Why not? 

A. Duquesne has not changed its proposal concerning its 2003 arbitration. I disagree with the 
arbitration procedure in the first instance, and this procedure does not ensure that 
Duquesne will be given adequate incentives to mitigate its stranded costs to benefit its 
customers. 

Q. How can the Pennsylvania Public Utility Commission protect ratepayers against over-
recovery? 

A. By refusing a rate cap through 2005 and by adopting the other suggestions I make in my 
testimony, assuming that Duquesne will not forego its arbitration procedure and will not 
conduct an asset sale in the manner that I suggest later in my testimony. 

/ / / . Duquesne's Proposed Stranded Cost Calculation 
Methodology Impairs The Formation Of A Competitive 
Market And Provides Little Incentives To Minimize 
Stranded Costs. 

Q. Can a stranded cost recovery mechanism impair the formation of a competitive market? 

A. Yes. 

Q. How? 

A. For example, a stranded cost recovery mechanism could impair the formation of a 

competitive market i f for some reason the recovery mechanism makes a high cost power 
plant run in place of a lower cost plant, or when it makes it profitable for a utility to beat 
out a new entrant that has lower total costs. 

Q. How do you analyze whether the recovery mechanism impairs the formation of a 
competitive market? 

11 
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A. To begin to analyze the impacts of a recovery mechanism, one must first distinguish 
between sunk costs and avoidable costs, and ascertain whether competitive decisions will 
be made based on avoidable costs. 

Q. Please explain the difference between the two and how decisions are made in a 
competitive market. 

A. Sunk costs include past investment costs or contractual obligations that have already been 
incurred, or for which the utility retains an obligation. Avoidable costs are future 
expenditures which have not yet been incurred but which must be expended on a going 
forward basis to keep the plants available and running, including the costs of actually 
generating power. Avoidable costs can be broken down into two categories - fixed 
incremental costs and variable incremental costs. Fixed incremental costs are those costs 
which are incurred regardless of the level of generation at a plant, such as fixed operation 
and maintenance (O&M) expenses, fuel inventory costs, incremental capital, incremental 
administrative and general and taxes. Variable incremental costs are those day-to-day 
costs of actually generating power, which include variable O&M, fuel costs, consumed 
emission credits, and other costs that vary with the level of generation. In a properly 
functioning competitive market, all decisions regarding whether or not to supply power 
and who should supply power will be based on the avoidable costs only. 

Q. Does Duquesne's methodology impair the formation of a competitive generation market? 

A. Yes. 

Q. How? 

A. We can analyze this by making a few simplifying assumptions and examining the costs of 
the Elrama power plant in relation to Duquesne's projection of market prices based on its 
recent solicitation to sell power. 

Table 3 shows Duquesne's forecast of avoided costs and its forecast of market prices and 
plant output at the Elrama power plant for the years 1998-2004. The avoided costs 
included in this analysis are fuel, variable O&M, fixed O&M, overhauls costs, taxes that 
are not related to income taxes, administration and general O&M costs allocated to 
production, and capital expenditures. I f Duquesne shut down this power plant, all of these 
costs could be avoided. In the year 1998, Duquesne forecasts that the market price of 
power will be $17.80 per MWh. Therefore, i f Duquesne can produce power for a cost 
lower than $17.80 per MWh (including only its avoidable costs), it should produce the 
power. I f Duquesne could produce the power for $16.80 per MWh, it would generate 
operating profits of $2.3 million dollars. In its forecast, however, Duquesne estimates that 
its avoidable costs will be $36.0 per MWh. Incurring these avoidable costs and selling 
power at a significant loss will result in an operating loss of $43 million in 1998. I f 
Duquesne simply shut down the plant, it would be better off, because it would not incur 
any losses. In a properly functioning competitive market, Duquesne would base its 

12 
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decision to spend these avoidable costs based on the expected return it would obtain on 
those expenditures. Any sunk costs will be irrelevant to its decision regarding future 
sales. 

Q. What simplifying assumptions have you made in this analysis? 

A. This analysis is a simplification only because the future market price is not known with 
certainty and shutting down a plant from year to year may involve some costs that must be 
factored into the analysis. Also, the analysis should not always consider just one year 
because it may be profitable to incur certain capital expenditures in one year because the 
return may be profitable over a longer period of time. The point is still true, however, that 
avoidable costs are the basis for efficient competition. Also, in the case of the Elrama 
power plant, it is clear that the plant should be shut down based on the information 
supplied by Duquesne because the projected operating losses total $239 million dollars 
over the remaining life of the plant. 

Q. How do avoided costs relate to the design of a stranded cost recovery mechanism? 

A. In order to provide a utility with an incentive to minimize stranded costs and to ensure that 
an efficient, competitive generation market develops, the utility must be responsible for all 
of its avoided costs. As an example, consider again the case of the Elrama power plant. 
Duquesne is suggesting in its restructuring filing that it will spend $585 million over the 
next seven (7) years to supply its customers with 17,729 GWh. Based on Duquesne's 
estimates of future market prices, Duquesne could buy this power from the market and 
resell it to its customers for only $370 million dollars. This would save its customers 
$215 million over a seven year period, and hence reduce overall stranded costs. The 
design of Duquesne's rates and its stranded cost recovery mechanism should ensure that it 
has incentives to buy this power and shut down the power plant instead. The mechanism 
should also ensure that Duquesne bears the risk of earning a return on future capital 
expenditures, rather than its traditional captive rate base. Also, in this case, if Duquesne 
kept the power plant running and sold power at the market price, it would prevent other 
more efficient generators that have a lower cost than the Elrama power plant from entering 
the market. 

Q. Does Duquesne's current proposal provide it with incentives to minimize cost? 

A. Only to a very limited degree. 

Q. How? 

A. Duquesne has committed to $1.7 billion in total amortization and depreciation of 
generation related assets during the transition period. I f Duquesne's capped rates will not 
generate enough revenue to cover its costs and this proposed level of depreciation and 
amortization, then shareholders will not receive their 11.5% return on equity. Therefore, 
Duquesne has an incentive to maximize its revenues and minimize its cost to the extent it 
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can achieve this level of amortization and depreciation along with a 11.5% return on 
equity ("ROE"). 

Q. Does Duquesne's ROE spillover mechanism provide it with increased incentives to 
minimize costs? 

A. Unfortunately this mechanism does not provide Duquesne with increased incentives to 
reduce its costs or to mitigate stranded costs. 

Q- Please explain. 

A. Duquesne's proposed mechanism would work as follows: Duquesne has proposed to 
establish a collar on its earnings of + or -1/2% around its claimed ROE of 11.5%. If the 
Company's earnings exceed 12%, it would establish a deferred revenue credit account 
which would ultimately be used to fund accelerated amortization. I f earnings fall below 
11%, an adjustment to the deferred revenue account will be made to increase the 
Company's earning to the 11% ROE level or to eliminate the credit and balance in the 
account which ever is smaller. I f at any time during the transition period, the balance in 
the deferred revenue credit account when added to the cumulative amount of depreciation 
and amortization of generating and regulatory assets was equal to the total minimum 
amount of committed depreciation and amortization, the final market-based valuation 
would be triggered. 

This mechanism stipulates that any revenues that exist in the deferred revenue credit 
account must be credited to accelerate depreciation and amortization of generation related 
assets. Consider the example where Duquesne reduces its expenditures below forecasted 
levels and has a credit of $200 million as of 2003. For the sake of illustration, also assume 
that Duquesne will have $200 million dollars in stranded costs at the end of 2005. It is 
important to recognize in this example that Duquesne has proposed to extend the rate cap 
beyond 2005 to recover any stranded costs which remain after 2005, based on the final 
market-based determination of stranded costs in mid-2003. I f Duquesne used the extra 
$200 million dollars to further accelerate amortization and depreciation, all of the benefit 
would go to customers, it would have written off all of its stranded costs that would have 
remained in 2005, and therefore it will no longer be entitled to its proposed rate cap to 
recover remaining stranded costs. Duquesne could use the money for other purposes, 
however. For instance, it could increase capital expenditures so that it reduces capital 
expenditures that would have to be made after 2005 when its plants are competing in a . 
competitive market. It could also sell its power at below market prices to capture market 
share, knowing that it has $200 million it could use to offset any other losses. Either of 
these actions would not impact overall return to shareholders. Therefore, Duquesne does 
not have any significant incentive to ensure that excess earnings are provided to current 
ratepayers. It also has only very limited incentive to compete in the power market on the 
basis of avoided costs. As this analysis illustrates, $200 million dollars of the revenue 
credit could be used to defray avoidable costs, and Duquesne does not need to justify its 
expenditures of avoidable costs against the revenues it would receive in a competitive 
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power market. 

Q. Does the ability not to have to justify avoidable expenditures against market revenue 
impair the formation of a competitive market? 

A. Yes. 

Q. How? 

A. For instance, the Elrama power plant has an average forecast avoided cost of $35 per 
MWh over the period 1998-2004. Duquesne has shown in its testimony that it can achieve 
its committed level of amortization and depreciation even spending this amount of money 
to produce power at the Elrama power plant. However, according to Duquesne's own 
testimony (Mr. Schnitzer), a new plant could be built and operated at a lower cost. The 
fact that Duquesne could keep this plant running, sell at market prices around $20 per 
MWh, and still recover more than $30 per MWh from its ratepayers through stranded cost 
charges, will impede the ability of any new generator to enter the market and compete 
with the Elrama power plant. 

Q. Does Duquesne's plan prevent the formation of a competitive market? 

A. Yes. Duquesne's plan continues to rely upon continued cost of service regulation. 

Q. Pursuant to its plan, will Duquesne have to compete for sales? 

A. No. Duquesne will not be subjected to competitive forces for another nine (9) years. 

IV. Duquesne's Proposed Stranded Cost Recovery Plan 
Minimizes The Traditional Risk Faced By Utility Investors. 

Q. In his testimony regarding the utility's risk profile and an appropriate cost of capital, Mr. 
Makholm concludes that "On balance, it is my opinion that the fixed customer charge will 
have little or no effect on Duquesne's risk, particularly when other aspects of Duquesne's 
stranded cost recovery proposal are considered." The other factor he cites is the 
commitment of Duquesne to a minimum schedule of accelerated amortization and 
depreciation. Do you agree with Mr. Makholm? 

A. No, I do not agree. 

Q. Why not. 

A. First, Duquesne has redesigned its rates so that its fixed charges are significantly higher. 
For instance, in the past a residential customer who purchased 200 kWh in a month would 
pay a charge of $29.70 to Duquesne. I f the weather was mild and the customer's 
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consumption dropped 20% from historic levels, the customer's overall bill would fall by 
16%. Due to the redesigned rates that have higher fixed charges, the customer's bill will 
fall by only 8%. Because a small drop in revenues can cause a large drop in profits, this 
change in rate structure significantly reduces the risk faced by Duquesne related to 
consumption and hence revenue levels. 

Second, Mr. Makholm is correct that Duquesne has taken on some slight risk in that it has 
committed to a level of depreciation and amortization. However, the risk that it will not 
be able to achieve this level of depreciation and amortization is minimal. As I have 
already shown, Duquesne could minimize its costs from the cost levels shown in its 
analysis just by shutting down the Elrama power plant and purchasing power instead. 
Also, it can keep any excess earnings in one year to offset losses in another year. 
Therefore, I do not believe Mr. Makholm is correct to assume that this results in any great 
increase in risk for Duquesne. On the other hand, Duquesne is requesting that at the end 
of the transition period, based on its final market valuation, Duquesne will be able to 
extend the rate cap beyond 2005 to recover any remaining stranded costs. In other words, 
Duquesne is asking for a guarantee that outside of its minimum commitment levels, its 
investors will be assured of earning a full return on their investment - even if this means 
punishing rate payers by extending the rate cap beyond the period allowed by the 
Customer Choice Act. Due to this proposed assurance of recovery of stranded costs and 
the risk mitigated by the new rate design, Duquesne should be willing to accept some 
lower level of return to provide some benefit to customers. 

K There Are Other Recovery Mechanisms That Will Provide 
Greater Benefits To Consumers, Promote Competition And 
Provide Greater Incentives To Mitigate Stranded Costs. 

Q. Are there methods by which Duquesne's proposed stranded cost recovery mechanism can 
be redesigned to provide its customers with greater benefits? 

A. Yes. 

Q. Do these methods give Duquesne incentives to minimize its costs? 

A. Yes. 

Q. Pursuant to these other methods, would efficient competitive generation markets develop? 

A. Yes. 

Q. Please describe the method you prefer to accomplish these goals. 

A. The most preferable method would have Duquesne commit to selling off a substantial 
portion of its generating assets to determine market value. 
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Q. What would be the benefit of such a sale? 

A. The sale would offer the benefits of: (1) a more immediate transition to a competitive 
power market where all assets must compete on the basis of avoided cost; (2) better 
methodology for valuing assets than an arbitration; and (3) a more credible estimate of 
stranded costs than the estimates offered by Duquesne which vary widely from its actual 
sale of the Fort Martin unit to AYP. 

Q. When should this sale occur? 

A. This sale of assets would preferably occur at the same time retail choice is phased-in in 
Pennsylvania. 

Q. Please explain the benefits you identified earlier? 

A. Duquesne goes to great lengths to explain the superiority of a market based approach to 
valuing generating assets. I agree with its analysis. Duquesne, however, urges the 
Pennsylvania Public Utility Commission ("Commission") to allow an arbitration panel to 
set the value of its assets in 2003, based on "actual market prices contained in 
consummated market transactions in the relevant market, such as futures contracts, 
forward contracts, or asset sales." (Page 47 of Mr. Schnitzer's Testimony) 

There are three major parameters that must be considered in estimating the market value 
of an asset. The first parameter is the expected revenue stream. The second parameter is 
the expected cost and performance of the asset. The third parameter is the risk associated 
with achieving the first two factors. Duquesne argues that an arbitration panel should set 
the value based on market determined forecasts of prices. Duquesne, however, ignores all 
of the uncertainty and error associated with the forecasts of future costs and operating 
parameters. The panel, therefore, will still have to evaluate the costs and operating 
parameters of the assets. It also will have to provide its own estimates of the risks 
involved with purchasing the assets. Because of the uncertainty associated with these 
second two factors, I believe the interaction of multiple buyers and sellers in the market 
place will provide a more accurate valuation of the assets. 

I also would urge Duquesne to adopt a sale of its assets that will occur prior to the 
implementation of retail wheeling in the Commonwealth - much earlier than the 2003 
valuation date. I f the sale occurs earlier, then the assets can be taken out of rate base and 
forced to compete in competitive power markets. Only the known and measurable 
stranded costs (the difference between the sales price and the remaining net book value) 
that result from the sale will need to be recovered from ratepayers. Then every plant will 
be forced to compete in power markets on the basis of avoided costs. Another benefit of 
an immediate sale is that Duquesne's consumers will have a better estimate of whether or 
not stranded costs will remain after 2005. Duquesne's estimates of the value of its assets 
differ very widely from the price seen in its actual sale of an asset to AYP. An actual sale 
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of a substantial portion of its assets would provide a much more credible estimate of 
stranded costs. 

Q. Do you believe that electricity markets are too immature to perform a market valuation 
before the introduction of retail wheeling in Pennsylvania? 

A. Absolutely not. The market is fully capable of valuing assets now. Duquesne's asset sale 
of the Fort Martin power plant already proves that an asset can successfully be valued in 
the ECAR market. A second plant in Pennsylvania was recently sold when Williams 
Energy Group purchased a Hazelton Power Plant from Continental Energy Associates. 
Numerous assets sales are expected to occur around the country over the next several 
years. The New England Electric System ("NEES") already has sold, successfully, more 
than 4,000 MW of capacity in an auction. It is also important to note that the sale price of 
NEES* assets exceeded the expectation of most analysts. Other utilities that have 
announced major asset sales are as follows: 

Boston Edison Company (2,000 MW) 
Commonwealth Energy Systems (1000 MW) 
Central Maine Power (1000 MW) 
General Public Utilities (5,300 MW) 
Pacific Gas & Electric (7,340 MW) 
Southern California Edison (10,000 MW) 

Q. Can the PUC require an asset sale? 

A. According to Section 2804(5) of the Customer Choice Act the Commission "may permit, 
but shall not require, an electric utility to divest itself of facilities or to reorganize its 
corporate structure." I urge Duquesne to commit to selling a substantial portion of its 
assets for the reasons noted above. However, if Duquesne does not make such a 
commitment, I urge the PUC to consider making other changes in Duquesne's stranded 
cost recovery plan so that customers in its service territory receive some benefit from 
competition. 

Q. What are the changes you would recommend? 

A. I f Duquesne is not willing to sell some or all of its assets, there are two other ways to 
ensure that the utility has incentives to mitigate stranded costs and that efficient 
competition will occur in generation markets. One method is to not guarantee full 
recovery of stranded costs, but instead only give Duquesne a fair opportunity to recover 
stranded costs. Such a proposal seems to be in the spirit of the Customer Choice Act. 
Given Duquesne's current proposals, two steps would be needed to achieve this goal. 
First, Duquesne cannot be allowed to continue its rate cap beyond 2005. I f Duquesne is 
allowed to continue its rate cap, it will only have a limited incentive to reduce its costs 
during the transition period because it will know that it can recover any remaining 
stranded costs after 2005. This would not be fair to ratepayers. Further, there is no good 
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reason for Duquesne to continue to recover a CTC from customers, and a continued CTC 
would put the Pittsburgh region at a distinct competitive disadvantage in its ongoing 
attempts to retain and attract new industries, businesses, and residents. 

Q. What is the other method to assure incentives to mitigate and to assure efficient 
competition? 

A. The second way to ensure that Duquesne will have incentives to mitigate stranded costs is 
to require an increased level of minimum amortization and depreciation over the transition 
period. First, Duquesne should accept a lower base level return on equity in return for 
being able to increase its fixed charges and for being given a fair opportunity to recover its 
stranded costs. In some other jurisdictions, such as California and Rhode Island, this level 
of return has been set at the utility's cost of debt. Next, Duquesne's analysis of the 
minimum level of amortization and depreciation should be adjusted to determine how 
much can be depreciated and amortized and still achieve the new return on equity. Third, 
this analysis needs to be further adjusted so that the utility does not spend $35 per MWh at 
a plant like Elrama when it can purchase power instead at a much lower cost. Finally, a 
slight adjustment needs to be made to the ROE spillover mechanism. Instead of using all 
profits above the return on debt level to accelerate depreciation of stranded costs, there 
should be a sharing of the increased profits where 50% of the excess profits are used to 
reward shareholders and 50% is used to accelerate depreciation of generation related 
assets, up to an 11.5% return on equity. Above an 11.5% return on equity, 90% of the 
excess profits should be provided to customers and 10% to shareholders. 

Q. What benefits do these adjustments present? 

A. These adjustments have several benefits. First, the reduced return on equity will provide a 
greater level of accelerated amortization and depreciation than currently proposed by 
Duquesne, providing much greater benefits to customers. Second, the increased level of 
accelerated amortization and depreciation will likely lead to a much quicker transition to 
competition and an earlier end to the rate caps. Finally, the sharing of profits above the 
reduced return on equity provides Duquesne with strong incentive to continue reducing its 
costs, thus further benefiting customers. 

Q. I f these changes in the plan that you propose are not made, what benefits will the current 
Duquesne ratepayers see from the restructuring plan Duquesne has filed? 

A. Little, i f any, measurable impact. Certainly, there will be no significant benefit in favor of 
Duquesne ratepayers. 
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VI. Conclusions 

Q. Please summarize your conclusions. 

A. In summary, I strongly urge the Commission to reject Duquesne's assertion of a prima 
facie showing that stranded costs will remain beyond the year 2005. I also urge the 
Commission to either encourage Duquesne to divest itself of a portion of its generation 
assets through an auction, or, at a minimum, require Duquesne to adopt the stranded cost 
recovery mechanism outlined above and commit to a much greater level of accelerated 
amortization and depreciation over the transition period. Otherwise, current Duquesne 
ratepayers will see no real benefit from the legislative creation of competition, Duquesne 
will have minimal incentive to reduce its costs, and Duquesne may actually have incentive 
to increase some of its costs, knowing that it will be able to recover, or even over-recover, 
these costs later through its proposed true-up mechanism and rate caps. 
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Background and History 

Resource Data International, Inc., (RDI), provides reliable market and competitor 
information to the energy industry. Many of the world's largest coal companies, 
railroads, financial institutions and electric utilities are among its client base. RDI 
focuses on all fuels in the energy industry - covering all United States sources and 
users of energy, the transportation systems that serve them, and the macro- and 
micro- economic linkages that tie them together. 

INCORPORATED IN 1981 and headquartered in Boulder, Colorado, RDI's initial product, 
COALDAT®, a mine and market analysis system for the coal industry, has 
become the industry standard for fuel supply, transportation and demand analysis. 
RDI is continuously engaged in the design, research, development and 
maintenance of natural resources supply-demand-transaction databases. 
COALDAT and FUELDAT® (all-fuels data encompassing all of RDI's coal 
information) are applications of RDI's innovative methodology for collecting and 
disseminating supply-demand data. POWERDAT®, RDI's newest database, links 
the wealth of the fuels databases with detailed, interrelated utility financial and 
wholesale/bulk power supply and demand to provide the most advanced electric 
industry examination tool available. 

THE CORE OF RDI'S BUSINESS is the collection, validation, maintenance and dissemination 
of reliable and consistent data on a continuous basis. Expert validation, correction 
and refinement of data give them a significant product advantage over other 
services. This requires a staff of highly talented professionals with expertise in the 
substantive areas of the database (energy economics, geology, geography, mining 
engineering, electric utilities, contracts, marketing, etc.). This experience gives 
customers a high level of confidence in the accuracy of the information they use in 
the course of daily operation, eliminating the need for large in-house research 
staffing. 

RDI'S BASIC PRODUCT LINES consist of detailed computerized information on coal 
properties, fuels, products, customers and transactions. Special computer software 
enables clients to easily manipulate and utilize data to enhance their effectiveness 
in the marketplace. The software systems are designed to facilitate interactive use 
by middle- and upper-management personnel regardless of previous computer 
training, (contimied) 
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Background and History Continued... 

CLIENTS ENCOMPASS all links in the commodity chain: Producers, consumers, 
transporters, sales companies, lenders, investment bankers, equipment suppliers 
and government agencies. Licensed customers can use the database on their own 
mainframes, through PC usage or by delivered printed reports. RDI also provides 
custom reporting and expert consulting services, and distributes regularly 
published data reports to subscribers. 

Finally, RDI provides intensive customer support and is dedicated to building 
long-term relationships with clients. This enables users to become more efficient 
and effectively utilize the wealth of information in the databases and staff 
supported applications and services. 



RDI Consulting Services 

Since 1981, Resource Data International, Inc. (RDI) has been recognized as the 
"industry standard" in energy data management, consulting, and market 
information. Its client base consists of many of the world's largest energy 
resource companies, electric and gas utilities, financial institutions, and railroads. 

QUALIFICATIONS 
RDI's staff consists of professionals with extensive experience in the fields of 
energy economics, econometrics and forecasting, market research and analysis, 
mining and mineral engineering, contract analysis, strategic planning, and 
computer systems design and applications. RDI's personnel have provided a broad 
range of consulting services to its clients, including strategic planning, acquisition 
support, fuel supply and market analysis, contract assessment, transportation 
analysis, price forecasting, litigation support, and public policy analysis. 

EXPERIENCE 
RDI's consulting experience focuses on all fuels in the energy industry. The scope 
of its expertise includes United States and off-shore suppliers and consumers of 
energy, the markets that drive them, the macro- and micro-economic linkages that 
influence them, and the transportation systems that serve them. 

EXPERTISE 
The core of RDI's expertise is the collection, validation, maintenance, and 
dissemination of reliable and consistent data on a continuous basis. This expertise 
gives the Company a significant advantage over other consulting firms who do not 
have RDI's extensive data resources. RDI also provides custom reporting and 
distributes regularly published data reports to subscribers. 



RDI Consulting Services Areas of Expertise 

COAL &11tAN$POKTAT10H 
-marketing and pricing 
practices analyses 

-utility burn/capacity/dispatch 
analyses 

-utility and industrial market analysis 
-contract analysis and formulation 
-coal quality and combustion analyses 
-competitor intelligence and analysis 
-export/import market review 
-market share assessments 

STRATEGIC ANALYSIS 
-mine acquisition/divestiture 
strategies 
-wholesale power market analysis 
-acid rain compliance analysis 
-energy supply & demand forecasts 
-strategic planning & analysis 
-legislative impact analysis 
-fuel supply procurement 
-strategic policy planning 
-basin studies 

FINANCIAL & PRICING ANALYSES 
-FOB mine, transportation 
and delivered price analyses 
-fuel supply procurement 
analyses and audits 
-financial analysis of mine 
and coal projects 
-rail, barge, truck, vessel 
and terminal rates 
-valuation and analysis of 
contracte/buy-outs 

-valuation of 
reserves/mines/companies 

-mine and transportation 
cost modeling 
-fuel supply bid evaluations 
-coal pricing forecasts 

LITIGATION AND ARBITRATION SUPPORT 
-litigation/arbitration 
strategies development 
-expert witness testimony 
and litigation support 



Electric Utility Strategic & Competitive Studies 

For a midwestern investor owned utility, a study of the current and 
projected wholesale power market with a "two-wheel" market reach. 

For a large New York investor owned utility, a wholesale power market 
assessment for all entities (private, public and co-op) in the northeastern 
United States. 

For a Rocky Mountain area investor owned utility, a wholesale power 
market assessment for all WSCC and selected MAPP electric utilities. 

For a major midwestern electric utility holding company, a wholesale 
power market assessment and review of potential acquisition targets. 

For a western investor owned utility, research concerning electricity 
contracts and rates for all U.S. steel mills as well as a profile of potential 
competitors in the utility's own industrial market. 

In-depth competitor profiles have been completed for various electric 
utility companies including a midwestern IOU, the non-regulated 
subsidiary of a north central IOU, and a southeastern IOU. 

For a mid-Atlantic investor owned utility, developed a database of unit-
level production costs for all other utilities in the northeast. 

For several utilities, power marketers, and independent power producers, 
detailed surveys of power contracts with muni's and co-op's for the purpose 
of assessing market expansion and/or market protection. 

Bi-annual, multi-client studies in the areas of bulk power markets in the 
U.S., mergers and acquisitions in the U.S. electric utility industry and an 
acid rain handbook. 

Litigation support for two complex cases involving an analysis of market 
power in the wholesale power market. 

For a large Western municipal utility, a detailed review of their 5 year 
strategic plan in the light of the new competitive dynamics in the WSCC. 

For a major coal producer, an analysis of the potential benefits of nighttime 
pricing of coal 



For one of the biggest coal generators in the country, a scenario analysis of 
future market prices, market dynamics, and competitive positioning in 
wholesale markets over the next 10 years. 

For an independent power producer, an analysis of transmission flows, 
available transmission capacity, and transmission pricing in a defined 
market area. 

For a Canadian utility, an analysis of the competitive impacts of opening up 
the Canadian retail market to U.S. utilities. 

For a Southeast U.S. utility, a review of wholesale market dynamics for the 
next 10 years and identification of market opportunities. 

For an independent power producer, a review of the economics the power 
markets within SERC. This review was utilitized to help justify the 
internal decision to obtain financings for a merchant plant in the Southeast. 

For a major Northeast utility, a review of the economics of a fuel switching 
project in which the fuel price could possibly be tied to the price of 
purchased power in the wholesale market. 



Coal Market Studies & Acquisition Support 

For a major eastern coal producer, studied the impact of PRB and Western 
bituminous coals on Central Appalachia coal markets. 

Analyzed the impact on coal markets related to the potential merger of the Union 
Pacific and Southern railroads for various parties. 

For a major western land holding company, studied the markets for Northern 
Powder River Basin coal. Analysis was conducted to assist the company's Board of 
Directors assess the 'Value" of their property in the current market. 

For a major eastern utility, analyzed the company's current position relative to 
competing utilities on the basis of coal supply contracts and rail rates, both in the 
current and projected deregulated market environments. 

Conducted studies of the demand for upgraded Powder River Basin coal products 
for multiple companies. 

For two major barge companies analyzed the market for barge-delivered coal. 

For two midwestern coal producers, analyzed the benefits of maintaining a position 
in the coal industry. 

For a major U.S. oil company contemplating investment in a clean coal technology 
demonstration plant, conducted a market evaluation study of an upgraded coal 
product produced in Northern Appalachia. 

For a major eastern land holding company, studied the ramifications of the 
company maintaining its coal land ownership position in Kentucky and Tennessee 
and determined benchmarks for lease terms. 

Conducted a strategic analysis of coal and petcoke markets available to a major 
barge company. 

For a midwestern coal producer assessing the feasibility of constructing a coal 
transloading facility, analyzed the markets for coal transloading and blending 
services in the region. 

For a midwestern coal producers, analyzed the current and future markets in 
support of the company's strategic planning related to the future of specific mining 
operations. 

continued, 
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from previous page 

For a major U.S. coal producer, performed a market evaluation study of an 
upgraded western coal product from a coal gasification demonstration plant. 

For an eastern coal mining and marketing firm, performed a market analysis in 
support of a potential acquisition in eastern Kentucky which involved new 
transportation options for the producer. 

For a legal firm (in support of a major transportation carrier), performed an 
analysis of the proposed merger of the Union Pacific and Chicago Northwestern 
Railroads. 

For a.minerals and mining firm entering the coal industry, performed a series of 
market analyses in support of an acquisition program. 

In support of a major U.S. coal investment for a large European coal producer, 
conducted a two part study concerning the outlook for U.S. coal as well as an 
evaluation of a U.S. coal producer. 

For a coal subsidiary of a major eastern utility, performed market studies in 
support of an acquisition program. 

For a major western producer, in support of an integrated acquisition program, 
conducted an analysis of all western coal producing regions, including an 
assessment of the market potential, transportation options and costs, mining costs, 
and current federal coal royalties. 

Evaluated the mining costs and markets at a group of Rocky Mountain coal mines 
which are potential suppliers to a major Western utility's power plant. 

For an independent midwestern coal producer, analyzed the market opportunities 
for a potential western acquisition. 

For a major western railroad, performed a detailed supply and demand study of 
Colorado and Utah coal properties. 

For a major midwestern producer, assessed the market potential for a proposed 
property acquisition in the Illinois Basin. 

continued 
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from previous page 
For a major U.S. steel and coal company, examined the impacts of a potential 
contract loss and investigate options ranging from new acquisitions to divestiture. 

For a major eastern coal producer, performed several market assessments for 
proposed acquisitions in Central Appalachia. 

For a top-five national coal company, assessed a variety of acquisition strategies 
and made appropriate recommendations. 

Conducted a market study and forecasted the demand and competitive 
environment dynamics facing a proposed beneficiated steam coal product for one of 
the largest Great Plains lignite producers. 

A market study of the feasibility of constructing and operating a coal transfer and 
blending facility for a Midwestern state economic development agency. The study 
included forecasting coal prices for both mine-run and blended coal products. 



Litigation Support 

For a group of western utilities, provided expert support related to production 
cost, transportation, and market issues in a dispute with a coal supplier. 

For the Navajo Nation, provided expert support related to royalty issues in a 
dispute with the United States. 

For an international steel producer, provided expert support in a metallurgical 
price issue related to tax impositions. 

For a midwestern coal producer, provided expert support in a contract price 
dispute with a major local utility. 

For a western utility, provided expert witness testimony in an arbitration 
regarding the fair market value of northern Powder River Basin coal. 

For a major eastern utility, provided expert support in an arbitration related to the 
utility's purchase of power from a non-utility generator. 

For a major U.S. coal producer, provided expert analysis in a contract price 
dispute with a western utility. 

For the Navajo Nation, provided expert testimony in Federal court related to coal 
taxation issues in a dispute with the Hopi Tribe. 

For a western coal producer, provided analysis of the potential market value of a 
Colorado coal property related to a partnership dissolution. 

In a Federal court case involving possible reserve contamination, provided expert 
witness testimony related to the fair market value of coal. 

For a Central Appalachia coal producer/broker, performed an analysis of current 
"Market Price" for use in contract negotiations with a major Asian utility. 

For two separate midwestern utility contracts, determined the fair market value of 
Illinois Basin coal. 

In a utility bankruptcy case, provided expert support in determining fair market 
price of western coal. 

For several electric utilities and coal producers, established "market price indexing 
mechanisms" for new and re-opened contracts. 
continued 
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For a western coal producer, gave testimony concerning the fair market value of a 
major acquisition and property trade. 

For a major national coal company, analyzed force majeure implications relative to 
the Clean Air Act. 

For a western Indian tribe, provided litigation support relative to the demand and 
markets for Powder River Basin coal. 

For a major investment firm, provided testimony concerning a fairness opinion 
relating to the valuation of several Western coal properties. 

For a cogeneration subsidiary of a coal company, testified concerning fuel prices 
and demand for electric power. 

For an eastern coal company, provided expert support in determining market price 
for contract negotiations. 



Policy Analysis 

For a national policy analysis group, conducted a study of the electricity production 
costs attainable from, and the capability issues associated with, the latest coal, 
natural gas, and non-hydroelectric renewable energy technologies. 

For a western-based 'think tank," assessed the costs and implications of 
controlling C02 emissions in the U.S. 

For an eastern railroad, assessed the impacts of potential global warming 
legislation on its markets. 

For several coal producers and electric utilities, assessed the impact of proposed 
acid rain legislation. 

For the Western Governors Association, performed a study of the export potential 
for Western coal. 

For the Western Coal Traffic League, produced an analysis of the economic and 
fiscal impacts of federal royalty guidelines at the federal, state and local levels. 

For a large coal producer, performed an assessment of federal coal royalty rates 
including trade off analysis for switching production away from affected federal 
leases to adjacent private leases. 

For a western coal supplier, analyzed the federal energy policy goals that 
encouraged development of the western coal industry. 



Ronald L. McMahan, President 

Dr. McMahan is the President of Resource Data International, Inc. (RDI), which 
he founded in 1982. He is an experienced energy economist whose practical 
understanding of industry issues has made him one of the nation's leading experts 
in the areas of litigation support, energy markets, mergers and acquisitions, and 
strategic analysis. Additionally, he is a recognized leader in the area of energy 
policy, regularly advising corporate executives, industry associations, governors 
and federal policy-makers! He publishes and speaks widely, and is a regular 
author of RDI's monthly "Market Watch" column published in Coal Magazine, and 
is executive editor of RDI's bi-weekly "Trends" column in Public Utilities 
Fortnightly. 

Prior to founding RDI, Dr. McMahan served as Director of the western regional 
office of Abt Associates, Inc., a Cambridge, MA-based economic consulting firm. 
Dr. McMahan also served as Special Consultant to the President's Commission on 
Coal. 

Dr. McMahan served as a member of the faculty at the University of Colorado 
where he was Director of the University's Coal Research Project for four years. 
He received the University's Award for Teaching Excellence in 1978 and in the 
same year was recognized for Excellence in Research for his work on the economic 
history of the U.S. coal industry. As part of his research, Dr. McMahan produced a 
five-part television series for the Corporation for Public Broadcasting funded by 
the National Endowment for the Humanities. 

Dr. McMahan received his B.A. in Physics from the University of Colorado in 1968 
and subsequently served as a Lieutenant in the U.S. Navy. He later returned to 
the University of Colorado and received his Ph.D. in 1977, specializing in Economic 
History. 

In addition to his professional pursuits, Dr. McMahan has held several part-time 
and honorary academic appointments including Lecturer in Telecommunications 
and Society at the University of California at San Diego (1980), member of the 
faculty of the Colorado School of Mines Executive Training Institute (1981) and 
Adjunct Professor at Regis College (1979). 



Market & Competitor Intelligence 
RDI Database Subscribers (July, 1997) 

ELECTRIC UTILITIES 
Allegheny Power Service Corp. 
American Electric Power 
Arizona Electric Power Coop. 
Arizona Public Service 
Associated Electric Coop. 
Austin Electric Dept. 
Basin Electric Power 
BC Hydro 
Big Rivers Electric 
Bonneville Power Admin. 
Carolina Power & Light 
Centerior Energy 
Central & South West Services 
Centra] Louisiana Electric 
Chugach Electric Assoc. 
CINergy 

Citizens Utilities Co. 
City Utilities of Springfield 
Commonwealth Edison 
Commonwealth Energy System 
Consolidated Edison 
Consumers Energy 
Cooperative Power 
Dairyland Power 
Dayton Power & Light Co. 
Delmarva Power 
Detroit Edison 
Duke Power 
Duquesne Light 
East Kentucky Power Coop. 
Edison International 
Electricities of N.C. 
Entergy Services 
Florida Power 
Florida Power & Light Co. 
Gainesville Regional Utilities 
Green Mountain Power 

Hoosier Energy 
Houston Lighting & Power 
Hydro-Quebec 
Idaho Power 
IES Utilities 
Indianapolis Power & Light 
Jacksonville Electric Authority 
Kansas City Power & Light 
Kentucky Utilities 
Lansing Board of Water & Light 
Louisville Gas & Electric 
Manitoba Hydro 
MidAmerican Energy 
Minnesota Power 
Montana Power 
Montana-Dakota Utilities 
N.C. Electric Membership Corp. 
Nebraska Public Power District 
Nevada Power 
New York Power Authority 
New York State Electric & Gas 
Niagara Mohawk 
Northeast Utilities 
Northern Indiana PSC 
Northern States Power 
Oglethorpe Power 
Ohio Edison 

Oklahoma Gas & Electric Co. 
Old Dominion Electric Coop. 
Omaha Public Power District 
Ontario Hydro 
Otter Tail Power Company 
PacifiCorp 
PECO Energy 
Pennsylvania Power & Light 
Platte River Power Authority 
Potomac Electric Power Co. 
PSC of Colorado 

PSC of New Mexico 
Public Service Electric & Gas 
Salt River Project 
Santee Cooper 
Sask Power 
Seattle City Light 
Seminole Electric Coop. 
South Carolina Electric & Gas 
Southern Company Services 
TECO Energy 
Tennessee Valley Authority 
Texas Utilities 
TransAlta Energy 
Tri-State G & T Association 
Tucson Electric 
United Power Association 
UtiliCorp United 
Virginia Power 
Western Area Power Admin. 
Western Resources 
Wisconsin Electric Power 
Wisconsin Power & Light 
Wisconsin Public Service 

NON-UTILITIES 
ABB Power T&D Co. 
Air Products & Chemicals 
Cal Energy 
CC. Pace Resources 
Cogentrix 
NRG Energy 
Tenaska Power Services Co. 
TransCanada Energy Ltd. 
U.S. Generating Company 
Westinghouse Electric 
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TABLE 1: 1996 RETAIL RATES IN ECAR {$/MWH) 

COMPANY NAME 
RATE ($/MWH) 

RESIDENTIAL COMMERICAL INDUSTRIAL 
Ohio Valley Electric Corp. - - 18.36 
Alcoa Generating Corp. - - 19.35 
Kentucky Utilities Co. 45.88 44.17 34.17 
PSI Energy, Inc. 60.84 47.65 34.76 
Kingsport Power Co. 48.91 49.71 34.69 
Appalachian Power Co. 55.81 50.75 36.35 
Kentucky Power Co. 48.59 50.78 30.01 
Louisville Gas & Electric Co. 59.82 54.69 36.26 
Southern Indiana Gas 67.73 55.01 35.37 
Wheeling Power Co. 66.13 55.30 34.96 
Ohio Power Co. 66.43 55.36 31.84 
Union Light, Heat & Power Co. 61.00 57.61 43.16 
West Penn Power Co. 67.99 58.57 44.53 
Indiana Michigan Power Co. 66.88 58.63 42.88 
Monongahela Power Co. 73.18 60.60 40.00 
Indianapolis Power & Light Co. 59.95 62.08 44.11 
Potomac Edison Co. 70.46 63.99 35.35 
Columbus Southern Power Co. 78.33 64.60 48.09 
Edison Sault Electric Co. 61.06 64.91 39.02 
Cincinnati Gas & Electric Co. 76.91 67.91 45.96 
Dayton Power & Light Co. 85.89 69.44 49.10 
Consumers Energy Co. 79.93 73.62 54.24 
Pennsylvania Power Co. 94.39 77.17 48.20 
Duquesne Light Co. 121.71 82.85 57.69 
Detroit Edison Co. 92.54 85.03 51.44 
Northern Indiana Public Service 99.96 85.84 45.96 
Ohio Edison Co. 103.53 93.73 59.70. 
Cleveland Electric Illuminating 113.42 96.69 65.73 
Toledo Edison Co. 114.69 108.18 58.73 
Weighted Average: 77.11 71.01 42.23 

- EXHIBIT 

TABLE 1 



TABLE 2: FORECAST POWER PRODUCTION COSTS 
ONGOING PRODUCTION COSTS (c/kWh) 

PLANT NAME 1998 1999 2000 2001 2002 2003 2004 2005 

CHESWICK 3.15 2.52 2.77 2.77 2.77 3.32 4.91 3.18 
SAMMIS 2.22 2.79 2.35 3.21 3.29 3.08 2.76 3.31 
EASTLAKE 2.43 3.18 2.63 3.54 3.68 3.12 3.52 3.98 
ELRAMA 3.50 3.56 3.65 3.49 3.33 3.63 3.44 0.00 
MANSFIELD 1 2.91 3.35 3.47 2.58 2.72 2.70 3.14 3.07 
MANSFIELD 2 2.89 3.34 3.086 2.99 2.70 2.65 3.09 2.93 
MANSFIELD 3 2.86 3.27 2.59 2.78 3.24 2.73 3.06 3.03 

MARKET PRICE 1.78 1.87 1.97 2.08 2.19 2.31 2.43 2.56 

Note: Market price projections are provided by Mr. Schnitzer in Exhibit MMS-4 



TABLE 3: DUQUESNE'S PROJECTIONS OF AVOIDED COSTS AT ELRAMA 
1998 1999 2000 2001 2002 2003 2004 

CAPACITY (MW) 487 487 487 487 487 487 487 
CAPACITY FACTOR 59% 59% 58% 60% 63% 56% 60% 
OUTPUT (GWH) 2,521 2,521 2,490 2,558 2,690 2,388 2,561 
MARKET PRICE ($/MWH) 17.80 18.70 19.70 20.80 21.90 23.10 24.30 
TOTAL REVENUES (1000 $) 42,182 44,317 46,115 50,019 55,379 51,843 58,489 

AVOIDABLE COSTS 
FUEL COST (1000$) 41,139 44,969 44,085 45,740 49,449 45,133 49,901 
VARIABLE O&M (1000 $) 2,420 2,420 2,451 2,583 2,786 2,541 2,798 
FIXED O&M (1000 $) 16,715 13,774 14,037 15,131 14,857 15,146 15,415 
OVERHAUL (1000 $) - 3,800 1,700 - - 3,000 -
PICA (1000 $) 588 530 595 598 595 616 623 
PROPERTY TAX (1000 $) 623 623 623 623 623 623 623 
CAP STOCK TAX (1000 $) 651 651 651 651 651 651 651 
NON-PRODUCTION O&M (1000 $) 12,288 11,994 13,144 13,231 12,950 12,614 12,205 
CAPITAL EXPENDITURE (1000 $) 10,826 5,551 8,201 5,312 2,366 1,139 667 
TOTAL AVOIDED COST ($/MWH) 36.0 35.6 36.5 34.9 33.3 36.3 34.4 

OPERATING LOSS (1000 $) 43,067 39,995 39,372 33,849 28,898 29,620 24,394 
OPERATING LOSS ($/MWH) 18.2 16.9 16.8 14.1 11.4 13.2 10.1 

EXHIBIT 
-" '. -- -iv'-' 

TABLE 3 ; 



EXHIBIT 3 - PAGE 1 

Duquesne Light -- Margin Analysis with incorrect Capacity Factors 
PV of Fossil Plants 
($ in Millions) 

@ $33.8/mwh in 2006 with escalations @ 2.5% 

CHESWICK 2006 2007 2008 2009 2010 2011 2012 2013 2014 AVERAGE 

kwh Market Price (cents) 33.8 34.7 35.5 36.4 37.3 38.3 39.2 40.2 41.2 
Unit Output (gwh) 4,197 4,032 3,876 4,195 3,528 3,865 4.211 4,032 3,828 
Corrected Capacity Factor 91% 86% 90% 85% 89% 84% 76% 91% 86% 86% 
Original Capacity Factor 84% 81% 78% 84% 71% 77% 84% 81% 77% 80% 
Delivered Output (gwh) 3.946 3,790 3,644 3,943 3.316 3.633 3,959 3,790 3,599 
Revenues 133.46 131.39 129.49 143.63 123.82 139.05 155.29 152.38 148.31 

Fuel-Related Expenses 

Fuel Costs 80.67 79.96 79.61 93.04 80.65 92.73 105.72 104.98 103.48 

Total Fuel 80.67 79.96 79.61 93.04 80.65 92.73 105.72 104.98 103.48 

Non-fuel O&M Exoenses 

Variable O&M 3.93 3.88 3.83 4.25 3.67 4.13 4.61 4.54 4.42 
Fixed O&M 9.56 11.72 11.87 10.13 11.03 12.40 10.53 12.83 12.98 
Overhaul 0.00 0.00 0.00 0.00 12.50 0.00 0.00 0.00 0.00 

Subtotal 13.49 15.60 15.70 14.38 27.20 16.53 15.14 17.37 17.40 

Carbon Injection Costs 3.01 2.80 2.81 3.09 2.52 2.93 3.33 3.13 3.07 
FICA 0.48 0.51 0.51 0.46 0.48 0.54 0.56 0.59 0.57 
Property Tax 0.84 0.84 0.84 0.84 0.84 0.84 0.84 0,84 0.84 
Cap Stock Tax 0.88 0.68 0.88 0.88 0.88 0.88 0.88 0.88 0.88 

Total Non-fuel 18.70 20.63 20.74 19.65 31.92 21.72 20.75 22.61 22.76 

Capital Expenditures 5.19 5.34 5.50 5.67 15.05 4.53 3.14 1.66 1.06 

Direct Expenses 104.56 105.93 105.85 118.36 127.62 118.98 129.61 129.45 127.30 
Direct Margin 28.90 25.46 23.64 25.28 (3.80) 20.07 25.68 22.94 21.01 

Overhead Allocation 17.70 19.98 19.63 21.63 23.77 22.35 25.16 26.54 25.43 

Expenses Incl. Corp O/H 122.26 125.91 125.48 139.99 151.39 141.33 154.77 155.99 152.73 
Margin After Corp O/H 11.20 5.48 4.01 3.65 (27.57) (2.28) 0.52 (3.60) (4.42) 

6.55 3.21 2.35 2.13 (16.13) (1.33) 0.30 (2.11) (2.59) 

Costs per kwh (cents) 

Fuel 2.04 2.11 2.18 2.36 2.43 2.55 2.67 2.77 2.68 
Variable O&M 0.10 0.10 0.11 0.11 0.11 0.11 0.12 0.12 0.12 
Fixed O&M 0.24 0.31 0.33 0.26 0.33 0.34 0.27 0.34 0.36 
Overhaul 0.00 0.00 0.00 0.00 0.38 0.00 0.00 0.00 0.00 
Carbon Injection Costs 0.08 0.07 0.08 0.08 0.08 0.08 0.08 0.08 0.09 
Other Fixed Costs 0.06 0.06 0.06 0.06 0.07 0.06 0.06 0.06 0.06 
Capital Expenditures 0.13 0.14 0.15 0.14 0.45 0.12 0.08 0.04 0.03 
Direct Expense 0.61 0.69 0.72 0.64 1.42 0.72 0.60 0.65 0.66 
Direct Margin 0.73 0.67 0.65 0.64 (0.11) 0.55 0.65 0.61 0.58 

Overhead Allocation 0.45 0.53 0.54 0.55 0.72 0.62 0.64 0.70 0.71 

Expenses Incl. Corp O/H 3.10 3.32 3.44 3.55 4.57 3.88 3.91 4.12 4.25 
Margin After Corp O/H 0.28 0.14 0.11 0.09 (0.83) (0.06) 0.01 (0.10) (0.12) 

NPV of Margin after O/H 
NPV of Decommissioning 
NPV OF NET MARGIN 

I (1-99)| 
' 23^6' 
I (25.59)| 



EXHIBIT 3 - PAGE 2 

Duquesne Light - Margin Analysis with Corrected Capacity Factors 
PV of Fossil Plants 
($ in Millions) 

@ $33.8/mwh in 2006 with escalations @ 2.5% 

CHESWICK 2006 2007 2008 2009 2010 2011 2012 2013 2014 AVERAGE 

kwh Market Price (cents) 33.8 34.7 35.5 36.4 37.3 38.3 39.2 40.2 41.2 
Unit Output (gwh) 4,529 4,309 4,474 4,254 4,419 4,199 3,790 4,529 4,309 
Corrected Capacity Factor 91% 86% 90% 85% 89% 84% 76% 91% 86% 86% 
Original Capacity Factor 84% 81% 78% 84% 7 1 % 77% 84% 81% 77% 80% 
Delivered Output (gwh) 4,257 4,051 4,205 3.999 4.154 3,947 3,562 4,257 4,051 
Revenues 144.00 140.44 149.45 145.67 155.09 151.06 139.74 171.17 166.93 

Fuel-Related Exoenses 

Fuel Costs 87.04 85.47 91.88 94.35 101.02 100.74 95.14 117.92 116.47 

Total Fuel 87.04 85.47 91.88 94.35 101.02 100.74 95.14 117.92 116.47 

Non-fuel O&M Expenses 

Variable O&M 4.24 4.15 4.42 4.31 4.60 4.49 4.15 5.10 4.97 
Fixed O&M 9.56 11.72 11.87 10.13 11.03 12.40 10.53 12.83 12.98 
Overhaul 0.00 0.00 0.00 0.00 12.50 0.00 0.00 0.00 0.00 

Subtotal 13.80 15.87 16.29 14.44 28.13 16.89 14.68 17.93 17.95 

Carbon Injection Costs 3.25 2.99 3.24 3.13 3.16 3.18 3.00 3.52 3.46 
FICA 0.48 0.51 0.51 0.46 0.48 0.54 0.56 0.59 0.57 
Property Tax 0.84 0.84 0.84 0.84 0.84 0.84 0.84 0.84 0.84 
Cap Stock Tax 0.88 0.88 0.88 0.88 0.88 0.88 0.8S 0.88 0.88 

Total Non-fuel 19.25 21.09 21.76 19.75 33.48 22.33 19.96 23.76 23.70 

Capital Expenditures 5.19 5.34 5.50 5.67 15.05 4.53 3.14 1.66 1.06 

Direct Expenses 111.48 111.90 119.14 119.78 149.55 127.60 118.23 143.33 141.24 
Direct Margin 32.52 28.54 30.31 25.89 5.54 23.46 21.51 27.84 25.70 

Overhead Allocation 17.70 19.98 19.63 21.63 23.77 22.35 25.16 26.54 25.43 

Expenses Incl. Corp O/H 129.18 131.88 138.77 141.41 173.32 149.95 143.39 169.87 166.67 
Margin After Corp O/H 14.82 8.56 10.68 4.26 (18.23) 1.11 (3.65) 1.30 0.27 

8.67 5.01 6.25 2.49 (10.67) 0.65 (2.14) 0.76 0.16 

Costs per kwh (cents) 

Fuel 2.04 2.11 2.18 2.36 2.43 2.55 2.67 2.77 2.88 
Variable O&M 0.10 0.10 0.11 0.11 0.11 0.11 0.12 0.12 0.12 
Fixed O&M 0.22 0.29 0.28 0.25 0.27 0.31 0.30 0.30 0.32 
Overhaul 0.00 0.00 0.00 0.00 0.30 0.00 0.00 0.00 0.00 
Carbon Injection Costs 0.08 0.07 0.08 0.08 0.08 0.08 0.08 0.08 0.09 
Other Fixed Costs 0.05 0.06 0.05 0.05 0.05 0.06 0.06 0.05 0.06 
Capital Expenditures 0.12 0.13 0.13 0.14 0.36 0.11 0.09 0.04 0.03 
Direct Expense 0.57 0.65 0.65 0.64 1.17 0.68 0.65 0.60 0.61 
Direct Margin 0.76 0.70 0.72 0.65 0.13 0.59 0.60 0.65 0.63 

Overhead Allocation 0.42 0.49 0.47 0.54 0.57 0.57 0.71 0.62 0.63 

Expenses Incl. Corp O/H 3.10 3.32 3.44 3.55 4.57 3.88 3.91 4.12 4.25 
Margin After Corp O/H 0.35 0.21 0.25 0.11 (0.44) 0.03 (0.10) 0.03 0.01 

NPV of Margin after O/H | 11.96 | 
NPV of Decommissioning 23.60 
NPV OF NET MARGIN | (11.64)1 



EXHIBIT 3 — PAGE 3 

Duquesne Light - Margin Analysis with Incorrect Capacity Factors 
PV of Fossil Plants 
($ in Millions) 

@ $44.1/mwh in 2006 with escalations @ 2.5% 

CHESWICK 2006 2007 2008 2009 2010 2011 2012 2013 2014 AVERAGE 

kwh Market Price (cents) 44.1 45.2 46.3 47.5 48.7 49.9 51.1 52.4 53.7 
Unit Output (gwh) 4,197 4.032 3.876 4,195 3,528 3,865 4,211 4,032 3,828 
Corrected Capacity Factor 9 1 % 86% 90% 85% 89% 84% 76% 9 1 % 86% 86% 
Original Capacity Factor 84% 8 1 % 78% 84% 7 1 % 77% 84% 8 1 % 77% 80% 
Delivered Output (gwh) 3,946 3,790 3,644 3.943 3,316 3.633 3.959 3,790 3,599 
Revenues 173.90 171.21 168.74 187.16 161.34 181.19 202.34 198.56 193.25 

Fuel-Related Exoenses 

Fuel Costs 80.67 79.96 79.61 93.04 80.65 92.73 105.72 104.98 103.48 

Total Fuel 80.67 79.96 79.61 93.04 80.65 92.73 105.72 104.98 103.48 

Non-fuel O&M Exoenses 

Variable O&M 3.93 3.88 3.83 4.25 3.67 4.13 4.61 4.54 4.42 
Fixed O&M 9.56 11.72 11.87 10.13 11.03 12.40 10.53 12.83 12.98 
Overhaul 0.00 0.00 0.00 0.00 12.50 0.00 0.00 0.00 0.00 

Subtotal 13.49 15.60 15.70 14.38 27.20 16.53 15.14 17.37 17.40 

Carbon Injection Costs 3.01 2.80 2.81 3.09 2.52 2.93 3.33 3.13 3.07 
FICA 0.48 0.51 0.51 0.46 0.48 0.54 0.56 0.59 0.57 
Property Tax 0.84 0.84 0.84 0.84 0.84 0.84 0.84 0.84 0.84 
Cap Stock Tax 0.88 0.88 0.88 0.88 0.88 0.88 0.88 0.88 0.88 

Total Non-fuel 18.70 20.63 20.74 19.65 31.92 21.72 20.75 22.81 22.76 

Capital Expenditures 5.19 5.34 5.50 5.67 15.05 4.53 3.14 1.66 1.06 

Direct Expenses 104.56 105.93 105.85 118.36 127.62 118.98 129.61 129.45 127.30 
Direct Margin 69.34 65.27 62.89 68.80 33.72 62.21 72.73 69.11 65.95 

Overhead Allocation 17.70 19.98 19.63 21.63 23.77 22.35 25.16 26.54 25.43 

Expenses Incl . Corp O/H 122.26 125.91 125.48 139.99 151.39 141.33 154.77 155.99 152.73 
Margin Af ter Corp O/H 51.64 45.29 43.26 47.17 9.95 39.86 47.57 42.57 40.52 

30.21 26.50 25.31 27.60 5.82 23.32 27.83 24.91 23.71 

Costs per kwh (cents) 

Fuel 2.04 2.11 2.18 2.36 2.43 2.55 2.67 2.77 2.88 
Variable O&M 0.10 0.10 0.11 0.11 0.11 0.11 0.12 0.12 0.12 
Fixed O&M 0.24 0.31 0.33 0.26 0.33 0.34 0.27 0.34 0.36 
Overhaul 0.00 0.00 0.00 0.00 0.38 0.00 0.00 0.00 0.00 
Carbon Injection Costs 0.08 0.07 0.08 0.08 0.08 0.08 0.08 0.08 0.09 
Other Fixed Costs 0.06 0.06 0.06 0.06 0.07 0.06 0.06 0.06 0.06 
Capital Expenditures 0.13 0.14 0.15 0.14 0.45 0.12 0.08 0.04 0.03 
Direct Expense 0.61 0.69 0.72 0.64 1.42 0.72 0.60 0.65 0.66 
Direct Margin 1.76 1.72 1.73 1.74 1.02 1.71 1.84 1.82 1.83 

Overhead Allocation 0.45 0.53 0.54 0.55 0.72 0.62 0.64 0.70 0.71 

Expenses Incl. Corp O/H 3.10 3.32 3.44 3.55 4.57 3.88 3.91 4.12 4.25 
Margin Af ter Corp O/H 1.31 1.20 1.19 1.20 0.30 1.10 1.20 1.12 1.13 

NPV of Margin after O/H 
NPV of Decommissioning 
NPV OF NET MARGIN 

| 15&.28 | 

23.60 
| 134.68 | 



EXHIBIT 3 - PAGE 4 

Duquesne Light Margin Analysis with Corrected Capacity Factors 
PV of Fossil Plants 
{$ in Millions) 

@ $44.1/mwh in 2006 with escalations @ 2.5% 

CHESWICK 2006 2007 2008 2009 2010 2011 2012 2013 2014 AVERAGE 

kwh Market Price (cents) 44.1 45.2 46.3 47.5 48.7 49.9 51.1 52.4 53.7 
Unit Output (gwh) 4,529 4,309 4,474 4,254 4.419 4,199 3,790 4.529 4.309 
Corrected Capacity Factor 91% 86% 90% 85% 89% 84% 76% 91% 86% 86% 
Original Capacity Factor 64% 81% 78% 84% 71% 77% 84% 81% 77% 80% 
Delivered Output (gwh) 4,257 4,051 4,205 3.999 4,154 3,947 3,562 4,257 4,051 
Revenues 187.63 182.99 194.74 189.81 202.09 196.84 182.09 223.04 217.52 

Fuel-Related Exoenses 

Fuel Costs 87.04 85.47 91.88 94.35 101.02 100.74 95.14 117.92 116.47 

Total Fuel 87.04 85.47 91.88 94.35 101.02 100.74 95.14 117.92 116.47 

Non-fuel O&M Exoenses 

Variable O&M 4.24 4.15 4.42 4.31 4.60 4.49 4.15 5.10 4.97 
Fixed O&M 9.56 11.72 11.87 10.13 11.03 12.40 10.53 12.83 12.98 
Overhaul 0.00 0.00 0.00 0.00 12.50 0.00 0.00 0.00 0.00 

Subtotal 13.80 15.87 16.29 14.44 28.13 16.89 14.68 17.93 17.95 

Cart>on Injection Costs 3.25 2.99 3.24 3.13 3.16 3.18 3.00 3.52 3.46 
FICA 0.48 0.51 0.51 0.46 0.48 0.54 0.56 0.59 0.57 
Property Tax 0.84 0.84 0.84 0.84 0.84 0.84 0.84 0.84 0.84 
Cap Stock Tax 0.88 0.88 0.88 0.88 0.88 0.88 0.88 0.88 0.88 

Total Non-fuel 19.25 21.09 21.76 19.75 33.48 22.33 19.96 23.76 23.70 

Capital Expenditures 5.19 5.34 5.50 5.67 15.05 4.53 3.14 1.66 1.06 

Direct Expenses 111.48 111.90 119.14 119.78 149.55 127.60 118.23 143.33 141.24 
Direct Margin 76.16 71.10 75.60 70.03 52.54 69.24 63.86 79.70 76.29 

Overhead Allocation 17.70 19.98 19.63 21.63 23.77 22.35 25.16 26.54 25.43 

Expenses Incl. Corp O/H 129.18 131.88 138.77 141.41 173.32 149.95 143.39 169.87 166.67 
Margin After Corp O/H 58.46 51.12 55.97 48.40 28.77 46.89 38.70 53.16 50.86 

34.20 29.91 32.74 28.32 16.83 27.43 22.64 31.10 29.75 

Costs per kwh (cents) 

Fuel 2.04 2.11 2.18 2.36 2.43 2.55 2.67 2.77 2.88 
Variable O&M 0.10 0.10 0.11 0.11 0.11 0.11 0.12 0.12 0.12 
Fixed O&M 0.22 0.29 0.28 0.25 0.27 0.31 0.30 0.30 0.32 
Overhaul 0.00 0.00 0.00 0.00 0.30 0.00 0.00 0.00 0.00 
Carbon Injection Costs 0.08 0.07 0.08 0.08 0.08 0.08 0.08 0.08 0.09 
Other Fixed Costs 0.05 0.06 0.05 0.05 0.05 0.06 0.0B 0.05 0.06 
Capital Expenditures 0.12 0.13 0.13 0.14 0.36 0.11 0.09 0.04 0.03 
Direct Expense 0.57 0.65 0.65 0.64 1.17 0.68 0.65 0.60 0.61 
Direct Margin 1.79 1.76 1.80 1.75 1.26 1.75 1.79 1.87 1.88 

Overhead Allocation 0.42 0.49 0.47 0.54 0.57 0.57 0.71 0.62 0.63 

Expenses Incl. Corp O/H 3.10 3.32 3.44 3.55 4.57 3.88 3.91 4.12 4.25 
Margin After Corp O/H 1,37 1.26 1.33 1.21 0.69 1.19 1.09 1.25 1.26 

NPV of Margin after O/H 
NPV of Decommissioning 
NPV OF NET MARGIN 

185.97 
23.60 

| 162.37 1 



EXHIBIT 4 -- PAGE 1 

Duquesne Light -- Margin Analysis with Incorrect Delivered Output 
PV of Fossil Plants 
($ in Millions) 

@ $33.8/mwh in 2006 with escalations @ 2.5% 

CHESWICK 2006 2007 2008 2009 2010 2011 2012 2013 2014 

kwh Market Price (cents) 33.8 34.7 35.5 36.4 37.3 38.3 39.2 40.2 41.2 
Unit Output (gwh) 4,197 4.032 3,876 4.195 3,528 3,865 4,211 4,032 3.828 
Corrected Capacity Factor 91% 86% 90% 85% 89% 84% 76% 91% 86% 
Original Capacity Factor 84% 81% 78% 84% 71% 77% 84% 81% 77% 
Delivered Output (gwh) 3.946 3.790 3.644 3.943 3,316 3,633 3,959 3.790 3.599 
Revenues 133.46 131.39 129.49 143.63 123.82 139.05 155.29 152.38 148.31 

Fuel-Related Exoenses 

Fuel Costs 80.67 79.96 79.61 93.04 80.65 92.73 105.72 104.98 103.48 

Total Fuel 80.67 79.96 79.61 93.04 80.65 92.73 105.72 104.98 103,48 

Non-fuel O&M Exoenses 

Variable O&M 3.93 3.88 3.83 4.25 3.67 4.13 4.61 4.54 4.42 
Fixed O&M 9.56 11.72 11.87 10.13 11.03 12.40 10.53 12.83 12.98 
Overhaul 0.00 0.00 0.00 0.00 12.50 0;00 0.00 0.00 0.00 

Subtotal 13.49 15.60 15.70 14.38 27.20 16.53 15.14 17.37 17.40 

Carbon Injection Costs 3.01 2.80 2.81 3.09 2.52 2.93 3.33 3.13 3.07 
FICA 0.48 0.51 0.51 0.46 0.48 0.54 0.56 0.59 0.57 
Property Tax 0.64 0.84 0.84 0,84 0.84 0.84 0.84 0.84 0.84 
Cap Stock Tax 0.86 0.88 0.88 0.88 0.88 0.88 0.88 0.88 0.88 

Total Non-fuel 18.70 20.63 20.74 19.65 31.92 21.72 20.75 22.81 22.76 

Capital Expenditures 5.19 5.34 5.50 5.67 15.05 4.53 3.14 1.66 1.06 

Direct Expenses 104.56 105.93 105.85 118.36 127.62 118.98 129.61 129.45 127.30 
Direct Margin 28.90 25.46 23.64 25.28 (3.80) 20.07 25.68 22.94 21.01 

Overhead Allocation 17.70 19.98 19.63 21.63 23.77 22.35 25.16 26.54 25.43 

Expenses Incl. Corp O/H 122.26 125.91 125.48 139.99 151.39 141.33 154.77 155.99 152.73 
Margin After Corp O/H 11.20 5.48 4.01 3.65 (27.57) (2.28) 0.52 (3.60) (4.42) 

6.55 3.21 2.35 2.13 (16.13) (1.33) 0.30 (2.11) (2.59) 

Costs per kwh fcents) 

Fuel 2.04 2.11 2.18 2.36 2.43 2.55 2.67 2.77 2.88 
Variable O&M 0.10 0.10 0.11 0.11 0.11 0.11 0.12 0.12 0.12 
Fixed O&M 0.24 0.31 0.33 0.26 0.33 0.34 0.27 0.34 0.36 
Overhaul 0.00 0.00 0.00 0.00 0.38 0.00 0.00 0.00 0.00 
Carbon Injection Costs 0.08 0.07 0.08 0.08 0.08 0.08 0.08 0.08 0.09 
Other Fixed Costs 0.06 0.06 0.06 0.06 0.07 0.06 0.06 0.06 0.06 
Capital Expenditures 0.13 0.14 0.15 0.14 0.45 0.12 0.08 0.04 0.03 
Direct Expense 0.61 0.69 0.72 0.64 1.42 0.72 0.60 0.65 0.66 
Direct Margin 0.73 0.67 0.65 0.64 (0-11) 0.55 0.65 0.61 0.58 

Overhead Allocation 0.45 0.53 0.54 0.55 0.72 0.62 0.64 0.70 0.71 

Expenses Incl. Corp O/H 3.10 3.32 3.44 3.55 4.57 3.88 3.91 4.12 4.25 
Margin After Corp O/H 0.28 0.14 0.11 0.09 (0.83) (0.06) 0.01 (0.10) (0.12) 

NPV of Margin after O/H 
NPV of Decommissioning 
NPV OF NET MARGIN 

I hM\ 
£3.fe0 

I (25.59)| 
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EXHIBIT 4 - PAGE 2 

Duquesne Light Margin Analysis with Corrected Delivered Output 
PV of Fossil Plants 
($ in Millions) 

@ $33.8/mwh in 2006 with escalations @ 2.5% 

CHESWICK 2006 2007 2008 2009 2010 2011 2012 2013 2014 

kwh Market Price (cents) 33.8 34.7 35.5 36.4 37.3 38.3 39.2 40.2 41.2 
Unit Output (gwh) 4,197 4.032 3,876 4.195 3.528 3,865 4,211 4,032 3.828 
Corrected Capacity Factor 91% 86% 90% 85% 89% 84% 76% 91% 86% 
Original Capacity Factor 84% 81% 78% 84% 71% 77% 84% 81% 77% 
Delivered Output (gwh) 4,197 4,032 3,876 4,195 3,528 3,865 4,211 4,032 3,828 
Revenues 141.98 139.78 137.76 152.80 131.72 147.93 165.20 162.11 157.77 

Fuel-Related Exoenses 

Fuel Costs 85.82 85.07 84.69 98.97 85.80 98.65 112.47 111.68 110.08 

Total Fuel 85.82 85.07 84.69 98.97 85.80 98.65 112.47 111.68 110.08 

Non-fuel O&M Expenses 

Variable O&M 4.18 4.13 4.07 4.52 3.90 4.39 4.90 4.83 4.70 
Fixed O&M 9.56 11.72 11.87 10.13 11.03 12.40 10.53 12.83 12.98 
Overhaul 0.00 O.QO 0.00 0.00 12.50 0.00 0.00 0.00 0.00 

Subtotal 13.74 15.85 15.94 14.65 27.43 16.79 15.43 17.66 17.68 

Carbon Injection Costs 3.20 2.98 2.99 3.29 2.68 3.12 3.54 3.33 3.27 
FICA 0.48 0.51 0.51 0.46 0.48 0.54 0.56 0.59 0.57 
Property Tax 0.84 0.84 0.84 0.84 0.84 0.84 0.84 0.84 0.84 
Cap Stock Tax 0.88 0.88 0.88 0.88 0.88 0.88 0.88 0.88 0.88 

Total Non-fuel 19.14 21.06 21.16 20.12 32.32 22.17 21.26 23.30 23.24 

Capital Expenditures 5.19 5.34 5.50 5.67 15.05 4.53 3.14 1.66 1.06 

Direct Expenses 110.15 111.46 111.36 124.76 133.16 125.35 136.86 136.64 134.38 
Direct Margin 31.83 28.32 26.40 28.04 (1.44) 22.58 26.33 25.47 23.39 

Overhead Allocation 17.70 19.98 19.63 21.63 23.77 22.35 25.16 26.54 2543 

Expenses Ind- Corp O/H 127.85 131.44 130.99 146.39 156.93 147.70 162.02 163.18 159.81 
Margin After Corp O/H 14.13 8.34 6.77 6.41 (25.21) 0.23 3.17 (1.07) (2.04) 

8.27 4.88 3.96 3.75 (14.75) 0.13 1.86 (0.62) (1.19) 

Costs per kwh (cents) 

Fuel 2.04 2.11 2.18 2.36 2.43 2.55 2.67 2.77 2.88 
Variable O&M 0.10 0.10 0.11 0.11 0.11 0.11 0.12 0.12 0.12 
Fixed O&M 0.23 0.29 0.31 0.24 0.31 0.32 0.25 0.32 0.34 
Overhaul 0.00 0.00 0.00 0.00 0.35 0.00 0.00 0.00 0.00 
Carbon Injection Costs 0.08 0.07 0.08 0.08 0.08 0.08 0.08 0.08 0.09 
Other Fixed Costs 0.05 0.06 0.06 0.05 0.06 0.06 0.05 0.06 0.06 
Capital Expenditures 0.12 0.13 0.14 0.14 0.43 0.12 0.07 0.04 0.03 
Direct Expense 0.58 0.65 0.69 0.61 1.34 0.69 0.58 0:62 0.63 
Direct Margin 0.76 0.70 0.68 0.67 (0.04) 0.58 0.67 0.63 0.61 

Overhead Allocation 0.42 0.50 0.51 0.52 0.67 0.58 0.60 0.66 0.66 

Expenses Incl. Corp O/H 3.10 3.32 3.44 3.55 4.57 3.88 3.91 4.12 4.25 
Margin After Corp O/H 0.34 0.21 0.17 0.15 (0.71) 0.01 0.08 (0.03) (0.05) 

NPV of Margin after O/H | 8.22 | 
NPV of Decommissioning 23.60 
NPV OF NET MARGIN | (15.38)| 
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Duquesne Light -- Margin Analysis with Incorrect Delivered Output 
PV of Fossil Plants 
($ in Millions) 

@ $44.1/mwh in 2006 with escalations @ 2.5% 

CHESWICK 2006 2007 2008 2009 2010 2011 2012 2013 2014 

kwh Market Price (cents) 44.1 45.2 46.3 47.5 48.7 49.9 51.1 52.4 53.7 
Unit Output (gwh) 4.197 4,032 3,876 4,195 3,528 3,865 4,211 4,032 3,828 
Corrected Capacity Factor 9 1 % 86% 90% 85% 89% 84% 76% 9 1 % 86% 
Original Capacity Factor 84% 8 1 % 78% 84% 7 1 % 77% 84% 8 1 % 77% 
Delivered Output (gwh) 3,946 3,790 3,644 3.943 3,316 3,633 3,959 3.790 3,599 
Revenues 173.90 171.21 168.74 187.16 161.34 181.19 202.34 198.56 193.25 

Fuel-Related Exoenses 

Fuel Costs 80.67 79.96 79.61 93.04 80.65 92.73 105.72 104.98 103.48 

Total Fuel 80.67 79.96 79.61 93.04 80.65 92.73 105.72 104.98 103.48 

Non-fuel O&M Expenses 

Variable O&M 3.93 3.88 3.83 4.25 3.67 4.13 4.61 4.54 4.42 
Fixed 0 * M 9.56 11.72 11.87 10.13 11.03 12.40 10.53 12.83 12.98 
Overhaul 0.00 0.00 0.00 0.00 12.50 0.00 0.00 0.00 0.00 

Subtotal 13.49 15.60 15.70 14.38 27.20 16.53 15.14 17.37 17.40 

Carbon Injection Costs 3.01 2.80 2.81 3.09 2.52 2.93 3.33 3.13 3.07 
FICA 0.48 0.51 0.51 0.46 0.48 0.54 0.56 0.59 0.57 
Property Tax 0.84 0.84 0.84 0.84 0.84 0.84 0.84 0.84 0.84 
Cap Stock Tax 0.88 0.88 0.88 0.68 0.88 0.88 0.88 0.88 0.88 

Total Non-fuel 18.70 20.63 20.74 19.65 31.92 21.72 20.75 22.81 22.76 

Capital Expenditures 5.19 5.34 5.50 5.67 15.05 4.53 3.14 1.66 1.06 

Direct Expenses 104.56 105.93 105.85 118.36 127.62 118.98 129.61 129.45 127.30 
Direct Margin 69.34 65.27 62.89 68.80 33.72 62.21 72.73 69.11 65.95 

Overhead Allocation 17.70 19.98 19.63 21.63 23.77 22.35 25.16 26.54 25.43 

Expenses Incl. Corp O/H 122.26 125.91 125.48 139.99 151.39 141.33 154.77 155.99 152.73 
Margin Af ter Corp O/H 51.64 45.29 43.26 47.17 9.95 39.86 47.57 42.57 40.52 

30.21 26.50 25.31 27.60 5.82 23.32 27.83 24.91 23.71 

Costs oer kwh (cents) 

Fuel 2.04 2.11 2.18 2.36 2.43 2.55 2.67 2.77 2.88 
Variable O&M 0.10 0.10 0.11 0.11 0.11 0.11 0.12 0.12 0.12 
Fixed O&M 0.24 0.31 0.33 0.26 0.33 0.34 0.27 0.34 0.36 
Overhaul 0.00 0.00 0.00 0.00 0.38 0.00 0-00 0.00 0.00 
Carbon injection Costs 0.08 0.07 0.08 0.08 0.08 0.08 0.08 0.08 0.09 
Other Fixed Costs 0.06 0.06 0.06 0.06 0.07 0.06 0.06 0.06 0.06 
Capital Expenditures 0.13 0.14 0.15 0.14 0.45 0.12 0.08 0.04 0.03 
Direct Expense 0.61 0.69 0.72 0.64 1.42 0.72 0.60 0.65 0.66 
Direct Margin 1.76 1.72 1.73 1.74 1.02 1.71 1.84 1.82 1.83 

Overhead Allocation 0.45 0.53 0.54 0.55 0.72 0.62 0.64 0.70 0.71 

Expenses Incl. Corp O/H 3.10 3.32 3.44 3.55 4.57 3.88 3.91 4.12 4.25 
Margin After Corp O/H 1.31 1.20 1.19 1.20 0.30 1.10 1.20 1.12 1.13 

NPV of Margin after O/H 
NPV of Decommissioning 
NPV OF NET MARGIN 

158.28 | 
23.60 

134.68 | 
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Duquesne Light -- Margin Analysis with Corrected Delivered Output 
PV of Fossil Plants 
(S in Millions) 

! $44.1/mwh in 2006 with escalations @ 2.5% 

NPV of Margin after O/H | 178.72 | 
NPV of Decommissioning 23.60 
NPV OF NET MARGIN | 155.12 | 

CHESWICK 2006 2007 2008 2009 2010 2011 2012 2013 2014 

kwh Market Price (cents) 44.1 45.2 46.3 47.5 48.7 49.9 51.1 52.4 53.7 
Unit Output (gwh) 4,197 4,032 3,876 4,195 3,528 3,865 4,211 4,032 3,828 
Corrected Capacity Factor 91% 86% 90% 85% 89% 84% 76% 91% 86% 
Original Capacity Factor 84% 81% 78% 84% 71% 77% 84% 81% 77% 
Delivered Output (gwh) 4,197 4,032 3,876 4,195 3,528 3,865 4,211 4,032 3,828 
Revenues 185.00 182.13 179.51 199.10 171.64 192.75 215.26 211.24 205.58 

Fuel-Related Expenses 

Fuel Costs 85.82 85.07 84.69 98.97 85.80 98.65 112.47 111.68 110.08 

Total Fuel 85.82 85.07 84.69 98.97 85.80 98.65 112.47 111.68 110.08 

Non-fuel O&M Expenses 

Variable O&M 4.18 4.13 4.07 4.52 3.90 4.39 4.90 4.83 4.70 
Fixed O&M 9.56 11.72 11.87 10.13 11.03 12.40 10.53 12.83 12.98 
Overhaul 0.00 0.00 0.00 0.00 12.50 0.00 0.00 0.00 0.00 

Subtotal 13.74 15.85 15.94 14.65 27.43 16.79 15.43 17.66 17.68 

Carbon Injection Costs 3.20 2.98 2.99 3.29 2.68 3.12 3.54 3.33 3.27 
FICA 0.48 0.51 0.51 0.46 0.48 0.54 0.56 0.59 0.57 
Property Tax 0.84 0.84 0.84 0.84 0.84 0.84 0.84 0.84 0.84 
Cap Stock Tax 0.88 0.88 0.88 0.88 0.88 0.88 0.88 0.88 0.88 

Total Non-fuel 19.14 21.06 21.16 20.12 32.32 22.17 21.26 23.30 23.24 

Capital Expenditures 5.19 5.34 5.50 5.67 15.05 4.53 3.14 1.66 1.06 

Direct Expenses 110.15 111.46 111.36 124.76 133.16 125.35 136.86 136.64 134.38 
Direct Margin 74.85 70.67 68.15 74.34 38.48 67.40 78.39 74.60 71.20 

Overhead Allocation 17.70 19.98 19.63 21.63 23.77 22.35 25.16 26.54 25.43 

Expenses Incl. Corp O/H 127.85 131.44 130.99 146.39 156.93 147.70 162.02 163.18 159.81 
Margin After Corp O/H 57.15 50.69 48.52 52.71 14.71 45.05 53.23 48.06 45.77 

33.44 29.66 28.39 30.84 8.60 26.36 31.15 28.12 26.78 

Costs per kwh (cents) 

Fuel 2.04 2.11 2.18 2.36 2.43 2.55 2.67 2.77 2.88 
Variable O&M 0.10 0.10 0.11 0.11 0.11 0.11 0.12 0.12 0.12 
Fixed O&M 0.23 0.29 0.31 0.24 0.31 0.32 0.25 0.32 0.34 
Overhaul 0.00 0.00 0.00 0.00 0.35 0.00 0.00 0.00 0.00 
Carbon Injection Costs 0.08 0.07 0.08 0.08 0.08 0.08 0.08 0.08 0.09 
Other Fixed Costs 0.05 0.06 0.06 0.05 0.06 0.06 0.05 0.06 0.06 
Capital Expenditures 0.12 0.13 0.14 0.14 0.43 0.12 0.07 0.04 0.03 
Direct Expense 0.58 0.65 0.69 0.61 1.34 0.69 0.58 0.62 0.63 
Direct Margin 1.78 1.75 1.76 1.77 1.09 1.74 1.86 1.85 1.86 

Overhead Allocation 0.42 0.50 0.51 0.52 0.67 0.58 0.60 0.66 0.66 

Expenses Incl. Corp O/H 3.10 3.32 3.44 3.55 4.57 3.88 3.91 4.12 4.25 
Margin After Corp O/H. 1.36 1.26 1.25 1.26 0.42 1.17 1.26 1.19 1.20 



Potential Savings from Early Plant Shutdown 

PRODUCTION COSTS (c/kWh) 
1998 1999 2000 2001 2002 2003 2004 2005 

CHESWICK 3.15 2.52 2.77 2.77 2.77 3.32 4.91 3.18 
SAMMIS 2.22 2.79 2.35 3.21 3.29 3.08 2.76 3.31 

EASTLAKE 2.43 3.18 2.63 3.54 3.68 3.12 3.52 3.98 
ELRAMA 3.50 3.56 3.65 3.49 3.33 3.63 3.44 0.00 
MANSFIELD 1 2.91 3.35 3.47 2.58 2.72 2.70 3.14 3.07 
MANSFIELD 2 2.89 3.34 3.06 2.99 2.70 2.65 3.09 2.93 
MANSFIELD 3 2.86 3.27 2.59 2.78 3.24 2.73 3.06 3.03 
BEAVER VALLEY 1 1.94 3.01 2.80 2.06 2.95 3.03 2.21 3.26 
PERRY 3.47 4.70 3.69 4.73 4.20 4.86 4.31 5.06 
WEIGHTED AVERAGE: 2.81 3.17 3.01 2.97 3.14 3.28 3.46 3.41 

MARKET PRICE 1.78 1.87 1.97 2.08 2.19 2.31 2.43 2.56 

FORECAST OUTPUT LEVELS (GWh) 
1998 1999 2000 2001 2002 2003 2004 2005 

CHESWICK 3,076 3,384 3,428 3,317 3,600 3,499 3,098 3,433 
SAMMIS 1.288 1,142 1.247 1.139 1.158 1.176 1,284 1,194 
EASTLAKE 1.044 778 1,095 977 989 1,102 994 940 
ELRAMA 2.370 2,370 2,341 2,405 2.529 2,244 2,407 0 
MANSFIELD 1 1,486 1,544 1.263 1,596 1.473 1,610 1,499 1,634 
MANSFIELD 2 422 437 372 427 410 449 422 460 
MANSFIELD 3 817 744 795 713 687 734 802 740 
BEAVER VALLEY 1 2,982 2,614 2,622 2,982 2.614 2.614 2,990 2,614 
PERRY 1.262 1.120 1,266 1,123 1,262 1.123 1,266 1,123 

SAVINGS FROM SHUTTING DOWN PLANTS (1000 $) 
1998 1999 2000 2001 2002 2003 2004 2005 TOTAL 

CHESWICK 42,014 21,834 27,483 22,914 20,830 35.310 76,675 21,136 268,195 

SAMMIS 5.687 10,547 4,685 12,895 12,745 9.050 4,193 8.959 68,760 

EASTLAKE 6.751 10,195 7,198 14,318 14.748 8.935 10,803 13.353 86,300 

ELRAMA 40.683 39.995 39,372 33,849 28,898 29.620 24,394 0 236.811 

MANSFIELD 1 16.804 22,783 18,896 7,917 7,772 6.231 10,660 8,264 99,327 

MANSFIELD 2 4.696 6,421 4,031 3,862 2,109 1,533 2,803 1,711 27,167 

MANSFIELD 3 8.797 10,436 4.909 4,994 7.234 3,098 5,010 3,491 47.968 
BEAVER VALLEY 1 4.656 29,758 21,696 0 19.832 18,754 0 18,396 113.092 

PERRY 21.395 31,718 21,824 29,746 25.327 28,601 23,759 28.081 210,451 

TOTAL: 151,482 183,686 150,094 130,495 139.496 141,132 158,296 103.392 1,158,071 

EXHIBIT^ 
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i Q. Please state your name, title and business address. 

2 

3 A. My name is David Magnus Boonin. I am Executive Vice President of NEV East, 

4 L.L.C, doing business as New Energy Ventures - Mid-Atlantic ("NEV"). My 

5 business address is 1845 Walnut Street, Suite 2525, Philadelphia, PA 19103. 

6 

7 Q. Please describe NEV East. 

8 

9 A. New Energy Ventures-Mid-Atlantic is the name under which NEV East, L.L.C. does 

10 business in Pennsylvania. NEV is an Arizona limited liability corporation. NEV 

11 organizes and manages a buyers' alliance for retail energy. Our business is saving 

12 our members money on their energy bills. In this proceeding and elsewhere, we 

13 work for our members and potential members. We have offices in California, 

14 Boston, New York and Philadelphia. We are a certified FERC Power Marketer and 

is are a registered provider of retail electricity in California. NEV is licensed in Rhode 

is Island and is a member of the New England Power Pool. We are a licensed 

i? alternative supplier in Pennsylvania. 

18 

19 Q. Please describe your education and experience. 

20 

21 A. Since graduation from The Wharton School in 1973,1 have spent almost my entire 

22 career in the fields of utility planning, management and policy. A copy of my 

23 resume is attached as NEV/DMB Exhibit #1. Some of my positions prior to joining 

24 NEV including serving as Chief Economist for the Pennsylvania Public Utility 

25 Commission, Commissioner and Executive Director of the Philadelphia Gas 

26 Commission and Supervisor of Economic and Energy Forecasting for a major 

27 electric utility. I also headed my own consulting practice. Among the issues I 

28 addressed on behalf of my clients was the issue of the restructuring of the utility 

29 industry. I have had extensive experience in designing adjustment clauses under 
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1 industry l̂ have had extensive experience in designing adjustment clauses under 

2 section 1307 of the 66 Pa.C.S.A. I have also presented or had published numerous 

3 papers and have testified before regulatory and legislative bodies on utility and 

4 regulatory issues. 

5 

6 Q. WhatJs ibe-purposeof your.testimony? . 

7 

8 A. The main purpose of my testimony is to present an approach for the unbundling of 

9 the cost of generation which is consistent with Act and allows for the development 

10 of a competitive market for electricity. In addition, I will address the need to make 

11 tariffed benefits available to all customers regardless of their chosen generation 

12 supplier, as well as the billing issue of the definition of the term customer in the 

13 deregulated market. 

14 

15 UNBUNDLED RATE FOR GENERATION 

16 

17 Q. Please summarize your approach to establish an unbundled price for generation. 

18 

19 A. I propose that the unbundled price for generation is to be determined by the market. 

20 This is necessary in order to make choice a reality for retail customers while treating 

21 all affected parties equitably. In this newly competitive world, generators will be 

22 afforded the opportunity to sell their power-on a power exchange. The price for 

23 generation should be determined by the market-clearing price of the power 

24 exchange, adjusted for the costs of retail delivery. To make this comply with rate 

25 cap, I also recommend that the unbundled charge for electricity and the CTC always 

26 be kept in balance so that the total of the two never varies. 

27 

28 Q. You mentioned that the unbundling methodology should comply with the law. What 

29 does the statute state? 
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i A. Section 2802 (14) of the statute states in part: 

2 

3 "The generation of electricity will no longer be regulated as a 

4 public utility function." 

5 

6 Section.2804(3) otthestatute statesJn part:-

7 

s "The Commission shall require the unbundling of electric utility 

9 services, tariffs and customer bills to separate the charges for 

io generation, transmission and distribution." 

i i 

12 Section 2807(E)(3) of the statute states: 

13 

14 "If a customer contracts for electricity and it is not delivered or 

is if a customer does not choose an alternative electric 

is generation supplier, the electric distribution company or the 

17 Commission-approved alternative supplier shall acquire 

is electric energy at prevailing market prices to serve that 

is customer and shall fully recover all reasonable costs." 

20 (emphasis added) 

22 Q. Why is Section 2807(E)(3) important? 

23 

24 A. Section 2807(E)(3) determines the price the electric distribution utility (EDU) may 

25 charge for generation to any user other than those who have chosen an alternative 

26 generation supplier. This section sets forth that the EDU (or someone else 

27 designated by the Commission) shall provide this sen/ice at "prevailing market 

28 prices" and be fully compensated. As the price of generation is otherwise 

29 deregulated by the Act and is to be unbundled, it is precisely this language which 
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n # 
i sets the-unbundled price of generation which may be charged by the EDU. 

2 

3 Q. You also mentioned that the unbundled price of generation should be based on 

4 certain market principles. Please explain. 

5 

6 A. Fixed 

7 prices established through regulation, even those with demand charges and/or time-

a of-use pricing will only reflect the actual price of generation by happenstance. This 

9 is the fundamental practice under the existing regulatory paradigm. In the new 

10 competitive environment, electricity is being turned into a commodity whose price 

11 shall vary depending on market conditions. Therefore, the appropriate unbundled 

12 price of generation should also vary with the market and not be fixed. 

13 

i4 Q. Why is a variable versus a fixed price of generation more appropriate? 

15 

ie A. For the Commission to estimate and establish a fixed price for generation in an 

17 unbundled, full service tariff it must make and lock in numerous assumptions, 

is Generally, when estimating a price, "normal" assumptions are made about weather, 

19 fuel, prices, economic conditions, supply availability, etc. These assumptions are 

20 for extended periods. There is almost no possibility that these normal estimated 

21 costs will produce a price at prevailing market rates at every time let alone at most 

22 times. 

23 

24 In contrast, a variable price can change with market conditions and frees the 

25 Commission from the impossible task of accurately predicting the prevailing market 

2 6 price of generation. This approach is also consistent with the intent of the 

27 . legislation which is to deregulate the price of generation, not to reestablish a 

28 regulated price of generation on a different concept than historical rate base 

29 regulation. 
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1 Duquesne Light agrees that a market-based CTC is superior to a fixed CTC, but, 

2 as I discuss below in detail, Duquesne Light has proposed a less accurate and 

3 efficient method of determining the market price. 

4 

s Q. What is your proposal for the unbundling of generation in the EDU's tariff? 

6 

7 A. I propose inserting the following language in each tariff for individual classes of 

s customer: 

9 

10 "The unbundled rate for generation shall be established. by the power 

11 exchange market clearing bid price for generation, fully adjusted for ancillary 

12 services necessary to convert wholesale generation into reliable, deliverable 

13 retail power at market determined or FERC approved prices which may be 

14 required by the independent system operator (ISO), including but not limited 

is to, capacity, spinning reserves, load balancing and as further adjusted for 

ie losses associated with the voltage level of delivery and location." 

17 

is This language would be further enhanced after the final establishment of a power 

19 exchange (PX) and/or independent system operator (ISO) and their establishment 

20 of final governing rules. As the establishment of an ISO and PX is necessary for 

21 retail competition to function, waiting to enhance this language should not in and of 

22 itself cause significant delays. 

23 

2 4 This language establishes the basis for determining the prevailing market price for 

25 retail generation at any point in time. 

26 

27 To understand this approach it is necessary to understand several concepts. First 

2 8 that power exchange establishes the wholesale price for energy by establishing a 

29 market price for electricity based on wholesale bids. Second, there are services, 
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1 such as-load balancing, spinning reserves, etc. which have costs, which are 

2 necessary to convert this wholesale energy into retail electricity. Third, losses 

3 associated with the transmission and distribution of electricity may cause the retail 

4 price for power to vary depending on the level of voltage delivery. Fourth, at certain 

s times of the year, even within an EDU's sen/ice territory, locational price differences 

6 • may-occur, depending.on.physical limitations and/or FERC pricing decisions. 

7 

s Q. Please explain why the power exchange price establishes the wholesale price for 

9 electricity. 

10 

11 A. The PX will continually solicit bids from wholesalers to meet current demands. The 

12 highest price bid used during a period (probably hourly) will set the prevailing 

13 wholesale market price for energy at that time. The process of matching supply and 

14 demand will be repeated continually during the day with a new wholesale market 

is prevailing rate established (probably hourly). This bid process wilt replace the 

is current economic dispatch system currently used by many utilities and power pools. 

17 It allows all willing suppliers to bid for the right to supply the demand that exists, 

is excluding what has been met by bilateral contracts. There may be exceptions for 

19 plants that are dispatched for reasons other than price (e.g. system balancing). 

20 These exceptions will be known and can be treated like other ancillary services 

21 needed to convert wholesale sen/ice into retail sen/ice. 

22 

23 Q. Please explain why and how these sen/ices need to be adjusted to reflect reliable, 

24 deliverable retail electricity. 

25 

26 A. The supply and demand of electricity are subject to many stochastic events. Power 

27 plants are forced off-line. Customers turn electricity consuming equipment on and 

2 8 off unexpectantly and randomly. Because of this, it is not enough to use the 

29 wholesale PX price as the total power exchange price. It is also necessary to 
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1 include costs associated with converting that energy into reliable retail electricity. 

2 The ISO shall determine rules of what ancillary services a supplier must provide. 

3 These services may include but are not limited to: capacity, spinning reserve and 

4 load balancing. These services are the types that are generally necessary to 

5 convert wholesale power into reliable electricity. These services will either be priced 

6 - - ai-a-aet-pHoe-by-tfae-ISQ-aad EERC. or.through the market (my preferred approach). 

7 

a Q. Please discuss the adjustments that are necessary due to voltage differences. 

9 

10 A. Power delivered at declining voltages experience greater losses. An adjustment 

11 factor should be applied to each voltage delivery level to reflect these differences. 

12 

13 Q. Please discuss the adjustments that are necessary due to the location of the 

14 customer. 

15 

ie A. Sometimes, due to transmission limitations, power prices within a power exchange 

17 may differ at different locations. If the ISO identifies such limitations and establishes 

is the need to have different pricing in different regions, then individual prevailing 

19 market clearing prices may need to be established for certain sub-regions at certain 

20 times. 

21 

22 Q. Why is this adjusted power exchange price an accurate proxy for prevailing market 

23 prices? 

24 

25 A. This is the way goods and services in the market are usually priced. The power 

2 6 exchange adjusted for retail delivery starts with a prevailing wholesale market price 

27 and adds the costs necessary to convert it to the retail service. 

28 

29 Q. Please describe how prevailing wholesale market prices would be converted to 
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i prevailing retail market prices. 

2 

3 A. Starting with wholesale energy and capacity costs, a system load factor could be 

4 applied to transform the capacity into a kWh based price. Energy needs to be 

s adjusted for line losses. Similarly, ancillary charges at market prices must be 

6 •added.-AnA&G.compooentAvouldalsolje.appropriate. Finally a tax true:up should 

7 be applied. After a system number is developed, a number for each rate class, 

s following the same methodology should be calculated. 

9 

io Q. Under your proposal, how often will the prevailing market price change? 

i i 

12 A. It will change as often as the components discussed above cause a change. 

13 Practically, I see the prevailing market price changing hourly, much as today's 

14 power pool price (or system lambda) changes today. 

15 

ie Q. Given that the prevailing market price may be changing hourly, what type of 

17 metering will be necessary? 

1 8 

19 A. That will be up to the individual supplier and the ISO rules of load balancing. In 

20 general, I anticipate that hourly meters will be necessary for larger loads, regardless 

21 of whether the generation supplier is the EDU or another supplier. Small loads, 

22 such as residential and small commercial customers may be able to be metered as 

23 currently done, if the ISO permits the use of a standard load curve(s) for load 

24 balancing purposes. 

2 5 

26 Q. How do you anticipate customers being billed? 

2 7 

2 8 A. Each individual customer with hourly meters would be billed based upon the full 

29 prevailing retail market price for each kilowatt consumed in that hour. Demand 
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1 billing and ratchets should become unnecessary following this approach for 

2 generation. 

3 

4 Capacity charges would be charged during the hour that the customer imposed the 

s need. Small customers without hourly meters who have an acknowledged and 

6 - approvedJoad-shape, would be billed based upon the their kWh usage spread over 

? the load shape, using the prevailing market prices at the time. Customers who do 

a not have approved load shapes and do not have hourly meters would be charged 

9 for unallocated imbalances, as reflected for their reliance on the ISO rather than 

io their own supplies. This creates de facto hourly pricing. 

i i 

12 Q. Do these load shapes need to be determined at this time? 

13 

i4 A. No. I believe this would be premature. The Commission should recommend them 

is after the ISO indicates a willingness to address load imbalance responsibilities 

is based upon load shapes for some subset of customers. 

17 

is Q. Given the variable nature of your proposed approach to unbundling generation, how 

19 will you have your approach comply with the rate cap? 

20 

21 A. I propose keeping the total of the unbundled price of generation and the generation 

22 related portion of the CTC constant. If the prevailing market price increases so 

23 does the unbundled charge for generation with an equal decrease to the generation 

24 portion of the CTC. 

25 

26 Q. Why is this appropriate? 

27 

28 A. Under most approaches to determining stranded costs; there is a relationship 

29 between the prevailing market price for generation and the competitive transition 
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1 charge. .All else being equal, if one were to assume an increase in the value of 

2 generation because the market price of generation increased, then the stranded 

3 costs would decrease by the same amount. Likewise, if the market price of 

4 generation were to decrease, the value of the generation would decrease and 

s stranded costs would increase. 

6 

7 Stranded costs are the core of the calculation of the Competitive Transition Charge 

s (CTC). At a particular point in time (eliminating discounting and levelization) there 

9 is a one to one relationship between a change in the value of generation and an 

io opposite but equal change in stranded costs. 

i i 

12 Q.. In general, how would this work? 

13 

i4 A. Because of this one to one relationship, it is recommended that in establishing fhe 

is unbundled rates for generation and CTC that the Commission follow the following 

ie protocol. 

17 

is • Determine stranded cost, the CTC and 1TC for each rate class as appropriate. 

19 

20 • Stranded costs, the CTC and ITC should be split between generation-related 

21 and non-generation related costs. 

22 

23 • Explicitly determine the related underlying assumed market price for generation 

24 associated with the generation portion of the CTC for each rate class. The price 

25 of generation could be levelized, but it is recommended that it be disaggregated 

26 at least by year. 

27 

2 8 • The EDU would compare the average weighted prevailing market price for 

29 generation for each customer class for the billing period with the underlying 
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i assumed market price for generation. 

2 

3 • The generation related portion of the CTC would then be adjusted so that the 

4 total of the adjusted CTC and the prevailing market price for the period would 

5 always be equal to the base CTC and underlying assumed price of generation. 

6 

7 This approach is consistent with section 2804(4)(ll)1 which joins the CTC, ITC 

s and the unbundled price of generation. 

9 

io Q. Please explain why and how you are splitting the CTC. 

i i 

12 A. I recommend that the Commission split the CTC into two categories, which I will 

13 loosely term "generation related" and "non-generation related" depending on 

14 whether the costs vary with the market price of energy. ("Generation-related" costs 

is are those that vary with the value of generation while "non-generation related costs" 

is do not directly vary with the value of generation.) This allows for the generation-

17 related portion of the CTC to be used as offsets to variation in the prevailing market 

is price as discussed above. This charge should be set only on a kWh basis. Hourly 

19 allocations of generation related costs should negate the need for demand charges 

20 and ratchets. I do not have an opinion at this time on the rate design for the non-

21 generation related portion of the CTC. 

22 

23 Q. Would you please provide a simple example of how your proposal would work? 

24 

25 A. Yes. Assume for purpose of illustration that the base generation related CTC 

26 established by the Commission is 1.5 cents/kWh and the associated estimated 

27 market price/value of generation is 2.9 cents per kilowatt-hour for a total of 4.4 

28 cents. Assume also that in a given month the actual prevailing market price is 2.7 

29 cents. This is 0.2/kWh cents less than the estimated market price that is the basis 
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1 for detefmining the CTC. The CTC would therefore be increased by the same 

2 amount for bills rendered for that period or to 1.7 cents per kilowatt-hour. Under 

3 either case the combined total will still be 4.4 cents/kWh. 

4 

5 If the opposite were true and the prevailing market price were to exceed the 

6- ~-.estimated..OTarket .value of generation then the CTC would be decreased. 

7 

s This self balancing process assures that the generation related charges are always 

9 in compliance with the rate cap provisions of the Act. 

10 

11 Q. Have you considered how the Commission would go about reconciling the ITC and 

12 CTC consistent with sections 2808(F) and 2812(B)(5) of the Act, given your variable 

13 CTC methodology? 

14 

is A. Yes. 

16 

17 Q. Why is it necessary and appropriate for the Commission to establish a reconciliation 

is methodology at this time? 

19 

20 A. The Commission in its April 10, 1997 order on periodic adjustment of the CTC and 

21 the ITC stated that "only during the course of the evidentiary hearings can such 

22 matters as the appropriate CTC/ITC calculation and reconciliation methodology be 

23 determined as well as the appropriate format, content and necessary supporting 

24 information associated with the annual CTC reconciliation's and periodic ITC 

25 adjustments." 

26 

27 Q. Please summarize your reconciliation methodology. 

28 

29 A. I propose a reconciliation method which individually reconciles the Competitive 
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1 Transition Costs associated with generation and non-generation related costs. Non-

2 generation costs would only be reconciled based on changes in absolute levels of 

3 recovery caused by variations between forecasted and actual sales. Generation 

4 related costs would also be reconciled for variations in sales but only after an 

5 adjustment is made to the required level of amortization to reflect changes in the 

e --pFevatong market^Drice. -.J .have .also ̂ proposed, as a general rule, deferring 

7 adjustments for over or undercollections to the end of the transition period. 

a 

9 Q. Have you provided "a more detailed description of your proposed reconciliation 

io methodology? 

i i 

12 A. Yes. It is attached as NEV/DMB Exhibit #2. 

13 

14 Q. In your proposal, does it matter whether the sales are billed directly by the EDU or 

15 whether the EDU provided the generation service? 

16 

17 A. No. All customers in a given rate class should pay the same CTC rate(s). 

18 

19 Q. How does this work with a utility like Duquesne Light who is trying to recover its 

20 CTC partially on an energy and partially on demand basis? 

21 

22 A. Non-generation related costs could still be recovered in a fashion similar to 

23 Duquesne Lighfs proposal. As I stated earlier, I have not yet developed an opinion 

24 in the appropriate rate design for this item, nor is it germane to my proposal. All -

25 generation related charges would be recovered on a kWh basis. Actual or imputed 

26 load shapes would assign actual prevailing rates to each customer. Demand 

27 ratchets would be eliminated for these portions of these services as would cross 

28 subsidization for generation. Customers would pay only for the load the actually 

29 placed on the system. 
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1 Q. Would tlie CTC change for all customers or only those receiving full services from 

2 the EDU? 

3 

4 A. The CTC would change for all customers. 

5 

6 Q. -Why-should ihe CTCLchange for all.customers based upon prevailing market prices 

7 for generation? 

8 

9 A. The CTC is a charged being imposed on customers regardless of whether they stay 

10 with the EDU or seek energy services form an alternative supplier. The CTC should 

11 be the same for similar customers who are served by the utility at the prevailing 

12 market rate or by an alternative provider at a market-determined rate. 

13 

14 Q. How does your proposal for establishing a prevailing market price for generation 

is compare with those of Duquesne Light? 

16 

17 A. Although Duquesne Light recognizes that the market should determine the CTC, 

is Duquesne Light's plan does not permit the market to do so. Under Duquesne 

19 Light's plan, the "market price" would be determined by an artificial bidding process 

20 controlled by Duquesne Light's terms, including parameters imposed by Duquesne 

21 Light relating to the amount and duration of energy supply purchased, the minimum 

22 bidding price, and the criteria for selecting the winning bidder. The plan purports to 

23 be market-driven, but it is in fact driven by artificial parameters chosen by Duquesne 

2 4 Light. 

25 

26 As I described earlier, the accurate market price will be readily determined by the 

2 7 power exchange market clearing price for generation, consistent with final governing 

2 8 rules established by the ISO. There already will be a genuine market mechanism 

29 to determine the market price. Duquesne Light has offered no reason why this 
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1 mechanism should be replaced with an artificial bidding process governed by 

2 Duquesne Light. 

3 

4 Moreover, under Duquesne Light's plan, a final determination of the market price 

5 would be deferred until 2003. Duquesne Light has offered no sound basis for 

e -waiting-until. 2003-to. make, this determination when an on-going, self-correcting 

7 gauge of the market price can easily be implemented. There are, however, 

s important reasons for oal waiting until 2003 to make a final market price 

9 determination. First, consumers should not bear the risk of paying a higher CTC 

10 than is appropriate during the intervening five years. Second, the final 

11 determination Duquesne Light proposes would be in a private, presumably closed, 

12 arbitration proceeding, and will therefore prevent the many interested parties to this 

13 proceeding from being heard, including alternative generation suppliers. The 

14 approach I have described above, in contrast, would be self-implementing based 

is on the market, and would not require an adjudication in either a private arbitration 

ie proceeding or any other forum, of what the artificial, so called "market" price should 

17 be. 

18 

is Q. Is your approach consistent with the statute and Commission orders and 

20 regulations? 

21 

22 A. As discussed in more detail above, yes. 

23 

24 Q. Can this approach be used for any utility? 

25 

26 A. Yes. 

27 

28 Q. Will people know the price of electricity before they consume it? 

29 
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1 A. Yes. Customers electing to stay with the EDU for full service would know the price 

2 of generation before it is consumed although there may be shifting between the 

3 subparts of the CTC and generation. 

4 

5 Q. Does the proposed approach guarantee the recovery of allowed stranded costs? 

6 

7 A. Yes, as annually reconciled to reflect actual market conditions. It is, therefore, a 

s FAR more accurate approach than one which is based upon a one time estimate 

9 of market prices. 

10 

i i Q. Do other sections of the statute support the idea of a variable price of generation? 

12 

13 A. Yes. Section 2808(c)(4) provides: 

14 

is "In determining the level of transition or stranded costs that an 

is electric utility may recover through the competitive transition 

17 charge, the Commission shall apply the following principles: 

18 

19 (4) . . . During the transition period, electric utilities shall 

20 have the duty to mitigate generation related transition or 

21 stranded costs to the extent practicable." (emphasis added) 

22 

23 It is apparent that under Section 2808(c)(4), mitigation of stranded costs must 

24 continue throughout the transition period. My proposal makes the mitigation 

25 automatic. That is, if the market price of generation in any period is higher than the 

26 amount used to calculate the stranded cost, the excess revenues will be used 

27 directly to mitigate stranded costs by being applied to reduce the CTC for the 

2 s period. The statute says that utilities "shall have the duty to mitigate stranded costs" 

29 during the transition period "to the extent practicable." My proposal shows how such 
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i mitigation is practicable. 

2 

3 Q. How would securitization work under your proposal? 

4 

5 A. It should be possible to securitize bonds through the ITC plus offsetting revenue 

e -associated .with.the. increased value of generation. These dual revenue sources 

? could both be pledged. 

8 

9 Q. You have developed a detailed approach for unbundling. How should the final 

io tariffs be developed? 

i i 

12 A. I recommend that the Commission direct Duquesne Light to submit tariffs consistent 

13 with this approach and with the Commission's findings. A CTC (which could be split 

14 between generation and non-generation) will need to be provided by Duquesne 

is Light as compliance filing with the Commission's final order. The Commission 

ie should explicitly state for each class of customer the assumed prevailing market 

17 price(s) for generation used in developing its stranded cost findings so that the 

is adjustment mechanism I propose can be followed. A good first step would be to 

19 have Duquesne Light complete the table I have laid out in my Exhibit #2. 

20 

21 PORTABILITY OF TARIFFED BENEFITS 

22 

23 Q. Must tariffed benefits be portable regardless of generation supplier? 

24 

25 A. Yes. Any utility which offers any rate discount must make that same discount 

2 6 available to any customer regardless of their chosen generation supplier. 

27 

28 Q. Why is this important? 

29 
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1 A. First this provides a level playing field. Utilities who offer economic development 

2 discounts, time-of-use discounts, low-income bill discounts, interruptible service 

3 discounts, etc. must make these services and discounts available to all customers, 

4 regardless of generation supplier. Second, failure to do so would be in violation of 

s the Act which calls for rate unbundling for all customers. 

6 

7 BILLING AND THE DEFINITION OF A CUSTOMER 

8 

9 Q. Please summarize your testimony in this area. 

10 

11 A. Many customers have service on multiple meters throughout an EDU's service 

12 territory. These customers are currently discriminated against when compared to 

13 customers with similar loads served through a single meter. I propose that 

14 alternative generation providers be permitted to treat these customers as a single 

is service for purposes of billing for transmission and CTC related charges. 

16 

17 Q. Why did you exclude generation from your earlier response? 

18 

19 A. The price of generation is deregulated and the EDU already has the right to issue 

20 a customer a bill for its generation sen/ices on a consolidated basis. No 

21 Commission action is required. 

22 

23 Q. Why did you exclude distribution charges? 

24 

25 A. This is a conservative proposal. Customers with multiple meters may impose a cost 

26 on the system that is different than a similar load from a single location associated 

27 with the distribution of the service. It is therefore recommended that these specific 

28 charges be billed as they are currently. 

29 
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i Q. How are^transmission and CTC different from the distribution charges? 

2 

3 A. Transmission and CTC related charges should not change with the number of 

4 installations or meters but with the load placed on the system. 

5 

6* Q. -Why dees-defining.axustomer-by.a.meter discriminate against someone who 

7 receives service at multiple meters? 

8 

9 A. I will answer that question with an example. Assume that there is a customer with 

10 a single meter and a load of 2 MW. Assume also that there is someone else with 

11 three meters, ail on the same tariff as the first customer, whose coincidental load 

12 totals to 2 MW but whose non-coincidental load is 2.5 MW. This second customer 

13 places the same type of non-distribution related load on the system but is being 

14 charged more than the first customer. All of these customers are on the same rate 

is schedule and all have the same coincidental peak, but the multi-site customer is 

16 being irrationally discriminated against. 

17 

is Q. In your example, you stated that all of the customers were on the same rate 

19 schedule. Would you make that a pre-condition of your bill consolidation proposal? 

20 

21 A. Yes. For administrative ease, if for no other reason, this consolidation should only 

22 be for customers of record who have multiple meters on the same rate tariff. 

23 

24 Q. How does this issue fit into this debate on competition? 

25 

26 A. Without competition this would not be as germane. Competition brings with it 

27 innovation. More and more customers will be metered such that hourly loads can 

28 be determined, a necessary request for consolidated billing. Competition also 

29 challenges the necessity of demand based billing, particularly if customers are 
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1 paying for the burden they place upon the system virtually on an hourly basis. 

2 Competition also highlights the importance of electric prices in economic 

3 competitiveness. It is no longer acceptable to shrug when the type of blatant 

4 discrimination is pointed out and say that's they best we can do. Yesterday's good 

s enough is no longer adequate. 

7 Q. Specifically, what is your proposal? 

8 

9 A. My proposal is: 

10 

11 1. as testified by others, alternative generation providers should be allowed to 

12 issue bills for all parts of the electric service, including those charged by the 

13 EDU; 

14 2. that an alternative generation provider be allowed to consolidate bills tor 

is customers with multiple meters within a single rate tariff; 

16 

17 3. that the consolidated bill will not have any impact on the distribution charge, 

is with the exception of unbundled services for metering, billing, collections and 

19 information which shall be competitive; and 

20 

21 4. that only through this modification can the Commission prevent undue 

22 competition from occurring between customers with identical loads on the 

23 same rate tariff. 

24 

25 Q. Does this conclude your testimony at this time? 

26 

27 A. Yes. 
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RECONCILIATION OF THE CTC 

The Commission finds that the base stranded cost recoverable through the Competitive 
Transition Charge (CTC) is $ - . Of this amount $ is not 
generation related and $ is generation related. 

Theigeneration^related.-partion.js-.based.-uporv jn.part,.-estimated.levelized..value..of 
generation of $O.Oxxx cents per kWh. 

The base Competitive Transition Charge is as set forth in each individual rate schedule. 
The CTC has been divided .into non-generation and generation related components. 

The CTC is designed to produce the listed amortization schedule for stranded costs, 
divided into non-generation and generation related costs. 

COMPETITIVE TRANSITION COSTS 
BASE ANNUAL AMORTIZATION SCHEDULE 

Year Total to be 
Amortized 

Non-generation 
Related Costs 

Generation 
Related Costs 

Projected 
Sales 

1999 

2000 

2001 

2002 

2003 
• 

2004 

2005 

The CTC shall be reconciled annually consistent with section 1307(e) of 66 Pa. C.S.A. 
Reconciliation of over or under collections shall be collected by extending or shortening the 
CTC period, except as otherwise ordered by the Commission. 
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Non-generationTelated CTC shall be adjusted based upon the following formula. 

Nongen a c t - Nongen a m o f t = E n o n g c n 

where: 

Nongen a a is the actual amount collected from all classes of customers during a year for 
non-generation related competitive transition charges; 

Nongen a m 0 l 1 is the amortization schedule for the same year for non-generation related 
competitive transition charges as shown in the schedule; and 

Enongen is the over or under collections associated with non-generation related stranded 
costs based upon the difference between the amortization schedule and actual collections. 

This process shall be repeated annually throughout the amortization period until the total 
amount for non-generation related stranded costs, as shown in the table above, is 
collected. 

Note: this methodology only produces over or undercollections of non-generation related 
CTC when projected sales vary from actual sales. 

There shall be two types of adjustments made for generation related CTC: 

an adjustment to the amortization schedule based upon differences between the 
base generation related CTC and the CTC based on the actual market value 
generation, and 

an adjustment for the anticipated versus actual level of collection (similar to the 
adjustment for non-generation related CTC). 

The first step is to adjust the amortization schedule for the year being reconciled. This 
shall be done according to the following formula. 

( C T C m a r i ( 0 t X SALESpnjjecfcJ - (CTCuaga x SALESp^ec,^) = E a m o r t 

where: 

CTCm a f k a t is the adjusted CTC charged to each class of customer to reflect the change in 
the value of generation from that used in the calculation of the base CTC. It is determined 
for each class of customer by the formula: 

CTCm a* e t = C T C ^ - (GENVALUE^ - GENVALUE b aJ 
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where: * 

GENVALUEactuai is weighted average of the actual prevailing market price for 
generation as established in each tariff; and 

GENVALUE^ is the estimated weighted average market price of generation used 
to in establishing stranded costs and the related base CTC, embedded in the tariff 
for each class of service. 

CTC b a s e is the weighted average CTC based upon projected market prices and value of 
generation and included in the tariff for each class of service. 

SALESprojeced is the number of kWh used to determine the amortization schedule as listed 
in the table above. 

E a m o r t is the adjustment that is made to the amortization schedule for generation related 
CTC to reflect the change in market conditions. This changes the total dollars which need 
to be collected through this portion of the CTC over the transition period. 

Weighting is based upon projected kWh sales for each ciass of service. 

After the amortization schedule has been adjusted for the prevailing market price for the 
period, the second step is to adjust the generation related CTC for actual level of collection 
according to the following formula. 

Gen a c t - Gen a m o r t a d j = E 9 e n 

where: 

Gen a c t is the actual amount collected from all classes of customers during a year for 
generation related competitive transition charges; 

Gen a n i 0 f t a d j is the amortization schedule adjusted for the change in the market value of 
generation for the same year for generation related competitive transition charges as 
shown in the schedule and as adjusted; and 

E g e n is the over or under collections associated with generation related stranded costs 
based upon the difference between the amortization schedule and actual collections. 

This process shall be repeated annually throughout the amortization period until the total 
amount for non-generation related stranded costs, as shown in the table above, is 
collected. 
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0 # 
i Ql Please state your name and business address. 

" 2 

3 Al My name is Nancy I. Day and my business address is as follows: 

4 

s New Energy Ventures, Inc. 

6 •iflOa.WUsbice-Boulevard. Suite 500 . .. _ 

7 Los Angeles, CA 90017. 

8 

9 Q2 By whom are your employed and in what capacity? 

10 

11 A2 I am employed by New Energy Ventures, Inc. My job title is Vice President, 

12 Customer Services. I am responsible for defining the critical elements necessary 

13 to deliver competitive services to energy customers. In addition, I am 

14 responsible for the legislative and regulatory advocacy of policies and programs 

is essential to build viable competitive energy markets. My resume is attached as 

ie Exhibit NEV/NID#1. 

17 

is Q3 Please describe your background and experience in the energy services 

19 industry. 

20 

21 A3 From 1968 to 1995 I was employed by Southern California Gas Company, the 

22 nation's largest natural gas distribution utility. From 1990-94 I served as Vice 

23 President of Regulatory Affairs. In that capacity I was the senior officer 

24 responsible for developing and executing regulatory strategies. I directed a staff 

25 of 30 professionals responsible for obtaining the required regulatory 

26 authorizations needed to run the business. I led the company's regulatory 

27 initiatives related to the transition to competitive choice for the provision of 

28 natural gas. 

29 



i Q4 What is Ihe nature of your testimony in this proceeding? 

2 

3 A4 My testimony focuses on the role unbundling of distribution services plays in the 

4 formation of competitive energy markets. I will address the essential 

5 components of distribution service unbundling. Finally, I will discuss my 

e experlerfce'lfrtTie UfeifciyulaliUM of Oariiforrria^-natural goc»att€^eJecfr4o«6efvices 

7 industries to the extent they pertain to the issue of service unbundling. 

8 

9 Q5 Why is distribution service unbundling an essential element of the restructured 

io energy services market? 

i i 

12 A5 The simple answer is profitability. Without the unbundling and competitive 

13 provision of distribution sen/ices new market entrants will eventually be starved 

14 out of the market. This will be the inevitable result when the margins on the sale 

is of electricity are too small to support the new market entrant's service delivery 

ie overheads. In contrast, the utility sen/ice providers' costs for provision of these 

i? overheads are imbedded in the utility's distribution revenue requirement and the 

is utility does not have to compete for the delivery of those services. This creates 

19 an improper and unfair advantage for the utility and if corrective action is not 

20 taken will result in the demise of customers' competitive alternatives. 

21 

22 Over time, the primary benefits from electric industry restructuring will come, not 

23 from commodity cost savings, but from changes at the customer's premises. 

24 The provision of these value added sen/ices is key to establishing sustainable 

25 business relationships with customers. Moreover, the types of services 

26 customers want and are willing to pay for are highly competitive, not monopoly 

27 sen/ices. 

28 



1 For exafnple, from a wide array of competitive options customers want to select 

2 those options whose value equals or exceeds their cost. If the utilities package 

3 of sen/ices do not meet the customers needs yet the costs remain bundled the 

4 customer must pay twice, once to the utility for valueless services and once to 

s the energy service provider for the customized package of customer-selected 

"s "services. ., •.,• , 

7 

8 A simple example illustrates this point. Customer "Big" has many facilities 

9 located throughout the State. Historically this customer was served by 3 different 

10 utilities all of whom billed for each meter served. Each utilities' billing format and 

11 rate characteristics were different. Customer "Big" employed a small staff to 

12 aggregate the utility charges by business unit and review them for accuracy. As 

13 part of his new bundle of energy services Customer "Big" wants an aggregated 

14 electricity bill, including both utility and energy service charges, subtotaled by 

is business unit and provided on-line through the internet. Why should this 

is customer have to pay for the utilities to continue to send him useless 

17 information? 

18 

19 Q6 What services and costs should be unbundled? 

20 

21 A6 My recommendations are based on the cost and service format applied to 

22 California utilities and I recommend the Pennsylvania Commission evaluate 

23 these recommendations in the context of Pennsylvania's facts. 

24 

25 The cost elements that represent a minimum level of unbundling are: 

26 

27 1. Meters and meter reading 

28 2. Billing and collections (including data processing costs) 

29 3. Customer Service 



1 Commodity Procurement, scheduling, balancing, risk management 

2 and sales. 

3 5. Uncollectible Expense 

4 6. Working Cash Allowance 

5 

6 0 7 ' What fliinhe^Tffomia'Putolitrtttffit^ -

7 unbundling distribution services? 

8 

9 A7 In D. 97-05-037 the California Public Utilities Commission ordered the following: 

10 

i i Billing 

12 

13 1. Customers may choose from three billing options as follows: utility and the 

14 new Energy Service Provider (ESP) provide separate bills, the utility 

is consolidates bills for itself and the ESP, or the ESP consolidates bills for 

ie itself and the utility. 

17 

is 2. ESPs who provide consolidated billing for the utility are responsible for 

19 payment of the billed amounts to the utility regardless of their ability to 

20 collect from their customers. 

21 

22 3. Utilities may impose reasonable creditworthiness requirements on ESPs 

23 who provide consolidated billing. These requirements are to be the same 

24 as those required of a similarly sized and situated customer. 

25 

26 4. ESPs who provide consolidated billing must describe the utilities' charges 

27 on their bills in a manner consistent with the bill reporting standards the 

28 CPUC sets for the utilities. 

29 



i Meters and Meter Reading 

2 

3 1. Utilities who wish to employ Automated Meter Reading (AMR) (or any 

4 other type of advanced metering system) technology throughout their 

s service territories may do so subject to the foilowing conditions: 

7 • utility customers will have the choice of deciding whether they want 

s to use the real-time metering capability offered by the technology 

9 

10 • only customers electing to use the real-time pricing capability of 

11 AMR will be required to pay for the costs of that technology 

12 

13 • utility shareholders will be at risk for the full recovery of the 

14 technology's costs 

15 

16 • at the same time, the utility installing AMR would not be required to 

17 lower its revenue requirement associated with metering as a results 

is of cost savings achieved from adopting the technology 

19 

20 • balances risk and reward between ratepayers and shareholders 

21 

22 • a utility deciding to adopt AMR would provide the Commission with 

23 a deployment plan showing how the technology would be 

24 geographically deployed and on what timetable. 

25 

26 2. ESPs may install their own meters and must agree to share the metered 

27 information with the utility. The ESP and the utility will enter into a service 

2 8 agreement specifying the nature of the information to be collected, the 

29 means for sharing data, and a reasonable approach for ensuring that the 



1 rfletertng equipment is installed, calibrated and maintained properly, The 

2 Commission will establish minimum standards governing open 

3 architecture for meters and communication. 

4 

s • large customers may use ESP meters beginning 1-1-98 

e • ' * ' sn idti-cubtui i m sitess-than 20-kitewatts)-may -aGe E-SP-weters 

? beginning 1-1-99. 

8 

9 The Commission delayed installation of ESP meters for small customers 

10 by one year to "encourage a more studied movement through the various 

11 steps that must precede such a new commercial offering." (D. 97-05-039, 

12 pg. 17.) 

13 

14 

is Cost Separation 

16 

17 The Commission concluded that customers should not pay for costs that are not 

is incurred and directed that utilities separately identify the net cost savings 

19 resulting from a customer's election to receive certain revenue cycle services 

20 from another service provider and to reduce distribution charges where 

21 appropriate. 

22 

23 

24 Other Services 

25 

26 In addition to billing, metering and meter reading, the Commission found there 

27 are other costs related to customer service inquiries and uncollectibles that are 

28 "logically related to revenue cycle services." (D. 9705-039, pg. 18.) The 

29 Commission directed the utilities to identify the net customer service inquiry 



1 savingslo be used to reduce customer charges in those situations where an 

2 energy supplier chooses to handle customer service inquiries. In response to 

3 the concerns expressed by one party, the Commission directed all parties to 

4 evaluate whether a universal uncollectibles pool should be established to 

s motivate ESPs to serve customers who pose a higher credit risk. 

7 Q8 The issue of distribution service unbundling was hotly contested in California, 

s Why do you think the California Public Utilities Commission ordered unbundling? 

9 

10 A8 In the California Commission's decision on unbundling (D. 97-05-039) 

11 Commissioner Jesse J. Knight, Jr. wrote as follows: 

12 

13 "Unbundling bottleneck facilities has played a key component in regulation of the 

14 telecommunications industry and was an important part of the Commission's 

is efforts to ensure that full and fair markets properly develop. Access to bottleneck 

ie facilities and the unbundling of potentially competitive services allows greater 

17 innovation in services, a more customer focused marketplace and an important 

is check on the ability of the dominant provider to leverage market power into 

19 adjacent markets. This decision takes this important lesson and applies it to the 

20 revenue cycle sen/ices of the electric industry." 

21 

22 Based on my active involvement in this proceeding and knowledge of the natural 

23 gas market in California I believe the Commission recognized that without 

24 revenue cycle service unbundling the competitive market in California would not 

25 flourish. 

26 

27 In 1991 when the California Commission opened the natural gas market to 

28 competitive choice they failed to unbundle services for residential and 

29 commercial customers (so-called Core Customers). As a result, the core natural 

8 



# • 

1 gas aggTegation program never achieved significant market penetration and over 

2 the years participation of marketers has declined from a high of 12 to 3 or 4 

3 remaining today. Once the margins on natural gas purchases from marketers 

4 fell to +/-5%, the marketers' profit margins fell to unacceptably low levels. 

5 

6 ATtl luuyh i idlui dl yab i nai keteis and aggregator»wefe'QHowod'tO'fufni6h4he ••:- ^ 

7 . customer a consolidated bill, the customer received no credit for this cost from 

s the utility. Moreover, the utility maintained control of the meter and the natural 

9 gas ESP had to delay his billing until he received the data from the utility. 

10 Utilities refused to provide the data to the customer in computer readable form 

11 and the ESP had to re-data enter the information to produce customers' bills. All 

12 of these hurdles resulted in additional costs for providing the services with no 

13 offsetting credits. 

14 

is Q9 Does this conclude your testimony? 

16 

i? A9 Yes. 



fVANCYI. D A Y 

CAREER SUMMARY 

Senior executive with extensive experience maaagmg large line and staff organizations through profound 
business, regulatory and market changes. Managed regional utility operations and facilities with a focus 
on improving cost effectiveness and customer service. Led regulatory initiatives during a period of 
deregulation. Built coalitions and successfully developed consensus solutions to business and regulatory 
issues. Results-oriented, team-based leader with «pertise.in the following:,. 

Regulatory Affairs Governmental Affairs Administrative Law 
Facilities Management Customer Service Materials Management 
Purchasing Risk Management Labor/Management Relations 

A CCOMPLISHMENTS 

New Energy Ventures, Inc-, Pasadena, CA 1995-Present 
The nation's first Energy Agent, representing buyers in competitive electricity and natural gas markets. 

Vice President -Customer Services (1995-Present) 
Develop competitively bid portfolios of electricity and natural gas for NEV clients, direct the provision of an 
array of customer seivices including portfolio management, billing, management reports, regulatory analysis 
and advocacy. 

Southern California Gas Company, Los Angeles, CA 1968-1995 
The nation's largest natural gas distribution company serving almost 5 million customers. Annual revenues of 
S3 billion. 

Vice President, Regulatoxy Affairs (1990-1995) 
Senior officer responsible for developing and executing regulatory strategies, directing regulatory proceedings 
and maintaining effective agency contacts and relationships. Managed the staff of 30 professionals responsible 
for obtaining required regulatory authorizations from the California Public Utilities Commission (CPUC), the 
California Energy Commission (CEQ and the Federal Energy Regulatory Commission. Testified before the 
California Legislature and presented oral arguments before the CPUC and the CEC. 

» Led the reguiamry initiatives thai resulted in the landmark CPUC cost allocation decision to eliminate 
decades of cross-subsidies between customer classes. 

• Directed the company's response to a CPUC-ordered management audit. This comprehensive audir 
examined every aspect of company operations over a 5-year period and resulted in no adverse findings. 

• Implemented aggressive settlement strategies that successfully reduced litigation costs, reguL-tory delays 
and obtained the desired business results. 

• Reduced the department*s operating budget by 35% over 4 years. 

Nancy I. Day 
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Page Two 

Division MaJiager (1988-1990) 

Senior operations manager responsible for the provision of natural gas and related services to 570 000 
customers in the South Coastal Division. Managed over 700 employees and S6(H million budget related to the 
following: installation and maintenance of distribution pipelines and associated metering facilities, meter 
reading, telephone call center, bill reconciliation, collection, in-home appliance maintenance and repair, and 
public/government affairs. 

• Refocused employee attindon away from interna] cnmpany processes to delivery nf cu^mer-garicfa^r^n 
Customer complaints reduced by 38%. 

• Dramatically improved labor/management relations and employee morale. Reduced grievances by 60% and 
improved employee safety by 22%. 

• Instituted the first 12-hour telephone, call center operation to improve customer service. 
• Merged two divisions into one and consolidated the operation in a new headquarters. 

• Revamped market research to obtain better information from our customers regarding customer satisfaction. 

Manager of Material Services (1986-1988) 

Managed the provision of centralized contracting (SI50 million), purchasing (S120 million), warehousing, 
material distribution and inventory control services. Established functional policy for decentralized purchasing, 
contracting, and material management. Also managed the specialized fabrication and repair shops and the 
investment recovery operation. 

• Lowered material delivery costs by 12%. 
• Transformed a salvage sales operation into a profitable investment recovery operation and recycling 

program. Generated S 1.5 million additional revenue per year. 
• Redesigned the material distribution system to eliminate 60 local storerooms. 

Manager of Risk Management and Claims (1985-1986) 
Managed the placement of insurance, covering all aspects of the company's operations and assets, and the 
negotiation, settlement and litigation of claims against the company for property damage and personal injury. 

• Completed the first comprehensive review of company loss control programs and recommended the strategy 
for mcxeasing employee and public safety while reducing costs by as much as 30%. 

• Instituted an aggressive contact program to achieve timely and low cost resolution of claims against the 
company. 

Manager of Headquarters Services (1983-1985) 
Managed the operation and maintenance of over 1 million square feet of office space in 5 different locations. 
Responsibilities included the following building occupant services: communications, reprographics, janitorial, 
mad and messenger, automotive maintenance, craft shops, archives, cafeterias, and navel. 

• Created an in-house travel agency to earn commissions on all travel services. Offset costs by $100,000. 
• Insrituted a second shift in the reprographics operations to improve cost efficiency. Productivity increased 

by 26%. 
• Instituted a cost planning and control system. 
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EDUCATION & PROFESSIONAL ACTIVITIES 

Harvard University, Graduate School of Business Administration -
Advanced Management Program 

University of Redlands - B.S. Business Administration 
U n W r s i t y nf i S ™ 1 * ^ " 1 r a ^ f n r w i * . . C*Ttiiii*nt*. of Managtuwrit FfT»f rivfcaess .. 

Chairperson, Southern California Regional Purchasing Council 
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1440 New York Avenue NW 
Washington DC 20005 
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(Duquesne Light Company) 

Stephen J. Baron 
J. Kennedy and Associates, Inc. 
Suite 475 
35 Glenlake Parkway 
Atlanta, GA 30328 
(770) 395-1288 
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(Duquesne Industrial Intervenors) 

Karen Oill Moury, Esquire 
Office of Small Business Advocate 
Suite 1102 
300 North 2nd Street 
Harrisburg, PA 17101 
(717) 783-2525 
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Allegheny County Law Department 
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Secretary 
Pennsylvania Public Utility Commission 
Post Office'3265 
Harrisburg, PA 17105-3265 

RE: Duquesne Light Company 
Restructuring Plan Filing 
Docket No. R-00974104 

Dear Secretary: 
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Enclosed please find an original and fifteen (15) copies of the pre-filed direct testimony, 
John Wilson, Statement No. 1 and Craig R. Kuennen, Statement No. 2 on behalf of the 
Community Action Association of Pennsylvania for filing in the above docketed matter. 

We have requested a waiver of the requirements to be represented by an attorney in order 
to intervene in the restructuring cases and we are waiting a decision. The Community 
Action Association of Pennsylvania is a non-profit organization serving the low income. 
The majority of our financial support is from government contracts, and these funds are 
generally restricted to specific, well-defined services. In addition, retaining an attorney 
would be cost prohibitive. At this point, we have explored all available resources to 
secure representation, these include pro bono services, grants and legal services 
representation. In our judgement it is the expert testimony regarding low income issues 
and related demographics of need that are important to the record in these cases, not the 
legal representation. 

Our mission as an organization, advocating on behalf of low income Penn sylvan ians, 
compels us to be an active party in the Restructuring cases, however, our resources 
cannot accommodate the financial burden that legal representation would present. 

Thank you for your consideration. If you have any questions, please contact me at 
(717)233-1075. 

rOLDER 

cc: Chairman John Quain 
Vice-Chairman Bloom 
Commissioner Brownell 
Commissioner John Hanger 
Commissioner David Rolka 
Otto Hoffman 

COMMUNITY ACTION ASSOCIATION OF PENNSYLVANIA 

222 Pine Street • Harrisburg, PA 17101 
(717)233-1075 4 Fax: (717) 232-1014 
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1 I. INTRODUCTION 

2 Q: Please state your name, title, and business address. 

3 A: Mv name is John A. Wilson. Executive Director. Community Action Association of 

4 Pennsylvania. 222 Pine Street, Harrisburg. PA 17101. 

5 

6 Q: On whose behalf are you testifying? 

7 A; The Community Action Association of Pennsylvania (CAAP). a statewide association of 

8 local Community Action Agencies in Pennsylvania. 

9 

10 Q: What is your relevant experience in this case before the Commission? 

11 A: GAAP's membership covers each of the counties in DQE:s service territory. CAAP has been 

12 incorporated 20 years and. as an integral part of its mission, has advocated for the low-

13 income population of Pennsylvania. 1 have been the Executive Director of this agency for 

14 4 years. Prior to this. I was Executive Directory of the Community Action Program 

15 Southwest for 14 years, serving Washington and Greene Counties. On a statewide level, 1 

16 serve on the Department of Public Welfare Homeless Advisory Council, LIHEAP Advisory 

17 Council, and the Community Service Block Grant Task Force. I also serve on several other 

18 local and National Boards in similar capacities. 

19 

20 Q: How have you organized yourtestimony addressing issues that affect iow income households 

21 in DQE:s proposed restructuring filing? 



1 A: In Section II. I provide a summary of my testimony. In Section HI. I outline the low income 

2 need vis a vis electric industry restructuring in general and DQB's service territory in 

3 particular. In Section IV. I offer criticism and analysis of DQE's proposed Universal 

4 Service and Energy Conservation Program. Finally, in Section V. I offer recommendations 

5 for improving DQE's proposed Universal Service and Energy Conservation Program in light 

6 of my criticisms and analysis 

7 

8 II. SUMMARY 

9 Q: Please summarize your testimony? 

10 A: My testimony will establish: 

11 1) That the level of low income need for universal service and energy conservation 

12 programs will be higher, at least during the transition years, than those historically 

13 provided for under the regulated monopoly system; 

14 2) That DQE's universal service and energy conservation program is inadequately 

15 funded with respect to the level of low income need in its service territory; and 

16 3) That the proposed recommendations offered at the end should be adopted. 

17 

18 III. THE NEED 

19 Q: What are your concerns about electric industry restructuring vis a vis low income 

20 households? 

21 A: Low income customers are not likely to share in the benefits of a restructured industry. In 

22 fact, they may be substantially harmed by it unless strong and meaningful programs and 
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1 policies are put into place to protect them. Low income customers are perhaps the most 

2 captive of customers. As such, their ability to exercise choice in generation as the industry 

3 restructures will be less that other residential customers. 

4 Additionally, low income households have virtually no discretionary income for 

5 investments in efficiency measures and carry higher risk with respect to arrearages, which 

6 makes them even less attractive to potential aggregators. This leaves them especially 

7 vulnerable as costs begin to shift from larger customers to smaller ones. In essence, the low 

8 income, seniors, minorities, rural and other at risk customer groups may suffer from neglect 

9 and redlining by providers because they pose more difficulties in being served. 

10 Finally, we must remember that low-income households are generally less educated 

11 and informed about energy use than typical customers. This situation reduces their ability 

12 to take advantage of what benefits may fall their way. Since the pursuit of adequate food and 

13 clothing, employment, and mere housing itself are of paramount importance to these people. 

14 it is unlikely they will become informed or take advantage of a market-based decision 

15 making. 

16 

17 Q: What are some relevant demographics about DQE's household population? 

18 A: According to DQE Witness Hoffmann, DQE defines a low income household as ones that 

19 is at or below 150% of the Federal poverty guidelines (Exhibit . JAW-1). and estimates 

20 52,538 of its 552,574 households are in this category. (Exhibit , JAW-2). Further. 

21 Witness Hoffmann states that 55,538 of its identified low income households are payment 

22 troubled, and that 33,802 are "delinquent3' payment troubled. (Exhibit . JAW-2. As 

-3-



1 CAAP Witness Kuennen points out. an analysis of U.S. Census data for DQF/s service 

2 territory suggests that DQE has nearly 104.057 households at or below 150% Federal poverty 

3 guidelines in its service territory (PCuennen. page ***). 

4 

5 Q: What are the special circumstances these low income households face? 

6 A: Low income households pay the highest percentage of their income for energy costs 

7 compared to other income groups and are the most vulnerable and at risk to change in a 

8 competitive market. They live in society's worst case housing stock, are most at risk to 

9 hypothermia and indoor air quality problems. Coupled with an array of other financial 

10 burdens (cost of child care, lack of affordable housing, lack of living wage jobs, cutbacks 

11 in federal assistance of most kinds, etc.) they are increasingly moving closer to homelessness. 

12 Often, the affordability of a utility bill can mean the difference of eating, a medical 

13 prescription, having a roof over their heads or living in a car, or worse. Federal energy 

14 assistance and wealherization have been cut over 50% since peak funding in 1984 and over 

!5 40% in the past few years alone. When calculating the average take home pay of a low 

i 6 income head of household and deducting basic living expenses such as housing (often 10% 

! 7 of their income), childcare, and food, low income households are in financial crisis before 

8 even looking at the cost of utilities, clothing, transportation, and other basic needs. 

9 
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IV. 

Q: 

A: 

V. 

Q: 

THE RESPONSE 

Can you summarize the basic elements of DQE's Universal Service and Energy Conservation 

plan as proposed in this filing? 

Yes. The essential elements of DQE's Universal Service and Energy Conservation plan are 

presented in DQE Statement No.6. DQE plans on maintaining funding at existing levels 

(Exhibit , JAW-3). DQE Witness Hoffman's response to Filing Requirement RP-P-1 

provides 1995 and 1996 funding, while Filing Requirement RP-P-3 provides proposed 

funding levels (Exhibit . JAW-4, Exhibit . JAW-5). These elements include the 

following programs, participation, and funding levels: 

Universal Service and Energy Conservation Program 

Policv. Activity, and Service 1996 Participation 1996 Spending 

Smart Comfort 700 $700,000 

Pilot Customer Assistance Program, 
(excluding write-offs) 

1,600 $500,000 

CARES 4,500 $130,000 

Hardship Funds-Administration N/A $65,000 

Gatekeeper Programs N/A $1,477 

Low- Income Collection Costs. 
Write-offs, and Late Payment 
Forsiveness 

N/A $12,700,000 

Consumer Credit Counseling N/A $12,670 

LIHEAP Promotion N/A $67,890 

Proeram Total $"14,275,408 

CRITIQUE AND ANALYSIS. 

In your opinion, is DQE's Universal Service and Energy Conservation Program as outlined 

in its restructuring plan filing "appropriately funded and available" as required by §2804(9) 

of the Customer Choice Act, and defined in the Commission's Final Order? 
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1 A: No. Though DQE's proposed Universal Service and Energy Conservation Program includes 

2 the recommend elements outlined in the Customer Choice Act and the Commission's Final 

3 Order, it is deficient in terms of participation and funding levels for L1URP and CAP. As 

4 such, it does not meet the requirements of the act. 

5 In 1996. DQE spent $788,460 on LIURP. (Exhibit JAW-4). In its proposed 

6 LIURP, DQE plans to spend an amount approximately equal to its 1996 budget of $700,000. 

7 (Exhibit , .JAW-6). DQE does not provide an estimate of remaining LIURP need in terms 

8 of total participation and funding needs, but suggests that these figures will be provided alter 

9 completion of its proposed universal service and energy conservation program study due on 

10 November 1, 1997. (Exhibit , JAW-6). As CAAP Witness Kuennen has testified, these 

11 figures could be as high as 98.729 participants with total funding needs of $112,520,948 

12 based on prior completions and assuming that 40% the estimated 150% of Federal poverty 

13 guideline households in DQE's service territory are eligible for services. 

14 With respect to CAP, though DQE "conservatively" estimates that as many as 7,000 

15 of its low income households may be eligible (Exhibit , JAW-6), DQE plans keeping 

16 CAP participation and funding at the 1996 levels of 1,600 participants, but does not provide 

17 a clear estimate of annual program costs. Witness Hoffmann states thai programs costs, 

18 excluding write-off will be $500,000. CAAP Witness Kuennen estimates total costs, 

19 including write-offs at $1,237,744 (=1,600*$773.59). 

20 Based on DQE's identified iow income "delinquent" payment troubled customers, 

21 these figures are far below what will be needed to ensure low income households affordable 

22 rates in the coming years. As CAAP Witness Kuennen has testified, assuming a conservative 
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1 40% of DQE's 33.803 identified low income "delinquent" payment troubled customers apply 

2 and are eligible. DQE should be proposing CAP participation of approximately 13.521 

3 (-33,803*40%) households annually, and annually funding of around $10,459,556 

4 (=13.521*$773.59). 

5 Based on my experience working with low income households, CAAP Witness 

6 Kuenneif s LIURP and CAP figures appear to be more appropriate given the Commission's 

7 Final Order requirement that universal service and energy conservation program funding and 

8 participation be established according to a needs assessment while taking into consideration 

9 other requirements of the Customer Choice Act. 

10 

11 Q: Are there any other areas of specific concern which you would like to address? 

12 A: Yes. I would like to say a couple of things about consumer education and program provider 

13 training. Effective consumer education will be vital to the success of restructuring, and it 

14 will be particularly low income household participation. Low income consumers will need 

15 programs designed to meet their specific need. DQE should fund these programs and 

16 provide them through the same agencies that provide existing low income energy services. 

17 Distribution through the network of independent low income assistance agencies is necessary 

18 to ensure that low income, handicapped and elderly customers have the knowledge and tools 

19 needed to objectively evaluate information presented and make informed "choices, as well as 

20 their rights. 

21 
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1 VI. RECOMMENDATIONS 

2 Q: Do you have any recommendations to make to the Commission regarding this proceeding? 

3 A: Yes. They are as follows: 

4 

5 • Universal Service and Energy Conservation Program Eligibility—In general, all 

6 DQE Universal Service and Energy Conservation programs should be available to 

7 aH of its electric customers with household incomes at or below 150% of the federal 

8 poverty guidelines. Though the Public Utility Commission may deem it necessary 

9 to include other non-income eligibility criteria in making eligibility determinations. 

10 I would caution the Commission to keep non-income criteria to a minimum; 

11 

12 • CAP Expenditure Levels—minimally, CAP funding should be ramped up to $ 10.5 

13 million by 1999. This would place CAP funding at an amount approximately equal 

14 to 0.88%) of 1996 total gross operating revenues of SKI 82.879.406 and would ensure 

15 that this program is "appropriately funded" as required by §2804 (9) of the Act; 

16 

17 • LIURP Expenditure Levels—minimally, LIURP funding should be ramped up to 

18 S4.5 million annually by 1999. This would place LIURP funding at an amount equal 

19 to 0.38% of 1996 gross operating revenues of $ 1,182:879,406 and would ensure that 

20 this program is "appropriately funded" as required by §2804 (9) of the Act. Funding 

21 should continue at this level through at least 2008. Additionally, DQE should be 



1 required to spend its entire budget within the budget year. Any funds not spent 

2 during any budget year should be added to the next years budget; 

3 • Electric Competition Consumer Information and Customer Assistance—DQE 

4 should be required to create a low income education program that would be delivered 

5 through its existing network of low income assistance organizations within its service 

6 territory. Initially, this program should be funded at $ 150.000 per year for renewal 

7 upon positive evaluation; 

8 

9 • Training & technical assistance (T&TA)—DQE should establish a $50,000 annual 

10 budget for T&TA to be used to provide up to date training and technical assistance 

11 for its network of service providers; and 

12 

13 • Research and Development (R&D)—DQE should establish a $100,000 annual 

14 budget to fund a central research and development program to seek out new 

15 techniques, evaluate national trends, etc., and to support semi-annual meetings of its 

16 Universal Services and Conservation Providers to facilitate the exchange of ideas. 

17 

18 Q: Does this conclude your testimony? 

19 A: Yes. 
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# E x h i b i t , Jaw-1 
Item No: W P-5 
Witness: Frank Hoffmann 

Patje 1 of 1 

DUQUESNE LIGHT COMPANY 

P. General Description of Utility Operations 

5. Identify all criteria used by the company to categorize customers as low income 
customers. State the collection costs for the base year 1996 associated with handling 
low income customer accounts, including administrative expenses associated with 
termination activity (10-day termination notice, personal contact. 48-hour notice, 
actual termination of service, post termination and restoration costs, negotiating 
payment arrangement requests, budget counseling, handling formal and informal 
complaints, securing and maintaining deposits, tracking delinquent accounts, 
collection agency expenses, litigation expenses, dunning expenses and winter survey 
expenses. 

Response: 

The criteria used by the Company to categorize customers as low income customers is 
based on household income level and family size. Duquesne Light uses the same income 
guidelines which the Pennsylvania Department of Welfare uses to administer the Low Income 
Home Energy Assistance Program. Duquesne Light considers a customer's household low 
income when the household income is at or less than 150% of the poverty level. 

Duquesne has approximately 80%> of the collection operation working with active 
delinquent residential customers. The other 20% is attributable to commercial and final 
accounts. Of the active delinquent residential customers approximately 60% of the credit and 
collection activities are associated with low income customers. Based on this, it is estimated 
that Duquesne expends $5 million handling low income customer accounts, including 
administrative expenses associated with termination activity. This is in addition to the 
waiving of late payment charges and write-offs. 



—^ Exhibi t : , Jaw-2 

A Item No: f P P-7 
Witness: Frank Hoffmann 

Paue 1 of 1 

DUQUESNE LIGHT COMPANY 

P. General Description of Utility Operations 

7. State how many residential service customers were served in 1996, the number of 
residential customers known to be low income customers, and total estimated low 
income customers below the company's definition of low income customers. State 
how many residential customers are payment troubled customers, how many payment 
troubled customers are low income customers and how does the company define 
"payment troubled"? How many low income customers are known to be payment 
troubled customers, and what is the estimate of the total number of low income, 
payment troubled customers? 

Response: 

Duquesne Light served 522,574 residential customers in 1996. 

Duquesne Light believes that 52,538 customers are low income based on Duquesne 
Light's definition of low income. 

The number of potential low income customers in Duquesne Lighfs service territory is 
based on Allegheny and Beaver County information. Their information lists 141,113 
households at or below 150% of the federal poverty level. Not all of these households are 
customers of Duquesne Light. Many are provided electricity through mastered meters. 

• Duquesne Light had 114,724 payment troubled customers in December 1996 of which 
73,878 were more than 30 days delinquent. 

Duquesne Light defines "payment troubled" as a customer who owes the Company an 
amount > $25.00 and has not paid beyond 45 days past the due date of the bill. This 
definition is different than "residential account in arrears". • 
Duquesne Light had 33,802 delinquent low income payment troubled customers in 
December 1996. 

* 
- In December of 1996, Duquesne Light had 52,538 low income customers who were 

identified as being payment troubled through the collection process. Not all of them were 
delinquent in December 1996. 



Exhibit , Jaw-3 
^ Item No: £ P-2 

Witness: Frank Hoffmann 

Page 1 of 1 

DUQUESNE LIGHT COMPANY 

P. Customer Service, Education and Conservation Programs 

2. Regarding the provisions of 66 Pa.C.S. §2804 (9) and (15). state how the 
company intends to continue its universal service and energy conservation 
activities, which programs it intends to continue, how it will fund such 
programs., whether it commits itself to fully expend such funds, whether it 
intends to establish new programs or enlarge, reduce or eliminate existing 
programs, how it will determine the effectiveness of programs, how it 
intends to determine funding levels for each program and for its overall 
universal service and energy conservation efforts. 

Response: 

Duquesne Light Company will continue its current universal service and energy 
conservation activities' including its pilot Customer Assistance Program. Smart Comfort (its 
low-income usage reduction program), CARES, funding for the Dollar Energy Fund, and 
Gatekeeper. We intend, however, to view these and other initiatives as an array of resources, 
not as separate programs, which will be made available to low-income payment-troubled 
customers to enable them to maintain electric service while maximizing revenue to the 
Company. 

We will continue to fund these activities at current levels until such time as we conduct 
an analysis to identify the universe of need and determine which activities are cost-effective 
and of benefit to all stakeholders including all customers, participants, and shareholders. 
When programs demonstrate their effectiveness to meet the needs of all stakeholders, we will 
review our funding decisions. 

We are committed to prudently and effectively expending those funds committed to 
these activities. When programs work we will continue them. When they don't, we will seek 
to modify or eliminate them. Alternately, we will develop initiatives to assist low-income 
payment-troubled customers to assume responsibility for and control over their usage while 
cost-effectively benefiting all stakeholders. 

As we did in designing our Smart Comfort and pilot CAP initiatives, our approach will 
be to first determine our business objectives and the results we wish to achieve. We will then 
determine the methods we will use to measure success. Then we will design program 
initiatives to "succeed." This design will be followed by "pilots" then by full-scale 
implementation. We believe this approach served our stakeholders well when we improved 

1 These activities are in addition to low-income account write-offs and late payment charge waivers as well as 
applicable Chapter 56 protections. 
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DUQUESNE LIGHT COMPANY 

P. Customer Service. Education and Conservation Programs 

Provide a listing of each universal service and energy conservation policy, 
activity and service during the two years ending December 31.1996. For 
each such policy, activity and service, state budgeted and actual funding 
during the two years by the company, along with any funding or contribution 
by any third party source. 

Response: 

Universal Service and Energy Conservation Policy, Activity, and Service 
Policy, Activity, and Service 1995 Budget 1995 Actual 1996 Budget 1996 Actual 
Smart Comfort $700,000 $711,275 $700,000 $788,460 
Pilot Customer Assistance 
Program1 

$550,000 $260,311 $550,000 $354,987 

Pilot Customer Assistance 
Program frozen arrearage and 
billing deficiency write-offs2 

SO5 $223,390 

CARES $60,000 $57,361 $60,000 $59,538 
Hardship Funds—Administration $65,000 $65,000 $65,000 $65,000 
Gatekeeper Programs 4 $0 $1,469 $0 $1,477 
Low Income Collection Costs, 
including labor 5 

$0 $5,000,000 $0 $5,000,000 

Low Income Write-offs 6 $0 N/A $0 $5,804,226 

1 Projected budget expenses include, but are not limited to program start-up. labor, equipment, programming and 
evaluation costs. Write-offs of both arrearage forgiveness and billing deficiencies are not included in these 
estimates. 
1 Write-offs are part of the overall Company write-offs. 

J No participants were in the pilot long enough to earn a write-off. 

"The Gatekeeper program is not budgeted as a separate program. 

sThe amount expended for low income collections is part of the overall collection budget. Duquense Light does not 
divide the budget into low income vs. non low income. Based on this, the listed budgeted amount is estimated in a 
similar manner as the Equitable Gas top down approach which is recommended in the Final Order of the Universal 
Service and Energy Conservation Programs. The $5,000,000 includes allocated expenses such as mainframe 
computer operation time, building rents, utilities, etc. These amounts may not be available to fund other programs. 
All Duquesne Light labor costs associated with supporting all of the listed low income programs, except Smart 
Comfort and CAP, are included in this number. 

6Actual write offs for 1995 are not identified as low income and non low income. Duquesne Light is unable to supply 
this data. Budgeted write offs are based on actual write offs in prior years. Write offs associated with low income 
customers is not a criteria for budgeting future expected write offs. Based on this. Duquesne Light is unable to provide 
this data. 
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DUQUESNE LIGHT COMPANY 

P. Customer Service. Education and Conservation Programs 

Describe the company's existing consumer protection policies and services, 
including, but not limited to customer assistance plans, CARES, hardship 
funds, LIURP programs, Gatekeeper programs and other energy assistance 
programs. For each program, state the funding and participant level. For 
LIHEAP funding, include annual figures for the past 5 years. Identify the 
current organizational structure which provides these services, including in-
house and outside individuals, department, and organizations with current 
staffing and funding levels. 

Response: 

Pilot Customer Assistance Program 
Duquesne Light is in the second year of the three year pilot Customer Assistance Program 
(CAP). The program targets customers who: have been a resident at their current address for 
one year; have incomes less than 150% of the poverty level; have housing expenses more 
than 45%) of their gross income; and have a $500 arrearage on their electric bill. Under this 
pilot program, the customer's arrearage at the time of enrollment will be written off over three 
years if the customer makes full and timely monthly payments. The program also helps the 
customer to lower electric consumption so that at the end of the program, the customer can 
afford to pay his electric bill. 

Funding—$500,000/year (excluding write-offs) Participant level—1,600 

Organizational Structure-DLCo: Director, Customer Programs. CAP Coordinator (PTE): 
Five Community Based Organizations with 6 Full-Time Equivalent (FTE). 

CARES 
The purpose of Duquesne Lighfs HELP Program (C.A.R.E.S.) is to assist payment troubled 
customers, and customers with special needs obtain necessary social servivces support and 
assistance. The program targets customers whose income is less than 150% of the poverty 
level and senior citizens, although no needy customer will be turned away. The goal is to 
have an outreach worker or community agency act as an intermediary between the customer 
and the Company in an effort to link the customer to the necessary social service programs 
that will enhance the customer's ability to pay for their electric service. An outreach worker 
contacts referred customers and, if necessary, makes a home visit to the customer. Referrals 
are made by Duquesne Light, other utilities, community bases agencies, the PUC, and word of 
mouth. 

Funding-$ 130,000/year Participants-approximately 4500 
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Organizational Structure—DLCo: Director of Credit. Supervisor of Customer Assistance, and 
5 Customer Services Representatives: 5 Community Based Organizations 

Hardship Fund 
Duquesne Light's hardship fund is a partnership with the Dollar Energy Fund. 

Funding—The company's stockholders Participants-approximately 
match customer contributions up to 2500/year 
$325,000 annually. In addition, the 
Company contributed 10% of the total 
contributions, or $65,000, in 1996 to 
provide administrative support. 

Organizational Structure-DLCo: Director of Credit, Supervisor of Customer Assistance; 
Dollar Energy Fund Staff and their community based organizations 

Smart Comfort 
Smart Comfort is Duquesne Light's LIURP program. It targets customers whose incomes are 
less than 150% of the poverty level and whose electrical usage is 125%) over the average 
customer usage. This program evolved from strictly weatherization to an "end use" strategy. 
As such, reduction measures include cost effective appliance and lighting replacements. 

Funding—$700,000 annually, rate-based Participants-approximately 700/year 

Organizational Structure-DLCo: Director, Customer Programs, Weatherization Coordinator 
(FTE); Three Community Based Organizations with 5 FTE 
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Gatekeeper 
Duquesne Light Company field personnel look for situations (e.g. mail piling up. exterior of 
house not maintained) in our service territory where elderly people may need social service 
support. The field personnel advise a supervisor of the situation and the supervisor contacts 
the appropriate social service agency to visit the customer to determine if and/or what kind of 
assistance the customer requires. 

Fundine: Part of CARES Participants are dependent on the number ol 
situations found. 

Organizational Structure-DLCo: Director of Credit, Supervisor of Customer Assistance. Field 
Staff 

LIHEAP Funding 

These numbers reflect the federally funded grants received by DLC low income customers. 
They also demonstrate the steady decline of these federal funds. 

1996-1997 1995-1996 1994-1995 1993-1994 1992-1993 

Amount $2,425,000 $2,429,045 $3,006,715 $3,035,409 $4,236,263 
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DUQUESNE LIGHT COMPANY 

P. Customer Service, Education and Conservation Programs 

9. What would CAP enrollment be i f the program was large enough to accommodate all 
low income negative ability to pay customers? State number of customers still in need 
of LIURP services. State how much it would cost to serve all customers which need 
LIURP services. 

Response: 

Using existing eligibility criteria1, we conservatively estimate that at least 7,000 
customers could be eligible for an expanded Customer Assistance Program. A change in the 
eligibility criteria would obviously impact this number. 

Based on 1996 estimated census data, it appears that as many as 141,000 households 
are at or below 150% of the federal poverty guideline. Not all these households, however, are 
eligible for either our CAP or Smart Comfort programs. 

We will determine the remaining need for Smart Comfort as part of our "needs 
assessment" to be conducted pursuant to the requirements contained in the final guidelines for 
universal service and energy conservation programs. Until such time as we conclude this 
analysis, we have no basis for estimating either the number of customers needing Smart 
Comfort or the projected cost associated with such a program. 

' Household income at or beiow 150% of the federal poverty guideline; arrearage greater than $500; a 
Duquesne Light customer for at least 12 months; housing expenses greater than 45% of gross household 
income. 
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1 I INTRODUCTION 

2 Q: Please state your name, title, and business address. 

A: My name is Cmig R. Kuennen. 1 am Project Manager of Pennsylvania's U.S. Departmeni 

4 of Energy funded Leveraging Project located at 165 Amber Way. Wilkes-Barrc. PA 18702. 

5 

6 Q: On whose behalf are you testifying? 

7 A: The Community Action Association of Pennsylvania, and the low income customers in West 

8 Penn's service territory. 

10 Q: What is your relevant experience to this case before the Commission? 

11 A: My involvement in low income energy issues began shortly after joining the Center for 

12 Energy and Environmental Policy (CEEP) at the University of Delaware as a Ph.D. student 

13 in 1992. For my work on iow income energy issues at CEEP), I was awarded the College 

14 of Urban Affairs and Public Policy Milton and Mary Edelstein Prize for Public and 

15 Community Service. Since completing my course requirements and adv ancing to candidacy 

16 in 1994. I have been working as Project Manager of Pennsylvania's statewide U.S. 

17 Department of Energy funded Leveraging Project. As Leveraging Project Manager, it has 

18 been my duty to support local advocacy efforts on behalf of low income energy consumers 

19 throughout the Commonwealth. In this role, I have been actively involved in Pennsylvania's 

20 electric industry restructuring debate since its beginnings. I have provided expert testimony 

21 in the restructuring filings of Pennsylvania Power & Light Company. Pennsylvania Electric 

22 Company, and Metropolitan Electric Company. In addition to my Ph.D. (abd) in Urban 
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1 Affairs and Public Policy, with an emphasis in Technology and Society. I am a 1987 summa 

2 cum laude B.B-A. (Business Administration.) graduate, and 1088 MBA (Pinancial 

3 Management) graduate from National University, and earned an M.A. (Philosophy) from San 

4 Diego State University in 1992. 

5 

6 Q: Mow have you organized your testimony addressing issues that affect low income households 

7 in DQE's proposed restructuring filing? 

5 A: In Section II. I summarized my testimony. In Section III. I highlight the basic requirements 

9 of Pennsylvanian s Electric Restructuring and Customer Choice Act ("Customer Choice 

10 Act") and the Pennsylvania Public Utility Commission's Final Order on Universal Service 

11 and Energy Conservation ("Final Order") with respect to electric distribution utility 

12 restructuring filings. In Section IV. I analyze Duquesne Electric Company's (DQE's) 

13 Universal Service and Energy Conservation Low Income Usage Reduction Program 

14 ("LIURP") plan with respect to the low income need using DQE data and service territory 

15 specific U.S. Census data. 

16 Similarly, in Section V. I analyze DQE's Universal Service and Energy Conservation 

17 Customer Assistance Program ("CAP") plan with respect to the low income need using DQE 

18 data and service territory specific U.S. Census data. In Section VI. I draw conclusions from 

19 my analysis of DQE's LIURP and CAP plans and show that, as proposed. DQE's Universal 

20 Service and Energy Conservation Program does not meet the public purpose requirements 

21 established in Pennsylvania's Customer Choice Act as interpreted in the Commission's Final 
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1 Order. In Section VII. I speak to issue of the rate cap when proposing increases to universal 

2 service program penetration and funding levels. 

3 Finally, in Section VIII. I make recommendations regarding DQE's LIURP and CAP. 

4 the adoption of which will bring DQE's Restructuring Plan into compliance with the 

5 Customer Choice Act. 

6 

7 I I . SUMMARY 

8 Q: What is the purpose of your testimony ? 

9 A: As a witness testifying on behalf of Community Action Association of Pennsylvania. I would 

10 like to express our appreciation to the Duquesne Electric Company {"DQE") and the 

11 Pennsylvania Public Utility Commission ("Commission'') for the fine work they have done 

12 on behalf of the low income community with regard to meeting low energy needs. Low 

13 income energy programs are vitally important to the many needy families and individuals 

14 throughout DQE's service territory. We view DQE and the Commission as colleagues in 

15 the deliver)' of these vital energy services. That said, my testimony will establish that: 

16 

17 1) DQE's LIURP plan neither meets the Customer Choice Act's requirement that 

18 universal service and energy conservation programs be "appropriately funded and 

19 available," nor the Final Order's requirement that funding and participation levels for 

20 universal service and energy conservation programs be determined through a needs 

21 assessment. As such, DQE's Restructuring Plan does not meet the standard 

22 necessary for Commission approval; and 
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3 2) Similarly, DQE*s CAP plan neither meets the Customer Choice Act's requirement 

2 that universal service and energy conservation programs be "appropriately funded 

3 and available." nor the Final Order's requirement that funding and participation 

4 levels for universal service and energy conservation programs be determined through 

5 a needs assessment. As such. DQE's Restructuring Plan does not meet the standard 

ft necessary for Commission approval. 

7 
8 III. UNIVERSAL SERVICE AND ENERGY CONSERVATION REQUIREMENTS OF 
9 THE CUSTOMER CHOICE ACT AND FINAL ORDER. 

10 

11 Q: Does the Customer Choice Act lay out certain public policy responsibilities that must be met 

12 as Pennsylvania restructures its electric industry? 

13 A: Yes. It is clear that the rai.son d'etre of the Customer Choice Act is not to promote laissez 

14 /aire competition in the area of generation. Rather. Section 2802 defines no less than three 

15 public policy requirements directly relevant to ensuring that the special needs of low income 

16 ratepayers are adequately addressed as Pennsylvania restructures its electric industry. These 

17 requirements are: 

1 $ • Electric service is essential to the health and well-being of residents, to public safety 
19 and to orderly economic development, and electric service should he available (o all 
20 customers on reasonable terms and conditions (emphasis added. § 2802(9)); 
21 
22 • The Commonwealth must, at a minimum, continue the protections, policies and 
23 services that now assist customers who are low-income to afford electric service 
24 (emphasis added. § 2802(10); and 
25 
26 • There are certain public purpose costs, including programs for low-income 
27 assistance, energy conservation and others, which have been implemented and 
28 supported by public utilities' bundled rates. The public purpose is to be promoted 
29 by the continuing universal service and energy conservation policies, protections and 
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I services, and full recovery of such costs is to be permitted through a nonbypassable 
- rate mechanism ('emphasis added. § 2802(17)). 

4 Q: In support of these pubiic poiicy requirements, does the Customer Choice Act specify 
5 specific programs that must be developed and implemented? 
6 

7 A: Yes. The Customer Choice Act defines the programs under the general heading of Universal 

8 Service and Energy Conservation. Specifically, the Customer Choice Act states that: 

9 • Universal service and energy conservation is defined as policies, protections and 

10 services that help low-income customers to maintain electric service. The term 
11 includes customer assistance programs: termination of service protection and 
12 policies and services that help low-income customers to reduce or manage energy 
13 consumption in a cost-effective manner, such as the low income usage reduction 
14 programs, and applicable renewable resources and consumer education (emphasis 
15 added. § 2803). 
16 

17 Q: Does the Customer Choice Act specify low income participation levels with respect to 

18 Universal Service and Energy Conservation? 

19 A: No. The Customer Choice Act leaves such determinations up to the Commission. 

20 Specifically, the Customer Choice Act states that: 

-1 • The Commission shall ensure that universal service and energy conservation 

22 policies, activities and services are appropriately funded and available' in each 
23 electric distribution territory. These policies, activities and services shall be funded 
24 in each electric distribution territory by non-bypassable competitively neutral cost 
25 recover)' mechanisms that fully recover the costs of universal service and energy 
26 conservation services, (emphasis added. § 2804 (9)); 
27 

28 Q: Has the Commission established guidelines for ensuring that an electric distribution 

29 company's proposed universal service and energy conservation programs are appropriately 

30 funded and available in restructuring proceedings? 
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! A: Yes. On July 10. 1997. ihe Commission issued its Final Order regarding universal service 

2 and energy conservation programs (Exhibit . CRK-3). Specifically, the Final Order 

3 states that "appropriately funded and available'' will be defined through: 

4 1. Identification of existing and proposed efforts: 

6 2. Needs assessment of the market for acceptance of universal service 
7 programminti in the territory; 
8 
9 3. Identification of the greater of the current level of spending or the amounts 

• 0 included in existing rates to support existing efforts: and 
1 

2 4. Other statutorv mandates and these guidelines. 

14 Further, in its discussion of expenditures in the Final Order, the Commission states that: 

15 • Within the rate caps, universal service program funding must be appropriate 
16 to ensure the availability of meaningful and strong programs in each service 
17 territorv: 
18 
19 • Funding for universal service and energy conservation programs should not 
20 be determined after all other fundine requirements are met: 
21 
22 • The present programming and level of expenditures must be fully examined 
23 in the restructuring filings in order to evaluate the effective use and amount 
24 of EDC resources available for their programs; 
25 
26 • To meet our challenge under the statute it is necessary that the needs of the 
27 EDC's territorv be assessed: 
28 
29 • The needs assessment should examine the market for acceptance of universal 
30 service proerammine in the territorv; 
31 
32 • The LIURP program is a cost-effective program for affordable energy, and. 
33 though we have declined to set a fixed expenditure goal at this time . . .it is 
34 valuable to explore in the context of each company's restructuring proceeding 
35 the manner in which funding levels will be used to meet the needs of the 
36 EDC's territorv; 
37 
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1 • Nothing in these guidelines prevents an EDC from voluntarily proposing a 
2 funding commitment which enhances the universal service offerings in their 
3 territorv: and 
4 
5 • Nothing in these guidelines mandate an increase in total expenditures directed 
6 to meet universal service and energy conservation goals. . . To the contrary. 
7 these guidelines emphasize improving the cost effectiveness of existing 
8 efforts by shifting expenditures from less productive efforts to more effective 
9 programs. 

!0 
11 Q: How does DQE's restructuring plan respond to the Customer Choice Act and the 

12 Commission's Final Order with respect to universal service and energy conservation 

13 requirements? 

14 A: DQE proposes to continue existing low income programs at existing funding levels "until 

15 such time as [they] conduct an analysis to identify the universe of need and determine which 

16 activities are cost effective and of benefit to all stakeholders including all customers. 

17 participants, and shareholders." (Exhibit . CRK-4). 

18 
19 TV. ANALYSIS OF DQE'S LIURP NEEDS AND PROPOSED PLAN 
20 

21 Q: Has DQE established its LIURP plan participation and spending levels using a needs 

22 assessment as required by the Commission Final Order? 

23 A: No. DQE is still evaluating the Commission's Final Order and states that it plans on 

24 developing a comprehensive Universal Service and Energy Conservation Plan that takes into 

25 consideration, among other things, a needs assessment. The plan is scheduled to be 

26 completed by November 1. 1997 (Hoffmann, page 8-9), but Witness Hoffmann gives no 

27 details as to sources of data or methodologies to be used in developing its needs assessment 

28 and plan. As such, it should be noted that the Commission's Final Order suggests that a 
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1 needs assessment would require an analysis of DQE's service terriiory population using 

2 objective eligibility and market penetration criteria and U.S. Census data. 

4 Q: Does DQE provide any indication of the level of remaining need for LIURP services in its 

5 Restructuring Plan? 

6 A: No. In response to Filing Requirement No. P.9.. Witness Hoffmann states that, until they 

7 complete their needs assessment. DQE "has no basis for estimating the number of customers 

8 needing [LIURP] or the projected cost associated with such a program" (Exhibit . CRK.-

^ 5). 

10 

11 Q: Have you conducted an analysis of DQE's service territory with respect lo 150% of Federal 

12 poverty guideline households? 

13 A: Yes. My analysis of 1990 U.S. Census Data for Cities. Boroughs, and Townships in DQE's 

14 service territory shows that as many as 104.057 150%) of Federal poverty guidelines 

15 households are DQE customer households (Exhibit . CRK-6). The 150% of Federal 

16 poverty guideline income eligibility standard is the one used by the Commission in its Final 

17 Order to identify low income households . and is the same as DQE's definition of low 

18 income (Exhibit . CRK-7). To put this figure in context, in response to Filing 

19 Requirement No.P.7. Witness Hoffmann states that as many as 141.000 150%) of Federal 

20 poverty guideline households reside in Allegheny and Beaver counties but that not all of 

21 these households are DQE customers. (Exhibit .CRK-8). He further points out that 

Duquesne believes that 52.538 customers are low income based on Duquense Light's 



1 definition oi'low income." and thai 52.538 of these iow income customers were payment 

2 troubled in 1996. and that 33.802 of them were "delinquent payment troubled" in 1996 

3 (Exhibit . CRK-8). 

4 

5 Q: What does DQE propose in terms of LIURP participation and spending levels in its 

6 restructuring plan9 

7 A: The only concrete figures in this filing regarding LIURP participation and funding are DQE's 

8 commitment to continue LIURP participation and funding at 1996 levels which were 700 

9 hundred participants at a cost of S700.000 (Exhibit . CRK-9). 

10 

11 Q: How does DQE's 1996 LIURP participation and spending levels compare to estimated 

12 participation and funding level using DQE's estimated 52.538 low income payment troubled 

13 households as the indicator of need? 

14 A; Since the start of LIURP in 1988. DQE has provided LIURP services to approximately 5,328 

15 low income households at an nine-year average job cost of Si. 140 ( .CRK-10). 

16 Coupling these figures with DQE's estimated 52.538 low income, payment troubled 

17 households. DQE has close to 47.210 (=52.538-5,328) low income customers in still in need 

18 of LIURP services. Given DQE's nine-year average job cost of SI. 140. DQE should be 

19 projecting total LIURP costs to complete remaining homes at just over $53,805,001 

20 (=47,210*$ 1,140). Assuming a ten-year window for completion, this equates to annual 

21 completions of 4,721 (=44.210/10) and annual spending of $5,380,500 million 

22 (=$53,805,001/10). 
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1 Applying the same methodology to DQE's 33.802 identified delinquent payment 

2 troubled households, and at a minimum. DQE has close to 28.474 (=33.802-5.328) low 

3 income customers still in need of LIURP services. Given DQE's nine-year average job cost 

4 of $1,140. this equates to projected LIURP costs to complete remaining homes at 

5 $32,451,676 (=28.474*$!.140). Assuming a ten-year window for completion, this equates 

6 to annual completions of 2.847 (=28.474/10) and annual spending of $3,245,168 million 

7 (=$32,451,676/10). 

8 

9 Q: Mow does DQE's proposed LIURP participation and spending levels compare to the 

10 estimated need using 1990 U.S. Census data? 

11 A: Using the standard LIURP definition of low income of households at or below 150% of 

12 Federal poverty guidelines as required by the Commission Final Order. 1990 U.S. Census 

13 data for DQE cities, boroughs, and townships suggests an estimated 104.057 of DQE's 

14 522.574 residential household's are income eligible for LIURP. Considering the 5.328 low 

15 income households previously served, this further suggests that 98.729 (=104.057-5.328) low 

16 income DQE households are still in need of LIURP services. Given DQE's nine-year 

17 average cost of $1,140. total LIURP completion costs are estimated at $112,520,948 

18 (=98.729*$!.140). Assuming a ten-year window for completing all jobs, this equates to 

19 annual completions of 9.873 (=98.729/10) households at an annual cost of $11.252.095 

20 (=112.520.948). 

21 That said, given that DQE has established non-income eligibility criteria for LIURP 

22 and the fact that a certain number of low income household will not apply even if eligible. 
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1 it is unreasonable to assume thai 100% of DQE's income eligible households would receive 

2 LIURP even if income eligible. 

4 Q: Given what you just said about penetration levels, what assumptions can be made to more 

5 accurately define the level of need and funding for LIURP in DQE's service territory? 

6 A: In its Tentative Order on Universal Service and Energy Conservation, the Commission 

7 suggested a methodology for estimating participation levels. The Commission pointed out 

8 that penetration levels for similar programs in California was nearly 56%, but. given that 

9 Pennsylvania utilities have non-income eligibility' requirements to consider as well, il would 

10 be reasonable to assume a 40% penetration rate of the total 150% of Federal poverty 

11 guideline households with a given utility service territory (Exhibit . CRK-11). 

12 Using the Tentative Order methodology, DQE has an estimated 3 9.492 (=( 104;05 7-

13 5.328)*40%) low income households still in need of LIURP services. At an estimated per 

14 household cost of $1,140, this equates to total budget needs of $45,008,452 (=(104.057-

15 5,328)*40%!i!S 1.140). Assuming a ten-year window for completion, this equates to annual 

16 completions of 3,949 (=39.492/10) homes and annual spending of $4,500,845 

17 ($45,008,452/10). 

18 

19 V. ANALYSIS OF DQE'S CAP NEEDS AND PROPOSED PLAN 

20 Q: Has DQE established its CAP participation and spending levels using a needs assessment as 

21 required by the Commission Final Order? 
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1 A: No. As with LIURP. DQE plans on continuing CAP participation and spending levels at 

2 1996 levels, while leaving open the question of increase one its needs assessment is 

3 completed. 

4 

5 Q: What does DQE propose in terms of CAP participation and spending levels in its 

6 restructuring plan? 

7 A: In 1996. DQE provided CAP services to 1.600 households. DQE does not prov ide a total 

8 cost estimate for its 1996 program. Rather. DQE states that the program will cost an 

9 estimated S500.000 excluding write-offs. Assuming total program costs including write-offs 

10 comparable to the average proposed in the restructuring plans of two similarly sized 

11 Pennsylvania utilities-Met-Ed estimated CAP costs at $740.50/per household, and Penelec:s 

12 estimated CAP costs at $806.67/per household-then DQE's total proposed spending level 

13 can be estimated at $1,237,744 (=$773.59*1,600), including write-offs. etc. (Exhibit , 

14 CRK-12). 

15 

16 Q: Using DQE's identified low income payment troubled customer, and identified low income 

17 delinquent payment troubled figures, how does its CAP participation and spending levels 

18 compare to the level of need? 

19 A: As shown above, DQE estimates that it has 52,538 low income payment troubled customers, 

20 and 33,802 low income delinquent payment troubled customers. The Commission's Final 

21 Order eligibility criteria which states: 

22 A CAP applicant must meet the following eligibility criteria: 
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2 i . Status as a ratepayer or new applicant is verified. 
3 2. Household income is verified at or below 150% of the Federal poverty 
4 guidelines. 
5 3. The CAP applicant is payment troubled. Payment troubled is defined as a 
6 household who has failed to maintain one or more payment arrangements. 
7 

8 Given my estimate of DQE's projected CAP total cost of S773.59/per household and 

9 assuming all of DQE's 52.538 CAP eligible households apply. DQE would be looking at an 

10 annual CAP budget of around $40,642,871 (=52?538*$773.59). Assuming enrollment is 

I 1 limited to DQE"s 33.802 low income delinquent payment troubled households. DQE would 

12 be looking at an annual CAP budget of around $26,148,889 (=33.802*773.59). 

13 

14 Q: Using the Commission's Tentative Order methodology, what would DQE be looking at in 

15 terms of annual participation and spending levels? 

16 A: In its Tentative Order on Universal Service and Energy Conservation, the Commission 

17 pointed out that penetration levels for CAP type programs in California were nearly 58%). 

18 but. as mentioned in the LIURP analysis above, the Commission underscored that fact that 

19 California's program eligibility is determined by income alone, and suggested that market 

20 penetration estimates should equal 40% of the income eligible households within any given 

21 EDU service territory (Exhibit . CRK-11). 

22 Based on this methodology, and using DQE's estimated 104.057 150% of Federal 

23 Poverty households within DQE's service territory derived from the 1990 U.S. Census. DQE 

24 is looking at a CAP designed to serve 41.623 households annually at an annual cost of 

25 $32,198,982 (=104,057*40%,,1$773.59). 
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1 When the Tentative Order meihodology is used with DQE's identified low income 

2 payment troubled population of 52.538. then DQE should be proposing a CAP designed to 

3 service 21.015 (=52.538*40%) annually at an annual cost of Si 6.257.149 

4 (=21.015*5773.59). 

5 Finally, when the Tentative Order methodology is used with DQE's identified low 

6 income delinquent payment troubled population of 33.802. then DQE should be proposing 

7 a CAP designed to service 13.521 (=33.802*40%)) annually at an annual cost of SI 0.459.556 

8 (=13.521*S773.59). 

9 

10 VI. CONCLUSIONS REGARDING DQE'S PROPOSED LIURP AND CAP PROGRAMS 

11 WITH RESPECT TO NEED 

12 Q: In light of your analysis, does DQE's proposed universal service and energy conservation 

13 meet the Customer Choice Act's requirements regarding utility pubiic purpose 

14 responsibilities and the Commission's requirements as presented in its Final Order? 

15 A: No. DQE proposes continuing panicipation and funding at 1996 levels. Further, by its own 

16 admission, these levels have not been set according to any needs assessment. 

17 As shown above, based on the number of 150% of Federal poverty guideline 

18 households in DQE's service territory and the Tentative Order methodology, DQE has an 

19 estimated 98.789 low income households in need of LIURP services. Given DQE's annual 

20 participation and funding projections, and assuming a ten-year window for completion, this 

21 equates to annual completion and funding deficits of 3,335 and $3,800,845. These deficits 

22 would have to be eliminated to bring DQE's Restructuring Plan and its Universal Service and 
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1 Energy Conservation program into compliance with the Customer Choice Act and the 

2 Commission's Final Order. 

3 With respect to CAP, assuming, along the line of the Commission's Tentative order 

4 methodology, that a conservative 40% of DQE's identified delinquent payment troubled 

5 customers are eligible and apply. DQE's proposed CAP underestimates annual households 

6 in need by 11.921 (=33.802*40%-!.600) and annual funding requirements by S9.221.812 

7 (=11.921*5773.59). Using this methodology as originally proposed in the Commission's 

8 Tentative Order, these deficit estimates are significantly larger. Based on an estimated 

9 104.057 150%) of Federal poverty guideline households and a 40% penetration factor. DQE's 

10 proposed CAP underestimates households in need by 40.023 (=104.057*40%-1.600) and 

11 annual funding by $30,961,238 (=40.063*$773.59). 

12 Given the immediate need to balance low income public purpose requirements with 

13 other requirements of the Customer Choice Act. closing the gap between DQE's proposed 

14 CAP plan and the lower figures based on DQE's identified payment troubled low income 

15 households is the more prudent option for bringing DQE's Restructuring Plan and Universal 

16 Service and Energy Conservation Program into Compliance with Customer Choice Act and 

17 the Commission's Final Order. As long as the rate cap remains in effect, annual CAP 

18 funding should be set at $10,459,556 with a participation goal set at 13,521. As rate cap 

19 limitations are reduced, these funding and participation levels could be revised accordingly. 

20 

21 VII. STAYING WITHIN THE RATE CAP 

22 Q: Given what you just said about the rate cap, how can DQE expand its LIURP and CAP 
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1 programs into compliance with the Customer Choice Act and the Commissiotvs Final Order? 

2 A: First. I would point out that the Commission has made itself clear that universal service and 

3 energy conservation programs "must be appropriate to ensure the availability of meaningful 

4 and strong programs in each service territory." and "funding . . . should not be determined 

5 after all other funding requirements are met." Further, funding must be established through 

6 a needs assessment. It is not enough to point to the rate cap and say that despite the need. 

7 funding cannot increased. Finally, the funding necessary to bring these programs in line with 

8 need is small when compared to other costs being considered in this filing. 

9 Second, increases in LIURP and CAP penetration and funding can be provided for 

10 by shifting costs from accounts already providing for in the rates. DQE has not committed 

11 to the transfer of funds from write-offs. etc.. as a means for funding increases in CAP and 

12 LIURP (Exhibit . CRK-13). but this type of remedy is encouraged by the Commission 

13 and supported by DQE. DQE states that it spent S5.000.000 on low income customer 

14 collections. $1,888,618 on late payment forgiveness, and wrote-off $5,804,858 dollars in bad 

15 debts attributable to low income accounts in 1996 (Exhibit . CRK-14). Further, of 

16 DQE's 73,878 residential accounts in arrears more than 30 days, 33.802 were identified as 

17 low income customers with past due balances of $27,107,000. (Exhibit . CRK-15). 

18 These figures represent $39,799,844 in low income accounts, a portion of which can be used 

19 to expand LIURP and CAP funding as proposed herein. 

20 I should point out, though, that it would make no sense to allow DQE to shift LIURP 

21 dollars to partially fund increases in CAP as Metropolitan Edison Company proposes to do 

22 in its restructuring filing (Exhibit , CRK-16). As the Commission's Final Order points 
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1 out. :;[t]he LIURP program is a cost-effective program for affordable energy." Its purpose 

2 is provide long term solutions to low income energy problems. Each dollar spent on LIURP 

3 reduces the need for CAP over the long term. Therefore, it does not make sense to 

4 cannibalize LIURP to provide for CAP. Increased funding and participation for both 

5 programs is needed. 

6 Third. I would remind the Commission that, as a matter of public policy, the 

7 Customer Choice Act states that "electric service is essential to the health and well-being of 

S residents, to public safety and to orderly economic development; and electric .service should 

9 he available to all customers on reasonable terms and conditions (emphasis added. $2802 

10 (9)),"" and that LIURP and CAP are the Customer Choice Act's and the Commission's chosen 

11 means for accomplishing these purposes. 

12 

13 VIII. RECOMMENDATIONS 

14 Q: Do you have any recommendations to make to the Commission regarding this proceeding? 

15 A: Yes. As shown. DQE's plan as proposed does not meet the basic requirements of the 

16 Customer Choice Act and the Commission's Final Order. To correct this situation and bring 

17 DQE's Restructuring Plan into compliance, they following recommendations are provided: 

18 

19 • LIURP Expenditure Levels—minimally. LIURP funding should be ramped up to 

20 $4,500;845 annually by 1999, and continue at this level through at least 2008. This 

21 would place LIURP funding at an amount equal to 0.38%of 1996 gross operating 

22 revenues of $1,182,879,406 and would ensure that the program is "appropriately 
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1 funded" as required by §2804 (9) of the Customer Choice Act and the Commission's 

2 Final Order. The Commission must make provisions to ensure that funds budgeted 

3 during the year are spent during that year. Funds not expended should be added to. 

4 not take the place of. planned program funding for the following year. 

5 

6 • LIURP Program Penetration—minimally, LIURP program penetration should be 

7 ramped up from 1996 levels to 3.949 completions. These penetration levels should 

8 continue through at least 2008. 

9 

10 • CAP Expenditure Levels—initially, annual CAP funding should be ramped up to 

11 $10,459,556 million annually by 1999 and continue at this level until it is 

12 determined by the Commission that a different level is needed. This would place 

13 CAP funding at an amount equal to 0.88% of gross operating revenues of 

14 $1,182,879,406 and would ensure that this program is "appropriately funded" as 

15 required by §2804 (9) of the Customer Choice Act and the Commission's Final 

16 Order. As with LIURP, the Commission must make provisions to ensure that funds 

17 budgeted during the year are spent during that year. Funds not expended should be 

18 added to, not take the place of, planned program funding for the following year. 

19 

20 • CAP Participation Levels—Initially, CAP participation levels should be ramped-up 

21 from 1996 levels to 13.251 households annually. 

22 
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# 

Staying Within the Rate Cap—To ensure that the recommended funding increases 

for LIURP and CAP meet the rate cap requirements of the law. DQE should be 

required to transfer funds from gross write-offs and collection costs, and. if necessary 

to ensure meaningful and strong programs, they should be required to reduce 

stranded cost recovery, as well. 

7 Q: Does this conclude your testimony? 

S A: Yes. 
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scale) Awarded Milton and Mars Edelstein prize for public and community service 
(May 1994). 

M.B.A. Financial Management, National University, San Diego, CA (1988) (3.86 GPA on 4.0 
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Summa Cum Laude (4.0 GPA on a 4.0 scale). 

EXPERIENCE 
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implementation, and daily management of Pennsylvania^ U.S. Department of 
Energy funded leveraging project. The primary goal of the project is to increase 
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Water Company; Pennsylvania Power & Light Company. 
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plan. 

Conducted Regional Assessment of Low Income Energy Efficiency Trends, 
Issues, and Technologies for the State of Delaware. Developed and produced 
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Manager of Low Income Active Intervention in $261 Million Rate Case. 
Developed and implemented legal strategy. Analyzed laws, regulations, low income 
energy efficiency and rate programs. Intervention gained utility commitment to 
provide $4.2 million in new low income energy conservation and community 
development programs. 

* Surveyed and Analyzed States' Activities in Implementing Federal DOE 
Weatherization Leveraging Programs. Developed and produced report that was 
instrumental in developing Delaware's DOE Weatherization Leveraging Program. 
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PENNSYLVANIA PUBLIC UTILITY COMMISSION 
Harrisburg, PA 17105-3265 

Public Meeting held July 10, 1997 

Commissioners Present: 
John M. Quain, Chairman 
Robert K. Bloom, Vice-Chairman 
John Hanger, Dissenting - Statement attached 
David W. Rolka , Dissenting - Statement attached 
Nora Mead Brownell ' Statement attached 

Final Order Re: Guidelines for Docket No. M-00960890F0010 
Universal Service And Energy Conservation 
Programs Made Pursuant to 66 Pa. C.S. §2803 
§2802(17), 2804(8) and 2804(9). 

ORDER 

BY THE COMMISSION: 

On April 25, 1997, the Commission issued a Tentative Order which 
proposed guidelines for universal service and energy conservation programs. The 
Tentative Order established a comment period ending May 14, 1997 during which 
public comment could be submitted. Comments were received from 52 parties. A 
list of these commentors is attached to this order as Appendix A. 

We have considered all of the comments that were submitted. We 
appreciate and thank all the commentors who provided worthwhile suggestions to 
improve the guidelines for universal service and energy conservation programs. 
We have identified issues that were common to a majority of the comments, and 
will address them in this order. For convenience, we have attached the guidelines 
for universal service and energy conservation as Appendix B to this order. We 
have changed the format from the Tentative Order to summarize the comments. 
We have changed the order and renamed several sections to improve the 
organization and clarity of the guidelines. Appendix E provides a comparison of 
the tentative order format and the format used in this final order. Unless otherwise 
noted, all section numbering refers to the final order format. 



The Electricity Generation Customer Choice and Competition Act (Act) is ' 
clear in its intent that EDCs are to continue, at a minimum, the protections, policies 
and services that now assist customers who are low-income to afford electric 
service. Section 2802(9) states that electric service is essential to the health and 
well-being of residents, to public safety and to orderly economic development; and 
electric service should be available to all customers on reasonable terms and 
conditions. Section 2803 defines universal service and energy conservation 
policies, as including customer assistance programs; termination of service 
protection and policies and services that help low-income customers to reduce or 
manage energy consumption in a cost-effective manner, such as low-income usage 
reduction programs, application of renewable resources and consumer education. 

The Act states that certain public purpose costs, including programs for 
low-income assistance, energy conservation and others, have been implemented and 
supported by public utilities' bundled rates. Section 2802(17) requires that the 
public purpose is to be promoted by continuing universal service and energy 
conservation policies, protections and services; and full recovery of such costs is to 
be permitted through a non-bypassable rate mechanism. Section 2804(8) requires 
that the Commission establish for each electric distribution company (EDC) an 
appropriate cost recovery mechanism which is designed to fully recover the 
electric's universal service and energy conservation costs over the life of these 
programs. Section 2804(9) requires the Commission to ensure that universal 
service and energy conservation policies, activities and services are appropriately 
funded and available in each electric distribution territory. These policies, 
activities and services shall be funded in each electric distribution territory by non-
bypassable competitively neutral cost recovery mechanisms that fully recover the 
costs of universal service and energy conservation services. 

It is our view that the subject matter of these guidelines requires consistent 
policy determinations to be applied across the local distribution service territories. 
The guidelines reflect a determination by the Commission upon evaluating 
presently known information provided by numerous interested parties in a rapidly 
evolving industry. The guidelines are intended to assist the parties in the 
preparation, litigation and resolution of the Restructuring Filings of each EDC by 
setting forth the Commission's current views regarding how those issues should 
be addressed in the restructuring proceedings. It is our intention that the 
guidelines will enable the parties to more efficiently focus on the relevant factual 
determinations necessary to comply with the Act. 

The guidelines do not suggest any precise requirements that must be a part 
of the universal service and energy conservation plans of any utility. Such final 



decisions will be made only in the restructuring orders, after the EDCs and all 
interested parties have had an opportunity to address the issues based upon these 
guidelines. 

The universal service and energy conservation components of a 
restructuring plan should be addressed consistent with these guidelines and 
ultimately implemented in a manner that is consistent with the foregoing statutory 
mandates and the other requirements of the Act. Nothing in the Act or the rest of 
the Public Utility Code suggests that it is possible or desirable to address universal 
service and energy conservation separately from all the other relevant 
considerations of the law and public policy. 

The primary mandate before the EDCs, the parties and the Commission as 
restructuring plans are adopted is to lay the groundwork for a fully competitive 
market for generation within a total level of rates that are capped as of January 1, 
1997. Spending levels for universal service and energy conservation must be 
appropriate considering other spending priorities and the fundamental necessity of 
complying with all other aspects of the Code as it now has been amended by the 
Act. The challenge before the EDCs, the parties and the Commission is to do so 
with an appropriate balance that maintains funding for other aspects of safe and 
reliable local distribution services at least at current levels. 

EDCs, other parries and the Commission must acknowledge that the Code, 
as now amended by the Act, for the first time imposes a mandate for universal 
service and energy conservation policies, programs and protections that are 
"appropriately funded and available in each electric distribution territory." The 
Commission can and will meet this mandate while meeting the other requirements 
of the Code. 

In particular, we note that neither the Act nor these guidelines define 
"appropriately funded and available" nor specify any particular spending level for 
universal service and energy conservation as a whole. No inherent increase or 
decrease in spending is mandated, provided that the total level of resources 
directed to universal service and energy conservation is "appropriate" and the 
benefits are made "available". This mandate neither can supersede nor take a back 
seat to the other requirements of the Code as amended by the Act. 

A. Universal Service and Energy Conservation Programs as Components of 
Restructuring. 

Most commentors support this section. The Pennsylvania Gas Association 
(PGA) comments that the Act says the Commonwealth, not utilities, must 



maintain current protections, policies and services that now assist customers who 
are low-income to afford electric services. PGA suggests that to change the intent 
as the Tentative Order proposes presupposes legislative intent beyond the statutory 
language. Enron Capital and Trade Resources (Enron) cannot support universal 
service programs if the programs are not competitively neutral. Enron states the 
Act at Section 2804(9) states universal service programs must be competitively 
neutral. 

We disagree that utilities are not involved in maintaining existing services. 
The provisions that are currently in place are implemented by utilities and the 
Commission. We read the Act to state that the recovery mechanism for universal 
service and energy conservation programs must be competitively neutral. 
However, as a general policy matter, the Commission supports program 
participants acquiring supply in the competitive market and allowing competitive 
suppliers to be involved in providing electric supply to program participants. 
Therefore, we are making no changes to this section. 

B. Universal Service and Energy Conservation Policies, Protections and Services. 

1. Existing universal service and energy conservation policies, protections 
and services. 

Pennsylvania Weatherization Providers Task Force 
(Weatherization Task Force) requests that energy conservation be added to 
the appropriate titles, sub-titles and references in these guidelines. Office of 
Consumer Advocate (OCA) requests that we clarify that hardship funds 
involve administration only, not the contribution of utility funds. Energy 
Coordinating Agency (ECA) requests that we clarify that the hardship fund 
section also applies to the electric distribution companies (EDC). We accept 
all of these changes. 

Pennsylvania Electric Association (PEA), each EDC, PGA, and 
UGI - gas all oppose the inclusion of Secretarial letters as universal service 
and energy conservation components. They cite the following reasons: the 
letters were developed outside the regulatory process; utilities had no input; 
inclusion would extend more impact and authority than intended, the letters 
are more than 10 years old; the letters were not discussed in the Work 
Group; and including the letters would give them the weight of regulations. 

Community Legal Services (CLS) opposes the use of service limiters, 
while Community Action Committee of Lehigh Valley, Inc. (CACLV) 
supports service limiters and pre-payment meters in limited circumstances. 



At this time; we are issuing guidelines, not regulations, for universal 
service and energy conservation programs in this Final Order. The Act at 
Section 2802(10) specifically states that "The Commonwealth must, at a 
minimum, continue the protections, policies, (emphasis added) and services 
that now assist customers who are low-income to afford electric service." 
The Secretarial letters have been issued by the Commission periodically for 
more than ten years. Except for the tracking and referral letter, utilities have 
generally followed these letters. We believe the directions set forth in the 
Secretarial letters continue to have merit and will include them in the Final 
Order as guidance for universal service and energy conservation programs, 
but not as controlling regulations. 

Thus, we have modified the language of the Tentative Order to 
include the foregoing considerations. In addition, parties should take note 
that the statutory language anticipates that the first stage of developing a 
universal service and energy conservation plan to be included in each 
restructuring plan must be to compile a detailed itemization of all existing 
policies, protections and services. 

2. Proposed universal service and energy conservation policies, protections 
and services. 

The Commission believes that, in most cases, the existing universal 
service and energy conservation policies, services and programs, with some 
modifications, can meet the new mandates of the Act. The proposed plan 
should indicate how existing policies, protections, and services may be 
modified, consistent with these guidelines. The Act clearly requires three 
additional efforts: 

a) Provider of Last Resort. Section 2807(e)(3) requires each EDC, or 
an alternative supplier approved by the Commission, to acquire electric 
energy at prevailing market prices to serve any customers that do not obtain 
generation from another electric supplier. The plan must propose an initial 
supplier of last resort and how it will be utilized. 

b) Renewable technologies. Weatherization Task Force, ECA & 
the Environmentalists want the language strengthened to require the 
inclusion of renewables. The Weatherization Task Force requests that 
research and development funds be available to test and promote 
technologies. OCA and the Weatherization Task Force suggest that pilots 
may be necessary to test the cost-effectiveness of these technologies. OCA 
comments that renewable technologies should not be a separate item, but a 
part of universal service and energy conservation programs. Pennsylvania 



Solar Energy Industries Association (PennSEIA) comments that net 
metering is an appropriate method of encouraging investment in renewables. 

We agree that the Act includes renewable technologies as part of 
universal service and energy conservation services and will include language 
to allow for pilots. Because we are issuing guidelines, we will not require 
the inclusion of any particular renewables program. Although we believe 
that research and development are important, we will not direct that 
universal service and energy conservation funds be spent for research and 
development. Unlike the California legislature that specifically provided 
funds for research and development, the Commonwealth's Act gives no 
direction for such expenditures. 

c) Consumer education. CLS, Weatherization Task Force and 
Northern Tier Community Action Corp. (NTCAC) comment that 
education about choice should be unbiased and separate from marketing. 
Weatherization Task Force, CCI, Representative McCall and 
Weatherization Office of Huntington County (WHO) comment that for 
educational programs to be competitively neutral community-based 
organizations (CBOs) should deliver consumer education. Duquesne 
comments that consumer education for low-income customers should be the 
same as consumer education for non low-income customers and the EDC 
should provide the education. CLS recommends that information on choice 
must be provided prior to and separate to the time when a customer chooses 
a generation supplier. CLS also recommends that a universal service "Bill 
of Rights" should be developed and issued twice a year. Peoples 
Consumer Advisory Board (PCAB) comments that an independent 
agency, such as the Commission, should provide education. PCAB also 
recommends that the EDCs create partnerships with senior citizen centers, 
child day care centers, and child welfare offices to provide education. 
PCCC recommends that education should be funded by stockholders and 
that special education about choice also be directed to older adults. 
Weatherization Task Force and Duquesne recommend that education be 
funded from the universal service and energy conservation funding 
mechanism. PULP does not support funding education with universal 
service and energy conservation funds because those funds will be limited. 

We will also address consumer education issues in a separate 
working group product. We believe that consumer education targeted 
specifically to low-income customers is necessary. This information, 
written in plain language, must explain the customer's responsibilities in 
choosing a supplier. This information must also be competitively neutral. 



The Commission, the EDCs and CBOs will be responsible for providing 
consumer education about electric choice. The Commission's Bureau of 
Public Liaison, in cooperation with the Bureau of Consumer Services, will 
monitor and evaluate each EDC's education about choice program. 
Education about choice under B.2.(c) in the guidelines at Appendix B can 
be funded with universal service and energy' conservation funds. We will 
include PCAB's comments about forming parmerships. 

C. Eligibility Guidelines. 

1. General. 
Several commentors request the income guidelines be raised, the special 

needs allowance be increased and that non-income criteria be eliminated. Several 
others comment that 150% of the federal poverty guidelines is too broad. Energy 
Coordinating Agency (ECA) and the Environmentalists - The Delaware Valley 
Citizens' Council for Clean Air, the Sierra Club, Citizen Action and 
Conservation Consultants, Inc. (Environmentalists) request that "special needs" 
be defined because it appears to have two meanings in the Order. Representative 
Keith R. McCall, 122nd district, requests that programs must be available to all 
eligible customers, not just those who have electric heat. Community Action 
Committee of the Lehigh Valley, Inc. (CACLV) recommends that the 
Commission use either 50% of the median family income for the region or factor 
HUD's fair market rents into the eligibility criteria. CACLV also recommends a 
small percentage of funds be set aside to mitigate special needs. 

We accept ECA and the Environmentalist's request to define special needs. 
Special needs for general eligibility criterion is defined as a customer having an 
arrearage with the covered EDC and whose household income is at or below 200% 
of the federal poverty guidelines. Special needs may include those who have 
experienced a family crisis, such as loss of income, divorce, disability or major 
illness. We will clarify that all electric customers who are eligible may participate 
in universal service and energy conservation programs. Using 50% of the median 
family income for eligibility could increase services for those households whose 
incomes are at or below 250% of poverty. We believe the special needs category 
can accommodate any exceptional circumstances. 

2. Additional eligibility criteria. 
a) Chapter 56 regulations establish standards for all residential electric 

customers, therefore all low-income customers who participate in 
universal service programs are covered. 

b) Low-Income Usage Reduction Program (LIURP) 



The present eligibility for LIURP is contained at 52 Pa. 
Code §58 and was recently proposed to be modified for special 
needs at L-00960118. These guidelines retain the present eligibility 
criteria for the LIURP program as modified therein. 

CLS comments that 3.(bX3) should include customers who 
have a negative ability to pay. The Weatherization Task Force 
requests that eligibility requirements be simple and consistent. 

In our response to CLS; we would like to clarify the 
distinction between LIURP eligibility criteria and the prioritization 
criteria for the receipt of program services. LIURP eligibility criteria 
has evolved into a two-part requirement. First, income must be at or 
below 150% of the federal poverty guidelines. There is an exception 
to this rule. Up to 20% of the LIURP budget may be spent on 
customers with an income level in the range 150% to 200% of the 
federal poverty level. Second, the LIURP experience over the past 
nine years has shown that high usage is the strongest predictor of 
high energy savings. Consequently, each of the major electric 
companies has established company specific minimum usage 
requirements for each of the three major job types for electric jobs: 
heating, water heating and baseload. The bottom line is that all 
income eligible customers do not have a usage profile that warrants 
the provision of LIURP services. 

Prioritization for the receipt of program services is as follows. 
Most importantly, usage is the driver. Once again, we emphasize 
that in the actual delivery of LIURP services, each electric company 
has established minimum usage guidelines for each of the three 
electric job types. It is only after the usage requirement is met that 
the prioritization scheme is applied. The prioritization process 
follows two steps. First, among customers meeting the threshold for 
usage, participation is further prioritized from highest arrearage to no 
arrearage. Second, a further prioritization is done to further 
delineate equal usage and equal arrearage candidates. This is done 
by prioritizing from lowest to highest income. 

We have provided this explanation to illustrate that we do not 
need to specify negative ability-to-pay customers because ability to 
pay is neither an appropriate eligibility requirement nor a 
prioritization issue for LIURP, Instead, high usage is the most 



important eligibility requirement for customers who meet the income 
guidelines. 

Duquesne objects to the prioritization in 2.(b) because it is 
administratively unwieldy and serves no practical purpose. We offer 
our prioritization explanation to clarify the prioritization process. 
We believe that Duquesne's unwieldy claim refers to the fact that the 
prioritization process is more complicated for electric companies 
than for gas companies because it may involve as many as three 
different job types for electric companies compared to one job type 
(gas heating) for gas companies. 

As far as Duquesne's statement that the pnoritization process 
serves no real purpose, we need to review the prioritization process 
experience over the past decade. As it has turned out, the electric 
companies have had little to no need to use the prioritization 
structure, while the gas companies have used it extensively. This 
disparity has resulted from differences in the ability to solicit enough 
eligible customers to spend the required funding levels between the 
two industries. The electric companies have actually served eligible 
customers that have been successfully solicited on a first-come-first-
serve basis since LIURP's inception. The need, or lack thereof, for 
electric companies to use the prioritization scheme to date does 
nothing to invalidate the prioritization scheme and the Commission 
believes that future funding levels may make the prioritization 
guidelines meaningful. 

ECA supports the eligibility prioritization scheme. However, 
ECA proposes an addition to the prioritization order. ECA states 
that all customers are not equally motivated and adds that the 
customer who is motivated and "self-selects" for conservation 
services will save far more than the reluctant, disinterested customer. 
Our experience concurs with ECA that more motivated customers 
may be better conservation candidates. However, most program 
measures that are installed will provide energy savings benefits and 
are not significantly influenced by customer motivation or behavior. 
Thus, we do not believe that "self-selection," which may be a very 
subjective evaluation, should be incorporated into the eligibility 
requirements. 



OCA comments that the priorities at 2.(b)(2) and (3) should' , 
be reversed so that priority is given to those customers with lower 
incomes. 

The primary goal of LIURP is to achieve bill reduction 
through usage reduction. We have elaborated above that high usage 
is the best indicator for achieving this primary goal of LIURP. 
Another LIURP goal states that the reduction in energy bills should 
decrease the incidence and risk of customer payment delinquencies 
and the attendant utility costs associated with uncollectible accounts 
expense, collection costs and arrearage carrying costs. In view of 
this program goal, arrearage prioritization has been appropriately 
listed as the first prioritization among the highest users. Thus, 
placing income level ahead of arrearage level would be inconsistent 
with the goals of LIURP. 

Allegheny Power recommends that the language in 2.(b)(1) 
and (2) be changed from "shall" to "may." The referenced language 
is presently part of our regulations at §58.10, these guidelines are 
not to amend our regulations but to clarify their incorporation into 
the universal service and energy conservation program. Therefore, 
we will decline to so modify the language of 2.(b). 

c) Customer Assistance Program (CAP) eligibility. 
Several commentors want the Commission to define expenses 

under 2.(c)3(b). Pennsylvania Utility Law Project (PULP) 
recommends that EDCs use all definitions of payment troubled and 
that a mechanism should exist for customers to challenge eligibility 
denial. Several commentors request the Commission to decide one 
payment troubled definition. OCA comments that 2.(c)3(a) should be 
30% because the Department of Housing and Urban Development 
(HUD) standard of 30% for housing includes utilities. OCA also 
comments that the Commission should not encourage use of 2.(c)3(b) 
because it is expensive to administer, and the Commission should 
include a standard for the minimum size of an arrearage criterion. 
PECO states the definitions are too narrow. EDCs should be able to 
submit a definition of payment troubled for Commission approval. 
PGA comments that housing and utility costs should be defined as 
rent or mortgage/taxes and gas, electric, water, oil, telephone, and 
sewage. ECA & the Environmentalists recommend that 2.(c)3(b) 
should be $100 per month and 2.(c)3(d) should be one or more 
payment agreements. 
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We accept PGA, ECA and the Environmentalists comments 
and will include the changes in the Final Order. HUD uses two 
standards when establishing what percentage of income a household 
should spend on housing. HUD recommends that a household spend 
no more than 30% of total income on housing. For households who 
live in subsidized housing, HUD includes utilities in the 30% total. 
For households who do not live in subsidized housing, HUD 
excludes utilities from the 30% total. We selected the standard for 
households who do not live in subsidized housing to target CAP 
eligibility first to those households who do not receive housing 
assistance. We will define payment troubled. However, we believe 
the EDCs should have flexibility to target payment troubled. 
Therefore, we will clarify in the Order that an EDC should select 
one of the four eligibility priorities for payment troubled. If an EDC 
chooses 2.(c)3(b), they must include all expenses. There is too 
much subjectivity involved when a list of allowable expenses is 
used. Our experience shows that unless the interviewer asks the 
appropriate questions, all expenses may not be considered, and an 
applicant may be inappropriately denied a referral to CAP. The CAP 
Policy Statement at §69.265(5)(i)&(ii) provides for a customer to 
appeal eligibility denial. 

d) Customer Assistance and Referral Evaluation Services 
(CARES) eligibility. 

Each EDC may define eligibility for a CARES program. 
Generally, CARES eligibility may be targeted to special needs 
customers. Special needs customers include those who have 
experienced a family crisis such as loss of income, divorce, disability, 
or major illness. 

ECA & the Environmentalists want two new categories 
added: downsized employees and the working poor. We believe the 
special needs definition provides for these categories. 

e) Hardship fund eligibility. 
GPU comments that the provision of hardship funds should 

be at the discretion of the utility or the agency who administers the 
fund and that grants should be available for crisis situations to 
households above 150% of poverty. Duquense notes that hardship 
fund administrators, not utilities, establish eligibility criteria. 
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We will clarifv in the FinaWn We will clarify in the FinaWrder that administrators of 
hardship funds determine the eligibility criteria. 

f ) Plain language policy siaiement. 
The plain language policy statement establishes guidelines for 

communications with all residential customers, therefore all low-
income customers who participate in universal service programs 
should receive plain language communication. 

g) Secretarial letters related to collection activity. 
The Secretarial letters express direction for all residential 

customers, therefore all low-income customers who participate in 
universal service programs are covered by the issues addressed in the 
Commission's Secretarial Letters 

D. Expenditures for Universal Service and Energy Conservation Programs. 

Many facts and concerns must be balanced in order to ensure that universal 
service and energy conservation are appropriately funded and available in each 
service territory. The rate cap is one of the statutory mandates that must be 
considered along with maintaining the existing quality of safe and reliable local 
distribution service. The unbundled rates to be established must balance the 
recovery of stranded costs, universal service and continuing operations. The Act 
requires that the Commission meet all of these mandates and does not indicate that 
any one mandate is more important than another. 

PEA, PGA, individual electric and gas utilities all oppose establishing a 
level of expenditures for LIURP and CAP. These commentors cite the rate cap 
limits in Act 138 as reasons that the EDCs should not be expected to expand 
existing programs and should not be expected to incur increased expenses. These 
commentors also recommend that each utility should determine its own funding 
based on individual circumstances such as the Act's rate cap, existing programs, 
and customer needs. Allegheny Power states that they are not opposed to 
establishing spending levels if these costs can be recovered. PEA believes that 
any increase in LIURP expenditures would be improper since it occurred outside 
the formal rulemaking process. 

Fifteen commentors, including several members of the General Assembly, 
support establishing the level of expenditures set forth in the Tentative Order. 
Several commentors suggested that the levels in the Tentative Order are not high 
enough and the levels in the Tentative Order should be increased. The EOC of 
Schuylkill County, the Weatherization Task Force, OCA, Representatives 
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McCall and Civera comment that as the generation, distribution and transmission 
of the electric industry occurs, revenues will decrease for the EDCs, and therefore, 
the Commission must establish mechanisms to ensure that adequate funding is 
available for universal service and energy conservation programs. OCA adds that 
the expenditure standard can be expressed as a percentage of distribution revenues. 
However, the percentage must be adjusted to maintain sufficient universal service 
and energy conservation funds consistent with a reasonable burden on the non-
participating ratepayer. EDCs can trade collection costs for universal service and 
energy conservation program costs, but this should not be the limit for finding 
funds to support these programs. OCA recommends that when EDCs determine 
collection costs that they use the top-down approach (outlined in Equitable's EAP 
evaluation) to identify costs. Senators Mellow and Madigan comment that the 
intent of the Act is to ensure strong and meaningful universal service and energy 
conservation programs. Several commentors, including Senators Mellow and 
Madigan, recommend that the Commission limit stranded cost recovery i f 
necessary to ensure appropriately funded and available universal service and 
energy conservation programs. 

We accept OCA's recommendation that EDCs provide information on 
current collection operational expenses in their restructuring plans using a top-
down approach, rather than a bottom-up approach to determine the dollars 
presently expended in support of universal service and energy conservation 
programming. It is our expectation that the present level of total expenditures by 
each company will be maintained in support of universal service and energy 
conservation programming. Under the top-down approach the EDC can manage 
its use of available resources to best meet the need of its territory for affordable 
energy. We recognize that EDCs have not had an opportunity to reply to the OCA 
recommendation, and hence, they may provide additional information in support 
of an alternate approach as part of the plan review. 

We believe the Act is clear that universal service and energy conservation 
programs are to be appropriately funded and available. We believe the present 
programming and level of expenditures must be fully examined in the restructuring 
filings in order to evaluate the effective use and amount of EDC resources 
available for their programs. 

In order to meet our charge under the statute it is necessary that the needs of 
the EDC's territory be assessed. Such a study of the community is necessary to 
ensure that programs are well directed to meet the greatest need in the community 
for affordable energy. The needs assessment should examine the market for and 
acceptance of universal service programming in the territory. 
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Currently CAP pilots serve a limited number of customers. Given the 
results of impact evaluations already reviewed, we expect that EDCs will choose 
to enhance their CAPs as a cost effective strategy for serving low-income 
customers. 

Similarly, we have found that the LIURP program is a cost effective 
program for affordable energy. Since 1988, the electric utilities have managed 
their LIURP programs within a fixed dollar allowance. Within this process, they 
have expanded the range of services to include baseload customers who are neither 
heating nor water heating customers. This is an example of the type of flexible 
process which is expected over time to make a program cost effective in its 
availability and delivery. 

We recognize that the electric utilities have never had a goal of 0.2% of 
revenues contained within their LIURP regulations at 52 Pa. Code §58.4(b). To 
adopt such a standard would require us to modify our regulations which would not 
be timely for the restructuring filings. We, therefore, decline to fix an expenditure 
goal at this time. Nevertheless, we believe it valuable to explore in the context of 
each company's restructuring proceeding, the manner in which existing funding 
levels will be used to meet the needs of the EDC's territory. Nothing in these 
guidelines prevents an EDC from voluntarily proposing a funding commitment 
which enhances the universal service offerings in their territory. 

Additionally, the development of renewable technologies, the development 
of energy efficiency technologies, and the introduction of enhanced (smart) meters 
or net metering into the market place may add new cost-effective program 
measures for use in LIURP. These new technologies and advancements may add 
to the total costs for individual LIURP jobs in a cost effective manner. 

Finally, we must emphasize that nothing in these guidelines mandates an 
increase in total expenditures directed to meet universal service and energy 
conservation goals. To the contrary, these guidelines emphasize improving the 
cost effectiveness of existing efforts by shifting expenditures from less productive 
efforts to more effective programs. 

E. LIURP. 

The Weatherization Task Force discussed a number of energy 
conservation activities that should either be expanded in LIURP or included as 
"other" conservation components among universal service programs. We believe 
that they can be expanded into LIURP as long as they meet the appropriate 
payback requirements. 
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Specifically, the Weatherization Task Force asked us to consider other 
low-income conservation program components in universal service including an 
expansion of consumer and energy education and outreach activities, the 
development and use of renewable technologies, and the development and 
promotion of emerging energy efficiency technologies. We emphasize that we 
have always considered any new potential program measure for LIURP that is 
proven to meet a seven year average simple payback criterion for introduction into 
LIURP, even longer (12 years) i f the program measure has a longer life 
expectancy. We encourage all innovative ideas that are cost effective. 

The Weatherization Task Force recommended that we provide language 
that specifically encourages the use of community-based organizations in the 
delivery of LIURP services and that this is consistent with the Act. We concur and 
add that 52 Pa. Code §58.7(c) already provides for such a preference and this 
provision is consistent with the Act. 

Several commentors, including Duquesne, NEV, ECA, the 
Weatherization task Force and the Environmentalists, point out that the LIURP 
regulations and the CAP policy statement should conform to the universal service 
guidelines. We agree and the provisions in the revisions of both LIURP and the 
CAP Policy Statement will follow the guidelines that are set forth in this order. 

ECA stated that much closer linkage with other low income energy and 
related housing programs is needed in order to maximize the effectiveness of 
LIURP. We agree with ECA and we have such a requirement in LIURP at 52 Pa. 
Code §58.7(a). Our effort at establishing such linkage has been limited more so 
because of a lack of such energy and housing programs than to effort on our part. 
Nevertheless, we accept ECA's guidance and will direct another effort in this area 
by the end of 1997 through our monitoring of LIURP. However, we are willing to 
entertain alternative approaches to such linkages as long as they meet the 
appropriate LIURP payback criteria. 

F, Customer Assistance Programs (CAPs). 

1. Control features. 
Several commentors suggest that evaluations must be complete 

before any revisions occur to the Policy Statement. The Commission has 
received three completed impact evaluations and has been carefully 
monitoring the pilots. We expect to receive five electric and one gas final 
impact evaluations in 1997. However, several utilities only recently began 
CAPs, so their evaluations will not be completed for several years. In 
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addition, evaluations have not always been completed in a timely manner. ' 
To wait until all evaluations are completed may add years to the process. 
The role of evaluations is discussed in more detail under Section F.4 - CAP 
Enrollment. 

PULP, Columbia, OCA, PP&L, and PECO support the 
elimination of the conservation credit. ECA, Environmentalists, 
Duquesne, Catholic Charities, Conservation Consultants, Inc. (CCI), 
GPU and the Weatherization Task Force oppose elimination of the credit 
based on the belief that removing the credit relieves CAP panicipants of 
conserving energy and sends a message that participants are not responsible 
for consumption. ECA and the Environmentalists are concerned that CAPs 
are a simple subsidy of consumption. They recommend that conservation 
incentives such as usage limits can be successful. 

We will clarify in the Order that consumption limits are not being 
eliminated. The CAP Policy Statement at §69.265(3)(iii) provides for 
consumption limits. The conservation credits, when applied properly to a 
participant's bill, have been small. If eligible, participants received 
conservation credits yearly. However, participants had difficulty 
understanding the purpose and timing of the credits. We clarify that by 
eliminating the credit, we are not de-emphasizing the need to provide LIURP 
services when appropriate or the need for participants to conserve energy. 
While evaluations to date indicate that CAP participants do not abuse usage, 
usage limits will be retained to ensure that such results are maintained. 
Also, many payment plans have a built-in incentive to conserve energy as 
customer payments decrease with decreased usage. 

Several parties commented on the addition of a control feature that 
disallows a CAP participant from subscribing to nonbasic services. These 
parties commented it is too early to disallow services that have not been 
identified. Others support the ban, in part. OCA suggests that CAP credits 
should not be used to pay for nonbasic services that do not contribute to bill 
reduction. 

We will adopt OCA's suggestion. We will also acknowledge that 
some nonbasic services that help to reduce bills may be allowable. 

2. Default provisions. 
PGA, UGI, gas & electric oppose eliminating the LIHEAP default 

provision. We reject these comments because changes to the LIHEAP 
eligibility criteria make this provision increasingly difficult to administer. 
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We believe it is counterproductive to default a CAP panicipant who is 
making their payments, but who has not received a LIHEAP benefit. 
Because of changes to the LIHEAP program, it may be impossible to 
designate a LIHEAP grant to the utility. We will clarify in the Final Order 
that EDCs should continue to strongly encourage CAP panicipants to 
designate a LIHEAP benefit to the sponsoring utility. 

Considering PULP's comments, we will also add the steps an EDC 
should follow before defaulting a CAP participant. 

3. Coordination of LIHEAP benefits. 
OCA, PULP, CLS and Duquesne all oppose a LIHEAP penalty. 

We will clarify in the Final Order that EDCs may use this option with care. 
One utility who has successfully used this option did not use it this past 
LIHEAP season because the program was only open four weeks. We will 
also add language that i f a customer applies for a LIHEAP benefit but directs 
it to another utility or heating supplier, the CAP provider should not assess 
a penalty. 

4. CAP enrollment. 
The Weatherization Task Force points out that the census data's 

actual average number (2.57) of persons in a household should be used, not 
the rounded-up number (3) used by the Commission. 

Several commentors state that CAPs should not expand until 
evaluations are complete. Several parties also comment that no evidence 
exists that CAPs are cost-effective, and therefore, no expansion should occur 
until proof exists that CAPs are cost-effective. 

PEA, PGA and the individual utilities who filed comments oppose 
expansion of CAPs within a three year period. EDCs recommend that EDCs 
should determine the level of need and the size of any CAP programs. 
Several EDCs who have programs doubt that it is administratively possible 
to expand to meet the low-income need in a three year period. 

Dollar Energy Fund (DEF), OCA, PULP, CLS, Tri-Valley 
Energy Center (TVEC), Utility Emergency Services Fund (UESF), ECA, 
New Energy Ventures (NEV), the Weatherization Task Force and the 
Environmentalists specifically state they support expansion of CAPs. DEF 
also recommends that once pilots have expanded, utilities should maintain 
the floor. OCA also recommends changing the language in Section D.(l) 
from "may need" to ' 'will need." OCA submits the General Assembly did 
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not intend to let many customers go without assistance needed to achieve 
universal service, merely because their utility chooses to leave its 
programming at the pilot stage. 

We accept the Weatherization Task Force's comments about the 
eligible population using Census data. 

We recognize commentors concerns that impact evaluations for most 
EDCs who have CAPs are not complete. Under present timelines. CAP 
evaluations by EDCs should be completed by May 1998. We would not 
expect EDCs to make major design changes to their programs without the 
benefit of their impact evaluation. However, the Commission has received 
two impact evaluations that show CAPs are cost-effective. Findings from an 
evaluation may show that an EDC may need to make changes to program 
design or administration to increase cost-effectiveness. However, we do not 
expect that any utility who has a CAP will need to start over as a result of 
their evaluation. Through the needs assessments and the evaluation of the 
present programming, the EDC should make every effort to determine the 
best use of available dollars to serve the territory population. We expect the 
present programming to be maintained and improved in efficiency and 
delivery. If need is present and funds are available, a company may choose 
to enhance their CAP program as a cost effective strategy. 

We recognize commentors concerns that it may be administratively 
impossible for an EDC to enhance their CAPs within a three year period. In 
this Final Order we will not set a goal for enhancing CAPs, but the 
restructuring plan must set out the plan of the EDC for at least the next three 
years for meeting the CAP needs of its territory. The EDC's plan should 
provide for the EDC to complete any programming changes, design changes 
and secure appropriate support staff to accommodate any changes in the 
EDC CAP program over a three year period. We would expect design 
changes to be minimal due to the time EDCs spent in establishing their 
pilots. Our review and approval of the CAP program plan will reflect the 
needs assessment, consideration of the estimated number of low-income 
households in the utility's service territory, the number of participants 
currently enrolled in the pilot CAP, participation rates for assistance 
programs, and the EDC resources available for universal service and energy 
conservation programming to meet the needs of the targeted population. 

5. CAP payment amounts. 
OCA and PULP recommend that no payment amount be higher 

than 15% of a household's income. They point out that 15% is the ceiling 
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for any payment assistance program in the United States. OCA also 
recommends lowering the ranges for payment amounts. Both OCA and 
PULP recommend that any payment plans be tied to affordability. PULP 
does not suppon methods F.(5)(b-f) because they are not related to 
affordability and method F.(5)(f) gives too much discretion to BCS. OCA 
objects to method F.(5)2(e) because it does not address affordability and 
appears to be a simple budget mechanism. The DEF, who administers three 
CAPs, supports the payment ranges and recommends that CAP payments 
should not be less than payments currently being made by the household. 
ECA and the Environmentalists are concerned that payment amounts do 
not contain consumption limits. 

We will clarify in this order that payment amounts for the various 
payment plans should generally not exceed the payment levels in F.(5)(a). 
Because evaluations should provide direction about what are affordable 
payments, we are recommending ranges for payment plans. As evaluations 
are completed, each utility should have a better idea about what is an 
affordable payment for their CAP customers and can make adjustments to 
their payment plans to reflect the evaluation findings. However, for the 
reasons that follow, we reject the arguments to lower the payment ranges 
and disallow the payment methods in F.(5)(b)-(f). As utilities and the 
Commission have gained experience from the CAP pilots, it seems that some 
CAP participants' payments have been set too low and could be raised 
without negatively influencing affordability. The Commission does not 
believe it is appropriate for customers, as participants of CAP, to make 
payments that are significantly less than what they have historically been 
paying. The independent evaluation of Equitable Gas Company's Energy 
Assistance Program found that EAP participants could afford to pay 8% of 
their income for gas energy. The evaluation also recommended that EAP 
participants whose incomes were between 51%-150% of the federal poverty 
guidelines could afford to pay 10% of their income for gas energy. These 
amounts are considerably higher than the current CAP Policy Statement 
guidelines. Our goal in establishing payment ranges is to maximize customer 
payments, maintain affordable payments and limit the CAP credits as much 
as possible. 

The Commission has allowed utilities a great deal of flexibility in 
exploring different payment options. The payment plans outlined in the 
Order are currently being used in the pilots. This flexibility has allowed 
utilities to try payment plans that the Commission initially viewed with 
skepticism. For example, National Fuel Gas (NFG's) rate discount and the 
level of Equitable's payment plans proved to be acceptable variations to the 
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Policy Statement even though the Commission doubted those plans could be, 
affordable. NFG's evaluation found that their program is cost-effective and * 
that customer payment behavior improved. The evaluator recommended that 
NFG implement a tiered-rate discount. The Commission recently approved 
a request from NFG to expand its program from 1.000 panicipants to 5,000 
participants. Because NFG's evaluation found the rate discount acceptable, 
the Commission approved NFG's request to use a tiered-rate discount. If an 
evaluation finds that a rate discount does not provide affordable payments, 
the Commission would expect an EDC to revise its payment plan. Another 
example of a successful variance from the Policy Statement is PP&L's 
payment plan. Under this plan that considers F.(5)(e), three payment options 
are calculated. This approach allows the agencies who administer PP&L's 
program to decide the payment amount that best suits the needs of the 
household and the utility. PP&L has results from two interim evaluations 
that show PP&L's method of determining payments is an acceptable 
approach. By using this approach, customers generally have affordable 
payments; and under most circumstances CAP payments are similar to what 
customers have historically paid. 

6. CAP participants and competitive supply. 
We are adding a section that provides guidance for parties to deal 

with CAP participants and competitive supply as pan of their restructuring 
plans. As a general policy matter, the Commission supports CAP 
participants acquiring supply in the competitive market and allowing 
competitive suppliers to be involved in providing electric supply to CAP 
participants. The guidelines provide four goals that program designs 
should meet when CAP participants acquire supply in the competitive 
market. 

G. Cost Recovery Of Universal Service And Energy Conservation Programs. 

Several commentors support a kwh assessment on all customer classes. We 
cannot accept this recommendation because it places a disproportionate 
responsibility for funding universal service and energy conservation programs on 
high kwh (high volume) users in violation of Section 1301. Further, the Act at 
§2804(7) prohibits interclass and intraclass cost shifting. Assessing a funding 
mechanism on kwh use is inconsistent with rate treatments for these programs in 
recent base rate cases. 

20 



H. Administration. 

1. Program administration. 
An overwhelming majority of commentors (32 of 37 parties who 

commented on this section) strongly oppose statewide administration. 
Community agencies as well as utilities oppose statewide administration. 
PEA requests the language be removed from the final order, and PGA 
opposes statewide administration now and in the future. PP&L opposes 
statewide administration but supports allowing the EDC to choose the 
delivery mechanism. Commentors cite increased administrative costs, 
customer confusion, disruption to an effective relationship between EDCs 
and community agencies, decreased funds for program benefits, and loss of 
regional oversight. ECA and NEV are the only two commentors to support 
statewide administration. OCA, PULP and the Environmentalists support 
language that allows for providing for the option of statewide administration 
in the future. 

At this time, we are not convinced that statewide administration is in 
the best interests of low-income customers. Therefore, we will remove the 
language that provides for statewide administration as an option in the 
future. 

2. Administration of program benefits. 
PEA, individual EDCs, UGI - gas, and PULP oppose pro-rata 

application of CAP benefits to all major components of the unbundled bill. 
The industry opposes pro-rata of benefits for these reasons: 1. Most of the 
customer's overdue balance accrued prior to the selection of a generation 
supplier; 2. Responsibility for termination for non-payment stays with the 
EDC; 3. All collection and regulatory requirements are associated with 
EDC; and 4. The EDC is currently the supplier of last resort. The industry 
believes they will assume greater risks and responsibilities for low-income 
customers than suppliers. 

The Department of Public Welfare (DPW) opposes pro-rata 
application of LIHEAP benefits. The DPW comments they would incur 
substantial administrative difficulties to split LIHEAP benefits. The DPW 
comments that "Vendors are better equipped than the Department...to 
address the issue of distribution of LIHEAP payments among vendors. 
Vendors should be able to apply existing methodologies that prorate 
payments for the general public to LIHEAP customers." The DPW 
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comments they are interested in working with the Commission to resolve 
issues that involve LIHEAP. 

PULP comments that the first goal of application of benefits should 
be to ensure continuation of electric service for low-income customers. To 
achieve this, grants must be applied to the account of one provider. 
Currently, the EDC will be the provider of last resort and the CAP provider. 
PULP also adds that customer payments as well as benefits should not be 
divided, prorated or applied in any manner that would reduce the amount 
dedicated to ensuring that service continue. OCA supports applying any 
payment assistance benefits to the EDC portion of the bill. OCA cites ease 
of administration and application of a benefit to the distribution portion of 
the bill reduces the most competitive and manageable part of the bill as 
reasons for support. OCA suggests it may be appropriate to test pro-rata of 
benefits in a pilot. 

DEF, Catholic Charities, ECA, Environmentalists, Green 
Mountain Resources, Inc. (Green), Montgomery County Community 
Action Development Commission (MCCADC), NEV and Enron support 
pro-rata application of benefits. These parties comment that pro-rata 
application of benefits is necessary to stimulate competitive entry into low-
income markets. The Weatherization Task Force recommends that 
LIHEAP benefits should be pro-rated. They also recommend that LIHEAP 
funds should be considered to leverage competitive bids for generation 
supply for LIHEAP recipients. Enron also comments that low-income 
customers create a higher risk of uncollectibles and pro-rata application of 
benefits will minimize that risk. Without pro-rata application of benefits, 
Enron suggests low-income customers may be required to post higher 
deposits or may be denied service. Enron proposes that if a generation 
supplier cancels a customer's contract, the supplier will default the customer 
to the EDC and any payment assistance benefits will return to the utility. 

We agree with PULP that the first goal of universal service benefits 
is to ensure that electric service continues for low-income customers. We 
believe this goal can best be met by applying any payment assistance 
benefits to the EDC and will reflect this in the guidelines. The Commission 
in its licensing requirements order at M-00960890f004 established 
guidelines that do not allow a supplier to physically disconnect a customer. 
The supplier can cancel the contract and return the customer to the provider 
of last resort. We believe this minimizes any significant risk of 
uncollectibles for suppliers. We also do not understand Enron's suggestion 
that higher deposits or denial of service may be consequences of assigning 
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payment assistance benefits to the EDC. Although a supplier is not required 
to comply with termination procedures under Chapter 56: they are required 
to comply with the credit and deposit standards at §56.32. 

Given the range of comment on this issue, some further discussion is 
necessary. Several of the commentors incorrectly assume that the EDC will 
always be the supplier of last resort. This is a matter to be determined in 
each restructuring proceeding. When a CAP customer is being served by 
the supplier of last resort, it is important to maintain affordable generation 
service as well as distribution service. For these reasons. CAP benefits 
should be pro rated to include the supplier of last resort when applicable. 
This approach may facilitate the interest of alternate suppliers seeking to 
become the supplier of last resort in a territory. 

We recognize we have made a choice to restrict the portability of the 
CAP credit based upon the information before us. We encourage additional 
discussion addressing this issue in the restructuring plan reviews. 

3. Approval of universal service and energy conservation plan. 
PULP requests that i f the Commission rejects a plan, the EDC must 

resubmit the plan within 30 days. ECA and the Environmentalists request 
that EDCs be required to submit their plans every two years. 

We accept both recommendations and will add language that 
requires bi-annual reports that include proposals for necessary and 
appropriate plan improvements. An entirely new plan is not required. The 
EDC should resubmit any revisions to its plan to the Commission for 
approval within 30 days i f a timeline is not stated in the order that rejects or 
modifies the plan. 

I . Reporting Requirements. 

PEA and the individual EDCs comment that they cannot currently provide 
all the data requested in this section and caution us about creating excessively 
burdensome reporting requirements. They suggest that evaluations cover universal 
service and energy conservation programs, not just LIURP and CAP. The 
commentors point out that no goals have been established. Finally, they request 
that the EDCs and the BCS be required to report to the Commission at the same 
intervals. Several commentors want the BCS report to be publicly released. 

We accept the suggestions that evaluations include all universal service and 
energy conservation components. We will reduce the reporting requirements to bi-
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annually for EDCs. However, if EDCs cannot provide data on their low-income . 
customers, we cannot determine if universal service and energy conservation 
programs comply with the Act to provide programs that are appropriately funded 
and available to low-income customers. The revised guidelines identify goals and 
provide for program evaluations. These reporting requirements are temporary until 
formal regulations are developed and approved through our normal rulemaking 
process. 

J. Advisory Panels. 

PEA, individual EDCs and UGI - gas oppose establishing formal advisory 
panels. They comment they have established informal processes to elicit advice 
from the community and would prefer to continue the informal process. 

OCA, PULP, CLS, Pennsylvania Citizens Consumer Council (PCCC), 
Northwest Regional Council of Pennsylvania on Aging (NRCPA), and PCAB 
support establishing new advisory panels for universal service and energy 
conservation programs. ECA and Environmentalists support a statewide 
advisory panel. CACLV recommends that the Commission hold public input 
hearings every two years to obtain feedback on the effectiveness of universal 
service and energy conservation programs. 

We do not believe that advisory panels will create an undue hardship on 
EDCs and will retain the language in the Tentative Order. The Commission has a 
mechanism in place to deal with statewide issues relating to universal service and 
energy conservation programs. Any concerns dealing with universal service and 
energy conservation can be brought before the Commission's Consumer Advisory 
Council. 

K. Other. 

Except for responses to Commissioner Blooms' statement that raised 
questions regarding the need for regulations, responses to statements by Chairman 
Quain and Commissioner Hanger have been included in the relevant sections of 
the guidelines. Several commentors, PCCC, NRCPA, the Weatherization Task 
Force, Duquesne, RACE, UGI - gas, Penn Power, ECA and the 
Environmentalists, support regulations for universal service and energy 
conservation programs either now or in the future. PULP comments that because 
of the time restraints involved, guidelines will be sufficient to ensure consistency. 
PULP also recommends that the Commission specifically charge BCS with the 
responsibility to monitor programs for consistency and the establishment of a 
Statewide Steering Committee that could ensure consistency. 
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We suppon PULP's comments that because of the need to establish 
guidelines that can be used in restructuring plans, guidelines are appropriate. 
However, we will need to establish universal service and energy conservation 
regulations in the future. 

The sole intent of this final order is to establish guidelines for universal 
service and energy conservation programs, T H E R E F O R E , 

IT IS ORDERED: 

1. That the guidelines for a universal service and energy conservation 
programs are set forth in this Final Order at Appendix B. 

2. That a copy of this final Opinion and Order and any accompanying 
statements of the Commissioners be served upon all jurisdictional electric 
companies, the Office of Consumer Advocate, the Office of Small Business 
Advocate, other parties who participated in the Commission's electric competition 
investigation at Docket No. 1-00940032, the Electric Competition Legislative 
Stakeholders, the parties who filed comments to this order, and the Universal 
Service and Energy Conservation Work Group. 

BY T H E COMMISSION, 

Ĵ mes J. McNulty 
Acting Secretary 

(SEAL) 

ORDER ADOPTED: July io , 1997 
ORDER ENTERED: 1 1 
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Appendix A 

Commentors to Universal Service Tentative Order 

Allegheny Power (Allegheny) 
Catholic Charities - Beaver County 
Catholic Charities Diocese of Pittsburgh (PGH, Monaca, Step, Inc.) 
Representative Mario J. Civera - 164th Legislative District 
Columbia Gas of Pennsylvania. Inc. (Columbia) 
Community Action Association of Pennsylvania 
Community Action Committee of Lehigh Valley, Inc. (CAC Lehigh) 
Community Action Program of Lancaster County 
Community Legal Services (CLS) 
Conservation Consultants, Inc. (CCI) 
Department of Public Welfare 
Dollar Energy Fund 
Duquesne Light 
Economic Opportunity Cabinet of Schuylkill County (EOC of Schuylkill County) 
Energy Coordinating Agency (ECA) 
Enron Capital and Trade Resources (Enron) 
Environmentalists - The Delaware Valley Citizens' Council for Clean Air, the Sierra 
Club, Citizen Action and Conservation Consultants, Inc. 
Green Mountain Resources, Inc. (Green) 
Industrial Energy Consumers of Pennsylvania (IECPA) 
Kinetechs, Inc. 
Lycoming-Clinton Counties/Community Action (Step) Inc. 
Senator Roger A. Madigan 
Representative Keith R. McCall - 122nd Legislative District 
Senator Robert J. Mellow 
Mercer County Community Action Agency (MCCAA) 
Montgomery County Community Action Development Commission 
New Energy Ventures - Mid-Atlantic (NEV) 
North Hills Community Outreach, Inc. (NHCO) 
Northern Tier Community Action Corp. (NTCAC) 
Northwestern Regional Council/Pennsylvania Council on Aging (NRCPA) 
Office of Consumer Advocate (OCA) 
PECO Energy Company (PECO) 
Penelec & Met-Ed d/b/a GPU Energy (GPU) 
Penn Power 
Pennsylvania Citizens Consumer Council (PCCC) 
Pennsylvania Electric Association (PEA) 
Pennsylvania Gas Association (PGA) 
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Pennsylvania Power & Light (PP&L) 
Pennsylvania Solar Energy Industries Association (PENNSEIA) 
Pennsylvania Utility Law Project (PULP) 
Pennsylvania Weatherization Providers Task Force (Weatherization Task Force) 
Peoples Consumer Advisory Board (CAB) 
Peoples Natural Gas Company 
Pure Energy 
Redevelopment Authority of the County of Erie (RACE) 
Redevelopment Authority of the County of Monroe (RACM) 
The Trehab Center 
Tri-Valley Energy Center (TVEC) 
UGI Utilities, Inc. - Electric Division 
UGI Utilities, Inc. - Gas Division (UGI-Gas) 
Utility Emergency Services Fund (UESF) 
Weatherization Office of Huntingdon (WOH) 
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Appendix B 

GUIDELINES FOR UNIVERSAL SERVICE AND 
ENERGY CONSERVATION PROGRAMS 

In order to establish guidelines for universal service and energy 
conservation programs, the Commission establishes the following guidelines to be 
followed when developing, enhancing or maintaining universal service and energy 
conservation programs. The guidelines do not suggest any precise requirements 
that must be a part of the universal service and energy conservation plans of any 
utility. Such final decisions will be made only in the Restructuring Orders after 
the electric distribution companies (EDCs) and all interested parties have had an 
opportunity to litigate the issues based upon these guidelines. 

The universal service and energy conservation plans that are part of the 
restructuring filings should be litigated and ultimately implemented in a manner 
that is consistent with the foregoing statutory mandates and the other requirements 
of the Act. Nothing in the Act or the rest of the Public Utility Code suggests that it 
is possible or desirable to address universal service and energy conservation 
separately from all the other relevant considerations of the law and public policy. 

The primary mandate before the EDCs, the parties and the Commission as 
restructuring plans are adopted is to lay the groundwork for a fully competitive 
market for generation within a total level of rates that are capped as of January I , 
1997. Spending levels for universal service and energy conservation must be 
appropriate considering other spending priorities and the fundamental necessity of 
complying with all other aspects of the Code as it now has been amended by the 
Act. The challenge before the EDCs, the parties and the Commission is to do so 
with an appropriate balance that maintains funding for other aspects of safe and 
reliable local distribution services at least at current levels. 

EDCs, other parties and the Commission must acknowledge that the Code, 
as now amended by the Act, for the first time imposes a mandate for universal 
service and energy conservation policies, programs and protections that are 
"appropriately funded and available in each electric distribution territory." The 
Commission can and will meet this mandate while meeting the other requirements 
of the Code. 

In particular, we note that neither the Act nor these guidelines specify any 
particular spending level for universal service and energy conservation as a whole. 
No inherent increase or decrease in spending is mandated, provided that the total 
level of resources directed to universal service and energy conservation is 
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"appropriate" and the benefits are made "available". This mandate neither can 
supersede nor take a back seat to the other requirements of the Code as amended 
by the Act. 

A. Universal Service and Energy Conservation Programs as Components of 
Restructuring. 

The Commission shall require each affected EDC to submit a 
comprehensive and multi-year universal service and energy conservation plan as 
part of its Restructuring Filing as required by Section 2804(15). 

B. Universal Service and Energy Conservation Policies, Protections and Services. 

1. Existing universal service and energy conservation policies, protections 
and services. 

Current universal service and energy conservation policies, services 
and program include those addressing: 
a) The requirements of 52 Pa. Code Chapter 56 (Standards and Billing 

Practices for Residential Utility Service); 
b) The requirements of 52 Pa. Code Chapter 58 (Low-Income Usage 

Reduction Programs) or other comparable program; 
c) The Commission's Policy Statement at 52 Pa. Code §69.261 et seq. 

(Customer Assistance Programs) or other comparable program; 
d) The Commission's Secretarial letter dated November 30, 1992 

(CARES programs) or other comparable program; 
e) The administration of hardship funds. Administration does not 

include utility contributions to a hardship fund. In addition to the 
EDCs continuing to support hardship funds, the Commission 
strongly encourages generation suppliers to implement or join an 
existing hardship fund; 

f) The Commission's Policy Statement at 52 Pa. Code §69.251 (Plain 
Language); 

g) The Secretarial letters identified in Appendix C (collection 
activities). These letters continue to represent the Cominission's 
interpretation of that which is provided by the Public Utility Code 
and our regulations. These letters were issued as guidance and were 
not intended as controlling. By incorporating these letters into this 
order, we do not intend to bestow upon them any greater weight than 
they now enjoy. 

h) Any other existing policies, services or programs concerning 
universal service and energy conservation as defined in the Act. 
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Given the parameters identmed in the foregoing legislative' , 
mandate, the first stage of developing a universal service and energy" 
conservation plan to be included in each utility restructuring plan 
must be to compile a detailed itemization of all existing policies, 
protections and services. 

2. Proposed universal service and energy conservation policies, protections 
and services. 

The Commission believes that, in most cases, the existing universal 
service and energy conservation policies, services and programs, with some 
modifications, can meet the new mandates of the Act. The proposed plan 
should indicate how existing policies, protections, and services may be 
modified, consistent with these guidelines. The Act clearly requires three 
additional efforts: 

a) Provider of Last Resort. Section 2807(e)(3) requires each EDC, or an 
alternative supplier approved by the Commission, to acquire electric energy 
at prevailing market prices to serve any customers that do not obtain 
generation from another electric supplier. The plan must propose an initial 
supplier of last resort and how it will be utilized. 

b) Renewable resources. Universal service and energy conservation is 
defined in Section 2803 of the Act to include the application of renewable 
resources. Since most utilities do not currently address renewable 
resources, the plan must propose how the application of renewable 
resources will be accommodated. EDCs may use pilots to test the cost-
effectiveness of these technologies before including renewables as a 
component. 

c) Consumer Education. Section 2803 includes consumer education as 
a component of the definition of universal service and energy conservation, 
so it must be addressed in the restructuring plan. Consumer education is 
generally to be governed by the guidelines that are being adopted in a 
separate Commission order. However, the consumer education plans 
should address the needs of low-income customers as follows: 

i) Subject matter. The consumer education plan should educate 
low-income customers about the following: 

1. The options that are available for low-income customers 
to effectively consider choosing a generation supplier. 
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2. How can choice work in conjunction with universal 
service and energy conservation programs. The plan must 
communicate that exercising choice does not preclude 
participation in universal service and energy conservation 
programs or the protections pursuant to the provisions of 
Chapter 56 protections. 

ii) Outreach strategies. Consumer education efforts for low-
income and universal service customers should strongly 
consider the following education_and outreach activities: 

1. Use multi-language approaches, when appropriate: 
2. Use appropriate delivery systems to reach disabled 

individuals; 
3. Use educational methods and messages (such as local 

radio, free local newspapers, and local community 
outreach) that are targeted specially to low-income 
customers; 

4. Use existing customer contact opportunities to educate 
low-income customers about choice, for example, when a 
customer receives budget counseling as part of CAP or 
energy education as part of LIURP; 

5. Target choice education efforts to secondary education 
students who may assist their households to understand 
and pay utility bills; 

6. Hold workshops in communities to explain in detail what 
options are available to low-income consumers; 

7. Create partnerships to educate consumers especially with 
senior citizens' centers, child day care centers, and child 
welfare offices. 

C. Eligibility Guidelines. 

1. General. 

In general, these universal service and energy conservation programs 
shall be available to electric customers whose household income is at or 
below 150% of federal poverty guidelines and who meet other non-income 
criteria. The term electric customer includes all residential electric 
customers not just those customers who heat with electric. Up to twenty 
percent of the universal service and energy conservation budget may be 
applied to customers with special needs who are between 150 percent and 
200 percent of the federal poverty guidelines. Special needs for purposes of 
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general eligibility is defined as a customer having an arrearage with the 
covered utility and whose household income is at or below 200% of the 
federal poverty guidelines. Special needs includes, but is not limited to. 
those customers who have expenenced a family crisis such as loss of 
income, divorce, disability or major illness. 

2. Additional eligibility criteria. Individual universal service and energy 
conservation components should include the following additional eligibility 
criteria: 

a) Chapter 56 regulations establish standards for all residential electric 
customers, therefore all low-income customers who participate in 
universal service programs are covered. 

b) Low-Income Usage Reduciion Program (LIURP) regulations at 52 PA 
Code, §58.2 define a low income customer as a residential customer 
with household income at or below 150% of the Federal poverty 
guidelines. LIURP eligibility criteria is a two-part requirement. First, 
income must be at or below 150% of the federal poverty guidelines. 
There is an exception to this rule. Up to 20% of the LIURP budget 
may be spent on eligible special needs customers with an income 
level in the range 150% to 200% of the federal poverty level. 
Second, the household must have high energy usage. Each of the 
major electric companies should establish company specific 
minimum usage requirements for each of the three major job types for 
electric jobs: heating, water heating and baseload. Section §58.10 
defines priority of program services. This section outlines the 
following order of priority for receipt of LIURP services: 

1. " Eligible customers with the largest usage and greatest 
opportunities for bill reductions relative to the cost of 
providing program services shall receive services first. 
Additional criteria for usage level and bill reduction are also 
defined. 

2. Among customers with the same standing under number 1, 
those customers with the greatest arrearages shall receive 
services first. 

3. Among customers with the same standing under number 2, 
those households with the lowest incomes shall receive 
services first. 
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c) Customer Assistance Program (CAP) eligibility. A CAP applicant 
must meet the foilowing eligibility criteria: 
1. Status as a ratepayer or new applicant is verified. 
2. Household income is verified at or below 150% of the Federal 

poverty guidelines. 
3. The CAP applicant is payment troubled.1 Payment troubled is 

defmed as a household who has failed to maintain one or more 
payment arrangements. 

Because of time and funding constraints, participants 
should be enrolled on a first come, first served basis. An EDC 
may choose one of the following four options to prioritize the 
enrollment of eligible customers. When determining i f a CAP 
applicant is payment troubled, an EDC should select one of the 
following priorities for payment troubled: 
a) A household whose housing and utility costs exceed 

45% of the household's total income. Housing and 
utility costs are defmed as rent or mortgage/taxes and 
gas, electric, water, oil, telephone, and sewage; 

b) A household who has $100 or less disposable income 
per month after subtracting all household expenses 
from all household income; 

c) A household who has a reasonable arrearage. The EDC 
may define the amount of the arrearage; or 

d) A household who has received a termination notice or 
who has failed to maintain one or more payment 
arrangements. 

d) Customer Assistance and Referral Evaluation Services (CARES) 
eligibility. Each EDC may define eligibility for a CARES program. 
Generally, CARES eligibility may be targeted to special needs 
customers. Special needs customers may include those who have 
experienced a family crisis such as loss of income, divorce, disability, 
or major illness. 

e) Hardship fund eligibility. Hardship funds are typically targeted to 
customers whose household income is verified at or below 150% of 
the poverty level. Administrators of hardship funds, not the EDC, 
shall continue to determine the eligibility criteria. 

1 In order for the universal service and conservation guidelines to be consistent with the 
CAP Policy Statement, revisions to 52 Pa. Code Chapter 69 will be required. 
Specifically, revision to the CAP eligibility criteria at §69.265(4Xiii) will be required. 
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f) ' Plain language policv siatement. The plain language policy 
statement establishes guidelines for communications with all 
residential customers, therefore all low-income customers who 
participate in universal service programs should receive plain 
language communication. 

g) Secretarial letters related to collection activity. The Secretarial 
letters express direction for all residential customers, therefore all 
low-income customers who participate in universal service programs 
are covered by the issues addressed in the Commission's Secretarial 
Letters. 

D. Expenditures for Universal Service and Energy Conservation. 

1. Many facts and concerns must be balanced in order to ensure that 
universal service and energy conservation is appropriately funded and 
available in each service territory. The rate cap is one of the statutory 
mandates that must be considered along with maintaining the existing 
quality of safe and reliable local distribution service. The unbundled rates 
to be established must balance the recovery of stranded costs, universal 
service and continuing operations. The Act requnes that the Commission 
meet all of these mandates and does not indicate that any one mandate is 
more important than another. In order to ensure that universal service and 
energy conservation programs are "appropriately funded and available in 
each service territory" the plan must address: 

a) Identification of existing and proposed efforts; 
b) Needs assessment of the market for and acceptance of 

universal service programming in the territory; 
c) Identification of the greater of the current level of spending or 

the amounts included in existing rates to suppon existing 
efforts; 

d) Other statutory mandates and these guidelines. 

The EDCs should identify the current level of spending and/or the 
amounts included in existing rates to support the existing efforts. Current 
expenditures include, in part: write-off of uncollectible expenses; 
operational costs associated with collections, termination and reconnection 
activities; cash working capital associated with arrearages; costs associated 
with CAP, CARES, and LIURP programs; and administration of hardship 
funds. 
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In identifying existing operarional costs associated with collection 
activities, the EDCs should use the top-down approach outlined in 
Equitable's EAP's impact evaluation. For convenience, we have attached in 
Appendix D the descnpnon of the top-down approach outlined by 
Equitable's evaluator. 

2. The expenditures for universal service and energy conservation 
programs must be examined in conjunction with the costs of distribution 
rates, and competitive and intangible transition charges. Funding for 
universal service and energy conservation programs should not be 
determined after all other funding requirements are met. The total amount of 
dollars available under the rate cap should be adjusted to meet all the 
requirements of the Act including universal service and energy conservation. 

3. The plan should identify any proposed shift of expenditures among 
programs based upon the needs assessment, in order for the total program to 
be more cost effective. 

E . LIURP. 

LIURP does not require major revisions as a result of the transition to 
customer choice. The existing programs may continue to be operated essentially 
as they are now. The Commission is cuirently in the process of revising the 
LIURP regulations. Any revisions to the LIURP regulations will follow the 
guidelines that are set forth in this order. 

F. Customer Assistance Programs (CAPs). 

In order for the universal service and energy conservation guidelines to be 
consistent with the CAP Policy Statement, revisions to 52 Pa. 52. Code Chapter 69 
will be required. Any revisions to the CAP Policy Statement will follow the 
guidelines that are set forth in this order. The Commission's CAP Policy Statement 
became effective July 2, 1992. 

Experience and the new circumstances under the Act indicate that some 
changes to CAPs are appropriate at this time. The following guidelines should be 
read in conjunction with the CAP Policy statement and implemented as part of the 
universal service and energy conservation plans. 
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1. Control features. 
The Commission is amending this section to eliminate conservation 

incentives. Consumption limits are not being eliminated. The need to 
provide LIURP services when appropriate and the need for participants to 
conserve energy is still necessary. 

The Commission is adding a control feature that disallows a CAP 
participant from subscribing to nonbasic services that would cause an 
increase in monthly billing and would not contribute to bill reduction. 
Nonbasic services that help to reduce bills may be allowable. CAP credits 
should not be used to pay for nonbasic services. 

The Commission is changing the term billing deficiency limit to 
maximum CAP credits. The term billing deficiency suggests that payments 
are not made. Participation in CAP requires that a customer make regular, 
monthly payments for the fiill CAP amount billed. The term CAP credits is 
more accurate in describing the difference between the amount that would 
have been billed at the standard residential rate and the amount billed at the 
CAP rate. 

2. Default provisions. 
The Commission believes that the consequences for nonpayment 

should be loss of service; therefore, we recommend that participants who do 
not make payments should be returned to the regular collection cycle. The 
collection process includes all of the notification and procedural steps 
required in Chapter 56. At a minimum, the utility should inform the 
participants of the consequences of defaulting from the CAP. To avoid 
termination of service, the CAP participant must pay the amount set forth in 
the termination notice prior to the scheduled termination date. This amount 
should generally be no more than two CAP bills. 

The Commission is deleting the provision that failure to apply for 
LIHEAP and designate a LIHEAP grant to the CAP-sponsoring utility 
should result in dismissal. Because of the changes to LIHEAP eligibility 
and funding, CAP participants have difficulty meeting this provision. 
EDCs should continue to strongly encourage CAP participants to apply for 
all available LIHEAP benefits and to designate a LIHEAP grant to the 
sponsoring utility. 
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3. Coordination of LIHEAP benefits. 
The Commission is adding a section to allow the utility flexibility to 

deal with a panicipant who fails to apply for a LIHEAP grant. EDCs may 
use the option of imposing a penalty on a CAP panicipant who is eligible 
for LIHEAP benefits but who fails to apply for those benefits. EDCs 
should use this option carefully and the penalty should not exceed the 
amount of an average LIHEAP cash benefit. If a customer applies for a 
LIHEAP benefit but directs it to another utility or energy provider, the 
CAP provider should not assess a penalty. EDCs should strongly 
encourage participants to apply for LIHEAP benefits. 

4. CAP Enrollment. 
CAPs have been operated to date as pilots with limited enrollment. 

Given the positive evaluations of CAPs in meeting their goals of affordable 
payments and reduced utility costs, the plans should address anticipated 
changes in CAP enrollment levels that reflect the strategic use of CAPs as a 
cost effective component of universal service. 

The restructuring plan must set out the plan of the EDC for at least 
the next three years for meeting the CAP needs of its territory. The EDC's 
plan should provide for the EDC to complete any programming changes, 
design changes and secure appropriate support staff to accommodate any 
changes in the EDC CAP program over a three year period. We would 
expect design changes to be minimal due to the time EDCs spent in 
establishing their pilots. Our review and approval of the CAP program plan 
will reflect the needs assessment, consideration of the estimated number of 
low-income households in the utility's service territory, the number of 
participants currently enrolled in the pilot CAP, participation rates for 
assistance programs, and the EDC resources available for universal service 
and energy conservation programming to meet the needs of the targeted 
population. 

5. CAP Payment Amounts. 
The level of CAP payment required from the customers should 

consider the total funding for universal service as in Section F.4. The 
fundamental lesson learned from CAP is that customer payments can be 
maximized while minimizing collection and other utility expenses i f the 
required payments are affordable. CAP payments must be consistent with 
the following: 

Generally, CAP payments for total electric and natural gas home 
energy should not exceed 17% of the CAP participant's annual income. 
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Generally, a participant's CAP payment should not exceed the percentages ' 
shown in the percentage of income payment plan at 5(a), The payment 
plans that follow the percentage of income payment plan should reflect the 
percentages shown in the percentage of income payment plan at 5(a). The 
minimum payment should not be less than the guidelines at 
§69.265(3)(v)(A) and (B). Payment plans should be based on one or a 
combination of the following: 

(a) Percentage of income payment plan. 

(i) Generally, maximum payments for electric nonheatmg service 
should be within the following ranges: 

• household income between 0-50% of poverty at 2%-5% of 
income. 

• household income between 51-100% of poverty at 4%-6% of 
income. 

• household income between 101-150% of poverty at 6%-7% 
of income. 

(ii) Generally, maximum payments for electric heating (generally 
all electric service) should not exceed the following 
guidelines: 

• household income between 0-50% of poverty at 7%-13% of 
income. 

• household income between 51-100% of poverty at 11%-16% 
of income. 

• household income between 101-150% of poverty at 15%-17% 
of income. 

(b) Percentage of bill payment plan. The participant's household 
payment contribution for total electric and natural gas home energy 
under a percentage of bill plan is determined using the variables of 
family size and income and the household's annual energy usage. A 
participant's annual payment is calculated as a percentage of income 
payment and converted to a percentage of the annual bill. When an 
EDC determines subsequent CAP payment amounts, a participant 
will continue to pay the same percentage of the total bill even i f 
annual usage has changed. 

(c) Rate discount. The participant's energy usage is billed at a reduced 
rate that is a fraction or percentage of the normal rate. 
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(d) Minimum mnnthlv payment. The panicipant s household pavtnent 
contribution is calculated by taking the panicipant's estimated 
monthly budget billing amount and subtracting the maximum-
monthly CAP credit, previously called billing deficiency (S46 month 
for non-electric heat and S116 month for electric heat). 

(e) Annualized, average payment. The panicipant's household payment 
contribution is calculated by determining the total amount the 
panicipant paid over the last 12 months and dividing by 12 to 
determine a monthly budget. 

(f) An alternative payment formula. An alternative payment formula 
must be reviewed by the Bureau of Consumer Services and approved 
by the Commission. 

6. CAP Participants and Competitive Supply. 
As a general policy matter, the Commission suppons CAP 

panicipants acquiring supply in the competitive market and allowing 
competitive suppliers to be involved in providing electric supply to CAP 
participants. However, the details of how viable CAP programs can be 
maintained and improved while affording CAP panicipants access to 
competitive supply have yet to be worked out. As pan of their restructuring 
plan, parties should develop workable designs for how CAP participants 
can be involved in the competitive market. These designs may include 
aggregation of low-income or CAP customers or other innovative 
approaches. Any program designs that involve CAP participants acquiring 
supply in the competitive market should meet the following goals: 

• effective case management; 
• avoidance of customer confusion; 
• effective use of universal service funding; and 
• maintaining customer affordability. 

G. Cost Recovery of Universal Service and Energy Conservation Programs. 

Section 2804(8) & (9) of the Act require that the Commission adopt 
a non-bypassable, competitively neutral cost recovery mechanism for each 
distribution territory designed to fully recover the EDC's universal service and 
energy conservation costs over the life of the programs. The Act is clear that it is 
distribution customers, not utilities, who are to fund these efforts. 

1. The cost of an EDC's universal service and energy conservation programs 
should be allocated among the classes of the distribution company's 
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ratepayers consistent with sound rate design principles and in accordance 
with the Act's prohibitions against the interclass and intraclass cost transfer 
and the Act's rate cap. The allocation of universal service program costs 
will be performed during each utility's restructuring proceeding. 

2. The electric distribution company will assess the nonbypassable. 
competitively neutral cost recovery mechanism that funds universal service 
and energy conservation policies, activities and services. 

3. Funding should be utility service territory-specific rather than statewide. 

4. All customer classes should share in providing funding of universal service 
consistent with sound rate design principles and in accordance with the 
Act's prohibitions against the interclass and intraclass cost transfer and the 
Act's rate cap. 

5. Within the rate caps, universal service program funding must be appropriate 
to ensure the availability of meaningful and strong programs in each service 
territory. 

H. Administration. 

1. Program administration. During the transition period, the Commission 
urges a moderate approach to administration of universal service and energy 
conservation programs. Initially, we recognize that each distribution 
company administers its universal service and energy conservation 
programs. The Commission encourages EDCs to use the resources of 
community-based organizations. 

2. Administration of program benefits. The universal service funding 
mechanism should be collected by the EDC as a non-bypassable distribution 
charge, paid by all customers. Universal service and LIHEAP benefits 
should be assigned to the EDC. Each restructuring proceeding will 
determine responsibility for a supplier of last resort. I f a supplier of last 
resort is different than the EDC, CAP benefits should be pro-rated to include 
the supplier of last resort when applicable. 

3. Approval of universal service and energy conservation plan. If the 
Commission rejects the initial or subsequent universal service and energy 
conservation plan, the EDC must submit a revised plan pursuant to the order 
rejecting or directing modification of the plan as previously filed. If a 
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timeline is not stated in the order rejecting the plan, the EDC must file its 
revised plan within 30 days. 

I . Reporting Requirements. 

1. Each EDC should gather information and analyze it on a bi-annual 
basis and report to the Commission on its progress in achieving universal 
service within its service territory. The EDC should include in its report 
recommendations on how to close any identified gaps in providing electric 
service to its low-income customers. 

Reports should include, but not be limited, the following 
information: 

a) . EDCs should report all criteria used by the EDC to categorize 
customers as low-income. EDCs should report the annual collection 
operating costs associated with handling low-income customer 
accounts, including administrative expenses associated with 
termination activity: 10-day termination notice, personal contact, 
48-hour notice, actual termination of service, post termination and 
restorations; negotiating payment arrangements requests; budget 
counseling; handling informal and formal complaints; securing and 
maintaining deposits; tracking delinquent accounts; collection 
agencies' expenses; litigation expenses; dunning expenses, and 
winter survey expenses. 

b) EDCs should report the dollar amount of the EDC's gross 
residential write-offs for the reporting year, the portion related to 
low-income customers or an estimate of the portion related to the 
low-income customers. 

c) EDCs should report how many residential service customers were 
served in the reporting year, the number of residential customers 
known to be low-income customers, and total estimated low-income 
customers, and the EDC's definition of a low-income customer. 
EDCs should also report how many residential customers are 
payment troubled customers, and how the EDC defines "payment 
troubled". The EDC should also report how many low-income 
customers are known to be payment troubled customers, and what is 
the estimate of the total number of low-income, payment troubled 
customers. 
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d) EDCs should repon a definition ot a residential account in arrears. . 
the total number of residential accounts in arrears in the reporting 
year, the number of those accounts that were low-income customers, 
dollars in arrears owed by identified low-income customers, and the 
total number of dollars in arrears ('identified and estimated). 

e) EDCs should report annually to the Commission the number of 
customers who are potentially eligible for CAP. EDCs should report 
the number of customers enrolled in CAP. 

f) EDCs should report annually the number of customers still in need 
of LIURP services and the cost to serve all customers who need 
LIURP services. 

EDCs should submit an updated universal service and energy conservation 
plan on a bi-annual basis. If the Commission rejects the plan, the EDC 
must submit a revised plan pursuant to the order rejecting or directing 
modification of the plan as previously filed. If a timeline is not stated in the 
order rejecting the plan, the EDC must file its revised plan within 30 days. 

2. The Bureau of Consumer Services will report to the Commission 
biannually on the status of each EDC's universal service and energy 
conservation programs. 

3. The Commission will determine i f the EDC meets the goals of 
universal service and energy conservation program. The EDC should 
establish an individual goal of how many customers should be served by 
universal service and energy conservation programs. The general goals of 
universal service and energy conservation programs include the following: 
to protect low-income consumers health and safety by ensuring that electric 
service is available; to provide for affordable service by making available 
payment assistance to low-income customers; to assist low-income 
consumers conserve energy and reduce residential utility bills; and to 
ensure that universal service and energy conservation program components 
are cost-effective. 

4. Universal service and energy conservation program evaluations. 
Five years after an EDC's restructuring filing is approved, the EDC should 
submit an impact evaluation of its universal service and energy 
conservation programs. After the initial impact evaluation, the EDC should 
submit an impact evaluation of its universal service and energy 
conservation programs every five years. The impact evaluation should 
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focus on the degree to which programs achieve the continuation of utility 
service to program participants at reasonable cost levels and otherwise meet 
program goals. The evaluation should be conducted by an independent 
third-party. 

Three years after the EDC's restructuring filing is approved, the 
EDC should conduct a one-time process evaluation of its CAP. The 
process evaluation should focus on whether CAP expansion has met the 
level of need, whether it conforms to the program design guidelines and 
should assess the degree to which the program operates efficiently. 

J . Advisory Panels. 

.AJI EDC should create and maintain a universal service program advisory 
panel to provide consultation and advice to the utility regarding the scope, design 
and administration of its universal service programs. An EDC may use an existing 
customer advisory panel, such as the LIURP advisory panels required at §58.16 to 
satisfy this guideline when the membership of the panel can reasonably be 
expected to provide effective consultation and advice regarding universal service 
programs. 
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Appendix C 
Secretarial Letters Relating to Collections 

Secretariat 
Letter 

Content of Secretarial Letter Guidelines established by Secretarial Letter 

Heat Wave Procedures 
3/17/94 

Recommends guidelines for electric utilities to assist in 
protecting the public's health and safety during 
periods of extreme heat and humidity. 

Guidelines: Use existing resources to educate the public about t 
dangers of intense hot weather, remind customers of exist 
protections to pay high bills, refrain from terminatingserv 
to "at risk" population during heal wavers, be lenic^A 
requirements to reconnect service during heat waves whc 
the household includes an "at risk" member. "Al risk" 
includes those age 60 and over, those seriously ill and tho 
taking certain medications. 

Budget Counseling 
JI/SO/93 

Recommends guidelines for budget counseling Guidelines; make budget counseling a significant component of 
customer support programs for customers who are payme 
troubled, reserve traditional budget counseling for payinei 
troubled customers with an ability to pay; make 
nontraditional budget counseling available for those who < 
low income which includes the completion of a budget 
worksheet and supportive guidance to persuade customui 
make selected changes to reduce certain expenses. 

Winter Termination 
Procedures 

2/12/93 

Lists requirements for utilities when requesting 
permission to terminate residential service 
between December 1 and March 3 1. 

Requirements: 
utility report 
2 year history of contacts 
12 monlh payment history 
information validating customer's positive ability to pay 
support for following criteria: 

Income above 150% of poverty 
No children under 12 
No occupants over 60 
No occupants with physical or mental disabilities 
No occupant with serious illness 
No landlord/tenant relationship 



Secretarial 
Letter 

Content of Secretarial Letter Guidelines established by Secretarial Letter 

LIHEAP Outreach 
Plans 

11/30/92 

Urges companies to actively pursue LIHEAP benefits 
for their customers. 

Budget Counseling 
5/31/85 

Endorses the use of budget counseling for customers 
with some ability to pay and a willingness to 
have their financial affairs managed by a credit 
counseling agency. 

Guidelines: services should not be provided by company employees 
who perform billing, credit or collections responsibilities; 
companies should pay any fee CBO's charge for the services; 
companies must insure budget counseling agencies are 
productive and legitimate and be able to demonstrate this to 
the Commission. 

Hardship Fund 
No Date 

Encourages support of a hardship or fuel fund in the 
company's service territory. 

Use matching credits from stockholders' contributions to multiply 
the value of customer and employee contributions, provide a 
dollar check-ofi"feature for customer contributions, actively 
seek donations from the community and corporate neighbors. 

Hardship Fund 
11/30/92 

Recommends guidelines for utility hardship funds. Guidelines: Continue to support and expand company hardship 
fund programs; advocate for increase in shareholder 
contributions through matching provisions vir outright grants, 
offer the "dollar check-ofi"provision" lo solicit contributions, 
join with a highly visible charitable organization, seek 
donations from community and corporate neighbors", and 
increase visibility through fund raising and use of mass 
media. 

Tracking <fi Referral 
2/20/86 

Proposes guidelines to prevent potential payment 
problems and to ameliorate actual problems by 
improving the ability to pay of all eligible 

. customers. Purpose is to insure customers 
receive the benefits of the assistance and 
support programs for which they qualify. 

Identification of Services: 
a) private and public agencies 
b) LIHEAP and CRISIS 
c) conservation 
d) credit counseling 
e) specialized sources such as nutritional and home 
management services 

Company Programs: 
a) home energy audits 
b) conservation programs 
c) budget billing 
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Secretarial 
Letter 

Tracking & Referral 
(Continued) 

Service Limiters 
6/20/85 

Content of Secretarial Letter Guidelines established by Secretarial Letter 

Recognizes the use of service limiters as an 
acceptable practice. 

Linking Services: 
Companies take leading role in creating system coordinatin 

services 
a) nature of service 
b) eligibility requirements 
c) application process 

Identification of Customers: 
a) application process 
b) complaints and inquiries 
c) service trouble reports 
d) direct appeals to customers 
e) receipt of LIHEAP, various income sources, medic 
assistance 

Effective Referrals: 
a) system within company 
b) updated frequently 
c) company staff training 
d) referrals from other organizations to utility 

Tracking: 
a) maintain records to ID potentially payment li^mi 
customers 

'ie< 

Monthly Meter 
Reading 
6/20/85 

Encourages companies to study the feasibility of 
reading meters monthly. 

Monthly Collections 
6/20/85 

Recognizes monthly collections as most effective 
approach to pursuing nonpayment. Also 
recognizes some alternate approaches to 
monthly collections can achieve some ends 
as monthly collections. 
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Secretarial 
Letter 

Content of Secretarial Letter Guidelines established by Secretarial Letter 

Credit Screening 
6/20/85 

Recognizes adequate residential credit screening for 
identifying payment-troubled customers and for 
deterring fraudulent applications for service. 

"Soft Core" Dunning 
6/20/85 

Recognizes the usefulness of reminder notices and 
similar nonthreatening reminders as a first step 
in collections. 

Deposits from exiting 
residential 
Customers 

6/20/85 

Urges companies to carefully scrutinize customers to 
insure the demand for a deposit will not 
exacerbate the potential for serious payment 
problems. 

Budget Billing Plus 
6/20/85 

Advises companies the Commission endorses using 
plans that set a flat monthly payment for 
delinquent customers. 

Special Payment 
Reminders 

6/20/85 

Endorses use of nonthreatening telephone contacts to 
remind customers that payment wijl soon be 
due and to pick up on the recent development 
of any special problems which could prevent 
timely payment. 

Waive Late Payment 
Charges 

5/31/85 

Urges companies to consider waiving residential late 
payment charges for customers with a limited 
ability to pay for utility service. 

Customer CARES 
5/31/85 

Suggests the establishment of a customer "CARES" 
program. 

Customer CARES 
11/30/92 

Recommended guidelines to improve the impact of 
CARES programs. Also urged the 3 utilities 
that didn't have CARES to set a program up 
and respond to BCS how it will implement 
CARES or an alternative program. 

Guidelines: Communicate status annually to BCS; expand 
eligibility to include not only senior citizens but also special 
needs low income customers; include staff training in 
communication skills, stalf training regarding CARES 
program design; home visitation (at least one) and 
preparation of energy audit for most recipients; intensive 
tracking and referral services for CARES participants, 
maintenance of confidential case files; expansion and 
maintenance of customer services network; include social 
services background in job description of a CARES 
representative. 
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Sectiorr 

7 
VIK. Comparativ&AdministrativeiCostr 

Programs, of course, cannot be run without administrative cost. And, 

even the absence of a program will lead to the incurring of administrative 

costs. One of the concerns regarding any program is cost of 

administration versus the cost of administration of realistic alternatives. 64 

• The goal of the analysis of administrative costs is to determine the 

administrative cost of EAP in comparison with the administrative cost 

of traditional methods of credit and collection. 

A. Method of Analysts 

The basic problem is to compare the cost of traditional approaches to 

credit and collection for payment-troubled customers and the alternative 

cost of offering an Energy Assistance Program (EAP) for those low-

income payment-troubled customers who are initially willing and able to 

respond to EAP pricing, and then continue to meet the conditions and 

requirements associated with EAP pricing. Two approaches are used. 

The first is a "bottom up" approach which has been traditionally used in 

evaluation studies of this kind. The second is a "top down" approach 

which is consciously designed to resemble the kinds of considerations 

which are taken into account in the annual departmental budget cycle. 

6 4 This section deals only wrth comparison of administrative cost. A 
consideration of full benefits and costs is presented in Section IX. 

I 
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Tha^p-down metnod is adopted following discussion of the two 

ap^Saches. 

1. Bottom-Up Approach 

In reviewing previous studies of CAP-type programs, the method of cost 

analysis generally employed begins by developing the costs of the 

alternative (here EAP). Then, an attempt is made to isolate the individual 

costs of activities associated with traditional approaches to credit and 

collection for low-income payment-troubled customers, by means of 

estimating costs of individual (unit) activities to form an aggregate cost. 

And then, the two are compared. There are both strengths and 

weaknesses in this approach. 

a) Strengths 

The strength of the bottom-up approach is in identifying the costs of the 

new program alternative (here EAP). These costs are. after ail. easy to 

identify. Ease in identification is due to the fact that a new program is 

noticed. The costs stand out because they were not in the departmental 

budget or in the budgets of service departments in the prior year. Also, 

none of the new costs have as yet been accommodated by inclusion in 

"off-project" services or budgets. 

New costs are espedaliy visible when there is a use of outside service 

companies, such as community-based organizations (CBOs) and 

consulting, administrative, or collections agencies in developing, 

impiementing, and operating new projects. These outside agencies 

necessarily include all overheads and productivity factors in the bottom 

line bid price. Thus the costs of the new program (here EAP) tend to be 

accurate. There are no missed administrative, support, or overhead 
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costs. Even if costs are not correct by category or line item (more often 

the case than not), the bottom line will be correct. 6 5 Thus, new project 

costs (1} will necessarily be included in the bid prices of outside service 

providers, and (2) will necessarily be brought forward by internal 

departments, such as computer services, since to the staff of related 

service functions new activities will appear as associated with new and 

discrete cost increments.66 

b) Weaknesses 

As may be obvious, the weakness of the standard approach is in the 

costing of the traditional service effort. Historically, the "Credit and 

Collections" function has existed approximately for the same duration as 

the utility. For the first utilities of the Atlantic states, this means that 

practices which made perfect sense when the utility was founded, or 

during a past decade when the cost reporting of such areas as "Customer 

Service" or "Credit and Collections" was last systematically reviewed, 

continue over the years. They are integral to the yearly cycle of cost 

accounting and reporting. This system (as developed for firm level 

regulatory and financial reporting) works, so it is not changed. 

Thus, while costs are properly accounted into overall FERC categories, 

utility accounting systems were never intended to support individual 

6 5 The bottom line of a vendor bid must contain all costs, and is reliable. In 
practice, the individual line item amounts which total to the bottom line are not, 
even if a formal requirement. 

6 6 Many utilities track costs only at high levels and in broad categories. For 
these utilities the "activity center" which serves as cost center is at the VP level. 
A few utilities have new computer assisted accounting systems which track at 
the project level. In either case, new projects will be noticed and their 
incremental costs will be easily identified. 
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D^^ci-ievel testing of costs of tradition^J^e prcjeci-ievel testing of costs of uaditiona^Perations versus a mix of ' 

atternatives. The kind of demand placed upon cost accounting by 

program evaluation is very unusual in the ongoing routine of business. 

The level of cost information required, and particularly the routine 

accounting of cost by low-level activity is usually not present prior to the 

information requests posed by program-level evaluation. Capturing the 

level of costs required for evaluation easily becomes an impractical 

project, because the amount of person-effort required is prohibitive. 

The bottom-up approach misses significant costs of traditional operations. 

While fully adequate for traditional accounting purposes, utility cost 

tracking is simply not designed to facilitate direct "what if" testing of the 

rationality of traditional costs at the program or project level. And. over 

the years, critical support costs for an operation can become 

institutionalized in other budgets, and so be missed. Finally, the bottom-

up approach depends on developing a comprehensive list of cost 

categories. By the nature of this task, it is quite possible for some of the 

relevant categories to be missed. 

Not only are cost categories missed, but the "productivity factor" is often 

left out in bottom-up accounting. For example, a study of activities 

relevant to credit and collections might accurately state the time and cost 

of issuing a collections letter, but leave out the fact that one-fourth of the 

day's work time is not accounted for by directly relevant work tasks for 

which per unit costs are developed. The missing element is the 

productivity factor. 

2. Top-Down Approach 

In contrast to the bottom-up approach, the model for the top-down 
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approach is straightforward and simple. It is the utility annual 

departmental budget cycle. The difference between the two approaches 

can be emphasized by imagining what would happen if a departmental 

manager were to use the "bottom up" approach (the only information 

available in many program evaluations) to determine the departmental 

budget for the following year. The "bottom-up" approach begins by 

identifying work activities, and then breaking them into units - similar to a 

time and motion study. This might include such items as numbers of 

letters to the average payment-troubled customer, cost per letter in time, 

postage, paper, etc. Yet, anyone who has managed a department or 

work group through the annual budget cycles of a large corporation will 

be familiar with the fact that working up an annual budget from the per 

unit costs of productive activities could easily yield a budget that would 

cause the department to run oat of funds by the third quarter, or even by 

the middle of the year. 

For the evaluation, what the top-down approach captures easily, but the 

bottom-up approach easily leaves out are: 

(1) Overheads. 

(2) The 'productivity factor'. 

(3) Support services (traced and assigned as appropriate to the 

cost of traditional approaches to credit and collections).67 

The best way to capture these hidden costs is to avoid the bottom-up 

approach and use the top-down approach if at all possible. 

6 7 For example, some utilities have centralized and partially automated.the 
collections function. Computer assisted call centers, and computer generation 
of standard collection letters may appear to reduce the staffing costs of 
traditional approaches to collection, and thus lower the cost per letter. But both 
re-organization projects and computer projects typically have high costs, not 
accounted to credit and collections budgets. From an evaluation perspective, all 
such costs should be assigned to the operations which they impact. 

91 



B. ^^Resurts 

For the bottom-up approach, traditional costs include alt transactions such 

as letters, agreements (cost of setting payment arrangements), changes 

Table VIM: Cost Categories included in Top-Down Approach 

COST CATEGORIES 

Labor 
Non-Union 
Union 
Benefits 

All Other Collection Budget 
Materials & supplies 
Transportation 
OCM maintenance and telephone charges 
Collection fees/commissions 
Collection contractors 
PC & photocopy rental 

Additional Collection Charges 
Credit reports 
Computer - forms 
Computer -other 
Bankruptcy recovery - legal fees 
Legal 
Customer Service customer negotiations 
Telephone 
Postal Meter Allocation 
Consumer Credit Counseling 
Service Reconnections 
BCS Complaints (Service Terminations) 

in agreements (cost of changing payment arrangements), high bill 

complaints, complaints to the Pennsylvania Pubiic Utility Commission, bill 

messages, and costs assodated with service termination and 

reactivation. For the top-down approach, costs assodated with the 
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traditional approach are allocated from departmental and company-wide 

budget records. Cost categories allocated are shown in Table V I M . 

In the top-down approach, because actual budget categories and 

accounting records serve as the basis for allocation, overheads and 

support services from other departments are included. Also, the 

productivity factor is automatically included, just as it is included in the 

bottom-line bid price for a service vendor. Through this method, both 

EAP (as a new project, with very visible costs), and the traditional 

approaches to collections (for which cost categories and cost amounts 

are not easily isolated) are treated in the same manner and there is a 

good chance that al! costs are captured for both EAP and the traditional 

approaches to credit and collections for payment-troubled customers. 

Results of the bottom-up and top-down approaches are shown in the 

contrast of Table VII-2 and Table Vll-3. The bottom-up results shown in 

Table VII-2 are typical of the best results obtainable from utility records 

using this approach and are typical of administrative costs calculated for 

CAP-type evaluations. The top-down results shown in Table Vll-3 were 

developed working with the Corporate Comptroller and implementing the 

practical cost allocations used in the annual budget cycle plus allocations 

of related costs identified in the budgets of support departments. 

Since both the bottom-up and top-down approaches use a net cost 

calculation, there is some correction for the lack of adequate cost 

accounting in the bottom-up approach. But the corrective tendency 

inherent in net figures is not strong enough in this case to make the 

resultant bottom-up results useful. This is because, as expected, the 

ability to capture costs of the alternative program (EAP) are about equal 

in both bottom-up and top-down approaches (column 3 of each table), 
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ADMINISTRATIVE c S r 
PER CUSTOMER 

(Bottom-Up) 

Column 1 i Column 2 Coiumn 3 Column 4 
Baseline 
Year 

Participation 
Year Difference 

Ail New EAP Customers (Grouo 1. n= 221) 
Traditional Collections Cost 20.62 12.11 ( 
EAP Monitoring 0.00 43.60 
Enrollment 0.00 28.68 1 
Total 20.62 84.39 (63.77) 

At least Some First Year Participation in EAP (Group 1. n * 66) 
Traditional Collections Cost 31.49 27.19 
EAP Monitoring 0.00 20.18 
Enrollment 0.00 j 28.68 
Total 31.49 | 76.05 | (44.56) 

Stable Full Yea Participation in EAP fGrouo 1. n « 153* 
Traditional Collections Cost 15.71 5.41 j 
EAP Monitoring 0.00 54.00 
Enrailment 0.00 | 28.00 | 
Total 15.71 87.41 (71.70) 

Stable Second Full EAP Year (Grot© 3. n= 137)' 
Traditional Collections Cost 15.71 0.82 
EAP Monitoring 0.00 54.00 
Enrollment 0.00 0.00 
Total 15.71 54.82 (39.11) 

Qualified but never Entered (Group Z n « 258) 
Traditional Collections Cost 14.56 16.76 
EAP Monitoring 0.00 0.00 
Enrollment 0.00 0.00 
Total 14.56 16.76 (2.20) 
(1) Assumes same ba^ine cost as previous year would have applied rt 
participation had not continued for the second twelve months. 

while the ability to capture the costs of the traditional approach to credit 

and collections is poor in the bottom-up approach and accurate in the top-

down approach (compare column 2 of each table). Although there is 

some variation, the bottom-up approach captures only about one-fourth 
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Table Vll-3: Top-Down Results 

ADMINISTRATTVE COST 
PER CUSTOMER 

(Top-Down) 

Column 1 Column 2 Column 3 Column 4 
BaneJine 
Year 

Participation 
Year Difference 

All New EAP Customers fGrouo 1. n - 205) 
Traditional Collections Cost 81.47 22.26 
EAP Monitoring Cost 0.00 46.77 
Enrollment 0.00 28.00 
Total 81.47 97.03 (15.56) 

At least Some Ferst Year Participation in EAP (Grouo 1, n = 93) 
Traditional Collections Cost 114.34 72.36 
EAP Monitoring 0.00 25.90 
Enrollment 0.00 28.00 
Total 114.34 126.26 | (11.92) 

Stable Full Year Partidoationin EAP (Group 1,n= 183) 
Traditional Collections Cost 66.87 0.00 
EAP Monitoring 0.00 54.00 
Enrollment 0.00 28.00 
Total 66.87 82.00 (15.13) 

Stabte Second Full EAP Year iGroup 3. n = 137)' 
Traditional Collections Cost 66.87 0.00 
EAP Monitoring 0.00 54.00 
Enrol I mem 0.00 0.00 
Total 66.87 54.00 12.87 

Qualified but never Entered (Group 2. n «= 256) 
Traditional CollectKDRS Cost 84.97 80.99 
EAP Monitoring 0.00 0.00 
Enrollment 0.00 0.00 
TotaJ 84.97 80.99 3.98 
(1) Assumes same baseline cost as previous year would have applied if 
participation had not continued for the second twelve months. 

of actual administrative costs of traditional approaches to credit and 

collections as does the top-down approach. 

This difference becomes important in understanding the impact of 

administrative costs. As shown in the top-down approach of Table Vll-3, 
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th^pcustomers who enter EAP and are s j ^ le for one full year in EAP 

show a net administrative cost of $15.13 Sove the baseline year. But 

those who stay two years return $12.87 in lower administrative costs in 

the second year, so that the net cost over two years is $2.26. 

Although this study does not extend to the third year, we can project an 

additional administrative net savings by EAP of $12.87 in the third year 

for those who remain in the program. Thus there is a net advantage to 

EAP of $10.61 per customer for customers retained three years. We 

have not measured three year program retention in this study, but we do 

know that retention is about 70% for one year, and drops only to 68% of 

the original applicants for two years. The small drop between the first and 

second full year suggests very strong stability. Assume the third year 

figure is 65%. Then, for each 100 customers entering EAP, the 65% 

retained for three years would return $689.65 in net administrative cost 

reduction (65 x $10.61). For those who remain in EAP, these savings 

would increment over future years. 

For customers who drop out of EAP, it must be taken into account that 

these customers also fail in traditional approaches to credit and 

collections. The increased cost caused by these customers in traditional 

approaches to credit and collection begins to be indicated in Table Vll-3, 

for customers with "At least Some First Year Participation in EAP". As 

shown in column 2, the Baseline Year cost of traditional collections for 

this group is considerably higher than that of any other group. Thus, even 

though their total cost in the EAP Participation Year is high, since their 

cost in the Baseline Year is also high, the difference is not large (coiumn 

4). The cost item which causes the net increase in cost for customers 

who drop out and then cycle back through re-enrollment is the cost of 

each re-enrollment. 
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1 This suggests a need to study the cost of those customers who drop out 

of EAP, over a several year period in order to increase knowledge of both 

their EAP and traditional costs. 
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Appendix E 
Tentative Order Format 
A. Universal service and energy conservation 

programs as components of restructuring. 

B. Eligibility guidelines. 

C. Universal Service components. 

D. 

A. 

C. 

B. 
1. 
2. 
3. 
4. 

Universal service components. 
Renewable technologies. 
Eligibility criteria. 
Consumer and energy education and 
outreach activities. 

5. 

6. 

Revisions to LIURP. 

Revisions to CAP. 

CAP enrollment. 
1. Enhancement of CAPs. 
2. CAP payment amounts. 

E. Expenditures. D. 

F. Funding of universal service and energy 
conservation programs. 

G. Administration. 
1. Program administration. 
2. Administration of program 

benefits. 
3. Approval of universal service and 

energy conservation plan. 

H. 

Final Order Revised Format 
^mtmunuuwwwawwxuiumimum lumuuamimmumiuHuULUUii 

Universal service and energy conservation 
programs as components of restructuring. 

Eligibility guidelines. 
1. General 
2. Additional eligibility criteria. 

Universal Service And Energy Conservatio. 
Policies, Protections And Services. 
1. Existing universal service and enerj 

conservation policies, services and 
programs. 

2. Proposed. 
a) Provider of Last Resort. 
b) Renewable resources. 
c) Consumer Education 

E. LIURP. 

F. Customer Assistance Programs (CAPs). 
1. Control features. 
2. Default provisions. 
3. Coordination of LIHEAP benefits. 

F. Customer Assistance Programs (CAPs). 
4. 

5. 
6. 

CAP enrollment. 
a) Needs assessment. 
b) Enrollment plan. 

CAP payment amounts. 
CAP participants and competitive 
supply. 

Expenditures for universal service and ener. 
conservation. 
1. Balance 
2. Expenditures. 

Cost Recovery Funding of Universal Servic 
and Energy Conservation Programs. 

Administration 
1. Program administration. 

Administration of program benefit 
Approval of universal service and 
energy conservation plan. 

3. 



H. Reporting Requirements. 
I . Advisory Panels. 
J. Other. 

I . Reporting Requirements. 
J. Advisory Panels. 
K. Other. 



PENNSYLVANIA PUBLIC UTILITY COMMISSION 
Harrisburg, Pennsylvania 

GUIDELINES FOR UNIVERSAL 
SERVICE AND ENERGY 
CONSERVATION PROGRAMS 

PUBLIC MEETING-
JULY 10, 1997 
JULY-97-BCS-6* 
DOCKET NO. M-00960a90 

F-0010 

STATEMENT OF COMMISSIONER JOHN HANGER 

The goal of i s s u i n g Guidelines concerning c e r t a i n issues, 
in c l u d i n g Universal Service and Energy Conservation plans, was t o 
give i n t e r e s t e d p a r t i e s s u f f i c i e n t d i r e c t i o n t o f a c i l i t a t e more 
e f f e c t i v e and e f f i c i e n t l i t i g a t i o n of the r e s t r u c t u r i n g cases. I 
am disappointed t h a t these Guidelines do not provide more 
d i r e c t i o n . I n the absence of such clear d i r e c t i o n , the u l t i m a t e 
issues must be determined i n each i n d i v i d u a l r e s t r u c t u r i n g case. 
That w i l l take much more time and e f f o r t . The Commission s t i l l 
w i l l have t o address the u l t i m a t e issues. 

I n p a r t i c u l a r , I am disappointed t h a t t h i s document does 
not provide c l e a r e r d i r e c t i o n on Customer Assistance Programs. 
A f t e r several years of p i l o t s , there i s now s u b s t a n t i a l evidence 
t h a t properly operating CAPS can more c o s t - e f f e c t i v e l y address some 
i n a b i l i t y t o pay cases than conventional c o l l e c t i o n s e f f o r t s . That 
doesn't necessarily mean spending more f o r Universal Service. I t 
does means spending what you have more wise l y and o b t a i n i n g greater 
l e v e l s of Universal Service bang f o r the same bucks. 

While the Guidelines do provide u s e f u l guidance i n some 
areas, I r e g r e t f u l l y must diss e n t . 

DATED ; -sue JOHN HANGER, COMMISSIONER 



PENNSYLVANIA PUBLIC UTILITY COMMISSION 
Harrisburg, Pennsylvania 17105-3265 

GUIDELINES FOR UNIVERSAL PUBLIC MEETING-
SERVICE AND ENERGY JULY 10, 1997 
CONSERVATION PROGRAMS JUL-97-BCS-6* 

M-960890 F-0010 

STATEMENT OF COMMISSIONER DAVID W. ROLKA 

BCS-6 contains language extolling the virtues of CAP and LIURP 
programs. It contains a lot of language defining the for and content of these programs. 
Unfortunately, it also contains a lot of language that allows for insufficient funding of 
these programs by the EDC industry. 

The key is how one defines the phrase "appropriately funded and 
available" found in Section 2804(9) of Act 138. The Act does not define the phrase and 
neither does BCS-6. BCS-6 permits the EDC industry and others to contemplate de 
facto definition by providing examples of how CAP and LIURP funding can be limited 
(pages 13 and 14). 

0 —^ DATED ' DAVID W. ROLKA, COMMISSIONER 



PENNSYLVANIA PUBLIC UTILITY COMMISSION 
Harrisburg, Pennsylvania 

CHAPTER 28 ELECTRIC GENERATION PUBLIC MEETING 
CUSTOMER CHOICE AND COMPETITION JULY 10, 1997 
ACT - UNIVERSAL SERVICE AND JULY-97-BCS-6* 
ENERGY CONSERVATION PROGRAM 
GUIDELINES 

STATEMENT OF COMMISSIONER NORA MEAD BROWNELL 

By this action, we are establishing universal service and energy 
conservation program guidelines for electric utilities as they move through the 
restructuring process. The guidelines suggest that utilities examine the cost 
effectiveness of existing efforts and consider shifting expenditures from less 
productive efforts to more effective programs. Many comments on this issue 
stated that evaluations of Customer Assistance Program pilots indicate that those 
programs can be cost effective strategies for serving low-income customers. 

Accordingly, I encourage the utilities to examine each program 
within their Universal Service Plan for its efficiency and its return on investment 
as well as the adequacy of support systems for low income consumers. 

DATE: 11(0 i n Urts^ Mj^L ^UMJMJ/ 
Nora Mead Brownell, Commissioner 



M k Exhibit , CRK-4 I B 
Item P-2 

Witness: Frank Hoffmann 

Pase 1 of 1 

DUQUESNE LIGHT COMPANY 

P. Customer Service. Education and Conservation Programs 

Regarding the provisions of 66 Pa.C.S. §2804 (9) and (15). state how the 
company intends to continue its universal service and energy conservation 
activities, which programs it intends to continue, how it will fund such 
programs, whether it commits itself to fully expend such funds, whether it 
intends to establish new programs or enlarge, reduce or eliminate existing 
programs, how it will determine the effectiveness of programs, how it intends 
to determine funding levels for each program and for its overall universal 
service and energy conservation efforts. 

Response: 

Duquesne Light Company will continue its current universal service and energy 
conservation activities' including its pilot Customer Assistance Program. Smart Comfort (its 
low-income usage reduction program). CARES, funding for the Dollar Energy Fund, and 
Gatekeeper. We intend, however, to view these and other initiatives as an array of resources, 
not as separate programs, which will be made available to low-income payment-troubled 
customers to enable them to maintain electric service while maximizing revenue to the 
Company. 

We will continue to fund these activities at current levels until such time as we conduct 
an analysis to identify the universe of need and determine which activities are cost-effective 
and of benefit to all stakeholders including all customers, participants, and shareholders. When 
programs demonstrate their effectiveness to meet the needs of all stakeholders, we will review 
our funding decisions. 

We are committed to prudently and effectively expending those funds committed to 
these activities. When programs work we will continue them. When they don't, we wil l seek 
to modify or eliminate them. Alternately, we will develop initiatives to assist low-income 
payment-troubled customers to assume responsibility for and control over their usage while 
cost-effectively benefiting all stakeholders. 

As we did in designing our Smart Comfort and pilot CAP initiatives, our approach will 
be to first determine our business objectives and the results we wish to achieve. We will then 
determine the methods we will use to measure success. Then we will design program 
initiatives to "succeed." This design will be followed by "pilots" then by full-scale 
implementation. We believe this approach served our stakeholders well when we improved 

1 These activities are in addition to low-income account write-offs and late payment charge waivers as well as 
applicable Chapter 56 protections. 



PAGE- 2 OF 
art Comfort and made it a national i T ^ p . We will do the same 

ror any program expansions or new initiatives we undertake. 
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Exhibit , CRK-5 
Item No:^F P-9 

Witness: Frank Hoffmann 

Page 1 of 1 

DUOUHSNF, LIGHT COMPANY 

P. Customer Service. Education and Conservation Programs 

9. What would CAP enrollment be if the program was large enough to accommodate all 
low income negative ability to pay customers? State number of customers still in 
need of LIURP services. State how much it would cost to serve all customers which 
need LIURP services. 

Response: 

Using existing eligibility criteria1, we conservatively estimate that at least 7.000 
customers could be eligible for an expanded Customer Assistance Program. A change in the 
eligibility criteria would obviously impact this number. 

Based on 1996 estimated census data, it appears that as many as 141.000 households 
are at or below 150% of the federal poverty guideline. Not all these households, however, 
are eligible for either our CAP or Smart Comfort programs. 

We will determine the remaining need for Smart Comfort as part of our "needs 
assessment" to be conducted pursuant to the requirements contained in the final guidelines 
for universal service and energy conservation programs. Until such time as we conclude this 
analysis, we have no basis for estimating either the number of customers needing Smart 
Comfort or the projected cost associated with such a program. 

1 Household income at or below 150% of the federal poverty guideline; arrearage greater than $500; a 
Duquesne Light customer for at least 12 months; housing expenses greater than 45% of gross household 
income. 



E x h i b i t CRK-6 

(D 
Total 
0-49% 

Poverty 
Households 

(2) 
Total 

50-99% 
Poverty 

Households 

(3) 
Total 

100-149% 
Poverty 

Households 

(4) 
Total 

0-149% 
Poverty 

Households 

(5) 
Total 

150-above% 
Poverty 
HHDs 

(6) 

Total 
Households 

Allegheny County 27.513 28.220 34.624 90.357 371,722 462,079 

Beaver County 3.840 4.553 5,307 13.700 46.795 60.495 

1990 Total 31.354 32.773 39.931 104.057 418,517 522.574 

1990 Percentaqe 6.0% 6.3% 7.6% 19.9% 80.1% 100.0% 



# Exhibit , CRK-7 f f e 
Item N o : ^ ^ P-5 
Witness: Frank Hoffmann 

Page 1 of I 

DUQUESNE LIGHT COMPANY 

P. General Description of Utility Operations 

5. Identify all criteria used by the company to categorize customers as low income 
customers. State the collection costs for the base year 1996 associated with handling 
low income customer accounts, including administrative expenses associated with 
termination activity (] 0-day termination notice, personal contact. 48-hour notice, actual 
termination of service, post termination and restoration costs, negotiating payment 
arrangement requests, budget counseling, handling formal and informal complaints, 
securing and maintaining deposits, tracking delinquent accounts, collection agency 
expenses, litigation expenses, dunning expenses and winter survey expenses. 

Response: 

The criteria used by the Company to categorize customers as low income customers is 
based on household income level and family size. Duquesne Light uses the same income 
guidelines which the Pennsylvania Department of Welfare uses to administer the Low Income 
Home Energy Assistance Program. Duquesne Light considers a customer's household low 
income when the household income is at or less than 150% of the poverty level. 

Duquesne has approximately 80% of the collection operation working with active 
delinquent residential customers. The other 20% is attributable to commercial and final 
accounts. Of the active delinquent residential customers approximately 60% of the credit and 
collection activities are associated with low income customers. Based on this, it is estimated 
that Duquesne expends S5 million handling low income customer accounts, including 
administrative expenses associated with termination activity. This is in addition to the waiving 
of late payment charges and write-offs. 



E x h i b i t , CRK-8 

Item No:^^ P-7 
Witness: Frank HolTmann 

Page 1 of I 

DUQUESNE LIGHT COMPANY 

P. General Description of Utility Operations 

7. State how many residential service customers were served in 1996. the number of 
residential customers known to be low income customers, and total estimated low 
income customers below the company's definition of low income customers. State 
how many residential customers are payment troubled customers, how many payment 
troubled customers are low income customers and how does the company define 
"payment troubled"? How many low income customers are known to be payment 
troubled customers, and what is the estimate of the total number of low income, 
payment troubled customers? 

Response: 

Duquesne Light served 522.574 residential customers in 1996. 

Duquesne Light believes that 52.538 customers are low income based on Duquesne 
Light's definition of low income. 

The number of potential low income customers in Duquesne Light's service territory is 
based on Allegheny and Beaver County information. Their information lists 141.113 
households at or below 150% of the federal poverty level. Not all of these households are 
customers of Duquesne Light. Many are provided electricity through mastered meters. 

Duquesne Light had 114.724 payment troubled customers in December 1996 of which 
73,878 were more than 30 days delinquent. 

Duquesne Light defines "payment troubled" as a customer who owes the Company an 
amount > $25.00 and has not paid beyond 45 days past the due date of the bill. This 
definition is different than "residential account in arrears". 

Duquesne Light had 33,802 delinquent low income payment troubled customers in 
December 1996. 

In December of 1996, Duquesne Light had 52,538 low income customers who were 
identified as being payment troubled through the collection process. Not all of them were 
delinquent in December 1996. 



E x h i b i t , CRK-9 

^ | Item No:^r P-3 

Witness: Frank Hoffmann 

Page 1 of 3 

DUQUESNE LIGHT COMPANY 

Customer Service. Education and Conservation Proerams 

Describe the company's existing consumer protection policies and services, 
including, but not limited to customer assistance plans, CARES, hardship 
funds, LIURP programs. Gatekeeper programs and other energy assistance 
programs. For each program, state the funding and participant level. For 
LIHEAP funding, include annual figures for the past 5 years. Identify the 
current organizational structure which provides these services, including in-
house and outside individuals, department, and organizations with current 
staffing and funding levels. 

Response: 

Pilot Customer Assistance Program 
Duquesne Light is in the second year of the three year pilot Customer Assistance Program 
(CAP). The program targets customers who: have been a resident at their current address for 
one year; have incomes less than 150% of the poverty level; have housing expenses more 
than 45% of their gross income; and have a $500 arrearage on their electric bill. Under this 
pilot program, the customer's arrearage at the time of enrollment will be written off over three 
years if the customer makes full and timely monthly payments. The program also helps the 
customer to lower electric consumption so that at the end of the program, the customer can 
afford to pay his electric bill. 

Funding-$500;000/year (excluding write-offs) Participant level--1,600 

Organizational Structure-DLCo: Director, Customer Programs, CAP Coordinator (FTE); 
Five Community Based Organizations with 6 Full-Time Equivalent (FTE). 

CARES 
The purpose of Duquesne Light's HELP Program (C.A.R.E.S.) is to assist payment troubled 
customers, and customers with special needs obtain necessary social servivces support and 
assistance. The program targets customers whose income is less than 150% of the poverty 
level and senior citizens, although no needy customer will be turned away. The goal is to 
have an outreach worker or community agency act as an intermediary between the customer 
and the Company in an effort to link the customer to the necessary social service programs 
that will enhance the customer's ability to pay for their electric service. An outreach worker 
contacts referred customers and, if necessary, makes a home visit to the customer. Referrals 
are made by Duquesne Light, other utilities, community bases agencies, the PUC. and word of 
mouth. 

Funding~$ 13 0,000/year Participants—approximately 4500 



Item No: 

Paae 2 of 3 
p-: 

Organizational Siruciure—DLCo: Director of Credit, Superv\soT of Customer Assistance, and 
5 Customer Services Representatives: 5 Community Based Organizations 

Hardship Fund 
Duquesne Light's hardship fund is a partnership with the Dollar Energy Fund. 

Participants-approximately 
2500/year 

Funding—The company's stockholders 
match customer contributions up to 
$325,000 annually. In addition, the 
Company contributed 10% of the total 
contributions, or $65,000, in 1996 to 
provide administrative support. 

Organizational Structure-DLCo-. Director of Credit. Supervisor of Customer Assistance: 
Dollar Energy Fund Staff and their community based organizations 

Smart Comfort 
Smart Comfort is Duquesne Light's LIURP program. It targets customers whose incomes are 
less than 150% of the poverty level and whose electrical usage is 125% over the average 
customer usage. This program evolved from strictly weatherization to an "end use" strategy. 
As such, reduction measures include cost effective appliance and lighting replacements. 

Funding-$700.000 annually, rate-based Participants—approximately 700/year 

Organizational Structure-DLCo: Director, Customer Programs. Weatherization Coordinator 
(FTE); Three Community Based Organizations with 5 FTE 



Item No: 

Paae 3 of 3 
p-: 

Gatekeeper 
Duquesne Light Company field personnel look for situations (e.g. mail piling up. exterior of 
house not maintained) in our service territory where elderly people may need social service 
support. The field personnel advise a supervisor of the situation and the supervisor contacts 
the appropriate social service agency to visit the customer to determine if and/or what kind of 
assistance the customer requires. 

Fundine: Part of CARES Participants are dependent on the number of 
situations found. 

Organizational Structure-DLCo: Director of Credit. Supervisor of Customer Assistance. Field 
Staff 

LIHEAP Funding 

These numbers reflect the federally funded grants received by DLC low income customers. 
They also demonstrate the steady decline of these federal funds. 

1996-1997 1995-1996 1994-1995 1993-1994 1992-1993 

Amount S2.425,000 $2,429,045 $3,006,715 $3,035,409 $4,236,263 



* 

Historical DQE LIURP Completions, Spending, and Average Job Cost 
1988 1989 1990 1991 1992 1993 1994 1995 1996 Total 

Completions 39 514 659 703 832 625 656 600 700 5,328 

Spending $ 669,259 $ 557.020 $ 602,554 $ 671.568 $ 692,153 $ 674.257 $ 717.024 $ 700,000 $ 788,460 $ 6,072,295 

AvgCostCost $ 17.160 $ 1,084 $ 914 $ 955 $ 832 $ 1,079 $ 1.093 $ 1.167 $ 1,126 $ 1,140 

O 

I 
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PENNSYLVANIA PUBLIC UTILITY COMMISSION 
Harrisburg, PA 17105-3265 

Pubiic Meeting held April 24, 1997 

Commissioners Present: 
John M. Quain, Chairman/ statement attached 
John Hanger , S ta tement a t t a c h e d 

David W. Rolka 
Robert K . Bloom * C o n c u r r i n g i n r e s u l t - S ta tement a t t a c h e d 

Tentative Order Re: Guidelines for 
Universal Service And Energy Conservation 
Programs Made Pursuant to 66 Pa. C.S. §2803 
§2802(17), 2804(8) and 2804(9). 

Docket No. M-0096089Q-
F(j>UlO! 

TENTATIVE ORDER 

BY THE COMMISSION: 

On December 3, 1996, Governor Tom Ridge signed into law the Electricity 
Generation Customer Choice and Competition Act (Act). The Act revised the 
Public Utility Code. 66 Pa. C.S. §§101. et seq.. bv inter alia, adding Chapter 28, 
relating to restructuring of the electric utility industry. The Pennsylvania Public 
Utility Commission (Commission) is the agency charged with implementing the 
Act. 

The Act is clear in its intent that utilities are to continue, at a minimum, the 
protections, policies and services that now assist customers who are low-income to 
afford electric service. Section 2802(9) requires that electric service is essential to 
the health and well-being of residents, to public safety and to orderly economic 
development; and electric service should be available to all customers on 
reasonable terms and conditions. Section 2803 defines universal service and 
energy conservation policies, as including customer assistance programs; 
termination of service protection and policies and services that help low-income 
customers to reduce or manage energy consumption in a cost-effective manner. 



^^;ome usage reduction programs, a^fc such as low^mcome usage reduction programs, aj^Hcation of renewable resourced 
and consumer education. 

The Act states that certain public purpose costs, including programs for 
low-income assistance, energy conservation and others, have been implemented 
and supported by public utilities' bundled rates. Section 2802(17) requires that the 
public purpose is to be promoted by continuing universal service and energy 
conservation policies, protections and services; and fiill recovery of such costs is 
to be permitted through a non-bypassable rate mechanism. Section 2804(8) 
requires that the Commission establish for each electric utility an appropnate cost 
recovery mechanism which is designed to fully recover the electric utility's 
universal service and energy conservation costs over the life of these programs. 
Section 2804(9) requires the Commission to ensure that universal service and 
energy conservation policies, activities and services are appropriately funded and 
available in each electric distribution territory. These policies, activities and 
services shall be funded in each electric distribution territory by non-bypassable 
competitively neutral cost recovery mechanisms that fully recover the costs of 
universal service and energy conservation services. 

In keeping with these provisions, the Commission is proposing guidelines 
for universal service and energy conservation. It is our view that the subject 
matter of these Guidelines require consistent policy determinations to be applied 
across the local distribution service territories. The Guidelines reflect a 
determination by the Commission upon evaluating presently known information 
provided by numerous interested parties in a rapidly evolving industry. The 
Guidelines are intended to assist the parties in the preparation, litigation and 
resolution of the Restructuring Filings of each utility by setting forth the 
Commission's current views regarding how those issues should be addressed in the 
restructuring proceedings. It is our intention that the Guidelines will enable the 
parties to more efficiently focus on the relevant factual determinations necessary 
to comply with the Act. 

The sole intent of this tentative order is to propose guidelines for universal 
service and energy conservation programs and to request written comments from 
the electric utilities and other interested parties on these guidelines. The 
Commission will use the comments to this tentative order to develop guidelines for 
universal service and energy conservation programs that will be issued in a final 
order. Because the Customer Assistance Program (CAP) Policy Statement and the 
guidelines for universal service and conservation programs have common elements 
and are related, the Commission finds it appropriate that the CAP Policy Statement 
should be revised to be consistent with the guidelines for universal service and 
energy conservation programs. The Commission wants the revisions to the CAP 



m 
Policy Statement and the guidelines for universal service and energy conservation 
programs to be completed at about the same time. Therefore, the Commission 
requests parties to comment to our proposed revisions to the CAP Policy Statement 
that are related to the universal service and energy conservation guidelines as part 
of this tentative order. The Commission intends to use the comments to this 
tentative order when revising the CAP Policy Statement. 

I. BACKGROUND 

At docket M-00960890, Folder 0003, the Commission established a 
universal service and conservation work group (Work Group) to provide the 
Commission with recommendations on universal service and conservation matters 
relating to electric restructuring. Over a six week period, seventy different parties 
participated in five work group meetings. A subcommittee to discuss issues 
regarding termination of service met once, and a subcommittee to determine who 
is responsible for providing and administering universal service also met once. On 
April I , 1997, the Work Group submitted a report to the Commission. 
Additionally, two alternative position reports were submitted to the Commission 
from the Work Group. 

The Work Group reached consensus on limited items for seven principles: 
universal service and conservation program as a component of restructuring; 
eligibility for universal service; the components of universal service; CAP 
eligibility; funding; administration; and reporting requirements. The Work Group 
also identified a list of outstanding issues and positions relating to universal 
service and energy conservation. This tentative order incorporates the principles 
and issues agreed upon by the Work Group. 

II. PROPOSED GUIDELINES FOR UNIVERSAL SERVICE AND 
CONSERVATION PROGRAMS. 

In order to establish guidelines for universal service and conservation 
programs, the Commission proposes the following guidelines be followed when 
developing, expanding or maintaining universal service and conservation 
programs. We request public comment and response to the following: 



A. Universal service and conservation programs as components of 
restructuring. 

The Commission shall require each affected electric 
distribution company to submit a comprehensive and multi-year 
Universal Service and Conservation Program as part of its 
Restructuring Filing. 

B. Eligibility guidelines. 

In general, these programs shall be available to electric 
customers whose household income is at or below 150% of federal poverty 
guidelines and who meet other non-income criteria. Up to ten percent of 
the universal service budget may be applied to customers with special 
needs who are between 150 percent and 200 percent of the federal poverty 
guidelines. 

C. Universal Service Components. 

1. Universal service components. Universal service programs 
should include, but not be limited to, the following programs, 
protections and policies: 

a) Chapter 56 credit, collection and termination 
protections. These services shall include a Provider of 
Last Resort for customers who do not choose an 
alternative generation provider or whose generation 
provider refuses to grant service or cancels service 
based on nonpayment or other reasons. These services 
shall also include procedures for the distribution 
company and alternative generation supplier to 
coordinate dispute, termination and payment 
arrangement procedures to assure that universal service 
participants receive the required protections in Chapter 
56. 

b) A low income usage reduction program (such as 
LIURP); 

c) A payment assistance program (such as CAP); 
d) A CARES program, or its equivalent, that meets the 

Commission's minimum guidelines contained in the 



Cominission's Secretarial Letter of November 30, 
1992; 

e) Administration of a hardship fund. The Commission 
strongly encourages generation suppliers to implement 
or join an existing hardship fund; 

f) Plain language guidelines covered under 52 PA Code, 
§69. 251. Any written information from distribution 
companies and generation suppliers to residential 
consumers should be written in plain language; and 

g) All Secretarial letters relating to collection activity that 
were issued since June 1985. (See Attachment 1.) 

2. Renewable technologies. Universal service programs may 
include cost effective investments in renewable technologies 
that will help low-income customers to reduce or manage 
energy consumption. 

3. Eligibility criteria. Eligibility criteria for the individual 
universal service components should include the following: 

a) Chapter 56 regulations establish standards for all 
residential electric customers, therefore all low-income 
customers who participate in universal service 
programs are covered. 

b) Low-Income Usage Reduction Program (LIURP) 
regulations at 52 PA Code, §58.2 define a low income 
customer as a residential customer with household 
income at or below 150% of the Federal poverty 
guidelines. Section 58.10 defines priority of program 
services. This section outlines the following order of 
priority for receipt of LIURP services: 

1. Eligible customers with the largest usage and 
greatest opportunities for bill reductions relative to 
the cost of providing program services shall receive 
services first. Additional criteria for usage level 
and bill reduction are also defined. 

2. Among customers with the same standing under 
number 1, those customers with the greatest 
arrearages shall receive services first. 



3. Among customeflBFith the same standing under ' 
number 2, those households with the lowest 
incomes shall receive services first. 

4. A utility may spend up to 10% of its annual 
program budget on eligible special needs 
customers. 

c) Customer Assistance Program (CAP) eligibility. A 
CAP applicant must meet the following eligibility 
criteria: 
1. Status as a ratepayer or new applicant is verified. 
2. Household income is verified at or below 150% of 

the Federal poverty guidelines. 
3. The CAP applicant is payment troubled.1 When 

determining i f a CAP applicant is payment 
troubled, a utility should select one of the following 
definitions of payment troubled. Payment troubled 
is defmed as a household who meets one of the 
following criteria: 
a) A household whose housing and utility costs 

exceed 45% of the household's total income; 
b) A household who has $100 or less disposable 

income after subtracting all household expenses 
from all household income; 

c) A household who has an arrearage. The utility 
may define the amount of the arrearage; or 

d) A household who has received a termination 
notice or who has failed to maintain one 
payment arrangement. 

d) Customer Assistance and Referral Evaluation Services 
(CARES) eligibility. Each utility may define eligibility 
for a CARES program. Generally, CARES eligibility 
may be targeted to special needs customers. Special 
needs customers include those who have experienced a 
family crisis such as loss of income, divorce or major 
illness. 

1 In order for the universal service and conservation guidelines to be consistent 
with the CAP Policy Statement, revisions to 52 Pa. Code Chapter 69 will be 
required. Specifically, revision to the CAP eligibility criteria at §69.265(4)(iii) 
will be required. 
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e) Hardship fund eligibility. Hardship funds are typically 
targeted to customers whose household income is 
verified at or below 150% of the poverty level. 

f) Plain language policy statement. The plain language 
policy statement establishes guidelines for 
communications with all residential customers, 
therefore all low-income customers who participate in 
universal service programs should receive plain 
language communication. 

g) Secretarial letters related to collection activity. The 
Secretarial letters established policies for all residential 
customers, therefore all low-income customers who 
participate in universal service programs are covered 
by the policies addressed in the Commission's 
Secretarial Letters. 

4. Consumer and energy education and outreach activities. A 
distribution company's universal service and conservation 
plans should include an education plan that targets low-
income customers. The education plan should educate low-
income customers about the following: 

a) What options are available for low-income customers 
regarding choosing a generation supplier? How low-
income customers can effectively consider these options 
in choosing a generation supplier. 

b) How choice can work in conjunction with universal 
service and conservation programs and that exercising 
choice does not preclude participation in universal service 
and conservation programs or the provisions of Chapter 56 
protections. 

Consumer education efforts for low-income and universal 
service customers should strongly consider the following 
education and outreach activities: 

a) Use multi-language approaches, when appropriate; 
b) Use educational methods and messages (such as local 

radio, free local newspapers, and local community 



outreach) that are target^^^ecially to low-income 
customers. 

c) Use existing opportunities to educate low-income 
customers about choice, for example, when a customer 
receives budget counseling as part of CAP or energy 
education as part of LIURP. 

d) Target choice education efforts to secondary education 
students who may assist households to understand and pay 
utility bills. 

5. Revisions to LIURP. The Commission is currently in the 
process of revising the LIURP regulations. Any provisions of 
universal service that deal with LIURP should" be consistent 
with the LIURP final regulations. 

6. Revisions to the CAP Policy Statement. In order for the 
universal service and conservation guidelines to be consistent 
with the CAP Policy Statement, revisions to 52 Pa. 52. Code 
Chapter 69 will be required. The Commission's CAP Policy 
Statement became effective July 2, 1992. The experiences 
learned from CAP pilots and the results of evaluations show 
that some revisions to the policy statement are appropriate. In 
addition to the revisions to program design regarding the 
scope of pilots, program funding, payment plans, and 
eligibility that are discussed elsewhere in the this order, the 
Commission plans substantive revisions to the following 
sections: control features, default provisions, and 
coordination of LIHEAP benefits. 

Control features. The Commission is amending this section 
to eliminate conservation incentives. The Commission 
included conservation incentives to limit program costs due to 
increases in consumption. Evaluators consistently found that 
CAP participants did not increase energy consumption after 
enrolling in CAP. Evaluators also had difficulty quantifying 
benefits directly related to conservation incentives. However, 
they found the incentive did slightly increase the cost of the 
CAP. The conservation incentive has been complex and 
burdensome to administer. The incentive is confusing to CAP 
participants who see a reduction in one month's bill. Because 
many utilities' payment plans are tied to usage, participants 
who conserve will see a reduction in their bill. 



The Commission has added a control feature that disallows a 
CAP participant from subscribing to optional services that 
would cause an increase in monthly billing and do not 
contribute to bill reduction. This addition is consistent with 
the provisions for participants of telephone universal service 
programs. Telephone universal service participants may not 
subscribe to telephone optional services such as call waiting 
and call forwarding. 

The Commission is changing the term billing deficiency limit 
to maximum CAP credits. The term billing deficiency 
suggests that payments are not made. Participation in CAP 
requires that a customer make regular, monthly payments for 
the full CAP amount billed. The term CAP credits is more 
accurate in describing the difference between the amount that 
would have been billed at the standard residential rate and the 
amount billed at the CAP rate. 

Default provisions. The Commission believes that the 
consequences for nonpayment should be loss of service; 
therefore, we recommended that participants who do not 
make payments should be returned to the regular collection 
cycle. 

The Commission is deleting the provision that failure to apply 
for LIHEAP and designate a LIHEAP grant to the CAP-
sponsoring utility should result in dismissal. Because of the 
changes in to LIHEAP eligibility and funding, CAP 
participants have difficulty meeting this provision. 

Coordination of LIHEAP benefits. The Commission is adding 
a section to allow the utility flexibility to deal with a 
participant who fails to apply for a LIHEAP grant. When the 
Commission approved the CAP Policy Statement, a CAP 
participant was eligible to receive two LIHEAP benefits in the 
form of cash and crisis grants. Changes to LIHEAP 
eligibility restrict CAP participants from receiving LIHEAP 
crisis benefits. Because of the difficulty a CAP participant 
has in obtaining LIHEAP benefits, we do not believe that 
utilities should automatically impose penalties on a CAP 
participant who does not designate a LIHEAP grant to the 



CAP sponsoring-utility. Hov^^er, we do believe that utilities 
. should strongly encourage palRpants to apply for LIHEAP • 

benefits. This change allows utilities the option of imposing a 
penalty on a CAP participant who is eligible for LIHEAP 
benefits but who fails to apply for those benefits. 

D. Cap Enrollment. 

1. Expansion of CAPs. 66 Pa. C.S. §2802(9) finds that electric 
service is essential to the health and well-being of residents, 
to public safety and to orderly economic development; and 
electric service should be available to all customers on 
reasonable terms and conditions. 66 Pa. C.S. §2804(9) 
requires the Commission shall ensure that universal service 
and energy conservation policies, activities and services are 
appropriately funded and available in each electric 
distribution territory. 

Universal service should include a Customer Assistance 
Program that that is available to and is designed to enroll the 
eligible population of low income customers who are likely to 
participate within the distribution company's service territory 
within three years.2 Whether or not an eligible customer is 
likely to participate is partially a function of adequate public 
education efforts, which are an integral part of developing 
effective universal service policies. 

For the following reasons, the Commission believes that 
between 289,660 - 361,830 households statewide may be 
eligible for universal service programs. The 1990 Census 
Data shows that 2,170,979 persons in Pennsylvania have 
incomes below 150% of the poverty level. Assuming a three-
person household, we can estimate that 723,660 households 
are below 150% of the poverty level. The Commission's 
Investigation of Uncollectible Balances, at Docket No. I -
900002, found that 40% of the Commonwealth's low-income 
households are payment troubled. 

2 In order for the universal service and conservation guidelines to be consistent 
with the CAP Policy Statement, revisions to 52 Pa. 52. Code Chapter 69 will be 
required. Specifically, revision to the scope of pilot CAPs at 52 Pa. §69.264 will 
be required. 
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All consumers who are eligible for government benefits or 
programs do not choose, for a variety of reasons, to apply for 
these benefits. For example, a 1989 report issued by the U.S. 
General Accounting Office found that nationwide only about 
one-half of those eligible for food stamp benefits choose to 
participate in that program. One of the major reasons 
mentioned for non-participation by those eligible was a belief 
that the benefit was not necessary. The state of California 
currently offers two programs to its low income residents: 
rate assistance and energy efficiency services. On average, 
58% of eligible customers participated in the rate discount 
program and on average, 56% of eligible customers 
participated in the weatherization programs. The California 
model bases eligibility on income only. The Commission's 
model bases eligibility on income, usage and need. 
Therefore, fewer households will be eligible for services 
using the Commonwealth model. 

Based on the Census data information and the history that all 
households who are eligible for benefits will not apply, the 
Commission projects that between 40%-50% of eligible 
households (289,660 - 361,830 households) could apply for 
universal service affordable payment programs. Presently, 
approximately 44,000 households are enrolled in electric 
utility CAPs. 

In order to meet the obligations of the Act, utilities may need 
to enhance CAPs beyond the pilot stage. Utilities should 
devise a universal service plan which identifies the targeted 
population within its distribution territory; sets forth a time 
line for implementing a CAP which is available to meet the 
needs of low-income customers within three years and sets 
forth the proposed expenditures to meet the needs of the 
targeted population. One potential approach is to identify a 
percentage of the low-income population that would be set as 
the floor level for designing a permanent CAP, and we invite 
comments on whether such a threshold level should be 
established, and i f so, at what level. 

To fund enhanced CAPs, utilities may need to trade collection 
expenses with CAP costs. If a utility trades CAP costs with 
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write-offs and operational ejjBKnses associated with low-
income customers, adequat^Riding may be available. If 
low-income customers are served under CAP, the collection 
costs associated with low-income customers are traded for 
CAP costs. 

2. CAP Payment Amounts. Paymem plan proposal. 3 

Generally, CAP payments for total electric and natural gas 
home energy should not exceed 17% of the CAP participant's 
annual income. The minimum payment should not be less 
than the guidelines at §69.265(3 )(v)(A) and (B). Payment 
plans should be based on one or a combination of the 
following: 

(i) Percentage of income payment plan. 

(A) Generally, maximum payments for electric 
nonheating service should be within the 
following ranges: 
• household income between 0-50% of 

poverty at 2%-5% of income. 
• household income between 51-100% of 

poverty at 4%-6% of income. 
• household income between 101-150% of 

poverty at 6%-7% of income. 

(B) Generally, maximum payments for electric 
heating (generally all electric service) should 
not exceed the following guidelines: 
• household income between 0-50% of 

poverty at 7%-13% of income. 
• household income between 51-100% of 

poverty at 11%-16% of income. 
• household income between 101-150% of 

poverty at 15%-17% of income. 

3 In order for the universal service and conservation guidelines to be consistent 
with the CAP Policy Statement, revisions to 52 Pa. 52. Code Chapter 69 will be 
required. Specifically, revisions to the payment plan proposal at §69.265(2) will 
be required. 
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(ii) Percentage of bill paymem plan. The participant's 
household payment contribution for total electric and 
natural gas home energy under a percentage of bill 
plan is determined using the variables of family size 
and income and the household's annual energy usage. 
A participant's annual payment is calculated as a 
percentage of income payment and converted to a 
percentage of the annual bill. When a utility 
determines subsequent CA? payment amounts, a 
participant will continue to pay the same percentage of 
the total bill even if annual usage has changed. 

(iii) Rate discount The participant's energy usage is billed 
at a reduced rate that is a fraction of percentage of the 
normal rate. 

(iv) Minimum monthly payment. The participant's 
household payment contribution is calculated by taking 
the participant's estimated monthly budget billing 
amount and subtracting the maximum, monthly CAP 
credit, previously called billing deficiency ($46 month 
for non-electric heat and $116 month for electric heat). 

(v) Annualized, average payment. The participant's 
household payment contribution is calculated by 
determining the total amount the participant paid over 
the last 12 months and dividing by 12 months to 
determine a monthly budget. 

(vi) An alternative payment formula. An alternative 
payment formula must be reviewed by the Bureau of 
Consumer Services and approved by the Commission. 

£. Expenditures. 

1. A distribution company's level of expenditures should 
reflect at least 0.2% of revenues for LIURP and 0.5% 
of jurisdictional revenues for CAP. The expenditures 
for universal service and energy conservation programs 
must be examined in conjunction with the costs of 
distribution rates, and competitive and intangible 
transition charges. The total amount of dollars 
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available under the r^Fcap should be adjusted to meet 
all the requirements of the Act. 

a) LIURP expenditures should reflect at least 0.2% 
unless the utility demonstrates through a needs 
assessment that a different funding level is 
necessary. 

b) Because of the level of need, a distribution 
company who currently spends more than the 
proposed guidelines for its CAP, shall, at a 
minimum, maintain the current level of 
expenditures. 

2. In order to appropriately fund and expand CAPs, a 
distribution company should establish the baseline for funding 
its universal service programs by identifying the number of 
low-income households who may be eligible for programs 
and by identifying all expenditures that are used to address 
the problems of low income and payment-troubled customers. 
This revenue may include, in part: write-off of uncollectible 
expenses; costs associated with collections, termination and 
reconnection; costs associated with CAP, CARES and LIURP 
programs; and the administration of hardship funds. A utility 
may need to shift funds from write-offs and collection 
operation expenses to CAPs or LIURP. 

F. Funding Of Universal Service And Conservation 
Programs. 

1. The cost of a distribution company's Universal Service 
Program should be allocated among the classes of the 
distribution company's ratepayers consistent with the 
sound rate design principles and in accordance with the 
Act's prohibitions against the interclass and intraclass 
cost transfer and the Act's rate cap. The allocation of 
universal service program costs will be performed 
during each utility's upcoming restructuring 
proceeding. 
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2. The electric distribution company will assess the 
nonbypassable, competitively neutral cost recovery 
mechanism that funds universal service and energy 
conservation policies, activities and services. 

3. Funding should be utility service territory-specific 
rather than statewide. 

4. All customer classes should share in providing funding 
of universal service consistent with sound rate design 
principles and in accordance with the Act's 
prohibitions against the interclass and intraclass cost 
transfer and the Act's rate cap. 

5. Within the rate caps, universal service program 
funding must be adequate to ensure meaningful and 
strong programs. 

G. Administration. 

1. Program administration. During the transition 
period, the Commission urges a moderate approach to 
administration of universal service programs. Initially, 
we recognize each distribution company administers its 
universal service programs. The Commission 
encourages utilities to use the resources of community-
based organizations. A statewide administration of 
LIURP and CAP may be desirable in the future and 
should be retained as an option for further exploration 
and discussion. 

In the future, the Commission could select an 
alternate administrator or service provider for one or 
more universal service components in that service 
territory. 

2. Administration of program benefits. The universal 
service funding mechanism should be collected by the 
distribution company for both the distribution and 
generation parts of the bill, as a non-bypassable 
charge, paid by all customers. Universal service and 
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LIHEAP benefits sho^L be assigned to the distribution 
company. 

Another potential approach establishes that the 
distribution company will collect the revenue to 
administer the universal service and energy 
conservation programs. The distribution company will 
disburse payment assistance benefits on a pro rata 
basis to each portion of the generation, distribution and 
transmission part of the bill. We invite comments on 
the approach of disbursing payment assistance benefits 
on a pro rata base. 

3. Approval of universal service and conservation 
plan. The Commission shall approve, modify or reject 
each distribution company's universal service and 
conservation plan. 

H: Reporting Requirements. 

1. Each company should gather information and analyze 
it on an annual basis and report to the Commission on 
its progress in achieving universal service within its 
service territory. The company should include in its 
report recommendations on how to close any identified 
gaps in providing electric service to its low-income 
customers. 

Annual reports should include, but not be limited, the 
following information: 

a) Utilities shall report all criteria used by the company 
to categorize customers as low-income. Utilities shall 
report the annual collection operating costs associated 
with handling low-income customer accounts, 
including administrative expenses associated with 
termination activity: 10-day termination notice, 
personal contact, 48-hour notice, actual termination of 
service, post termination and restorations; negotiating 
payment arrangements requests; budget counseling; 
handling informal and formal complaints; securing and 
maintaining deposits; tracking delinquent accounts; 
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collection agencies' expenses; litigation expenses; 
dunning expenses, and winter survey expenses. 

b) Utilities shall report the dollar amount of the 
company's gross residential write-offs for the reporting 
year, the portion related to low-income customers or 
an estimate of the portion related to the low-income 
customers. 

c) Utilities shall report how many residential service 
customers were served in the reporting year, the 
number of residential customers known to be low-
income customers, and total estimated low-income 
customers, and the company's definition of a low-
income customer. Utilities shall also report how many 
residential customers are payment troubled customers, 
and how the company defmes "payment troubled"? 
How many low-income customers are known to be 
payment troubled customers, and what is the estimate 
of the total number of low-income, payment troubled 
customers? 

d) Utilities shall report a defmition of a residential 
account in arrears, the total number of residential 
accounts in arrears in the reporting year, the number of 
those accounts that were low-income customers, 
dollars in arrears owed by identified low-income 
customers, and the total number of dollars in arrears 
(identified and estimated). 

e) Utilities shall report annually to the Commission the 
number of customers who are potentially eligible for 
CAP. Utilities shall report the number of customers 
enrolled in CAP. 

f) Utilities shall report annually the number of customers 
still in need of LIURP services and the cost to serve all 
customers who need LIURP services. 

2. The Bureau of Consumer Services will report to the 
Commission biannually on the status of each 
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company's universal 4^ice and conservation 
programs. 

3. The Commission will determine i f the utility meets the 
goals of universal service. 

4. LIURP and CAP evaluations. Five 5 years after a 
distribution company's restructuring filing is approved, 
the company should submit an impact evaluation of its 
CAP and LIURP programs. After the initial impact 
evaluation, the distribution company should submit an 
impact evaluation of its CAP and LIURP programs 
every five years. The impact evaluation should focus 
on the degree to which the program achieves the 
continuation of utility service to program participants 
at reasonable cost levels. The evaluation should be 
conducted by an independent third-party. 

Three years after a distribution company's 
restructuring filing is approved, the company should 
conduct a one-time process evaluation of its CAP. The 
process evaluation should focus on whether CAP 
expansion has met the level of need, whether it 
conforms to the program design guidelines and should 
assess the degree to which the program operates 
efficiently. 

I . Advisory Panels. 

A utility shall create and maintain a universal service 
program advisory panel to provide consultation and advice to 
the utility regarding the scope, design and administration of 
its universal service programs. 

18 



• 

A utility may use an existing customer advisory panel to 
satisfy this guideline when the membership of the panel can 
reasonably be expected to provide effective consultation and 
advice regarding universal service programs. 

We have issued the preceding guidelines to encourage public comments. 
We urge that comments be filed as soon as possible. Note that reply comments 
will not be permitted; THEREFORE, 

IT IS ORDERED: 

1. That the guidelines for a universal service and conservation program 
as set forth in this Tentative Order are hereby issued to the public for comment. 

2. That a comment period ending at the close of business on May 14, 
1997 is hereby established. 

3. That written comments, an original and 15 copies, shall be submitted 
to: Office of Prothonotary, Pennsylvania Public Utility Commission, P.O. Box 
3265, Harrisburg, PA 17105-3265. Comments should specifically reference the 
above-captioned Commission docket number. 

4. That a copy of this Tentative Order and any accompanying 
statements of the Commissioners be served upon all jurisdictional electric 
companies, the Office of Consumer Advocate, the Office of Small Business 
Advocate, other parties who participated in the Commission's electric competition 
investigation at Docket No. 1-00940032, the Electric Competition Legislative 
Stakeholders, and the Universal Service and Conservation Work Group. 

5. That the contact persons for this matter are Janice K. Hummel, 
Bureau of Consumer Services (technical), (717) 783-9088 and Kathryn G. Sophy, 
Law Bureau (legal), (717) 782-8840. 
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6. That a final Opinion and Order shall be issued subsequent to the 
receipt and evaluation of any comments filed in accordance with this tentative 
order. 

BY THE COMMISSION, 

'John G. Alford, 
Secretary 

(SEAL) 

ORDER ADOPTED: April 24, 1997 

ORDER ENTERED: APR 2 5 1997 
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Attachment I 
Secretarial Letters Relating to Collections 

Secretarial Letter Content of Secretarial Letter Guidelines established by Secretarial Letter 
Heat Wave 
Procedures 
3/17/94 

Recommends guidelines for electric utilities to 
assist in protecting the public's health and safety 
during periods of extreme heat and humidity. 

Guidelines: Use existing resources to educate the public about 
the dangers of intense hot weather, remind customers of 
existing protections to pay high bills, refrain from tenuinating 
service to "at risk" population during heat wavers, be lenient in 
requirements to reconnect service during heat waves when the 
household includes an "at risk" member. "At risk" includes 
those age 60 and over, those seriously ill and those taking 
certain medications. 

Budget Counseling 
11/30/93 

Recommends guidelines for budget counseling Guidelines: make budget counseling a significant component 
of customer support programs for customers who are payment 
troubled, reserve traditional budget counseling for payment 
troubled customers with an ability to pay; make nontraditional 
budget counseling available for those who are low income 
which includes the completion of a budget worksheet and 
supportive guidance to persuade customers to make selected 
changes to reduce certain expenses. 

Winter Termination 
Procedures 
2/12/93 

Lists requirements for utilities when requesting 
permission to terminate residential service 
between December 1 and March 31. 

Requirements: 
utility report 
2 year history of contacts 
12 month payment history 
information validating customer's positive ability to pay 

support for following criteria: 
Income above 150% of poverty 
No children under 12 
No occupants over 60 
No occupants with physical or mental disabilities 
No occupant with serious illness 
No landlord/tenant relationship 



Secretarial Letter Content of Secretarial Letter Guidelines established by Secretarial Letter 
LIHEAP Outreach 
Plans 
11/30/92 

Urges companies to actively pursue LIHEAP 
benefits for their customers. 

Budget Counseling 
5/31/85 

Endorses the use of budget counseling for 
customers with some ability to pay and a 
willingness to have their financial affairs managed 
by a credit counseling agency. 

Guidelines: services should not be provided by company 
employees who perform billing, credit or collections 
responsibilities; companies should pay any fee CBO's charge 
for the services; companies must insure budget counseling 
agencies are productive and legitimate and be able to 
demonstrate this to the Commission. 

Hardship Fund 
No Date 

Encourages support of a hardship or fuel fund in 
the company's service territory. 

Use matching credits from stockholders' contributions to 
multiply the value of customer and employee contributions, 
provide a dollar check-off feature for customer contributions, 
actively seek donations from the community and corporate 
neighbors. 

Hardship Fund 
11/30/92 

Recommends guidelines for utility hardship funds. Guidelines: Continue to support and expand company 
hardship fund programs; advocate for increase in shareholder 
contributions through matching provisions or outright grants, 
offer the "dollar check-off provision" to solicit contributions, 
join with a highly visible charitable organization, seek 
donations from community and corporate neighbors, and 
increase visibility through fund raising and use of mass media. 

Tracking dc Referral 
2/20/86 

Proposes guidelines to prevent potential payment 
problems and to ameliorate actual problems by 
improving the ability to pay of all eligible 
customers. Purpose is to insure customers receive 
the benefits of the assistance and support programs 
for which they qualify. 

Identification of Services: 
a) private and public agencies 
b) LIHEAP and CRISIS 
c) conservation 
d) credit counseling 
e) specialized sources such as nutritional and home 

management services 
Company Programs: 

a) home energy audits 
b) conservation programs 
c) budget billing 



Secretarial Letter 

Service Limiters 
6/20/85 
Monthly Meter 
Reading 
6/20/85 
Monthly Collections 
6/20/85 

Content of Secretarial Letter 

Recognizes the use of service limiters as an 
acceptable practice. 
Encourages companies to study the feasibility of 
reading meters monthly. 

Recognizes monthly collections as most effective 
approach to pursuing nonpayment. Also 
recognizes some alternate approaches to monthly 
collections can achieve some ends as monthly 
collections. 

Guidelines established by Secretarial Letter 
Linking Services: 
Companies take leading role in creating system coordinating 

services 
a) nature of service 
b) eligibility requirements 
c) application process 

Identification of Customers: 
a) application process 
b) complaints and inquiries 
c) service trouble reports 
d) direct appeals to customers 
e) receipt of LIHEAP, various income sources, medical 

assistance 
Effective Referrals: 

a) system within company 
b) updated frequently 
c) company staff training 
d) referrals from other organizations to utility 

Tracking: 
a) maintain records to ID potentially payment troubled 

customers 

Credit Screening 
6/20/85 

Recognizes adequate residential credit screening 
for identifying payment-troubled customers and 
for deterring fraudulent applications for service. 



Secretarial Letter Content of Secretarial Letter Guidelines established by Secretarial Letter 
"Soft Core" Dunning 
6/20/85 

Recognizes the usefulness of reminder notices and 
similar nonthreatening reminders as a first step in 
collections. 

Deposits from exiting 
residential Customers 
6/20/85 

Urges companies to carefully scrutinize customers 
to insure the demand for a deposit will not 
exacerbate the potential for serious payment 
problems. 

Budget Billing Plus 
6/20/85 

Advises companies the Commission endorses 
using plans that set a flat monthly payment for 
delinquent customers. 

Special Payment 
Reminders 
6/20/85 

Endorses use of nonthreatening telephone contacts 
to remind customers that payment will soon be due 
and to pick up on the recent development of any 
special problems which could prevent timely 
payment. 

Waive Late Payment 
Charges 
5/31/85 

Urges companies to consider waiving residential 
late payment charges for customers with a limited 
ability to pay for utility service. 

Customer CARES 
5/31/85 

Suggests the establishment of a customer 
"CARES" program. 

Customer CARES 
11/30/92 

Recommended guidelines to improve the impact of 
CARES programs. Also urged the 3 utilities that 
didn't have CARES to set a program up and 
respond to BCS how it will implement CARES or 
an alternative program. 

Guidelines: Communicate status annually to BCS; expand 
eligibility to include not only senior citizens but also special 
needs low income customers; include staff training in 
communication skills, staff training regarding CARES program 
design; home visitation (at least one) and preparation of energy 
audit for most recipients; intensive tracking and referral 
services for CARES participants, maintenance of confidential 
case files; expansion and maintenance of customer services 
network; include social services background in job description 
of a CARES representative. 
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PENNSYLVAKIA PUBLIC UTILITY COMMISSION 
Harrisburg, Pennsylvania 

GUIDELINES POR UNIVERSAL 
SERVICE AND ENERGY 
CONSERVATION PROGRAMS 

PUBLIC MEETING-
APRIL 24, 1997 
APR-97-BCS-4* 
DOCKET NO. M-00960890 F0010 

STATEMENT OF COMMISSIONER JOHN HANGER 

Chapter 28 requires the Commission t o ensure t h a t 
u n i v e r s a l service and energy conservation p o l i c i e s , a c t i v i t i e s and 
services are a p p r o p r i a t e l y funded and a v a i l a b l e i n each e l e c t r i c 
d i s t r i b u t i o n t e r r i t o r y . I welcome comments on the Ten t a t i v e 
Guidelines proposed today so t h a t the Commission may adopt F i n a l 
Guidelines t h a t a s s i s t the p a r t i e s e f f i c i e n t l y t o develop proposals 
f o r c onsideration i n the r e s t r u c t u r i n g proceedings. 

I n p a r t i c u l a r , I encourage comments on how CAP b e n e f i t s 
or other grants such as LIHEAP should be appli e d t o customer 
accounts. Should they be ap p l i e d t o generation t o encourage 
competitive s u p p l i e r s t o serve low income customers? Should they 
be applied only t o the regulated p o r t i o n of the b i l l ? I s the 
answer d i f f e r e n t i f the cost of the programs i s c o l l e c t e d through 
one or a l l p o r t i o n s of the b i l l ? 

The T entative Guidelines assume t h a t d i s t r i b u t i o n 
u t i l i t i e s ' plans may include competition education as w e l l as usage 
r e d u c t i o n or b i l l payment education. I n general, the Commission's 
cons i d e r a t i o n of education has attempted t o separate education from 
marketing e f f o r t s and the Commission has not thus f a r i n d i c a t e d the 
source of payment f o r education about competitive generation. 
Should the u t i l i t y be the provider of education on competition or 
should i t provided independently? Should i t be funded out of 
un i v e r s a l service funds? 

I n a d d i t i o n , I encourage comments on i n c l u d i n g 
competitive forces i n the p r o v i s i o n of u n i v e r s a l s e r v i c e and energy 
conservation programs based on the approach used by the C a l i f o r n i a 
P u b lic U t i l i t i e s Commission. (Decision 97-02-014, February 5, 
1997) . 

The f o l l o w i n g o u t l i n e of how such a system might be used 
i n Pennsylvania i s provided t o s t i m u l a t e discussion and f o r 
comments i n t h i s Docket and i s not intended as a s p e c i f i c 
recommendation. I n d i s t r i b u t i n g t h i s proposal, I assume based on 
e x i s t i n g p r a c t i c e t h a t some u t i l i t i e s may p r e f e r not t o administer 
u n i v e r s a l service and conservation programs, and t h a t other 
providers believe they can provide b e t t e r services a t a lower cost. 
Note t h a t the c e n t r a l idea i n the proposal i s t o allo w competition 
i n the p r o v i s i o n of u n i v e r s a l s e r v i c e and conservation programs. 
The a d m i n i s t r a t i v e changes are an important departure as w e l l , 
e s p e c i a l l y i f the .host u t i l i t y wants t o provide t h e services 
d i r e c t l y . Comments should consider v a r i a t i o n s from t h e basic 



proposal and whether i t i s d e s i r a b l e t o permit or encourage such 
developments at t h i s time. 

The basic approach i s t o e s t a b l i s h a statewide 
a d m i n i s t r a t i v e s t r u c t u r e t o co n t r a c t f o r and oversee u n i v e r s a l 
service and energy conservation programs w i t h i n each u t i l i t y 
s ervice t e r r i t o r y . Perhaps PUC mandated consumer education 
programs could be included as w e l l . A Governing Board might be 
composed of 5 p o l i c y / e x p e r t r e p r e s e n t a t i v e s and 2 BCS employees 
appointed by Commission. The BCS members would f u n c t i o n as s t a f f , 
i n c l u d i n g program a d m i n i s t r a t i o n and e v a l u a t i o n . The Governing 
Board would have general a d m i n i s t r a t i v e c o n t r o l over Universal 
Service/conservation and Education programs w i t h i n the parameters 
of PUC Orders/regulations and su p e r v i s i o n . 

The Governing Board would request proposals f o r the p r o v i s i o n 
of services i n each s e r v i c e t e r r i t o r y and s e l e c t one or more 
winning bids based on p r i c e , q u a l i t y , community f a m i l i a r i t y , e t c . 
Bidders might include the host or other u t i l i t i e s , community-based 
orga n i z a t i o n s , energy s e r v i c e companies, or j o i n t proposals. The 
c o l l e c t o r of u n i v e r s a l s e r v i c e funds from ratepayers would be 
d i r e c t e d t o disburse funds d i r e c t l y t o the p r o v i d e r or c r e d i t the 
consumer account as a p p r o p r i a t e . 

I n a d d i t i o n , separate Advisory Councils i n each service 
t e r r i t o r y would a s s i s t the Governing Board, since needs, spending 
l e v e l s and program d e t a i l s w i l l d i f f e r somewhat by service 
t e r r i t o r y . The Advisory Councils might include 7 community 
rep r e s e n t a t i v e s appointed by t h e PUC or the Governing Board. The 
Advisory Councils would a s s i s t the Governing Board t o implement the 
programs co n s i s t e n t w i t h the circumstances a f f e c t i n g the programs 
i n each service t e r r i t o r y . 

DATED / JOHN HANGER, COMMISSIONER 
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STATEMENT OF COMMISSIONER ROBERT K. BLOOM 

Before the Cominission for consideration is a proposed 
Tentative Order prepared by staff which requests public comment on 
proposed Guidelines for universal service and energy conservation 
programs. This Order was prepared in response to the work product 
of the universal service and conservation work group. While the 
work group was successful in reaching consensus on several items of 
discussion, many critical issues remain unresolved. The Guidelines 
are designed in response to requirements within the Electricity 
Generation Customer Choice and Competition Act (11 Act") which 
address the disposition of existing public purpose and energy 
conservation programs. Specifically, the Act at §2802.10 states 
that "The Commonwealth must, at a ininijnujn/ continue the 
protections, policies and services that now assist customers who 
are low-income to afford electric service." Furthermore, at 
§2802.17, the Act states that "The public purpose is to be promoted 
by continuing universal service and energy conservation policies, 
protections and services; and full recovery of such costs is to be 
permitted through a nonbypassable rate mechanism." 

I strongly encourage a l l interested parties t o comment on the 
proposed Guidelines. Several of the conclusions within t h i s 
Tentative Order are a s i g n i f i c a n t cause of concern and I would 
s p e c i f i c a l l y request that parties comment on these concerns. 
F i r s t , w i l l the mere issuance of "guidelines" s u f f i c e to enable the 
Commission to carry out i t s r e s p o n s i b i l i t i e s under the Act i n 
regard to universal e l e c t r i c service i n a competitive generation 
market? Guidelines are simply guidelines and do not carry the 
force of law as regulations do. While the issuance of guidelines 
i s administratively preferable given the time constraints 
established by the Commission, the re s u l t i n g guidelines may lack 
the legal basis needed to enforce standards which the d i s t r i b u t i o n 
companies must follow. Moreover, guidelines by t h e i r nature are 
subject to a greater degree of i n t e r p r e t a t i o n than are regulations, 
with the po t e n t i a l adverse r e s u l t being inconsistent application. 

Secondly, the proposed guideline concerning expansion of CAP 
programs which could p o t e n t i a l l y prescribe that a certain 
percentage of e l i g i b l e customers should be enrolled w i t h i n a 
designated time frame appears t o be incompatible to a competitive 
e l e c t r i c industry. Should the Commission set such an a r t i f i c i a l 
regulatory requirement as we t r a n s i t i o n t o a competitive market or 
should the percentage of enrollment be determined by the 
competitive environment? Additionally, would i t not be prudent f o r 



the Conuni^^on t o review the inde p e i ^ ^ n t CAP evaluations being 
developed before p r e s c r i b i n g t h a t these programs be expanded? 
Furthermore, considering the r a t e cap l i m i t a t i o n s w i t h i n the Act, 
how w i l l the d i s t r i b u t i o n companies be able t o fund expansion of 
these programs wi t h o u t v i o l a t i n g the r a t e cap? I have s i m i l a r 
joncerns w i t h the proposed Guideline which prescribes the minimum 
percentage of revenues t h a t a d i s t r i b u t i o n company should expend on 
the LIURP program. 

DATE V ROBERT K. BLOOM, COMMISSIONER 
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STATEMENT OF CHAIRMAN JOHN M. QUAIN 

Before the Commission i s a Tentative Order cortcerning 
guidelines f o r u t i l i t y u n i v e r s a l service and energy conservation 
programs. The guidelines address the components of u n i v e r s a l 
service and requests comments on r e l a t e d p r i o r i t i e s . 

I recognize t h a t there i s a s i g n i f i c a n t number of customers 
who may be e l i g i b l e t o take advantage of any program. I also 
note, however, t h a t there i s a l i m i t t o the a v a i l a b l e d o l l a r s 
t h a t can be expended i n support of u n i v e r s a l service. Moreover, 
given the i m p o s i t i o n of the " r a t e cap" at 66 Pa. C.S. §2804, an 
increase i n funding can only occur as a r e s u l t of e f f i c i e n c i e s 
r e a l i z e d from remaining company operations. Consequently, each 
company's r e s t r u c t u r i n g f i l i n g should i s o l a t e the expenditures 
associated w i t h such a c t i v i t i e s . Further, i t should i d e n t i f y the 
" t r a d e - o f f s " t h a t must be made i f a u n i v e r s a l service program 
expansion i s proposed. 

DATE JOHN M. QUAIN, CHAIRMAN 



E x h i b i t CRK-12 

CAP Restructuring Plan Proposal 

Participants Funding Per Household Cost 

Met-Ed 2000 $1,481,000 $740.50 
Penelec 3000 $2,420,000 $806.67 

Average $773.59 



•

E x h i b i t , CRK-L3 
Item No:^P P-10 

Witness: Frank Hoffmann 

Page i of 1 

DUOUHSNF. T.TGHT COMPANY 

P. Customer Service. Education and Conservation Programs 

10. Does the company intend to shift traditional collection costs to fund universal 
service and energy conservation activities? What is the plan for 
accomplishing this? If there is no such plan, why not? 

Response: 

Duquesne Light Company intends to continue funding its universal service and energy 
conservation activities as it is presently doing. Duquesne has only recently received the 
Commission's Final Order [Docket No. R-000960890F0010. entered July 11. 1997] on 
Universal Service and Energy Conservation. As such, the most effective approach for funding 
these activities is predicated on the completion of our Universal Service and Energy 
Conservation Plan scheduled to be completed on or before November 1. 1997. 



Exhibit CRK-14 ken: V . : A 

Witness. 

Paue i of 1 

P-

Frank Hofirnann 

DL'OLES.NE LIGHT COMPANY 

P Custonier Service. Education and Conservation Prcaran* 

Provide a iis-ing of each universal sen'ice and energ>' conservation policy, 
activity and service during ihe two years ending December 3 . 1996. For each 
such policy, aciivity and service, state budgeted and aciu?.; funding during the 
two years by the company, along with any mnding or contribution by any third 
party source. 

Response: 

Universal Service and Energy Conservation Policy, Activity, and Service 
Policv. Activitv. and Service 1995 Buduet 1995 Actual 199C Budget 1996 Actual 
Smart Comfort 5700.000 S71L275 S700.000 S7S8.460 
Pilot Customer Assistance 
Pros mm1 

5550.000 5260.3 1 1 S:;5u.0<J'j S354;9S7 

Pilot Customer Assistance 
Program frozen arrearage and 
billins deficiency write-offs2 

SO* $223..390 

CARES S60.000 S57.361 $60,000 $59,538 
Hardship Funds—Administration S65.000 S65.0OO $65,000 $65,000 
Gatekeeper ProgramsJ SO $1,469 SO $1,477 
Low Income Collection Costs, 
including labor 

SO $5,000,000 SO $5,000,000 

Low Income Write-offsh SO N/A SO $5,804,226 

1 Projected budget expenses include, but are net limited to program sinrt-up, iabor. equipmen:. programming and 
cvnluaiion cosis. Wriic-olTs orbolit nrre.iragc Ibrgivcncss and billing deficiencies arc nol ntcicded in ilicsc 
estimates. 
•' Write-off's are piirt of the overall Conratny write-offs. 

5 No panicipants were in the pilot long enough to earn a write-off. 

"The Gaickccpcr program is noi budgeted ns a separate program. 

T̂he amount expended for low income collections is part of the overall coiiection budget. Duquense Light does not 
divide ihe budgci into iow income vs. ::cn low income. Based on ibis, the lislcd budgeted amouni is.csiimatcd in a 
similar manner as the Equitable Gr.s top down approach which is recommended in the Final Order of the Universal 
Sen-ice and Energy Conservation Programs. The $5,000:000 includes allocated expenses such as mainfriime 
compulcr operalion lime, building renis. uiililics. etc. These amounts may not be available lo fund other programs. 
All Duquesne Light labor costs assccir.ed with supporting all of the listed low income programs, except Smart 
Comfort and CAP, are included m this number. 

"Actual write offs for 1995 are not identified as iow income and non low income. Duquesne Light is unable to supply 
this data. Budgeted write offs are based on actual write offs in prior years, Write offs associated with low income 
customers is noi a criicria for budgeting fuiurc expected write offs. Based on this. Duquesne Light is unable lo provide 
tills data. 



E x h i b i t , CRK-15 

Item No: 
P-8 

Witness: 
Frank Hoffmann 

Page 1 of 1 

DUQUESNE LIGHT COMPANY 

P. General Description of Utility Operations 

8. State the company's definition of a residential account in arrears, the total number of 
residential accounts in arrears in 1996, the number of those accounts which were low income 
customers, dollars in arrears owed by identified low income customers, and total number of 
dollars in arrears (identified and estimated). 

Response: 

* Duquesne Light Company considers a residential account in "arrears" when their bill is 
delinquent 7 days past the due date. In addition, Duquesne Light still considers an account as 
delinquent when a customer makes a repayment plan. Also, their account balance remains aged 
as if no payment agreement exists. 

* Duquesne Light had 114,724 residential accounts in arrears in December 1996 of which 73,878 
were more than 30 days delinquent. 

* Of the 73,878 residential accounts in arrears more than 30 days, 33,802 were identified; as low 
income customers. 

* The 33,802 low income customers owed Duquesne Light a past due balance of $27,107,000. 

* The total amount in arrears for the 114,724 customers was $41,748,509. 



^ ^ E x h i b i t , CRK-16 

Met-Ed Restructuring Plan 
Filing Requirement No. P. 9. 
Pase 1 of 1 

FILING REQUIREMENT P. 9.: 

"What would CAP enrollment be if the program was large enough to accommodate all 
low-income negative ability to pay customers? State number of customers still in need of 
LIURP services. State how much it would cost to serve all customers which need LIURP 
services." 

RESPONSE: 

(a) CAP 

We identify low-income, negative ability to pay customers when our Collection Center 
completes Customer Financial Summary Forms; as pan of the process to establish 
payment agreements. A recent inquiry against the Customer Master Record identified 
approximately 6;600 customers as being potentially eligible for CAP enrollment. Since 
the household incomes for the customers identified were not verified, the Company 
estimates that approximately 1/4 of these customers may not qualify for CAP; reducing 
the eligibility number to approximately 5:000 customers. In addition, based on Census 
data and the history that all households who are eligible for benefits will not apply, the 
Company projects that full CAP enrollment would be approximately 2,500 customers. 
This estimation does not take into consideration the fact that many low use customers 
would not qualify for CAP, because their actual bills are less than the payment that would 
be required in CAP. 

(b) LIURP (WARM) 

We estimate that 4.650 customers are still in need of weatherization. We project that it 
will cost $4,500,000 to serve all customers in need. 


